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 TCS' reported revenue in 3QFY12 was in line with estimates (USD2,586m v/s est. of USD2,592m). However,

excluding equipment sales, revenue growth in USD terms was 1.7% QoQ v/s our estimate of ex-equipment

sales growth of 2.9% QoQ.

 Volume growth of 3.2% (v/s 3.1% for Infosys) was the lowest since 4QFY11. TCS added incremental revenues

of a meager USD61m in 3QFY12 v/s USD140m (on a much smaller base) in 3QFY11. This is the second consecutive

quarter of convergence in USD revenue growth with Infosys.

 However, realizations improved 198bp QoQ after three consecutive quarters of declines due to a change in

portfolio mix, with higher growth in GDCs being a significant contributor.

 PAT beat our estimates by 3.7%, helped by lower-than-expected effective tax rate (22.6% v/s est. of 24%) and

greater-than-expected currency benefit (realized INR51.1/USD v/s expectation of INR50.5/USD).

 Management commentary has been toned down v/s previous quarters, with the company indicating that it

was seeing a delay in decision making for 50% of its discretionary projects; commentary on pricing continues

to be flat with no upward or downward bias.

 We lower our FY13 revenue growth estimates to 12.8% (14.5% earlier). Considering two consecutive quarters

of similar revenue growth and a widening gap in EBIT margins v/s Infosys, it is difficult to justify a valuation

premium for the stock. Moreover, with 4Q being traditionally weaker than 3Q, and management commentary

being toned down, the stock is unlikely to perform in the near term.

 We reiterate a Neutral rating with a price target of INR1,268, which discounts our FY13E EPS of INR63.4 by 20x.
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Reported revenues were in line with est.; the 3.7% PAT outperformance
was driven by currency and lower-than-expected effective tax rates
TCS reported revenues of USD2,586m v/s our estimate of USD2,592m, led by stronger-

than-estimated growth in hardware sales. The company benefited from a weaker

rupee which was 1.2% below our estimates (realized rate of INR51.1 v/s estimates of

INR50.5). SG&A expenses, 20bps below our estimates, and the weaker rupee helped

drive a 1.5% outperformance on EBIT.

Forex losses at INR2.8b were lower than our estimate of INR3b. Effective tax rate of

22.6% was also below our estimate of 24%.

Delay in decision making is no longer an Infosys specific issue
Post 3QFY12, delay in decision making is no longer an Infosys specific issue. TCS, too,

is now seeing similar headwinds within its portfolio for discretionary spends. The

management indicated that 20-25% of its portfolio was discretionary in nature.

We note that this is the second consecutive quarter of convergence in revenue growth

with Infosys and divergence in EBIT margins.

TCS failed to outgrow INFY for the second consecutive quarter

TCS v/s Infosys - EBIT margins are now diverging
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TCS - Variance analysis (INR m)

3QFY12A 2QFY12 QoQ % 3QFY11 YoY % 3QFY12E Var. %

Revenue - USD m 2,586 2,525 2.4 2,144 20.6 2,592 -0.2

Revenue - INR m 132,040 116,335 13.5 96,634 36.6 130,889 0.9

Cost of revenue 68,604 62,141 10.4 51,186 34.0 67,763 1.2

SG&A 22,515 20,365 10.6 16,275 38.3 22,546 -0.1

EBIT 38,618 31,543 22.4 27,132 42.3 38,032 1.5

EBIT % 29.2 27.1 213bp 28.1 117bp 29.1 19bp

Other income (920) 997 -192.3 1,817 -150.6 (1,095) -16.0

PBT 37,698 32,540 15.9 28,948 30.2 36,937 2.1

Tax 8,538 7,913 7.9 5,385 58.6 8,865 -3.7

ETR % 22.6 24.3 -167bp 18.6 405bp 24.0 -135bp

Minority Interest (294) (237) 24.1 -262.2 12.1 (237) 24.1

PAT 28,866 24,390 18.3 23,564 22.5 27,835 3.7

Source: Company/MOSL

Key drivers for INR revenue and EBIT margins

INR Revenue impacts % EBIT Margin impacts (IFRS) (bp)

Cross Currency impact -2.10 Currency 282

Volume 3.20 GDC -10

Realization 1.98 Rate/Productivity -94

Offshore -0.64 Bad Debts -10

Currency 11.0 Others 45

Total 13.4 Total 213.0

Source: Company/MOSL

3QFY12 growth drivers: IMS; broad-based growth across verticals
 TCS added incremental revenues of a meager USD61m in 3QFY12 v/s USD140m (on

a much smaller base) in 3QFY11.

 IMS alone accounted for 52% of incremental revenues of USD61m added during

the quarter.

 From a vertical perspective, growth was broad-based across verticals, with telecom

and E&U dragging results to some extent.

 BFSI, Retail and others were key contributors to growth during the quarter.

 North America and Europe together accounted for 76% of incremental revenues

during the quarter.

 97% of incremental revenues were contributed by non-top 10 clients.

Incremental revenue

3QFY12 Contrib to

(USDm)  inc Rev %

BFSI 21 35

Telecom -12 -19

Manufacturing 5 8

Retail & Distribution 13 21

Life science & Health Care 3 5

Transportation 2 4

Energy & Utility -3 -4

Others 23 38

Hi-Tech 4 6

Media & Entertainment 4 6

Total 61 100

Incremental revenue
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Revising estimates to factor in the delay in discretionary spends and
a weaker INR
We revise our INR assumptions to INR50/USD for FY13 v/s INR47.9/USD and INR48.6/

USD for FY12 v/s INR47.9 earlier. We reduce our USD revenue growth estimates by 2pp

to 12.8% to factor in the delay in discretionary spends and a weakening management

commentary. The change in tone by TCS indicates a deteriorating business

environment. Our revised EPS estimates are INR54.4 for FY12 and INR63.4 for FY13, up

2% and 1%, respectively, due to changes in INR assumptions.

Change in Estimates

Revised Earlier   Change (%)

FY12E FY13E FY12E FY13E FY12E FY13E

INR/USD 48.6 50.0 47.9 47.9 1.4 4.5

USD Revenue (m) 10,177 11,477 10,203 11,720 -0.2 -2.1

EBIT Margin (%) 27.9 26.4 27.9 26.7  0bp  -35bp

EPS (INR) 54.4 63.4 53.2 62.7 2.2 1.0

Source: MOSL

Other result highlights
 TCS won 9 large deals during the quarter.

 The company added 40 new clients during the quarter (v/s 49 additions at Infosys).

TCS ended the quarter with 1,003 active clients v/s 1,010 at the end of 2QFY12.

 DSO days were 81 v/s 82 in 2QFY12.

 Utilization excluding trainees declined 1pp QoQ to 82% (v/s 83.1% in 2Q). Utilization

including trainees slid further (2.4pp QoQ) to 74% (v/s 76.4% in 2Q).

 Gross employee additions during the quarter were 18,907 while net additions

stood at 11,981, taking the total employee count to 226,751.

 Attrition rate was 12.8% (v/s 14.4% in 2QFY12).

 Contribution from Fixed Price contracts declined 40bp QoQ to 46.4%, the lowest

in 12 quarters.
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QoQ growth (%)
2QFY10 3QFY10 4QFY10 1QFY11 2QFY11 3QFY11 4QFY11 1QFY12 2QFY12 3QFY12

Service Lines

ADM 5.8 5.2 0.0 7.1 9.2 2.9 7.3 7.7 1.3 0.8

Business Intelligence -2.9 6.3 -2.3 6.4 15.9 1. -3.2 7.5 0.4 -4.1

Engineering & Industrial Services -0.1 8.4 -2.9 6.4 14.0 4.8 4.7 3.0 9.2 -1.9

Infrastructure Services -10.6 5.0 8.3 11.5 20.7 19.5 -9.3 12.2 5.8 13.1

Enterprise Solutions -1.8 8.4 -0.8 3.2 17.4 -0.3 17.8 7.5 7.6 5.2

Global Consulting 18.8 39.5 22.8 -10.6 11.7 17.2 -4.4 12.6 23.7 10.3

Asset Leverage Solutions 27.9 6.3 28.9 -1.6 2.7 25.9 -5.8 7.5 16.3 -2.7

Assurance Services 13.4 13.0 17.3 17.4 15.2 15.1 3.2 12.1 9.0 2.4

BPO 7.6 3.6 3.1 3.6 8.7 11.9 6.5 1.0 4.7 1.5

Industry Verticals

BFSI 7.5 5.6 4.5 4.3 10.0 8.4 3.3 5.7 5.2 1.9

Manufacturing -2.1 -0.2 4.5 0.9 11.7 4.1 9.1 8.3 8.0 2.4

Telecom -1.6 8.0 -0.9 10.8 12.6 -0.5 -3.2 14.3 -4.3 -4.3

Life Sciences & Healthcare 8.2 6.3 5.1 6.4 9.6 9.1 6.7 5.4 6.7 2.4

Retail & Distribution 2.0 7.3 7.0 7.4 10.7 7.0 7.6 11.3 9.2 4.1

Transportation -2.4 9.7 3.1 3.1 15.3 13.7 20.1 1.9 7.5 2.4

Energy and Utilities 12.2 33.9 -9.0 17.0 45.6 9.5 9.5 -11.2 18.5 -2.3

Media & Entertainment 3.9 6.3 -2.3 12.3 17.6 23.0 4.7 2.8 -0.1 7.3

Hi-Tech -0.9 6.3 10.7 11.2 11.7 16.3 13.1 15.4 6.5 2.4

Others 2.4 4.7 -6.4 10.0 4.4 -4.3 -1.5 14.2 -7.6 20.6

Client growth

Top Client 24.0 26.6 4.4 5.1 10.3 3.0 0.6 3.1 1.7 2.4

Top 5 9.8 11.5 4.6 7.4 12.2 6.0 2.3 3.9 1.1 0.4

Top 10 7.3 10.0 4.2 7.5 10.3 7.0 3.0 4.9 2.5 0.2

Non top 10 Clients 2.6 4.8 2.7 5.9 12.4 7.0 5.4 8.5 5.6 3.3

Geographies

America 6.1 4.5 6.1 8.4 9.1 6.6 4.5 6.5 5.7 2.2

UK 1.5 3.1 -2.0 5.7 13.2 11.9 1.4 6.1 6.1 -0.9

Rest of Europe 0.1 4.3 -0.8 -5.3 14.2 9.3 11.4 7.5 6.8 6.5

Europe 0.9 3.6 -1.6 1.3 13.6 10.9 5.1 6.6 6.3 2.0

India -16.6 23.8 8.0 5.2 25.7 -0.6 0.1 13.6 -6.6 3.6

APAC 28.1 12.3 3.1 12.1 17.4 19.1 9.2 9.0 7.6 3.8

lbero America 13.0 4.2 -7.4 4.0 1.3 -15.0 8.1 4.1 1.3 5.8

MEA 9.7 17.5 -6.7 12.0 6.1 12.6 4.7 18.2 4.7 -2.2

Others 18.5 9.8 -2.6 9.1 9.9 7.0 8.2 9.2 5.5 3.2

Offshore 7.5 5.3 2.0 6.9 11.1 7.4 3.0 7.5 6.5 1.5

Onsite 2.0 4.4 5.3 6.5 12.1 6.3 7.7 7.1 6.8 1.9

GDC 26.4 4.9 -10.6 2.6 7.1 4.6 7.4 -1.7 -10.3 18.0

Overall International business 6.0 4.9 2.6 6.5 11.3 6.7 5.3 6.9 5.8 2.3

Domestic Business -17.2 24.1 8.4 5.2 15.5 9.3 -0.9 13.6 -6.6 3.6

Source: Company/MOSL
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Tata Consultancy Services: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 54.4 54.7 -0.5

FY13 63.4 63.6 -0.4

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

1,104 1,268 14.9 Neutral

 TCS' cloud-based non-linear platform for Life and

Pensions industry has been adopted by a large

insurance provider in the UK in a multi-billion dollar

engagement.

Valuation and view
 We expect TCS to report revenue CAGR of 18.4% over

FY11-13 and EPS CAGR of 19.5% over this period.

 Valuations at 20.3x FY12E earnings and 17.4x FY13E;

we maintain our Neutral rating with a target price of

INR1,268, based on 20x FY13E earnings.

Sector view
 In the last few months, increasingly weak macro

economic data have been emanating from both the

US and Europe, which implies deceleration in growth

for Indian IT services.

 Initial commentary on CY12 budgets indicates a

moderation in growth across the sector, resulting

from a possible 3-4% cut in budgets as in 2003 (v/s 6-

8% in CY08).

 We reckon frontline Indian IT companies would be

better placed to sail through the near-term

challenges mentioned above. Niche IT/ITeS services

companies with strong business models are also

likely to be better placed to face uncertainties in

the near term.

Comparative valuations

TCS Infosys Wipro

P/E (x) FY12E 20.3 19.1 16.1

FY13E 17.4 17.3 14.7

P/BV (x) FY12E 6.5 4.8 3.1

FY13E 5.3 4.2 2.6

EV/Sales (x) FY12E 4.2 4.0 2.2

FY13E 3.5 3.5 1.9

EV/EBITDA (x) FY12E 14.1 12.9 11.3

FY13E 12.4 11.2 9.9

Shareholding pattern (%)

Sep-11 Jun-11 Sep-10

Promoter 74.1 74.1 74.0

Domestic Inst 8.1 8.1 8.1

Foreign 12.8 12.8 12.4

Others 5.0 5.0 5.4

Company description
TCS is the largest IT services company in India, with (LTM)

revenues of over USD9.3b. It employs more than 226,000

people and provides IT and BPO services to over 900

global clients. It is one of the preferred IT vendors for

most Fortune 500/Global 1,000 companies.

Key investment arguments
 Despite the prevailing macroeconomic headwinds,

TCS' stance remains bullish, and the company is set

to beat its earlier FY12 gross hiring guidance of 60,000

despite attrition rates staying in control.

 Traction for the company has been broad-based; the

company bagged 10 large deals across industries.

 TCS is one of the largest players in IMS, the key

growth driver for the industry.

Key investment risks
 The appreciation of the rupee and continued

attrition could hamper profitability.

 Slowdown in BFSI due to the prevailing threat of a

sovereign default in Europe.

 Supply side pressures could also affect deliveries.

Recent developments
 TCS closed 10 large deals across various verticals in

3QFY12.
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