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Multiple triggers to ‘BUY’
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IT stocks have corrected sharply over the past couple of months led by an
appreciating INR and portfolio shifts. We strongly recommend buying
into IT companies at this juncture due to: (i) limited impact of INR
appreciation (1.5-3.0%), which can be offset by robust domestic demand
and a few concrete initiatives by the new government (restoration of STPI
status, uniform taxes and improved relations with the US); (ii) lower
multiples, almost close to historic lows of post Lehman crisis (refer table
2 and 3), in an improving demand environment; and (iii) huge cash
balances that can be returned to shareholders via dividends or buy back,
thereby improving RoE. We reiterate ‘BUY’ on Infosys, Tata Consultancy
Services (TCS), HCL Technologies (HCLT) and Tech Mahindra (TECHM) with
target prices of INR4,307, INR2,538, INR1,591 and INR2,229, respectively.

Currency impact limited; can be offset via multiple external levers
Our calculations indicate that every 100bps of INR appreciation will impact margins 30-
40bps and earnings 1.5-3.0%, which in our view can be largely offset by a few
corrective measures by the new government: (a) restoration of STPI benefits; (2) relief
from applicability of both service tax and VAT on software licences; and (3) higher
domestic demand. We believe, these initiatives will not only enhance earnings of IT
companies by 2%, but will also smoothen execution.

Low multiples, robust demand limit downside

Over the past couple of months, IT stocks have corrected sharply and multiples are
close to historic lows of post Lehman era (low single digit). However, current demand,
contrary to FYQ9, is on a firm footing riding US recovery and spurt in new technologies.
Hence, in our view, chances of further multiple de-rating are limited and the impact of
INR appreciation will be limited to 1.5-3.0%.

Huge cash piles can be returned to shareholders to improve RoE

Our analysis (refer table 4) indicates that the gap between RoEs and ex-cash RoEs of
both Infosys and TCS is huge. This issue can be addressed by returning cash to
shareholders either via special dividends or through buy backs. According to our
analysis, if the above measures are taken, RoEs of both the companies will jump
significantly.

Outlook: Low multiples, high demand infuse confidence

We believe a lot of pessimism has been built into current valuations of IT stocks, largely
owing to the unfavourable currency despite strong demand. The currency impact can
be offset by a combination of operational levers and policy initiatives, and hence we
recommend buying into Infosys, TCS, HCLT and TECHM at this juncture. We reiterate
our ‘BUY’ recommendation on Infosys, TCS, HCLT and TECHM with target prices of
INR4,307, INR2,538, INR1,591 and INR2,229, respectively.
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Robust demand and policy initiatives to offset currency pain

Although most IT companies are adequately hedged for the next 6-12 months at an average
INR/USD of 60 and above, we believe that FY15E and FY16E earnings of large cap companies
could be impacted in the 1.5-3.0% range for every 100bps currency appreciation. We believe
this can be offset by robust domestic demand and a few concrete initiatives by the new
government (enumerated on page 1).

Table 1: Impact of currency on EPS and target prices

Currency Impact Infosys TCS Wipro

FY15E FY16E TP on FY16 FY15E FY16E TP on FY16 FY15E FY16E TP on FY16
USD Revenues 9,263 10,435 15,795 18,331 7,441 8,397
Net USD Receivables 3,705 4,174 6,318 7,332 2,976 3,359
Net USD Receivables as % of total rev. 40.0 40.0 40.0 40.0 40.0 40.0
EPS est. @ INR/USD 58/56 for FY15/16 226.8 250.2 1114 132.7 36.0 39.8
Hedging Policy 6 mths 6 mths 6 mths 6 mths na na
Hedging Impact (%) 50.0 100.0 50.0 100.0 50.0 50.0
Tax rate (%) 25.0 25.0 23.0 220 21.5 21.0
Restated EPS & Target price
54 212.2 228.3 4,110 104.0 121.0 2,421 33.2 37.7 565
55 214.6 233.8 4,209 105.2 124.0 2,479 33.6 38.2 573
56 217.0 239.3 4,307 106.5 126.9 2,538 341 38.8 581
57 219.5 244.8 4,406 107.7 129.8 2,596 34.6 39.3 590
58 221.9 250.2 4,504 108.9 132.7 2,654 35.1 39.8 598
59 2243 255.7 4,603 110.2 135.6 2,713 35.5 404 606
60 226.8 261.2 4,702 1114 138.6 2,771 36.0 40.9 614
61 229.2 266.7 4,800 112.7 141.5 2,830 36.5 41.5 622
62 231.6 272.2 4,899 113.9 144.4 2,888 37.0 42.0 630
63 234.0 277.6 4,997 115.2 147.3 2,947 37.4 42.5 638
Currency Impact HCL Tech Tech Mahindra

FY15E FY16E TP on FY16 FY15E FY16E TP on FY16

USD Revenues 6,158 7,087 3,513 3,995
Net USD Receivables 2,463 2,835 1,405 1,598
Net USD Receivables as % of total rev. 40.0 40.0 40.0 40.0
EPS est. @ INR/USD 58/56 for FY15/16 94.7 104.1 131.3 147.1
Hedging Policy na na na na
Hedging Impact (%) 50.0 75.0 50.0 75.0
Tax rate (%) 23.0 23.0 25.0 25.0
Restated EPS & Target price
54 86.7 94.8 1,517 117.7 131.6 2,105
55 88.0 97.1 1,554 119.9 1354 2,167
56 89.4 99.5 1,591 122.2 139.3 2,229
57 90.7 101.8 1,628 124.5 143.2 2,291
58 92.0 104.1 1,665 126.8 147.1 2,353
59 934 106.4 1,702 129.0 150.9 2,415
60 94.7 108.7 1,739 131.3 154.8 2,477
61 96.1 111.0 1,776 133.6 158.7 2,539
62 97.4 113.3 1,813 135.8 162.6 2,601
63 98.8 115.6 1,850 138.1 166.4 2,663

Source: Edelweiss research
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Low multiples not justified in a robust demand environment

Large-cap IT stocks have not traded below 10-13x one year forward earnings even in a flat
to low single digit growth outlook. Hence, current low valuations do not justify the demand
outlook. We do not expect companies to test low multiples of FY09 as the demand
scenario then was uncertain due to the Lehman crisis.

Table 2: FY09 saw lowest multiples due to Lehman crisis anticipating lower demand in FY10

Infosys TCS Wipro HCLT

One year Revenue One year Revenue One year Revenue One year Revenue

forward P/E growth forward P/E growth  forward P/E growth forward P/E growth

FYO8 17.9 35.1 16.4 35.5 15.3 48.3 13.0 34.7
FY09 12.9 11.7 10.2 6.8 10.2 18.5 7.6 16.9
FY10 18.2 3.0 15.9 5.4 14.9 1.5 13.2 236
FY11 20.6 25.7 20.0 29.1 15.6 18.9 14.7 31.1
FY12 17.3 15.8 18.6 24.2 13.7 13.4 13.2 171
FY13 14.4 5.8 14.4 13.7 14.4 5.0 14.4 12.9
FY14 15.8 11.5 19.2 16.2 14.5 6.4 13.8 14.2

Source: Companies, Bloomberg
Table 3: Consensus multiples

Consensus EPS (INR) P/E (x)
FY15E FY16E CMP (INR) FY15E FY16E
TCS 111.1 127.7 2,190 19.7 17.1
Infosys 206.7 234.1 3,210 155 13.7
Wipro 35.9 40.2 530 14.8 13.2
HCLT 99.6 111.5 1,395 14.0 12.5
TechM 138.6 158.1 2,033 14.7 12.9

Source: Bloomberg

Cash utilisation could drive RoEs

Our analysis (refer table 4) indicates that the gap between RoEs and ex-cash RoEs of both
Infosys and TCS is huge. This issue can be addressed by returning cash to shareholders
either via special dividends or through buy backs. According to our analysis, if the above
measures are taken, RoEs of both the companies will jump significantly.

Table 4: High cash impacting ROEs

FY11 FY12 FY13 FY14
Infosys
ROE (%) 25.0 27.4 25.7 24 .4
Ex- cash ROE (%) 61.6 60.6 543 52.7
TCS
ROE (%) 34.2 36.7 37.9 39.7
Ex- cash ROE (%) 52.0 54.0 56.7 66.0

Source: Companies, Edelweiss research
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Table 5: Impact of buy back on Infosys

Infosys FY15E FY16E
Revenues (INR mn) 537,255 584,345
EBITDA (INR mn) 154,080 160,117
Other income (INR mn) (A) 30,063 37,633
PAT (INR mn) 126,715 136,681
EPS (INR) 221.8 239.2
Share count (mn) 575 575
Cash balance (INR mn) 362,452 427,114
ROE (%) 25.0 23.8
Offer price for buy back(INR) 3,600 3,800
Buy back of shares( 10%) 58 58
Amount spent on buyback (INR mn) 207,000 218,500
Cash balance post buy back (INR mn) 155,452 208,614
Interest foregone due to buyback (INR mn) at 9% (B) 18,630 19,665
Reduced other income(INR mn) (A - B) 11,433 17,968
Other income ex -tax (INR mn) 8,003 12,578
Revised PAT (INR mn) 118,712 124,103
Revised EPS (INR) 2294 239.8

Table 6: Impact of buy back on TCS

Source: Edelweiss research

TCS FY15E FY16E
Revenues (INR mn) 916,084 1,026,523
EBITDA (INR mn) 273,442 299,831
Other income (INR mn) (A) 18,919 34,396
PAT (INR mn) 213,163 248,209
EPS (INR) 108.9 126.8
Share count (mn) 1,957 1,957
Cash balance (INR mn) 351,367 462,040
ROE (%) 25.0 23.8
Offer price for buy back(INR) 2,400 2,600
Buy back of shares (5%) 98 98
Amount spent on buyback (INR mn) 234,867 254,439
Cash balance post buy back (INR mn) 116,501 207,601
Interest foregone due to buyback (INR mn) 21,138 22,899
Interest foregone post tax (INR mn) 14,797 16,030
Revised PAT (INR mn) 198,367 232,179
Revised EPS (INR) 106.7 124.9

Source: Edelweiss research
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DISCLAIMER

General Disclaimer:

This report has been prepared by Edelweiss Securities Limited (Edelweiss). Edelweiss, its holding company and associate
companies are a full service, integrated investment banking, portfolio management and brokerage group. Our research analysts
and sales persons provide important input into our investment banking activities. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information
contained herein is from publicly available data or other sources believed to be reliable, but we do not represent that it is
accurate or complete and it should not be relied on as such. Edelweiss or any of its affiliates/ group companies shall not be in any
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should
make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of
companies referred to in this report (including the merits and risks involved), and should consult his own advisors to determine
the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. We
and our affiliates, group companies, officers, directors, and employees may: (a) from time to time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such
securities and earn brokerage or other compensation or act as advisor or lender/borrower to such company (ies) or have other
potential conflict of interest with respect to any recommendation and related information and opinions. This information is
strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or
redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any
purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject Edelweiss and affiliates/ group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should inform themselves about and observe, any such restrictions. The information given
in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with this
information. This information is subject to change without any prior notice. Edelweiss reserves the right to make modifications
and alterations to this statement as may be required from time to time. However, Edelweiss is under no obligation to update or
keep the information current. Nevertheless, Edelweiss is committed to providing independent and transparent recommendation
to its client and would be happy to provide any information in response to specific client queries. Neither Edelweiss nor any of its
affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information. Past performance is not necessarily a guide to future performance. The disclosures of interest statements
incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the
views expressed in the report. Edelweiss Securities Limited generally prohibits its analysts, persons reporting to analysts and their
dependents from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. The
information provided in these reports remains, unless otherwise stated, the copyright of Edelweiss. All layout, design, original
artwork, concepts and other Intellectual Properties, remains the property and copyright Edelweiss and may not be used in any
form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Analyst holding in the stock: No.

Edelweiss shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason
including network (Internet) reasons or snags in the system, break down of the system or any other equipment, server
breakdown, maintenance shutdown, breakdown of communication services or inability of the Edelweiss to present the data. In no
event shall the Edelweiss be liable for any damages, including without limitation direct or indirect, special, incidental, or
consequential damages, losses or expenses arising in connection with the data presented by the Edelweiss through this
presentation.
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Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Enclave Capital, LLC ("Enclave").

Transactions in securities discussed in this research report should be effected through Enclave Capital, LLC.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.
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