HCL Technologies

A long haul, yet,
Underperform

B Earnings decline in FY10; Underperform

We reset our dated estimates & Price Objective established prior to Sep 08 and
the Axon acquisition. While an 8% dividend yield could limit downside, we rate the

stock Underperform given forecast earnings decline next year, on near term
cyclical pressures, restructuring in BPO and steep margin dilution led by Axon.
We forecast flattish FY11 EPS, on expiry of tax holiday. Longer term, we are
positive on the strategic steps to position itself in growth markets and tighten
operations. Our PO of Rs100 is at 7x FY10E EPS, at 20% discount to TCS, on
relative brand and risks.

Near term earnings challenges

We forecast a modest decline in organic revs in FY09 & FY10 (Jun yr end) due to
cyclical pressures, with an estimated 40-50% of revs, across enterprise solutions,
R&D services & application development, being exposed to cuts in discretionary

IT spending. BPO, another 10% of revs, is also in restructuring mode from voice-

work to transaction processing. We forecast over 500bps margin decline over

FY08-10 (prior to intangibles writeoff & stock comp) due to dilution from Axon and

BPO acquisitions, hedging losses, weak European currencies & pricing cuts.

Longer term, promising strategic moves
Longer term, we believe Axon significantly boosts HCLT’s position in SAP

consulting, Europe, and new verticals like utilities. Also the US$1bn deal wins last

quarter endorse a strengthening position in ‘run the business’ IT deals, though
these will likely take 6 to 9 months to ramp, in our view. HCLT has also steadily
improved bill-rates, utilization and lowered attrition over the last 3 years. Key

upside risks: Faster than expected ramp of deals won and tax holiday extension,

which could boost FY11 earnings by 15 to 20%.

B Estimates (Jun)

(Rs) 2007A  2008A 2009E 2010E 2011E
Net Income (Adjusted - mn) 13,673 11,381 13,122 11,302 10,814
EPS 18.82 15.38 17.18 14.30 14.42
EPS Change (YoY) 98.8% -18.3% 11.8% -16.8% 0.8%
Dividend / Share 8.67 9.34 9.00 8.00 8.00
Free Cash Flow / Share 10.76 12.96 13.91 15.12 12.80
Valuation (Jun)

2007A  2008A 2009E 2010E 2011E
P/E 5.79x 7.09x 6.35x 7.62x 7.56x
Dividend Yield 7.95% 8.56% 8.26% 7.33% 7.33%
EV / EBITDA* 5.87x 4.64x 4.05x 4.58x 4.19x
Free Cash Flow Yield* 9.67% 11.85% 12.81% 13.92% 11.79%

* For full definitions of iQmethod ™ measures, see page 20.
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Key Income Statement Data (Jun) 2007A 2008A 2009E 2010E 2011E
(Rs Millions)

Sales 60,336 76,396 98,295 100,758 107,904
Gross Profit 22,752 29,487 36,631 35,106 37,699
Sell General & Admin Expense (9,383) (12,568) (17,262) (17,974) (18,983)
Operating Profit 10,833 13,885 14,946 12,193 14,088
Net Interest & Other Income 3,461 (2,074) (1,303) (607) (366)
Associates NA NA NA NA NA
Pretax Income 14,294 11,812 13,642 11,587 13,722
Tax (expense) / Benefit (1,520) (1,285) (2,099) (2,997) (4,058)
Net Income (Adjusted) 13,673 11,381 13,122 11,302 10,814
Average Fully Diluted Shares Outstanding 675 683 672 670 670
Key Cash Flow Statement Data

Net Income 12,709 10,498 11,556 9,589 9,664
Depreciation & Amortization 2,536 3,033 4,424 4,939 4,628
Change in Working Capital (4,177) 1,716 (1,699) (201) (823)
Deferred Taxation Charge NA NA NA NA NA
Other Adjustments, Net (204) (1,073) 831 860 772
Cash Flow from Operations 10,864 14,174 15,112 15,287 14,241
Capital Expenditure (3,838) (5,566) (5,806) (5,170) (5,675)
(Acquisition) / Disposal of Investments (2,049) (33) 9,885 0 0
Other Cash Inflow / (Outflow) 4 (1,651) (32,955) 766 117
Cash Flow from Investing (5,883) (7,250) (28,877) (4,404) (5,558)
Shares Issue / (Repurchase) 2,267 378 0 0 0
Cost of Dividends Paid (5,853) (6,375) (6,055) (5,361) (5,362)
Cash Flow from Financing (3,678) (6,384) 25,751 (5,361) (5,362)
Free Cash Flow 7,025 8,608 9,305 10,117 8,566
Net Debt (3,821) (3,627) 11,044 5,652 2,138
Change in Net Debt NA NA NA NA NA
Key Balance Sheet Data

Property, Plant & Equipment 11,185 12,584 16,618 18,061 19,019
Other Non-Current Assets 11,198 13,938 48,831 47,723 46,236
Trade Receivables 13,087 17,894 24,574 25,189 26,976
Cash & Equivalents 3,821 3,627 16,129 21,843 24,421
Other Current Assets 28,119 27,864 23,135 23,549 23,887
Total Assets 67,410 75,908 129,287 136,366 140,539
Long-Term Debt 0 0 27,173 27,495 26,559
Other Non-Current Liabilities 1,376 5,631 7,246 7,427 7,954
Short-Term Debt NA NA NA NA NA
Other Current Liabilities 12,427 20,924 27,523 28,212 30,213
Total Liabilities 13,803 26,555 61,941 63,134 64,726
Total Equity 53,606 49,349 67,342 73,228 75,809
Total Equity & Liabilities 67,410 75,904 129,284 136,362 140,536
iQmethod* - Bus Performance*

Return On Capital Employed 20.3% 22.5% 16.1% 9.6% 9.1%
Return On Equity 29.4% 22.2% 22.5% 16.1% 14.5%
Operating Margin 18.0% 18.2% 15.2% 12.1% 13.1%
EBITDA Margin 22.2% 22.1% 19.7% 17.0% 17.3%
iQmethod* - Quality of Earnings*

Cash Realization Ratio 0.8x 1.2x 1.2x 1.4x 1.3x
Asset Replacement Ratio 1.5x 1.8x 1.6x 1.3x 1.4x
Tax Rate (Reported) 10.6% 10.9% 15.4% 17.2% 29.6%
Net Debt-to-Equity Ratio -1.1% -7.3% 16.4% 7.7% 2.8%
Interest Cover NA NA NA NA NA
Key Metrics

Revenue Growth 37.50% 26.62% 28.66% 2.51% 7.09%
EBITDA Growth 37.42% 26.55% 14.48% -11.55% 9.25%
EBIT Growth 38.67% 28.17% 7.64% -18.42% 15.54%
PAT Growth 79.42% -17.39% 10.07% -17.02% 0.78%

* For full definitions of iQmethod ™ measures, see page 20.

Company Description

HCL Tech is one of India's leading IT services
exporters offering offshore IT Services. It was set
up in 1999 by Shiv Nadar, who remains a majority
shareholder and Chairman/Chief Strategy Officer.
HCL has diversified revs from R&D services to
include enterprise solutions, Business Process
Outsourcing and Infra Mgmt Services and from
technology to include manufacturing, banking,
lifesciences, media and retail. HCL has adopted an
aggressive acquisition strategy compared to peers..

Investment Thesis

HCLT's organic growth being driven by its leading
position in infrastructure management services.
However, strong deal wins overshadowed by likely
near term challenges in engineering and R&D
services, enterprise solutions and restructuring in
BPO from voice work to platform based BPO. The
US$690m Axon acquisition in the SAP space, a long
term positive, but dilutes margins significantly over
the next 4-8 quarters, resulting in earnings decline.
Reasonable dividend yield could limit downside.

Stock Data

Price to Book Value 1.1x
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Chart 1: HCLT P/E Band

HCL Technologies

Will take time to deliver
Reset PO and EPS estimates; Underperform

We reset our dated estimates & Price Objective established prior to Sep 08 and
the Axon acquisition. While an 8% dividend yield could limit downside, we rate the
stock Underperform given forecast 17% decline in GAAP earnings (Re) and 14%
decline in non GAAP earnings, reflecting near term cyclical pressures,
restructuring in BPO and steep margin dilution led by Axon. Further, earnings are
expected to remain flattish in FY11 due to a steep jump in tax rate from 16% to
28% post expiry of tax holiday. Longer term, we are positive on the strategic
steps to position itself in growth markets and tighten operations.

Our PO of Rs100 is at 7x FY10E EPS, at 20% discount to TCS, on weaker brand
and risks to earnings, in line with the average YTD discount. Though the stock
has underperformed the BSE Sensex by 20% in the last six months, we are
unable to see any potential catalysts to rerate the stock, given poor earnings

outlook next year, risks to integration of Axon and poor visibility overall with
respect to recovery in IT spend.

Key upside risks: Faster than expected ramp of deals won and tax holiday
extension, which could boost FY11E earnings by 15% to 20%.

Chart 2: HCL Discount vs TCS
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Near-term earnings challenges

We forecast a modest decline in organic revs in FY09 & FY10 (Jun yr end) due to
cyclical pressures, with an estimated 40-50% of revs across enterprise solutions,
R&D services & application development, being exposed to cuts in discretionary
IT spending. BPO, another 10% of revs, is also in restructuring mode from voice-
work to transaction processing. We forecast over 500bps margin decline over
FYO08-10 (prior to intangibles writeoff & stock comp) due to dilution from Axon and
BPO acquisitions, hedging losses, weak European currencies & pricing cuts.

Longer term, promising strategic moves

Longer term, we believe Axon significantly boosts HCLT’s position in SAP
consulting, Europe, and new verticals like utilities. Also the US$1bn deal wins
last quarter endorse a strengthening position in ‘run the business’ IT deals,
though these will likely take 6 to 9 months to ramp, in our view.
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Relative valuations - Unfavorable on earnings growth

While HCLT stands out on dividend yield, it compares unfavorably to peers on
margins, RoE and growth and we rate it Underperform. Our Underperform on
Wipro is a relative call vs peers Infosys and TCS, where though it is reasonably
valued, we believe risk to estimates is higher than in peers, given higher
management stability at peers, lower exposure to technology, banking and retalil
on a combined basis and more encouraging hiring indicators. We prefer Wipro to
HCLT, given its better earnings growth outlook. At a 26% discount to Infosys, we
rate TCS a Buy, and it is our top pick. We believe Infosys stock is fairly priced,
given the premium it commands on high transparency and tight management, but
see limited upside potential given lack of catalysts, and rate it Neutral. We remain
bearish on the sector and believe stocks could correct near term with downside
risk to earnings on anecdotal evidence of steep price cuts and IT budget cuts.

Table 1: SUMMARY VALUATION TABLE

TCS Wipro Infosys HCL Tech
ML Code TACSF WIPRF INFYF HCLTF
ML Rating C-1-7 C-3-7 C-2-7 C-3-7
Price 490 220 1,209 109
Target Price Rs 550 225 1,300 100
Market Cap in mn $ 9,980 6,716 14,418 1,522
EPS
EPS Rs FY08 50.11 225 79.2 154
EPS Rs FYO9E 53.12 25.6 100.8 17.2
EPS Rs FY10E 56.82 25.9 103.2 14.3
EPS Rs FY11E 61.67 29.0 110.8 14.4
EPS gr % FY08 19.8% 10.3% 21.0% -18.3% *
EPS gr % FY09E 6.0% 13.9% 27.4% 11.8%
EPS gr % FY10E 7.0% 1.0% 2.4% -16.8%
EPS gr % FY11E 8.5% 11.9% 7.3% 0.8%

*HCLT'’s EPS fell 8.5% in FY08 and would be flattish in FYQ9, if we adjust the loss on cancellation of
forex contracts in FY08. Even apart from the cancellation, large hedging related forex gains/losses
have impacted HCLT’s FY08 and FY09 EPSg.

2 yr EPS gr % FY09-11 7.7% 6.3% 4.8% -8.4%
PE (FY09e EPS)(x) 9.2 8.6 12.0 6.3
PE (FY10e EPS)(x) 8.6 8.5 11.7 7.6
PE (FY11e EPS)(X) 7.9 7.6 10.9 7.6

EV/Sales FY10 E 13 1.0 2.3 0.7
EV/EBITDA (FY10E)x 5.4 5.4 7.4 39
EBIT % FY08 23.2% 17.3% 27.8% 16.9%
EBIT % FY09E 23.8% 16.9% 29.5% 14.3%
EBIT % FY10E 22.0% 15.8% 27.1% 11.2%
EBIT % FY11E 21.1% 15.7% 26.0% 12.2%
ROE (FY09e) (x) 35.2% 28.8% 36.0% 22.5%
ROE (FY10e) (x) 28.3% 23.9% 28.6% 16.1%
ROE (FY11e) (X) 24.2% 22.5% 24.9% 14.5%
Dividend Yield FY08 3.1% 2.7% 2.8% 8.5%
Dividend Yield FYO9E 3.3% 3.2% 2.1% 8.3%
Dividend Yield FY10E 3.5% 3.4% 2.1% 7.3%
Dividend Yield FY11E 3.8% 3.6% 2.1% 7.3%
PE ex cash FY09 8.8 8.3 10.9 6.2
PE ex cash FY10 7.8 1.7 10.2 7.1
PE ex cash FY11 6.6 6.4 9.0 6.8

Note : Mar year end FY09 i.e fiscal year ending Mar 09 fir TCS, Infosys and Wipro, has been compared with fiscal year ending Jun 09 for HCL
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Longer term - promising strateglc moves

#1. Axon: Quality acquisition, but will take time to deliver
High growth area

Axon was integrated with HCL effective Dec 16, 08, contributing US$17.8m (~5%
of core software revs) during the gtr. On a run-rate of about US$100m per quarter
i.e. about US$400m/yr, Axon would form close to 20% of HCLT's total revenues.

This would take Enterprise Application Services to about 25% of FY10E
revenues up from the erstwhile 11%. EAS including consulting, integration and
maintenance of software packages like SAP and Oracle, is a high growth area.
We believe companies are increasingly moving from custom application building
to leveraging packages like SAP to improve efficiency of cost reduction programs,
business processes and business strategies. Axon brings transformation and
consulting capabilities along with efficient implementation skills which
complement HCL's application and infrastructure capabilities and strong offshore
delivery.

Over 2003-07, Axon reported a revenue CAGR of 43% (including inorganic
revenues) and PAT CAGR of 68%. GAAP EBIT margin expanded 700bps over
CY05-07 to 15% & non-GAAP margins by 450bps to 17.9%. Bill rate is 2 to 3x
that of Indian vendors’ onsite rate.

In H12008, Axon reported GBP124m of rev, 28% growth yoy (all organic),
operating margin dropped to 13.4% from 15% in 2007 (GAAP), likely due to
integration of acquisition in the US. PAT was GBP10.8m, up 29% yoy.

Strengthens position in Europe/adds new verticals and marquee clients
Axon adds about 2,000 employees (including 350 in Malaysia) & clients like BP,
Xerox, TXU Energy, helping to add capability in verticals like public sector,
utility, consumer goods and travel which are complementary to HCL’s
verticals.

As per the update on the 2Q (Dec grt) management conference call, there has
been no attrition in senior and middle level management so far, four new deals
have been won by HCL-Axon and there has been no loss of existing customers.
No transfer of work to offshore locations yet.

Axon derived over 60% revenues from Europe and should help grow the
relatively under-penetrated European market and take up European revenues
from the current 28% to about 38%. This will increase exposure to the
currently weak European currencies.

Key risks

Axon has grown through a number of acquisitions and hence organic growth rate
needs to be watched, apart from usual integration related challenges such as
employee retention.

Also, in the last couple of quarters Enterprise Application Services have
been facing cyclical pressures, as software license sales themselves are under
pressure. We believe at least half of EAS revenues would be implementation in
nature and would be exposed to cuts in discretionary spending. Therefore though
HCLT has stated that the joint funnel for HCL-Axon is a robust USD1.2bn, we
believe deal closures could take time.
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#2. Business Process Outsourcing: Work-in-progress

Inorganic growth initiatives towards platform BPO/new verticals

HCLT is in the process of transforming its BPO unit from voice related work to
non-voice-related platform BPO and has made 3 acquisitions last year to acquire
platforms and add vertical capabilities in banking, insurance and telecom expense
management for corporates. Historically it has had high revenue concentration,
mainly in the telecom services vertical.

It acquired Liberata Financial Services, which provides services in the life and
pension insurance space, a new vertical for HCLT BPO, in August 2008.

Further it acquired Control Point Solutions in Sep 2008, a leading provider of
voice, data and wireless Telecommunications Expense Management (TEM)
services.

Earlier in Feb. 2008, HCLT acquired CapitalStream (CS), which has products that
help commercial loan origination and straight through processing systems and
customers like National Bank of Canada, Scotiabank, Bank of the West, Bank of
America, M&I Bank as well as mid-sized banks and finance companies. Clients
are primarily US based. They have installations in 20% of the largest banks in
North America. It had margins of about 5%.

These acquisitions have resulted in a significant dip in margins from about 14% in
1QFY09 to about 9% in 2Q, with likely risk of further decline, before recovery. In
fact, in FY08 BPO had reported EBIT margins of almost 21%, which we found
difficult to understand and also believed to be unsustainable. We believe they
increased utilization by cutting back on people but also hardly grew revenues
sequentially.

High revenue concentration risks
BPO revenues are highly concentrated in one UK telecom customer, where
we believe it has been facing pressure.

While we believe the two acquisitions and move towards transaction processing
and platform BPO may help, execution will be key. It will likely take 3 to 4
guarters before HCLT finishes modifying the platforms and wins work on
these platforms. For example in Liberata, HCLT is investing in modifying the
platform to be able to handle open book insurance business.

#3. Focus on ‘Run the business’ results in bumper wins

HCL reported strong new deal wins in the Dec 08 quarter, bagging twenty deals
worth ~US$1bn from customers like Xerox, Nokia, Viacom, Singapore Airlines,
Deutsche Bank, Microsoft and Cisco. These include 3 deals of over US$100m
and 5 deals of over US$50m each. We believe HCLT's focus on integrated IT
infrastructure management and application maintenance services to address ‘run
the business’ requirements of clients’ IT departments gives it a competitive edge.

The company stated that the bulk of these deals are from vendor consolidation
efforts. HCLT derives over 16% of revenues from remote infrastructure
management services, reflecting the focus of the company. Infra services
revenues have grown at 60% in the last 3 years, FY05-08, and are expected to
continue to lead the growth for the company.
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Chart 3: US contributed 69% of new deals; traction in Continental

Europe

HCL Technologies

Table 2: HCL won three deals worth US$100m+ and US$1bn in total

Deal Size Client Industry Areas of Engagement

$350 mil, 7 years Publishing Oracle ASM, Mainframe

$100 mil, 6 years Copiers Infrastructure / Disaster Recovery
$145 mil, 5 years Phone maker User a/c mgmt, Remote desktop mgmt
$50 mil, 5 years SCM Software Legacy Modernization

$50 mil, 5 years Media E-commerce

$50 mil, 5 years Data centre / Networking Infrastructure, Oracle appl, Storage

Source: Company

It inked deals worth $1.27 bn in HLIFY09; predominantly in North America and
traction in continental Europe. Amongst the verticals, manufacturing and media,
publishing and entertainment verticals contributed ~70% of deal wins. 69% of the
deal value won was against global MNCs.

Chart 4: Manufacturing and Media contributed ~70% of wins
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Chart 5: Steady Increase in Offshore Bill Rate

10%

35%
12%

36%
W Manufacturing i MPE [ Retail m Fin Services W Others

Source: Company, Banc of America Securities — Merrill Lynch Research

#4. Steady improvement in tightening operations

Over the last 3 years, HCLT has steadily improved bill-rates, utilization and
lowered attrition. It has also grown the proportion of fixed price contracts as it tries
to move to non-linear pricing models.

Chart 6: Onsite Billing declined this gtr after a steady climb
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Chart 7: Improvement in Utilization Rates
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Chart 8: Declining Trend in Attrition
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HCL Tech has grown its infrastructure
services offering and R&D services
offering rapidly, and post Axon and the
BPO acquisitions it should see momentum
in enterprise solutions, when the market
recovers and in BPO, after the investment
in platforms is behind.

HCLT is also focusing on growing non-
linear revs, as reflected in a growing
proportion of fixed price revs.

HCLT is diversifying revenues into newer
verticals like retail, media, life sciences
and now with Axon, it should get a
foothold in utilities, public sector,
consumers.
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Table 3: Rev contribution by Service Mix

QI1FY06  QIFY07  QIFY08  QIFY09
Enterprise Application Services 15.2% 13.7% 11.8% 10.9%
Engineering and R&D Services 24.1% 24.0% 24.8% 26.3%
Custom Application (Industry Solutions) 37.3% 36.2% 35.5% 35.8%
Infrastructure Services 10.0% 13.2% 15.1% 15.7%
BPO Services 13.4% 12.8% 12.8% 11.3%
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 4: Increase in Fixed Price Projects

QI1FY06  QI1FY07  QI1FY08  QIFY09
Time & Material 72.6% 70.8% 68.8% 64.0%
Fixed Price Projects 27.4% 29.2% 31.2% 36.0%
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 5: Revenue Contribution by Vertical

Q2FY06  Q1FYO7  QIFY08  Q1FY09
Banking, FS & Insurance 25.6% 22.8% 28.7% 27.5%
Hi-tech - Manufacturing 34.2% 31.3% 30.0% 30.7%
Telecom 17.3% 16.9% 16.3% 16.5%
Retail 5.7% 12.0% 8.7% 8.2%
Media Publishing & Entertainment 6.1% 5.9% 5.5% 5.6%
Life Sciences 3.4% 3.5% 5.2% 5.9%
Others 7.8% 7.6% 5.6% 5.6%

Source: Company, Banc of America Securities — Merrill Lynch Research

Financial Summary and Outlook

Our discussion below is on US GAAP, USD estimates.

Total USD revenues forecast to grow 13% in FY09, 1% in FY10 and 11% in
FY11, led by infrastructure services and inorganic revs from Axon and the 2

BPO acquisitions.

We forecast a 3% and 7% decline in organic revs in FY09 & FY10 (Jun yr end)
due to cyclical pressures, with an estimated 40-50% of revs across enterprise
solutions, R&D services & application development, being exposed to cuts in
discretionary IT spending. BPO, another 10% of revs, is also in restructuring

mode from voice-work to transaction processing. We forecast over 500bps
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margin decline over FY08-10 (prior to intangibles writeoff & stock comp) due to
dilution from Axon and BPO acquisitions, hedging losses, weak European
currencies & pricing cuts.

Further, we expect Axon, which would form an estimated 20% of total revs, to
face cyclical pressures as well, given the softness in SAP consulting and
implementation.

Margins are expected to decline due to the Axon acquisition, pricing pressure
and the cashflow hedges impacting rate realized. Axon EBIT margin (prior to
amortization of intangibles) was at 13.4% in H1 vs HCLT'’s 19%. Non GAAP EBIT
margin (prior to intangibles amortization and stock comp) is expected to fall from
about 18% in FY08 t013% in FY10. GAAP EBIT margin is expected to fall steeply
by nearly 600bps to 11.2%. We expect it to recover 100bps to 12.2% as
intangibles hit and hedging losses decline.

GAAP EBIT (USD terms) thereby is expected to decline by 5% in FYQ9, fall 21%
in FY10 and rebound 21% in FY11.

GAAP net profit (USD terms) growth is flattish in FYO9E (adjusting for the loss
on cancellation of forex hedges in FY08), falls 18% in FY10E (due to lower
margins offset by absence of mark to market forex losses) and is flattish again in
FY11E, impacted by the jump in tax rate from 16% to 28%, on anticipated expiry
of tax holiday.

Key assumptions
= We assume that the deals won this quarter will take at least 6 months to
ramp up.

m  We assume BPO will take at least another 4 quarters for the transformation
to be completed, and revenue growth and margins to turn.

= The Axon deal was funded by US$116m contribution from HCL and a 1-yr
bridge loan of US$585m. The company will decide the future course of loan
component through a combination of take-out financing and internal funding,
depending on its cash flow generation and other capex requirements closer
to Dec. 09.

= Tax rate is expected to go to a high 28% in FY11, assuming tax holiday for
Software Technology Parks expires.

= Our revenue estimates bake in the company’s guidance for US$120m and
US$26m cashflow hedge related loss for FY10 and FY11. Cashflow hedge
related notional loss is US$60m for H2FYO09E.
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Table 6: Annual P&L Statement

HCL Technologies

($ millions, US GAAP) 2006 2007 2008 2009E 2010E 2011E
Revenues 976 1,390 1,879 2,116 2,144 2,377
Direct costs 613 866 1,154 1,328 1,397 1,546
Gross Profits 363 524 725 789 747 830
SG&A 146 216 309 372 382 418
EBITDA 216 308 416 417 365 412
Depreciation 43 58 75 77 83 90
Amortization 0 0 0 19 22 12
EBIT 174 250 342 322 259 310
EBIT (excl amortization & stock comp charges) 174 250 342 340 281 322
Adjust : Non-cash stock option expense 15 24 24 19 20 20
Adjust : Amortization expense 0 0 0 19 22 12
EBIT (GAAP) 159 226 318 302 239 290
Other Income, net 20 23 42 40 5 9
Provision for tax 14 35 32 45 42 89
Minority int/Eq inv 0 -2 -1 0 0 0
Net income (before forex gains) 180 236 351 317 222 230
Forex gains -8 79 -71 -50 0 0
Net income (after forex gains) 172 315 280 267 222 230
Net income (excl post tax amortisation & stock comp) 172 315 280 282 240 238
Adjust : Post tax stock option expense 15 22 22 18 18 17
Adjust : Post-tax amortization expense 0 0 0 16 18 8
Net income (GAAP) 158 293 258 249 204 213
Source: Company, Banc of America Securities — Merrill Lynch Research

Table 7: Key Ratios

(Using US$ nos) 2006 2007 2008 2009E 2010E 2011E
Rev growth 28.1% 42.4% 35.2% 12.6% 1.3% 10.9%
Gross profit growth 28.5% 44.4% 38.4% 8.7% -5.3% 11.2%
EBITDA growth 24.9% 42.3% 35.1% 0.2% -12.6% 13.1%
EBIT growth (gaap)* 36.5% 42.6% 40.5% -4.8% -20.8% 21.3%
EBIT growth (non-gaap) 24.4% 43.6% 36.9% -0.4% -17.4% 14.5%
Net income growth (gaap)* 36.0% 85.8% -11.8% -3.6% -18.0% 4.3%
Net income growth (non-gaap) 24.7% 82.9% -11.1% 0.9% -14.9% -0.9%
Gross Margin 37.2% 37.7% 38.6% 37.3% 34.8% 34.9%
EBITDA Margin 22.2% 22.2% 22.1% 19.7% 17.0% 17.3%
EBIT Margin (gaap)* 16.2% 16.3% 16.9% 14.3% 11.2% 12.2%
EBIT Margin (non-gaap) 17.8% 18.0% 18.2% 16.1% 13.1% 13.5%
Net Margin (gaap)* 16.1% 21.1% 13.7% 11.8% 9.5% 9.0%
Net Margin (non-gaap) 17.6% 22.7% 14.9% 13.3% 11.2% 10.0%
EPS (dil, gaap)* 0.23 0.43 0.38 0.37 0.30 0.32
EPS (dil, non gaap) 0.25 0.47 0.41 0.42 0.36 0.36
DPS 0.19 0.20 0.23 0.17 0.15 0.15
Payout Ratio (%) 84.2% 46.1% 60.7% 52.4% 55.9% 55.5%
ROE 19.7% 29.8% 22.9% 20.0% 14.8% 14.3%
ROA 15.9% 23.8% 16.4% 11.5% 7.8% 7.7%
CEPS 0.3 0.6 0.5 0.5 0.5 0.5
BV 13 18 18 2.2 2.3 25

*Note : While our gaap numbers include stock compensation charges, the company does not include these charges in its quarterly release

Source: Company, Banc of America Securities — Merrill Lynch Research
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Table 8: Annual P&L Statement

(INR millions, converted at avg $/Rs rate from US$ US GAAP P&L) 2006 2007 2008 2009E 2010E 2011E
Revenues 43,882 60,336 76,396 98,295 100,758 107,904
Direct costs 27,572 37,584 46,909 61,663 65,651 70,205
Gross Profits 16,311 22,752 29,487 36,631 35,106 37,699
SG&A 6,582 9,383 12,568 17,262 17,974 18,983
EBITDA 9,728 13,369 16,919 19,369 17,132 18,716
Depreciation 1,916 2,536 3,033 3,564 3,924 4,102
Amortization 0 0 0 859 1,015 526
EBIT 7,812 10,833 13,885 14,946 12,193 14,088
EBIT (excl amortization & stock comp charges) 7,812 10,833 13,885 15,805 13,208 14,614
Adjust : Non-cash stock option expense 685 1,020 972 901 940 908
Adjust : Amortization expense 0 0 0 859 1,015 526
EBIT (GAAP) 7,127 9,813 12,914 14,044 11,253 13,180
Other Income, net 919 986 1,708 1,848 253 406
Provision for tax 632 1,520 1,285 2,099 1,997 4,058
Minority int/Eq inv -22 -65 -28 12 0 0
Net income (before forex gains) 8,077 10,234 14,280 14,707 10,449 10,436
Forex gains -338 3,439 -2,899 -2,320 0 0
Net income (after forex gains) 7,739 13,673 11,381 12,387 10,449 10,436
Net income (excl post tax amortization & stock comp) 7,739 13,673 11,381 13,122 11,302 10,814
Adjust : Post tax stock option expense 656 964 882 831 860 772
Adjust : Post-tax amortization expense 0 0 0 735 852 379
Net income (GAAP) 7,083 12,709 10,498 11,556 9,589 9,664
Source: Company, Banc of America Securities — Merrill Lynch Research

Table 9: Key Ratios

(Using INR nos) 2006 2007 2008 2009E 2010E 2011E
Rev growth 30.5% 37.5% 26.6% 28.7% 2.5% 7.1%
Gross profit growth 30.9% 39.5% 29.6% 24.2% -4.2% 7.4%
EBITDA growth 27.3% 37.4% 26.6% 14.5% -11.6% 9.2%
EBIT growth (gaap)* 39.1% 37.7% 31.6% 8.8% -19.9% 17.1%
EBIT growth (non-gaap) 26.8% 38.7% 28.2% 13.8% -16.4% 10.6%
Net income growth (gaap)* 38.58% 79.42% -17.39% 10.1% -17.0% 0.8%
Net income growth (non-gaap) 27.05% 76.68% -16.76% 15.3% -13.9% -4.3%
Gross Margin 37.2% 37.7% 38.6% 37.3% 34.8% 34.9%
EBITDA Margin 22.2% 22.2% 22.1% 19.7% 17.0% 17.3%
EBIT Margin (gaap)* 16.24% 16.26% 16.90% 14.3% 11.2% 12.2%
EBIT Margin (non-gaap) 17.8% 18.0% 18.2% 16.1% 13.1% 13.5%
Net Margin (gaap)* 16.1% 21.1% 13.7% 11.8% 9.5% 9.0%
Net Margin (non-gaap) 17.6% 22.7% 14.9% 13.3% 11.2% 10.0%
EPS (dil, gaap)* 104 18.8 154 17.2 14.3 14.4
EPS (dil, non gaap) 11.3 20.2 16.7 19.5 16.9 16.1
DPS 8.7 8.7 9.3 9.0 8.0 8.0
Payout Ratio (%) 7% 43% 56% 49% 51% 51%
ROE 19.8% 29.4% 22.2% 22.5% 16.1% 14.5%
ROA 16.1% 23.4% 15.9% 12.8% 8.5% 7.8%
CEPS 14.1 24.0 211 23.7 21.4 21.7
BV per share 57.9 79.2 722 100.1 109.2 113.0

Source: Banc of America Securities — Merrill Lynch Research
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HCL Technologies

2Q Results Summary

2Q revenues grew 8.1% goq (0.8% organically) in constant currency terms to
US$511.5mn. Volume growth at 2.4% was similar to the top 3 vendors.
Onsite realization was down 1.2%, another trend also shown by the top 3,
while offshore realization increased 1.5%.

EBIT margin remained flat g/q with negative impact of acquisitions (-93 bps)
and fewer working days (-144 bps) being offset by efficiency gains (114 bps)
and positive forex impact (114 bps).

Other income and tax provisions showed a jump this qtr due to movement of
funds from mutual funds to fixed deposits.

Hedging loss during the quarter was US$29mn, while the outstanding hedge
position at quarter end was US$1.9bn at average booked rate of Rs41.05.
The company expects a hedge loss of US$210mn over next 7 qtrs.

Table 10: Q2 Profit & Loss Statement

$ Million Q209 Q109 QoQ Q208 YoY
Revenues 5115 504.7 1.3% 461.0 11.0%
Direct costs 307.5 305.9 0.5% 285.7 7.6%
Gross Profits 204.0 198.8 2.6% 1753 16.4%
SG&A 89.0 85.6 4.0% 76.7 16.0%
EBITDA 115.0 1132 1.6% 98.6 16.6%
Dep and Amortisation 19.9 19.3 3.1% 18.4 8.2%
EBIT 95.1 93.9 1.3% 80.2 18.6%
Other Income, net 248 119  108.1% 123 101.3%
Provision for tax 14.0 94 49.4% 9.0 56.0%
Minority int/Eq inv 0.0 03 -113.3% 05  -92.0%
Net income (before forex gains) 105.8 96.7 9.4% 83.0 27.4%
Forex gains -29.1 -20.8 40.1% 15 -2042.7%
Net income (after forex gains) 76.6 75.9 1.0% 84.5 -9.3%
Non-recurring items 0.0 0.0 n/m 0.0 n/m
Recurring net-income 76.6 75.9 1.0% 84.5 -9.3%

Source: Company, Banc of America Securities — Merrill Lynch Research

Table 11: Q2 FY09 Growth Rates (US GAAP)

Growth QoQ YoY
Revenues 1.3% 11.0%
Gross Profit 2.6% 16.4%
EBITDA 1.6% 16.6%
EBITA 1.3% 18.6%
PAT (before forex gains) 9.4% 27.4%
PAT (after forex gains) 1.0% -9.3%

Source: Company, Banc of America Securities — Merrill Lynch Research

Table 12: Q2 FY09 Margins (US GAAP)

Margins Q209 Q109 QoQ (bps) Q208 YoY (bps)
Gross 39.9% 39.4% 49 38.0% 186
EBITDA 22.5% 22.4% 5 21.4% 109
EBIT 18.6% 18.6% -1 17.4% 120
PAT (before forex gains) 20.7% 19.2% 152 18.0% 268
PAT (after forex gains) 15.0% 15.0% -6 18.3% -335
Effective Tax Rate 11.7% 8.9% 286 9.8% 193

Source: Company, Banc of America Securities — Merrill Lynch Research
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Table 13: Revenue Growth and Margin Movement during Quarter

Revenue Growth (qoq)
Overall

Volume-IT Services
Acquisition

Hedge accounting
Exchange rate

Lower no of working days
Reduction in BPO vol

Source: Company, Banc of America Securities — Merrill Lynch Research

Core software services

% EBIT Margin (goq)

1.4% Overall

2.8% Acquisitions
7.3% Lesser no of days
0.2% Efficiency gains

-6.7% Forex
-1.8%
-0.4%

Volume in core software services increased 1.1%, increasing revenues g/q by
3.6% on an organic basis. Axon contributed 4.8% to core software revenues.
EBIT margin improved by 90 bps during the quarter helped by efficiency gains
(130 bps) and favorable forex movement (210 bps), offset by the Axon acquisition
(-70 bps) and lesser no of working days (-180 bps).

Table 14: Core Software - Revenue Growth and Margin Movement during Quarter

Revenue Growth (qoq) -1.4% EBIT Margin (qoq) 90
Volume 1.1% Acquisitions -70
Acquisition-Axon 4.8% Lesser no of days -180
Hedge accounting 0.2% Efficiency gains 130
Exchange rate -5.0% Forex 210
Lower no of working days -2.2%

Mix change/ Others -0.4%

Source: Company, Banc of America Securities — Merrill Lynch Research

Table 15: Q2 Core Software Performance

Core Software Services Q209 Q109 QoQ Q208 YoY
Revenues 363.4 368.5 -1.4% 334.9 8.5%
Direct costs 210.9 216 -2.4% 203.8 3.5%
Gross Profits 152.5 152.5 0.0% 1311 16.3%
SG&A 62.8 65.1 -3.5% 58.9 6.6%
EBITDA 89.7 87.4 2.6% 72.2 24.2%
Dep and Amortisation 12.9 12.8 0.8% 11.5 12.2%
EBIT 76.8 74.6 2.9% 60.7 26.5%
Margins Q209 Q109 QoQ (bps) Q208 YoY (bps)
Gross 42.0% 41.4% 58 39.1% 282
EBITDA 24.7% 23.7% 97 21.6% 312
EBIT 21.1% 20.2% 89 18.1% 301

Source: Company, Banc of America Securities — Merrill Lynch Research

Infrastructure services

Infrastructure continued to show strong growth with 12.8% increase in volumes
during the quarter. EBIT margin increased 40 bps helped by forex movement.

13
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Table 16: Infrastructure - Revenue Growth and Margin Movement during Quarter

Revenue Growth (qoq) 7.0% EBIT Margin (qoq) 40
Volume 12.8% Cost increase -150
One-time non effort based 1.9% Forex 190
Exchange rate -1.7%

Source: Company, Banc of America Securities — Merrill Lynch Research

Table 17: Q2 Infrastructure Performance

Infrastructure Services Q209 Q109 QoQ Q208 YoY
Revenues 84.5 79.0 7.0% 70.6 19.7%
Direct costs 56.4 53.2 6.0% 48.9 15.3%
Gross Profits 28.1 258 8.9% 217 29.5%
SG&A 11.6 10.8 7.4% 9.8 18.4%
EBITDA 16.5 15.0 10.0% 11.9 38.7%
Dep and Amortisation 3.9 34 14.7% 34 14.7%
EBIT 12.6 11.6 8.6% 85 48.2%
Margins Q209 Q109  QoQ (bps) Q208  YoY (bps)
Gross 33.3% 32.7% 60 30.7% 252
EBITDA 19.5% 19.0% 54 16.9% 267
EBIT 14.9% 14.7% 23 12.0% 287

Source: Company, Banc of America Securities — Merrill Lynch Research

BPO

BPO revenues grew a strong 11.3% during the quarter (27.6% on constant
currency) helped by the acquisitions of Liberata and Control Point. Liberata
contributed $15.9 mil of revs while Control Point contributed $6.6 mil for the
quarter. EBIT margin declined to 9% in the quarter, largely impacted by the two
acquisitions.

Table 18: BPO - Revenue Growth and Margin Movement during Quarter

Revenue Growth (qoq) 11.3% EBIT Margin (qoq) -460
Acquisition 33.6% Acquisitions -330
Hedge accounting 0.2% Lesser no of days -140
Exchange rate -16.3% Efficiency gains 20
Lower no of working days -2.2% Forex -10
Volume-billed FTE -4.0%

Source: Company, Banc of America Securities — Merrill Lynch Research

Table 19: BPO Performance

BPO Services Q209 Q109 QoQ Q208 YoY
Revenues 63.6 57.2 11.2% 55.4 14.8%
Direct costs 40.2 36.7 9.5% 33.0 21.8%
Gross Profits 234 20.5 14.1% 224 4.5%
SG&A 145 9.7 49.5% 8.0 81.3%
EBITDA 8.9 10.8 -17.6% 14.4 -38.2%
Dep and Amortisation 3.2 31 3.2% 34 -5.9%
EBIT 5.7 7.7 -26.0% 11.0 -48.2%
Margins Q209 Q109  QoQ (bps) Q208  YoY (bps)
Gross 36.8% 35.8% 95 40.4% -364
EBITDA 14.0% 18.9% -489 26.0% -1200
EBIT 9.0% 13.5% -450 19.9% -1089

Source: Company, Banc of America Securities — Merrill Lynch Research
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BFSI and Telecom showed leading growth
in the gtr possibly due to the
contributions of the three recent
acquisitions

Continental Europe gained traction with
deal wins of $200 mil during the quarter.
Europe grew 15% during the qtr helped by
Axon and Liberata

Growth shown by non top-10 clients (last
twelve months basis)

HCL Technologies

Enterprise application services showed a g/q growth of 20% in constant
currency. However on an organic basis (ie excluding Axon), it showed a net
decline. Infrastructure continued to show a strong growth trajectory while BPO
numbers were bumped up by Liberata and Control Point acquisitions.

Table 20: Growth by service line (USD terms)

% of Revenue  QoQ YoY  QoQ (clc)
Enterprise Application Services 12.5% 16.2% 24.9% 20.4%
Engineering and R&D Services 25.7% -1.0% 14.5% 0.1%
Custom Application (Industry Solutions) 329% -6.9% -0.5% 1.1%
Infrastructure Services 16.5%  65% 19.7% 14.8%
BPO Services 124% 112% 14.7% 27.5%
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 21: Growth by vertical (USD terms)

% of Revenue  QoQ YoY  QoQ (clc)
Banking, FS & Insurance (BFSI) 215% 13% 4.5% 13.1%
Hi-tech - Manufacturing 305% 0.7% 18.7% 1.4%
Telecom 157% -3.6% 8.2% 7.6%
Retail 77% -48% -2.9% 4.4%
Media Publishing & Entertainment (MPE) 55% -05% 3.4% 2.4%
Life Sciences 58% -04% 14.9% 2.5%
Others 74% 339% 39.2% 37.8%
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 22: Growth by geography (USD terms)

%of Revenue  QoQ  YoY  QoQ (clc)
us 59.8%  5.8% 20.6% 5.8%
Europe 211% -43% 12% 14.7%
Asia Pacific 13.1% -45% -5.0% 3.7%
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 23: Client Growth (USD terms)

Sep-07 Dec-07 Mar-08 Jun-08 Sep-08 Dec-08 Mar-09 Jun-09 Sep-09

Top 5 Clients 13.0% 78% 67% 69% 62% 86% 30% 17% -0.6%
Top 6-10 Clients 6.9% 9.6% 156% 13.7% 128% 84% 51% 3.0% -4.3%
Top 11-20 Clients 16.6%  87% 142% 76% 86% 49% 53% 32% 7.6%
Non top 20 Clients 675% 57% 44% -23.6% 725% 33% 52% -28.7% @ 4.4%

Source: Company, Banc of America Securities — Merrill Lynch Research
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Net addition was a low 243 in the quarter.
Management expects hiring to pick up in
the next quarter with a ramp-up in some

HCL Technologies

Chart 9: Low Net Employee Addition

of the recent deal wins 6,000 -
4,000 -
2,000 \ /\ V\
0 T T T T 1
Q107 Q207 Q307 Q407 Q108 Q208 Q308 Q408 Q109 Q209
— Net Employ ee Addns
Source: Company, Banc of America Securities — Merrill Lynch Research
Table 24: Annual Balance Sheet
($ millions) 2006 2007 2008 2009E 2010E 2011E
Liabilities & Stockholders' Equity
Total Current Liabilities 195 286 515 593 600 665
Long term debt 2 0 0 585 585 585
Other Liabilities 16 32 139 156 158 175
Total Liabilities 213 318 653 1,334 1,343 1,426
Minority Interest 2 4 1 1 1 1
Total Stockholders Equity 881 1,231 1,212 1,449 1,557 1,669
Total Liabilities and Stockholders Equity 1,096 1,553 1,867 2,783 2,901 3,095
Assets
Cash & Cash Eq 66 88 89 347 465 538
Account receivables, net 209 301 440 529 536 594
Treasury Investments 343 473 483 270 270 270
Other current assets 78 175 203 228 231 256
Total current assets 695 1,037 1,215 1,374 1,502 1,658
Property & equipment net 190 258 310 358 384 419
Intangible assets net 182 198 223 900 879 867
Investment in equity investee 2 2 2 2 2 2
Other assets 26 58 118 149 134 149
Total Assets 1,096 1,553 1,867 2,783 2,901 3,096

Source: Company, Banc of America Securities — Merrill Lynch Research
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Table 25: Annual Cash Flow Statement

HCL Technologies

($ millions)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Depreciation and Amortization

Loss / (Profit) on Sale of Investment Securities
Others

Accounts Receivable

Other Assets

Current Liabilities

Changes in assets and liabilities, net

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Property and Equipment (net)
(Purchase) / Sale of Investments

Others

Net cash used in investing activities

Free Cash Flow From Operating Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from Issuance of Employees Stock Options
Dividend

Others

Net cash provided by (used in) financing activities
Effect of Exchange Rate on Cash and Cash Equivalents
Net Increase/ (decrease) in Cash and Cash Equivalents
CASH

Opening Cash

Closing Cash

Treasury Investments

Closing Cash and Investments

Source: Company, Banc of America Securities — Merrill Lynch Research

166

20
-133
-39
-152

11

41
52
343
395

2007

294
58

-76
-76

56
-96
250

-88
47

-136
162

52
-135

-85
30
52
88

473
561

2008

280
75
-28
-20
-152

186
42
349

-137

-41
-178
212

-157
-10
-157
-12
13

88
89
483
572

2009E

267
95
0

0
-89
-26
78
-37
325

-125
213
-13
-622
200

-130
685
554

258

89
347
270
617

2010E

222
105

A owd oo

-110
16
-94
215
-114
-114
118
347
465

270
735

2011E
230
102

-58
-25

65
-18
314

-125

-122

189

-118

-118

73

465

538

270
808
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Price objective basis & risk

HCL (HCLTF)

Our PO is set at Rs100 at 7x FY10E GAAP PE, at 20% discount to TCS, given
relative brands reflected in likely lower prices and margins and higher risk profile.
Key risks are integration of the over US$700m worth of acquisitions made in late
CY2008 in SAP consulting and BPO and exposure to engineering & R&D
services and now enterprise solutions, both exposed to cuts in discretionary IT
spending. Faster than expected ramp of the US$1bn deals won recently or
extension of tax holiday beyond Mar 10 provide upside risk to estimates.

Infosys Tech (INFYF / INFY)

Our PO of Rs1,300 (US$30 for ADR) is at about13x FY10E PE, in line with trough
valuations seen in 2001. Risks are steeper and longer than anticipated global
slowdown in the US economy, greater competition from global and Indian
vendors, and Rupee appreciation. Upside risks to estimates stem from any large
deal wins or lower-than-expected Rupee.

Tata Consultancy (TACSF)

Our PO of Rs550 is set at an FY10E PE of 9.5x, which is based on a 20%
discount to Infosys' target PE. This is higher than the range of 5 to 10%, to factor
in higher exposure to the banking vertical and absence of track record as a listed
company during the last trough. Risks are steeper and longer than anticipated
global slowdown, greater competition from global and Indian vendors, and Rupee
appreciation.

Wipro (WIPRF / WIT)

Our PO of Rs225 is set at about 9x FY10E PE, in line with current 30% discount to
Infy target PE. Risks: Any impact of recent management churn in May 08, over 60%
revs from the vulnerable verticals of technology, banking and retail/transportation
and quarterly lumpiness of infrastructure management services business. Industry
specific risks are increasing competition from global vendors, risk of Rupee
appreciation and sharper than expected macro slowdown. Upside risk to estimates
from any large deal wins or stronger-than-expected Rupee.

Analyst Certification

I, Mitali Ghosh, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers.
| also certify that no part of my compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or view expressed in this
research report.

Special Disclosures

In accordance with the SEBI (Foreign Institutional Investors) Regulations and with
guidelines issued by the Securities and Exchange Board of India (SEBI), foreign
investors (individuals as well as institutional) that wish to transact the common
stock of Indian companies must have applied to, and have been approved by
SEBI and the Reserve Bank of India (RBI). Each investor who transacts common
stock of Indian companies will be required to certify approval as a foreign
institutional investor or as a sub-account of a foreign institutional investor by SEBI
and RBI. Certain other entities are also entitled to transact common stock of
Indian companies under the Indian laws relating to investment by foreigners.
Merrill Lynch reserves the right to refuse copy of research on common stock of
Indian companies to a person not resident in India.
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India - Software & IT Services Coverage Cluster

HCL Technologies

American Depositary Receipts (ADR) representing such common stock are not
subject to these Indian law restrictions and may be transacted by investors in
accordance with the applicable laws of the relevant jurisdiction.

Global Depository Receipts (GDR) and the Global Depository Shares of Indian
companies, Indian limited liability corporations, have not been registered under
the U.S. Securities Act of 1933, as amended, and may only be transacted by
persons in the United States who are Qualified Institutional Buyers (QIBs) within
the meaning of Rule 144A under the Securities Act. Accordingly, no copy of any
research report on Indian companies' GDRs will be made available to persons

who are not QIBs.
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iQmethod*" Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit
Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV/EBITDA

Numerator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill
Amortization

Net Income

Operating Profit

Expected 5-Year CAGR From Latest Actual

Cash Flow From Operations - Total Capex

Cash Flow From Operations

Capex

Tax Charge

Net Debt = Total Debt, Less Cash & Equivalents
EBIT

Current Share Price

Current Share Price

Annualised Declared Cash Dividend

Cash Flow From Operations - Total Capex

Denominator

Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization

Shareholders’ Equity

Sales

N/A

N/A

Net Income
Depreciation
Pre-Tax Income
Total Equity
Interest Expense

Diluted Earnings Per Share (Basis As Specified)
Shareholders’ Equity / Current Basic Shares

Current Share Price

Market Cap. = Current Share Price * Current Basic Shares

EV = Current Share Price * Current Shares + Minority Equity + Net Debt + Sales

Other LT Liabilities
Enterprise Value

Basic EBIT + Depreciation + Amortization

iQmethod Mis the set of Banc of America Securities-Merrill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of
iQmethod are: A consistently structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.

iQdatabase ® is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash flow statements for
companies covered by Banc of America Securities-Merrill Lynch.

iQprofile s, iQmethod *™ are service marks of Merrill Lynch & Co., Inc.iQdatabase ®is a registered service mark of Merrill Lynch & Co., Inc.
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Important Disclosures

Investment Rating Distribution: Industrials/Multi-Industry Group (as of 01 Jan 2009)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 51 50.50% Buy 10 21.74%
Neutral 20 19.80% Neutral 3 17.65%
Sell 30 29.70% Sell 3 12.00%
Investment Rating Distribution: Technology Group (as of 01 Jan 2009)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 68 35.79% Buy 4 6.35%
Neutral 49 25.79% Neutral 9 23.68%
Sell 73 38.42% Sell 12 18.18%
Investment Rating Distribution: Global Group (as of 01 Jan 2009)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1297 38.46% Buy 314 26.81%
Neutral 859 25.47% Neutral 210 28.23%
Sell 1216 36.06% Sell 229 20.71%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. For purposes of this distribution, a stock
rated Underperform is included as a Sell.

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst's assessment of
a stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below).
There are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage
cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks
are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return
expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price
appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*
Buy > 10% < 70%
Neutral = 0% < 30%
Underperform N/A 2> 20%

* Ratings dispersions may vary from time to time where BAS-ML Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not
considered to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing
a common industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BAS-ML Comment referencing the stock.

Price charts for the securities referenced in this research report are available at http://www.ml.com/research/pricecharts.asp, or call 1-888-ML-CHART to have
them mailed.

One or more analysts responsible for covering the securities in this report owns such securities: Tata Consultancy.

MLPF&S or one of its affiliates acts as a market maker for the equity securities recommended in the report: Infosys Tech, Wipro.

The company is or was, within the last 12 months, an investment banking client of MLPF&S and/or one or more of its affiliates: HCL, Infosys Tech, Tata
Consultancy, Wipro.

MLPF&S or an affiliate has received compensation from the company for non-investment banking services or products within the past 12 months: Infosys Tech,
Tata Consultancy, Wipro.

The company is or was, within the last 12 months, a non-securities business client of MLPF&S and/or one or more of its affiliates: HCL, Infosys Tech, Tata
Consultancy, Wipro.

In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for
sale: HCL, Infosys Tech, Tata Consultancy, Wipro.

MLPF&S or an affiliate has received compensation for investment banking services from this company within the past 12 months: HCL, Infosys Tech, Tata
Consultancy, Wipro.

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company or an affiliate of the company
within the next three months: HCL, Infosys Tech, Tata Consultancy, Wipro.

MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day
of the month, it reflects the ownership position on the last day of the previous month. Reports issued before the 10th day of a month reflect the ownership position at
the end of the second month preceding the date of the report: Infosys Tech, Tata Consultancy.

The country in which this company is organized has certain laws or regulations that limit or restrict ownership of the company's shares by nationals of other
countries: HCL, Infosys Tech, Tata Consultancy, Wipro.

MLPF&S or one of its affiliates is willing to sell to, or buy from, clients the common equity of the company on a principal basis: Infosys Tech, Wipro.

The company is or was, within the last 12 months, a securities business client (non-investment banking) of MLPF&S and/or one or more of its affiliates: Infosys
Tech, Tata Consultancy, Wipro.

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill
Lynch, including profits derived from investment banking revenues.
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Other Important Disclosures

Merrill Lynch Research policies relating to conflicts of interest are described at http://iwww.ml.com/media/43347.pdf.

"Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated (*"MLPF&S") and its affiliates, including BofA (defined below). "BofA™
refers to Banc of America Securities LLC ("BAS"), Banc of America Securities Limited ("BASL"), Banc of America Investment Services, Inc (“"BAI") and
their affiliates. Investors should contact their Merrill Lynch or BofA representative if they have questions concerning this report.

Information relating to Non-US affiliates of Merrill Lynch and Distribution of Affiliate Research Reports:

MLPF&S, BAS, BAI, and BASL distribute, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name):
Merrill Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch
(South Africa): Merrill Lynch South Africa (Pty) Ltd; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner &
Smith Limited; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch
(Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de
Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT
Merrill Lynch (Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill
Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank
Ltd, Dubai Branch; MLPF&S (Zurich rep. office): MLPF&S Incorporated Ziirich representative office.

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited and BASL, which are authorized
and regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd and Banc of America
Securities - Japan, Inc., registered securities dealers under the Financial Instruments and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia
Pacific) Limited and Banc of America Securities Asia Limited, which are regulated by the Hong Kong SFC and the Hong Kong Monetary Authority; is issued and
distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser
regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore by
Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and 198602883D respectively)
and Bank of America Singapore Limited (Merchant Bank). Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd and Bank of
America Singapore Limited (Merchant Bank) are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795),
AFS License 235132 and Banc of America Securities Limited (pursuant to the Australian Securities and Investment Commission Class Order 03/1101 under
paragraph 911A (2)(1) of the Corporations Act 2001) provide this report in Australia. No approval is required for publication or distribution of this report in Brazil.

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in
the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person (other than BAS, BAI and
their respective clients) receiving this research report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and
not such foreign affiliates.

BAS distributes this research report to its clients and to its affiliate BAI and accepts responsibility for the distribution of this report in the US to BAS clients, but
not to the clients of BAI. BAl is a registered broker-dealer, member of FINRA and SIPC, and is a non-bank subsidiary of Bank of America, N.A. BAI accepts
responsibility for the distribution of this report in the US to BAI clients. Transactions by US persons that are BAS or BAI clients in any security discussed herein must
be carried out through BAS and BAI, respectively.
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General Investment Related Disclosures:

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this report.

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and,
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire
principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different
from and do not affect a stock's fundamental equity rating, which reflects both a longer term total return expectation and attractiveness for investment relative to
other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less positive than a stock's fundamental equity rating.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in
such securities and instruments, including ADRs, effectively assume currency risk.

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated
by Merrill Lynch entities located outside of the United Kingdom. These disclosures should be read in conjunction with the BASL general policy statement on the
handling of research conflicts, which is available upon request.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. Merrill Lynch may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

Merrill Lynch, through business units other than BAS-ML Research, may have issued and may in the future issue trading ideas or recommendations that are
inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames,
assumptions, views and analytical methods of the persons who prepared them, and Merrill Lynch is under no obligation to ensure that such other trading ideas or
recommendations are brought to the attention of any recipient of this report.

Copyright and General Information regarding Research Reports:

Copyright 2009 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks
of Merrill Lynch & Co., Inc. iQanalytics®, iQcustom®, iQdatabase® are registered service marks of Merrill Lynch & Co., Inc. This research report is prepared for the
use of Merrill Lynch clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent
of Merrill Lynch. Merrill Lynch research reports are distributed simultaneously to internal and client websites and other portals by Merrill Lynch and are not publicly-
available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your agreement not to redistribute,
retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including any investment recommendations, estimates or
price targets) without first obtaining expressed permission from an authorized officer of Merrill Lynch.

Materials prepared by Merrill Lynch research personnel are based on public information. Facts and views presented in this material have not been reviewed by,
and may not reflect information known to, professionals in other business areas of Merrill Lynch, including investment banking personnel. To the extent this report
discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult
their own legal advisers as to issues of law relating to the subject matter of this report. Merrill Lynch research personnel's knowledge of legal proceedings in which
any Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies
mentioned in this report is based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by,
discussed with, and may not reflect information known to, professionals in other business areas of Merrill Lynch in connection with the legal proceedings or matters
relevant to such proceedings.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as
agent of any issuer of any securities. None of MLPF&S, any of its affiliates or their research analysts has any authority whatsoever to make any representation or
warranty on behalf of the issuer(s). Merrill Lynch policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for
review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax
advice. Investors are urged to seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee
its accuracy. This report may contain links to third-party websites. Merrill Lynch is not responsible for the content of any third-party website or any linked content
contained in a third-party website. Content contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The
inclusion of a link in this report does not imply any endorsement by or any affiliation with Merrill Lynch. Access to any third-party website is at your own risk, and you
should always review the terms and privacy policies at third-party websites before submitting any personal information to them. Merrill Lynch is not responsible for
such terms and privacy policies and expressly disclaims any liability for them.

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and Merrill Lynch policy-
related restrictions on the publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment
recommendation current.

Neither Merrill Lynch nor any officer or employee of Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses
arising from any use of this report or its contents.
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