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Sector update Rise dollar rise...

Analyst Present financials of software companies are more leveraged to the US

Ear.'preet Batra . dollar than 2 years ago because of less currency hedged positions. Our
aripreet@kimeng.co.in . o

(022) 66232606 analysis shows recent 9% rupee depreciation to Rs49 adds 250bp to GM

(transaction gain) and provides translation gain benefits of 4%-7% (net
foreign currency receivables) to earnings. Cumulatively it boosts sector
CNXIT 5,339 earnings by 6%-12% in FY12. FY13 earnings increase 3-10% (only
BSE Index 16,867  transaction gain). Top beneficiaries in FY13 would be HCL Technologies
(HCLT) and Infosys (INFO). We will upgrade our FY12/13 forecast if dollar
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INFO and HCLT to benefit the most

Of dollar revenue, INFO has hedged 10%, HCLT 9%, and Tata Consultancy
(TCS) and Wipro (WPRO) around 22%. Hexaware (HEXW) and Tech
Mahindra (TECHM) will gain the least since they have 50% and 73% of
revenue locked at Rs47/USS.

New contracts, likely acquisitions make stocks attractive

Share price correction of up to 30% from recent highs lends comfort to
valuation. INFO, TCS at PER of 18x and HCLT at PER of 13x are 20% below
historical average. They remain our top IT picks.

Software Sector: EPS sensitivity to FX rate

FY12F Chg FY13F Chg

Rs45/US$  Rs48/US$ (%) Rs45/US$  Rs48/US$ (%)

< INFO 132 144 9 160 172 7
)] TCS 56 61 10 70 73 4
Z WPRO 22 24 10 24 26 9
HCLT 31 34 10 40 44 10

TECHM 70 75 7 75 79 4

MPHL 42 46 8 44 48 9

PSYS 32 35 10 39 41 6

KPIT 13 15 12 15 17 10

HEXW 7 8 6 9 9 3

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Recent depreciation is sudden Source: INR vs. USS price chart
trend reversal
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In 2008, rupee had depreciated 25% to Rs50 within 2 quarters on sudden
risk aversion after the collapse of ‘Lehman Brothers’. The IT vendors did
not benefit because:

e Most IT vendors had hedged large positions up to 200% of
revenue at Rs41/USS

e Exotic cross currency derivative positions resulted in P&L cash
loss and mark-to-market losses on B/S.

However, since then, most IT vendors have changed their foreign
exchange policies and they hedge with simple forward contracts up to
two years of revenue. This allows them to participate more significantly in
benefits from rupee depreciation. INFO remains the benchmark as it
consistently hedges only 50% of net revenue for forward two quarters.

2011 hedges lower than 2008 Software Sector: FX hedges as % of revenue

HCLT and INFO would benefit
the most because of their low

existing hedges

TECHM and HEXW would

benefit the least because of 22
their existing hedges around .

Rs47/US$

INFO TCS WPRO HCLT TECHM MPHL PSYS KPIT HEXW
M 2008 2011

Source: Company data; KESI estimates
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Net foreign currency revenue Software companies expense out 50% of total expenses in foreign
is 50% of total revenue currency. Balance is net foreign currency revenue, which provides

transaction gain and boosts rupee earnings following rupee depreciation.

Translation of net monetary Translation gain is because of the foreign currency receivables and
assets in the B/S adds to foreign currency cash for sector companies. We account for the
earnings translation gain in the other income component of the P&L. We expect

one time gain of 4%-7% in FY12 from translation benefits. These are
unrealized gains and would be recognized with settlement of the

receivables.
INFO and HCLT key We believe Infosys and HCLT would benefit the most because of low
beneficiaries because of low hedged positions. In 2009, HCLT had booked hedges of US$1.9bn @
hedges Rs41/USS, which impacted it by US$200m when rupee reversed to

Rs51/USS. Since then, it has brought down hedges to US$390m, which
will now allow it to benefit the most from depreciation given its low GM.

Among mid-caps, KPIT would benefit the most as it has hedges covering
only 18% of revenue at Rs46/USS.

Upside is limited for HEXW and TECHM because of their large FX
positions, which almost fully cover net foreign currency revenue over the
near term.
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Software Sector: Hedge positions

Hedge positions (USS m) Revenue (USSm) Hedges as % of Revenue
Q1 FY09 Q1 FY12 FYO09 FY12F FY09 FY12
INFO 811 745 4,821 6,995 17% 11%
TCS 1750 2300 6,181 10,614 28% 22%
WPRO 2600 1600 5,711 7,433 46% 22%
HCLT** 1900 390 2,273 4,324 84% 9%
TECHM 850 900 992 1,207 86% 75%
PSYS NA 86 132 224 NA 38%
KPIT 140 54 176 307 79% 18%
INFTC 50 41 200 345 25% 12%
HEXW*** 389 180 389 368 100% 49%
Source: Company data; KESI estimates
Software Sector: Valuations and Recommendations
CMP MCap PER (x) P/BV
(Yr to Mar) Ticker (Rs) (USSm) FY12F FY13F (x) Reco.
Infosys INFO 2,590 30,369 17.9 14.6 5.5 BUY
Tata Consultancy TCS 1,065 42,554 19.1 15.3 9.3 BUY
Wipro WPRO 349 17,509 16.1 14.5 3.9 HOLD
HCL Tech** HCLT 414 5,830 134 10.3 3.9 BUY
Tech. Mahindra TECHM 576 1,496 9.0 8.3 2.1 BUY
Mphasis* MPHL 334 1,432 7.9 7.5 1.6 SELL
Persistent PSYS 300 245 9.7 8.0 1.6 BUY
KPIT Cummins KPIT 146 262 10.8 9.6 2.4 BUY
CMC CMC 795 492 14.7 10.7 1.8 BUY
Hexaware*** HEXW 84 505 11.4 9.8 1.2 HOLD
Source: KESI estimates
Software Sector: Absolute Stock Performance
Absolute Returns (%)
Company Name Ticker Recom. Im 6m Y-T-D
Mphasis* MPHL SELL 1 -24 -49
Persistent Systems PSYS BUY -2 -27 -30
Infosys INFO BUY 20 -8 -15
HCL Infosystems** HCLI SELL -4 -42 -46
S&P CNX IT Index CNXIT NA 14 -18 -21
S&P CNX NIFTY NIFTY NA 2 -13 -18
Wipro WPRO HOLD 9 -23 -28
Infotech Enterprises INFTC BUY -7 -30 -35
Tata Consultancy TCS BUY 9 -9 -8
Hexaware*** HEXW HOLD 20 23 49
HCL Technologies** HCLT BUY 11 -15 -8
Tech Mahindra TECHM BUY -7 -20 -17
KPIT Cummins KPIT BUY -1 -14 2

Source: Company data, KESI estimates

*Yr to October, **Yr to June, ***Yr to Dec
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Recommendation definitions

Our recommendation is based on the
following expected price
performance within 12 months:

+15% and above: BUY
-15% to +15%: HOLD
-15% or worse: SELL
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLOSURES
AND
DISCLAIMERS

This report, and any electronic access to it, is restricted to and intended only for clients of Kim Eng Research Pte. Ltd. ("KER") or a
related entity to KER (as the case may be) who are institutional investors (for the purposes of both the Singapore Securities and
Futures Act (“SFA”) and the Singapore Financial Advisers Act (“FAA”)) and who are allowed access thereto (each an "Authorised
Person") and is subject to the terms and disclaimers below.

IF YOU ARE NOT AN AUTHORISED PERSON OR DO NOT AGREE TO BE BOUND BY THE TERMS AND DISCLAIMERS SET OUT BELOW,
YOU SHOULD DISREGARD THIS REPORT IN ITS ENTIRETY AND LET KER OR ITS RELATED ENTITY (AS RELEVANT) KNOW THAT YOU NO
LONGER WISH TO RECEIVE SUCH REPORTS.

This report provides information and opinions as reference resource only. This report is not intended to be and does not constitute
financial advice, investment advice, trading advice or any other advice. It is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or
offerings of any securities, options, stocks or other investment vehicles.

The report has been prepared without regard to the individual financial circumstances, needs or objectives of persons who receive
it. The securities discussed in this report may not be suitable for all investors. Readers should not rely on any of the information
herein as authoritative or substitute for the exercise of their own skill and judgment in making any investment or other decision.
Readers should independently evaluate particular investments and strategies, and are encouraged to seek the advice of a financial
adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s individual circumstances and objectives and should be confirmed by such investor with his advisers independently
before adoption or implementation (either as is or varied). You agree that any and all use of this report which you make, is solely at
your own risk and without any recourse whatsoever to KER, its related and affiliate companies and/or their employees. You
understand that you are using this report AT YOUR OWN RISK.

This report is being disseminated to or allowed access by Authorised Persons in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer or financial adviser in that jurisdiction (collectively
or individually, as the context requires, "Kim Eng") which has, vis-a-vis a relevant Authorised Person, approved of, and is solely
responsible in that jurisdiction for, the contents of this publication in that jurisdiction.

Kim Eng, its related and affiliate companies and/or their employees may have investments in securities or derivatives of securities
of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Kim Eng its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies mentioned in this
report. These businesses include market making and specialised trading, risk arbitrage and other proprietary trading, fund
management, investment services and corporate finance.

Except with respect the disclosures of interest made above, this report is based on public information. Kim Eng makes reasonable
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. The reader
should also note that unless otherwise stated, none of Kim Eng or any third-party data providers make ANY warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

Proprietary Rights to Content. The reader acknowledges and agrees that this report contains information, photographs, graphics,
text, images, logos, icons, typefaces, and/or other material (collectively “Content”) protected by copyrights, trademarks, or other
proprietary rights, and that these rights are valid and protected in all forms, media, and technologies existing now or hereinafter
developed. The Content is the property of Kim Eng or that of third party providers of content or licensors. The compilation
(meaning the collection, arrangement, and assembly) of all content on this report is the exclusive property of Kim Eng and is
protected by Singapore and international copyright laws. The reader may not copy, modify, remove, delete, augment, add to,
publish, transmit, participate in the transfer, license or sale of, create derivative works from, or in any way exploit any of the
Content, in whole or in part, except as specifically permitted herein. If no specific restrictions are stated, the reader may make one
copy of select portions of the Content, provided that the copy is made only for personal, information, and non-commercial use and
that the reader does not alter or modify the Content in any way, and maintain any notices contained in the Content, such as all
copyright notices, trademark legends, or other proprietary rights notices. Except as provided in the preceding sentence or as
permitted by the fair dealing privilege under copyright laws, the reader may not reproduce, or distribute in any way any Content
without oRsaining permission of the owner of the copyright, trademark or other proprietary right. Any authorised/permitted
distribution is restricted to such distribution not being in violation of the copyright of Kim Eng only and does not in any way
represent an endorsement of the contents permitted or authorised to be distributed to third parties.
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Additional information on mentioned securities is available on request.
Jurisdiction Specific Additional Disclaimers:

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO THE REPUBLIC OF KOREA, OR
PROVIDED OR TRANSMITTED TO ANY KOREAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A
VIOLATION OF SECURITIES LAWS IN THE REPUBLIC OF KOREA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE
FOREGOING LIMITATIONS.

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO MALAYSIA OR PROVIDED OR
TRANSMITTED TO ANY MALAYSIAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF
SECURITIES LAWS IN MALAYSIA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the
reader is receiving or accessing this report in or from other than Singapore.

As of 12 October 2011, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in Company / Report type.

Analyst Certification:

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject
securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in the report.

© 2011 Kim Eng Research Pte Ltd. All rights reserved. Except as specifically permitted, no part of this presentation may be
reproduced or distributed in any manner without the prior written permission of Kim Eng Research Pte. Ltd. Kim Eng Research Pte.
Ltd. accepts no liability whatsoever for the actions of third parties in this respect.
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