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Upside/Downside % 4.8 . .
V;)IL:ation wns! R_: 83000 " TCS delivered strong 3Q results that exceeded our and street expectations on
-DCF ' all financial parameters. EPS of Rs9.2 (up 10.7% QoQ and 32.9% YoY) was
GICS sector Software & Services 15% higher than our and consensus expectation of Rs8. We maintain our
Market cap Rsbn 1,550 positive view on the sector and are comfortable with our above consensus
30-day avg turnover US$m 37.6 USS$ top-line growth of 27% for the sector leaders in FY11E. Maintain TCS as
Market cap US$m 33,970 our top pick in the sector.

Number shares on issue m 1,957

Impact

i S B (18 Sl = Management comments point to broad-based recovery. Our positive

vearend 31 Mar AU StE s s thesis on the sector is based on demand recovery playing out for the Indian IT
Total revenue bn 278.1 2985 346.6 414.2 . L N .
EBITDA bn 718 826 929 109.8 vendors in CY 2010. Sequential improvement across major verticals and
EBITDA growth % 260 151 125 182 management expectations of having turned the corner in Manufacturing,
EBIT bn 66.0 751 836 989 . .
EBIT growth % 289 138 112 183 Telecom and Hi-Tech verticals strengthen our argument of revenue
Adjusted profit bn 517 625 710 804 resurgence in FY11E. (Please see Figure 3 and Figure 4.)
EPS adj Rs 26.42 31.93 3625 41.09
EPS adj growth % 30 208 135 133 . ; i P ; ;
PER adj )‘z sn wif e dme TCS expects aggressive FY11E hiring, lateral hiring picks up |q 30Q. .
ROA % 328 296 267 26.0 Similar to the trend we have seen at Infosys, TCS management indicated their
ROE % 369 346 308 282 ; ; ; ; ; ;
EvERT © 2ie BT Re 140 intent to hire aggresswelylln FY.llE to meet the .pICk-L.Jp in demand. The -
Net debt/equity % -5.0 -12.4 -243 -34.2 company added 8,239 trainees in 3Q, ahead of its guidance of 8K given in
iz x 99 76 60 49 2Q. Importantly, lateral hiring picked up significantly in the quarter (3K in 3Q
CS IN rel BSE Sensex performance, & vs. 2K in 2Q). TCS expects to add another 3K lateral employees in 4Q FY10.
rec history Aggressive plans for a FY11E employee addition and significant uptick in
—— TC§ [LH5] —— BSE Sensex [RHS] + Price Target .. .
1000.00 120.00 lateral hiring signals a robust revenue growth outlook for the sector.
800.00 I""‘{«H . 1110000 » Good 3Q results. TCS delivered stellar results with US$ revenue growth of
§00.00 b W 1s0.00 6.3% QoQ (vs. Infosys at 6.7%), INR revenue growth of 2.9% (vs. 2.8% for
w0000 Y i ‘ 6000 Infosys) and QoQ EBITDA margin expansion of 100bp (vs. 90bp for Infosys).
: AP X TSN A :
200.00 40,00 = Strong volume growth helps offset exchange headwinds. TCS delivered
@ Eﬁ 6.6% QoQ volume growth in the quarter (vs. 6.1% for Infosys). This helped
CMar07 OG0T Way 08 Dec0s Aug0s the company to deliver 2.9% QoQ INR revenue growth despite a 1% negative
SR e e oGl (e e impact on revenues due to INR appreciation. Pricing for the quarter remained
Source: FactSet, Macquarie Research, January 2010 flat (vs. +0.2% QoQ pricing improvement for Infosys).
Il fi in INR unl d o .
(all igures in INR unless noted) = Improved productivity (+220bp), offshore leverage (+17bp), SG&A gains
(+36bp), and currency (-167bp) resulted in a ~100bp margin expansion in 3Q.
Earnings and target price revision
= No change.
Price catalyst
= 12-month price target: Rs830.00 based on a DCF methodology.
= Catalyst: Finalisation of client IT budgets in February 2010.
Nitin Mohta . .
91 22 6653 3050 nitin.mohta@macquarie.com  ACtion and recommendation
Atul Soni
91 22 6653 3153 atul.soni@macquarie.com = TCS s our top pick, margin surprise poses upside risks to our
estimates. Favourable FX movement (current INR/US$ expectation of 42 by
18 January 2010

Mar’11), would imply upside to our margin forecasts for Indian IT vendors.

Please refer to the important disclosures and analyst certification on inside back cover of this document, or on our
website www.macquarie.com.au/research/disclosures.
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3Q FY3/10 results review and analysis — Actuals vs expectations

Figl 3QFY3/10results — P&L: YoY growth, QoQ growth and deviation from our expectations

Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 (% Chg YoY) (% Chg QoQ) Dec-09E Deviation (%)

(Amount in Rsm) 3Q FY09 4Q FY09 1Q FY10 2Q FY10 3Q FY10
Revenues

Information technology and consultancy services 70,628 69,538 69,424 72,175 74,285 5.2% 2.9% 73,009 1.7%

Sale of equipment and software licenses 2,143 2,180 2,646 2,176 2,218 3.5% 1.9% 2,201 0.8%
Total revenues 72,770 71,718 72,070 74,351 76,503 5.1% 2.9% 75,210 1.7%
Cost of revenues

Cost of information technology and consultancy services 38,371 37,394 36,628 38,419 39,137 2.0% 1.9% 39,060 0.2%

Cost of equipment and software licenses 1,933 1,822 2,610 1,892 1,822 -5.8% -3.7% 1,981 -8.0%
Total cost of revenues 40,304 39,216 39,238 40,311 40,959 1.6% 1.6% 41,041 -0.2%
Gross profit 32,466 32,501 32,832 34,040 35,544 9.5% 4.4% 34,169 4.0%
Gross profit margin (%) 44.6% 45.3% 45.6% 45.8% 46.5% 45.4% 2.3%
Operating expenses

SG&A expenses 14,339 15,402 14,830 14,408 14,568 1.6% 1.1% 15,042 -3.2%

R&D 106 929 109 101 89 -16.7% -12.5% 110 -19.4%
Total operating expenses 14,446 15,501 14,940 14,509 14,657 1.5% 1.0% 15,152 -3.3%
EBITDA 19,474 18,796 19,620 21,342 22,717 16.7% 6.4% 20,851 8.9%
Depreciation included above in operating expense 1,454 1,796 1,727 1,811 1,829 25.8% 1.0% 1,834 -0.3%
Operating income 18,020 17,000 17,893 19,531 20,888 15.9% 6.9% 19,017 9.8%
Operating margin (%) 24.8% 23.7% 24.8% 26.3% 27.3% 25.3% 8.0%
Other income/(expense)

Interest income 284 352 388 402 484 70.7% 20.3% 318 52.4%

Interest expense (146) (169) (84) (84) (84) -42.6% -0.2% (85) -1.6%

Other non operating income, net (1,985) (1,569) (110) (463) 169 nmf nmf (164) nmf
Other income, net (1,847) (1,386) 194 (144) 570 nmf nmf 68 nmf
Income before income taxes and minority interests 16,173 15,614 18,087 19,387 21,457 32.7% 10.7% 19,085 12.4%

Income tax expense 2,481 2,293 2,655 2,909 3,241 30.7% 11.4% 3,245 -0.1%
Income before minority interests

Minority interests (167) (189) (226) (240) (242) 44.9% 1.0% (263) -8.2%

Equity in net earnings of affiliates 1) (1) 2) - - nmf nmf 2 nmf
Net income 13,525 13,132 15,203 16,239 17,975 32.9% 10.7% 15,575 15.4%
Basic and Diluted EPS 6.91 6.71 7.77 8.30 9.18 32.9% 10.7% 7.96 15.4%
Weighted average no. of shares 1,957 1,957 1,957 1,957 1,957 1,957

Source: Company data, Macquarie Research, January 2010
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Fig 2 3Q FY3/10 results — Operating Metrics: YoY growth, QoQ growth

Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 (% Chg YoY) (% Chg QoQ)

Operating Metrics
Employee Metrics
Total employees (including subs.) 130,343 143,761 141,642 141,962 149,654 14.8% 5.4%
Gross addition (excluding subs.) 11,755 3,522 1,154 3,836 11,377 -3.2% 196.6%
Net addition (excluding subs.) 8,717 521 (2,746) (312) 7,417 na na
Trainees added 8,704 2,227 316 1,820 8,239 -5.3% 352.7%
Experienced Professionals added 1,696 522 384 1,189 2,249 32.6% 89.2%
Overseas subsidiaries and Branches added 1,373 773 454 827 889 -35.3% 7.5%
Utilization Rate

- Including trainees 71.8% 69.4% 71.3% 73.6% 77.2% 7.5% 4.9%

- Excluding trainees 79.9% 79.7% 79.2% 79.5% 81.1% 1.5% 2.0%
Client Concentration
Top client 5.1% 4.7% 5.7% 6.8% 8.1% 58.8% 19.1%
Top 5 clients 17.3% 18.6% 19.4% 20.5% 21.5% 24.3% 4.9%
Top 10 clients 26.3% 26.9% 28.0% 28.9% 29.9% 13.7% 3.5%
US$1m - US$5m 395 405 423 409 419 6.1% 2.4%
US$5m - US$10m 166 172 178 171 178 7.2% 4.1%
US$10m - US$20m 112 111 113 111 112 0.0% 0.9%
US$20m - US$50m 59 62 59 62 61 3.4% -1.6%
US$50m - US$100m 23 24 23 23 23 0.0% 0.0%
US$100m+ 7 7 6 6 6 -14.3% 0.0%
Active clients 965 985 933 896 917 -5.0% 2.3%
Clients added during the quarter 41 36 26 30 32 -22.0% 6.7%

Source: Company data, Macquarie Research, January 2010

Fig 3 QoQ Growth Rate for TCS Industry Verticals from 4QFY09 to 3QFY10

4Q FY 09 1Q FY10 2QFY 10 3Q FY10
BFSI 1% 3% 6% 3%
Telecom -6% -3% -2% 4%
Manufacturing -9% -6% -2% -2%
Retail & distribution 6% 2% 1% 3%
Hi Tech -19% -10% 1% 7%
Life sciences & healthcare 8% 0% 9% 1%
Transportation & Logistics 1% -2% -2% 0%
Energy & utilities 2% 0% 7% 25%
Media & Entertainment 3% 5% 3% -2%
Others 7% 17% 7% -4%

Source: Company data, Macquarie Research, January 2010
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Fig 4 Corporate Discretionary Spending on the rise in 3QFY10 after 3 quarters of
decline
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Source: Company data, Macquarie Research, January 2010

Stocks mentioned in the report

* (INFO IN, Rs2,676, N, TP: Rs2,575, potential downside 4%)
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Fig 5 Valuation comp sheet

Company name Bloomberg Reco Market Cap Current Target Price Up/Down EPSFY10 EPSFY11 PER (x) PER (x) RoE (FY10) EPS CAGR PEG
Ticker (US$ m) Price (Icy) (Icy) side(%) FY10 FY11 (FY10-12E)
Infosys INFO IN N 33,530 2676 2575 -3.8% 107.2 114.3 25.0 23.4 30.2 11.2% 2.10
TCS TCSIN OoP 33,842 791 830 4.9% 31.9 36.3 24.8 21.8 33.9 14.6% 1.50
Wipro WPRO IN OoP 23,596 736 780 6.0% 30.3 33.9 243 21.7 26.3 8.0% 272
HCL Tech HCLT IN NR 5,436 369 NR NR 18.9 24.8 19.6 14.9 28.9 24.9% 0.60
Mahindra Satyam SCSIN NR 2,995 117 NR NR 10.6 4.8 11.0 24.1 26.0 -7.6% - 315
Tech Mahindra TECHM IN NR 3,037 1137 NR NR 52.8 62.8 21.5 18.1 63.4 24.3% 0.75
International IT Services
Accenture ACN US NR 31,376 43 NR NR 2.7 3.0 16.0 14.3 58.6 10.7% 1.33
Amdocs DOX US NR 5,832 28 NR NR 22 24 13.1 121 10.8 5.1% 2.35
Cap Gemini CAP FP NR 5,217 34 NR NR 2.0 22 17.4 154 11.6 15.8% 0.98
Cognizant CTSH US NR 14,078 48 NR NR 1.9 2.1 25.8 22.4 25.1 12.3% 1.82
Convergys CVG Us NR 1,433 12 NR NR 1.1 1.2 10.4 9.9 -7.0 7.6% 1.29
CsC CSC uUs NR 8,523 56 NR NR 5.0 5.2 11.2 10.8 20.3 5.2% 2.08
Logica PLC LOG LN NR 1,986 124 NR NR 0.1 0.1 1216.7 1098.2 2.1 11.1% 98.55
Paxys PAX PM NR 3,388 3 NR NR na na na na na na na
IBM GS IBM US NR 172,699 131 NR NR 9.9 10.9 133 121 58.8 9.4% 1.29

Aptech APTR IN NR 203 199 NR NR na na na na 21.7 na na
Educomp EDSL IN NR 1,519 733 NR NR 26.8 36.5 27.3 20.1 379 34.1% 0.59
Everonn ESIL IN NR 139 421 NR NR 25.0 34.3 16.9 12.3 14.3 42.6% 0.29
Oracle Financial Services OFSS IN NR 4,511 2463 NR NR 97.7 115.9 25.2 21.3 23.4 11.7% 1.81
Mindtree MTCL IN NR 604 699 NR NR 48.1 52.5 14.5 13.3 9.6 11.0% 1.21
NIT NIT IN NR 276 77 NR NR na na na na na na na
NIIT Tech NITEC IN NR 240 187 NR NR 21.1 219 8.8 8.5 27.7 10.9% 0.78
Patni PATNI IN NR 1,466 519 NR NR 36.3 39.1 14.3 13.3 15.7 5.4% 2.47
Polaris POL IN NR 417 193 NR NR 14.8 19.3 13.1 10.0 18.3 26.6% 0.38
Rolta RLTA IN NR 714 203 NR NR na na na na na na na
BPO
EXL Service EXLS US NR 519 18 NR NR 0.5 0.7 39.4 27.1 8.3 -26.6% - 102
Firstsource FSOL IN NR 345 37 NR NR 1.7 2.7 21.3 13.5 2.9 na na
Genpact G US NR 3,268 15 NR NR 0.7 0.8 21.0 18.8 12.0 -39.2% - 048
WNS WNS US NR 639 15 NR NR 1.0 1.3 15.8 11.2 3.9 -12.1% - 093

Note: Share price data as of 15 Jan 2010. Data for Not rated companies are based on Bloomberg consensus estimates.
Source: Bloomberg, Macquarie Research, January 2010
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Tata Consultancy Services (TCS IN, Outperform, Target Price: Rs830.00)

Quarterly Results 2Q/10A 3Q/10E 4Q/10E 1Q/11E Profit & Loss 2009A 2010E 2011E 2012E
Revenue m 74,351 75,210 76,886 79,102 Revenue m 278,129 298,516 346,624 414,222
Gross Profit m 34,040 34,169 34,558 35,553 Gross Profit m 123,709 135,598 155,795 186,085
Cost of Goods Sold m 40,311 41,041 42,329 43,548 Cost of Goods Sold m 154,420 162,918 190,829 228,136
EBITDA m 21,342 20,851 20,786 21,312 EBITDA m 71,781 82,599 92,906 109,782
Depreciation m 1,811 1,834 2,097 2,099 Depreciation m 5,766 7,469 9,345 10,921
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 0 0 0 0
Other Amortisation m 0 0 0 0 Other Amortisation m 0 0 0 0
EBIT m 19,531 19,017 18,690 19,213 EBIT m 66,015 75,130 83,561 98,861
Net Interest Income m 319 233 434 569 Net Interest Income m 506 1,290 3,572 6,591
Associates m 0 -2 -2 -2 Associates m -7 -6 -8 -8
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Forex Gains / Losses m 0 0 0 0 Forex Gains / Losses m 0 0 0 0
Other Pre-Tax Income m -463 -164 -132 18 Other Pre-Tax Income m -5,190 -869 148 433
Pre-Tax Profit m 19,387 19,083 18,990 19,798 Pre-Tax Profit m 61,324 75,545 87,272 105,876
Tax Expense m -2,909 -3,245 -3,229 -3,366 Tax Expense m -9,011 -12,037 -14,838 -23,294
Net Profit m 16,478 15,839 15,762 16,432 Net Profit m 52,312 63,508 72,435 82,581
Minority Interests m -240 -263 -290 -319 Minority Interests m -604 -1,018 -1,479 -2,166
Reported Earnings m 16,239 15,575 15,472 16,113 Reported Earnings m 51,709 62,489 70,955 80,415
Adjusted Earnings m 16,239 15,575 15,472 16,113 Adjusted Earnings m 51,709 62,489 70,955 80,415
EPS (rep) 8.30 7.96 7.90 8.23 EPS (rep) 26.42 31.93 36.25 41.09
EPS (adj) 8.30 7.96 7.90 8.23 EPS (ad)) 26.42 31.93 36.25 41.09
EPS Growth yoy (adj) % 28.7 15.2 17.8 6.0 EPS Growth (adj) % 3.0 20.8 135 133
PE (rep) X 10.1 248 21.8 19.3
PE (adj) X 10.1 248 21.8 19.3
EBITDA Margin % 28.7 27.7 27.0 26.9 Total DPS 7.00 8.00 9.00 10.00
EBIT Margin % 26.3 25.3 24.3 243 Total Div Yield % 2.6 1.0 11 1.3
Earnings Split % 26.0 24.9 24.8 22.7 Weighted Average Shares m 1,957 1,957 1,957 1,957
Revenue Growth % 6.9 34 7.2 9.8 Period End Shares m 1,957 1,957 1,957 1,957
EBIT Growth % 15.9 55 9.9 7.4
Profit and Loss Ratios 2009A 2010E 2011E 2012E Cashflow Analysis 2009A 2010E 2011E 2012E
Revenue Growth % 23.0 7.3 16.1 19.5 EBITDA m 71,781 82,599 92,906 109,782
EBITDA Growth % 26.0 15.1 125 18.2 Tax Paid m 0 0 0 0
EBIT Growth % 28.9 13.8 11.2 18.3 Chgs in Working Cap m -20,366 20,412 38,117 28,820
Gross Profit Margin % 445 45.4 44.9 44.9 Net Interest Paid m 0 0 0 0
EBITDA Margin % 25.8 27.7 26.8 26.5 Other m 0 -35,197 -57,320 -53,964
EBIT Margin % 23.7 25.2 24.1 23.9 Operating Cashflow m 51,415 67,814 73,702 84,638
Net Profit Margin % 18.8 21.3 20.9 19.9 Acquisitions m -1,568 -48,943 303 0
Payout Ratio % 26.5 25.1 248 243 Capex m -11,139 -13,457 -15,677 -14,256
EV/EBITDA X 7.1 18.7 16.6 14.0 Asset Sales m 420,697 532,764 208,927 0
EV/EBIT X 7.8 20.5 184 15.6 Other m -444,975 -503,231 -209,230 -0
Investing Cashflow m -36,985 -32,867 -15,677 -14,256
Balance Sheet Ratios Dividend (Ordinary) m -21,823 -32,153 -19,590 -13,734
ROE % 36.9 34.6 30.8 28.2 Equity Raised m 39 54 0 0
ROA % 32.8 29.6 26.7 26.0 Debt Movements m -378 9 62 0
ROIC % 46.2 41.6 38.1 39.2 Other m 5,699 13,309 -1,278 -11,320
Net Debt/Equity % -5.0 -12.4 -24.3 -34.2 Financing Cashflow m -16,463 -18,782 -20,806 -25,054
Interest Cover X nmf nmf nmf nmf
Price/Book X 3.3 7.6 6.0 4.9 Net Chg in Cash/Debt m 3,088 16,316 37,220 45,328
Book Value per Share 80.0 104.6 130.9 160.3
Free Cashflow m 40,276 54,358 58,026 70,382
Balance Sheet 2009A 2010E 2011E 2012E
Cash m 14,839 32,687 69,907 115,235
Receivables m 60,429 62,533 78,443 88,820
Inventories m 366 295 475 539
Investments m 17,257 29,258 29,258 29,258
Fixed Assets m 37,490 43,397 49,729 53,064
Intangibles m 25,906 26,238 26,238 26,238
Other Assets m 71,403 85,507 92,517 100,923
Total Assets m 227,691 279,916 346,568 414,078
Payables m 47,440 52,099 63,785 72,272
Short Term Debt m 5,158 4,828 4,890 4,890
Long Term Debt m 1,762 1,949 1,949 1,949
Provisions m 0 0 0 0
Other Liabilities m 13,654 12,864 16,194 17,681
Total Liabilities m 68,013 71,740 86,818 96,792
Shareholders' Funds m 156,545 204,655 256,230 313,766
Minority Interests m 3,133 3,521 3,521 3,521
Other m 0 0 0 0
Total S/H Equity m 159,678 208,176 259,751 317,287
Total Liab & S/H Funds m 227,691 279,916 346,568 414,078

All figures in INR unless noted.
Source: Company data, Macquarie Research, January 2010
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Important disclosures:

Recommendation definitions Volatility index definition* Financial definitions

Macquarie - Australia/New Zealand This is calculated from the volatility of historical All "Adjusted"” data items have had the following
Outperform — return >5% in excess of benchmark return price movements. adjustments made:

Neutral — return within 5% of benchmark return Added back: goodwill amortisation, provision for
Underperform — return >5% below benchmark return Very high—highest risk — Stock should be catastrophe reserves, IFRS derivatives & hedging,
Macquarie — Asia/Europe e)gpected to move up or down 50—100% in'a year IFRS impairments & IFRS interest expense
Outperform — expected return >+10% - mvestqrs should be aware this stock is highly Excluded: non recurring |t_ems, asset reva_ls_, property
Neutral — expected return from -10% to +10% speculative. revals, appraisal value uplift, preference dividends &

Underperform — expected return <-10% minafitylinterests

High — stock should be expected to move up or

Macquarie First South - South Africa down at least 40-60% in a year — investors should ~ EPS = adjusted net profit / efpowa*

Outperform — expected return >+10% be aware this stock could be speculative. ROA = adjusted ebit / average total assets
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Underperform — expected return <-10% Medium — stock should be expected to move up total assets
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