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Tata Consultancy Services Limited  

FY09-Q1 Analysts/Investors Conference Call  

July 16, 2008 20:00 hrs IST (10:30 hrs US ET)  

 
Moderator:  Ladies and gentlemen good morning and good evening, I am 

Rochelle the moderator for this conference call. Welcome to the TCS 

Earnings Conference. Please note that for the duration of this 

presentation all participants’ lines will be in the listen-only mode and 

this conference is being recorded. After the presentation, there will be 

an opportunity for you to ask questions. Should anyone need 

assistance during this conference call, you may signal an operator by 

pressing * and then 0 on your touch-tone telephone. At this time, I 

would like to turn the conference over to Mr. David Nelson, Head of 

Global Investor Relations, thank you and over to you Mr. Nelson. 

David Nelson:  Rochelle, thank you very much. Good evening and welcome everyone 

and thank you for joining us on TCS Earnings Call for Quarter 1 Fiscal 

Year 2009. As Rochelle said, I am David Nelson, Head of the Global 

Investor Relations for TCS. Please note that this call is being webcast 

through our website and an archive including transcript will be 

available on the site for the duration of the quarter. The financial 

statements, result presentation, and press releases are also available 

on our website. Our leadership team is present on this call to discuss 

our results, so we have with us Mr. Ramadorai, Chief Executive 

Officer & Managing Director. 

S. Ramadorai:  Good evening everyone. 

David Nelson:  Mr. Mahalingam, Chief Finance Officer. 

S. Mahalingam:  Good evening; good morning. 

David Nelson:  Mr. Chandrasekaran, Chief Operating Officer. 

N. Chandrasekaran:  Good evening and good morning everyone. 
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David Nelson:  Mr. Phiroz A Vandrevala, Head of Global Corporate Affairs. 

Phiroz Vandrevala: Good morning, good evening everybody. 

David Nelson:  And Mr. Ajoy Mukherjee, Head of Global Human Resources. 

Ajoy Mukherjee:  Hi everyone. 

David Nelson:  Ram, Chandra, and Maha will all begin with a brief overview of the 

company’s performance followed by Q&A session. As you are aware, 

TCS does not provide specific revenue and earnings guidance. 

Furthermore, anything said on this call, which reflects our outlook for 

the future or which can be construed as forward looking statements, 

must be reviewed in conjunction with the risks that the company faces. 

These risks are outline in the second slide of our results presentation. 

With that, I would like to turn the call over to Mr. Ramadorai to begin 

the proceedings. 

S. Ramadorai:  Thank you Dave and again good morning, good evening. The new 

financial year has been a challenging one so far. Global 

macroeconomic factors including the ongoing problems in the global 

financial sector, rising oil prices, and the threat of recession in some 

developed markets, now had an impact on large global corporations 

leading to uncertainty and general caution all around. Despite facing 

these macro level situation and other client specific challenges, I am 

happy to announce that TCS has grown its business in quarter 1. 

Our quarter 1 revenue is at Rs. 64,107 million, has grown over 24% 

on year-on-year basis and this translates into 6% growth sequentially. 

As you are aware, we have rolled out our new customer centric 

organization structure in this quarter. We are extremely pleased with 

the alignment and efficiency achieve. Our performance in quarter 1 

demonstrates the underlying strength of our business model and 

highlights our value proposition to our customers. This is evident in the 

strength shown by our international business, which has essentially 

grown at 7%. Each of the major markets North America, UK, and 

Europe grew in excess of 6% individually and collectively they are 
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grown at 8% sequentially higher than the company average. New 

growth markets have grown at a slower pace, partly because they are 

cyclical in nature like India and also because the projects are mostly 

turnkey. 

Our diversified vertical strategy is also helping us in the current 

uncertain climate and negative demand impact from some of our BFS 

clients in this quarter or instance have been made up by increase 

orders from customers in other sectors. Ramp ups on deals run in 

previous quarters from manufacturing retail and life sciences are also 

proceeding as we planned. We are managing our business mix to 

compensate for any fall in demand due to customer specific problems 

and Chandra, after this, will provide more color on these aspects of 

the business. 

From a TCS perspective, what is also important in today’s challenging 

environment is to take control of the circumstances that are within the 

company’s gone up influence. For instance, there has been a need to 

focus on cost controls to ensure that we are doing everything we can 

to manage cost and become much more efficient at running the 

business. In this respect, we have embarked on a strong program of 

cost controls that have helped us to reduce our SG&A expenses from 

the quarter 4 levels by 217 basis points as a percentage of revenue. 

This is despite plan wage increases being factored in during quarter 1. 

TCS has also crossed another billion dollar milestones from this 

quarter despite the uncertainty we continue to generate cash and we 

have over a billion dollars in terms of cash in hand. Given the 

circumstances this will be a competitive advantage for TCS going 

forward as it expands its operations across the globe. 

We continue to dialogue with our customers and communicate our 

value proposition, our agility and focus on an ongoing basis. We 

believe we will be generating demand in the coming quarters. I would 

also like to add that there is still uncertainty in the environment and 

this could result into issues for specific company. Having said all of the 

above, there is a demand for IT services and there are opportunities, 



 
  FY09-Q1 Analysts/Investors Conference Call 
  July 16, 2008 20:00 hrs IST ï 10:30 hrs US ET) 
 

 Page 4 of 29 

therefore, for growth. We will continue to hire people as planned and 

invest for the future. Overall cost efficiency, continued focus on 

retention of customers, and demonstration of our value proposition in 

challenging times will be the same for the immediate future, I will 

handover to Chandra now. 

N. Chandrasekaran:  Thank you Ram, hello everyone. I would like to explain the key 

aspects of the operational performance during the quarter. 

Specifically, I would like to provide some commentary on the operating 

conditions in 4 different areas, namely the BFSI segment, what is 

happening and what happened in Q1? And growth in the major 

markets of the US, UK, Europe, and emerging markets, how we have 

seen it? What has been our experience in Q1? Also, the different 

industry portfolio, the pricing environment in general and what we 

expect going forward. 

Now, coming to the BFSI segment, when we had this call during the 

last quarter, we mentioned that there are two specific clients where we 

are facing issues and we are likely to see the revenues drop. We did 

have material impacts in revenues coming down in those two clients 

during the Quarter 1. Then we have one large banking client who is 

going through a demerger process via consortium of banks in UK, 

Latin America, and Europe and while we manage to get the same 

revenues from the client in the business as usual committed area, the 

discretionary spend on revenues due to that came down during 

Quarter 1. The third aspect is we also had a revenue dip in the 

products business primarily because some of the decision making got 

delayed in the product business. So, these three contributed to 

revenue drops in our banking and financial services sector. We made 

a vast majority of this drop by ramping up with other clients and some 

of the deals we announced in the banking sector and in the net result 

there is a drop you see in the BFSI as a percentage of overall 

revenue. 

Then coming to the major markets, the USA, UK, and Europe together 

grew substantially 2.2% in dollar terms during the quarter and this 
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must be seen in light of the BFSI sheet I talked about. it happened in 

the major markets and we managed to compensate for that and still 

achieve a 2.2% dollar term growth in these markets. 

Coming to the organization, we rolled out the new organization this 

quarter. As Ram said we are pretty happy with the way it has gone. In 

the new organization, we created a special unit called the Industry 

Solutions Unit, which is predominantly to serve the key clients across 

verticals in the major markets and this unit posted a revenue growth of 

9.9%, so that has worked extremely well for us. 

Then coming to the emerging markets or the new growth markets, we 

had hit in both India as well as in Latin America. In India it is a cyclical 

market and we had a revenue drops in absolute terms in Q1 

compared to Q4. Then in Latin America, we got impacted significantly 

because of the discretionary spend coming down and the revenue is 

going down with the banking client, who is going through the 

demerger I talked about. And so the overall growth you see the 6% in 

rupee terms has primarily come from the major markets not only the 

Latin America and India have not grown, they have taken a revenue 

dip, so that must be seen in that light. 

I am coming to pricing; the pricing environment has been generally 

stable. We have had some contract renewals and we have not had 

price cuts in any one of those contracts. They are being stabled and 

the drop in pricing you see in this quarter is primarily due to two 

factors, our transformation project have come to an end, it is reflected 

in the overall fixed price revenue is going down this quarter and the 

product related revenues have contributed low this quarter and those 

two have affected the drop in pricing and we see it as a one of this 

quarter. 

Now, coming to the future, of the three client scenarios I talked about 

the two clients, which I articulated during the Q4 and the banking 

client which is going through the demerger. Today the three clients, 

we have turned the corner in two of them and we expect incremental 

revenues on growth during Q2 with two of those clients. With the third 
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client, that is going to be a hit during Q2, but then it is quantified and 

we are in close touch with the customer and we have planned for it. 

The deal pipeline, we did close 12 large deals during the quarter in 

Q1, three of them in the $75 to $100 million range and going forward 

our deal pipeline is healthy. We have a pipeline of 20 qualified large 

deals; currently we are pursuing a good number of them in the 

banking and financial services sector also. If you see the deal wins 

that we have announced, we have announced some deal wins even in 

the BFSI segment. 

Our performance in the manufacturing sector, on retail sector it has 

been very satisfying. We have grown significantly during Q1 and we 

continue to see growth in manufacturing, retail, and utilities and high-

tech sectors in the coming quarters. There are large number of 

opportunities in these sectors with regard to bringing in sourcing 

optimization and transformation. With regard to telecom, we see 

growth opportunities in the equipment sector in the developed market 

and system integration and transformation engagements in the 

developing markets. 

Overall, I would like to add that the environment especially in the 

financial services sector is uncertain. So we have to look for any 

specific client related situations that can happen and we are going to 

proactively address them, otherwise we remain very confident about 

growth in the coming quarters. Thank you and over to Maha. 

S. Mahalingam:  Thanks Chandra. I will cover the results for the quarter, a couple of 

accounting changes and some detail regarding our foreign exchange 

program.  As we go through these, I would like you to keep in mind 

two key points.  First, in these times of slower growth and market 

uncertainty, a strong focus should be on driving operational efficiency 

and cost containment.  This will better position TCS as growth in the 

business picks up.  Second, our FX program is performing as 

designed.  Our FX program is essentially an insurance program, which 

protects our downside risk while allowing upside benefit. 
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Financial Statements 

Before I discuss Q1 financials, I would like to walk you through a 

couple of changes in reporting. 

 

TCS is taking this opportunity at the start of a new fiscal year to switch 

to reporting US GAAP in US$ instead of Indian Rupee.  First, this 

change will help facilitate the understanding of TCS financials by 

global investors.  Second, US$ statements will provide investors with 

a better understanding of the health of the underlying business.  As 

you know approximately 50% of our business is based in the US and 

denominated in US$. 

 

To smooth the transition from Indian Rupee to US$, we will publish the 

US GAAP statements denominated in Indian Rupee as well as in US$ 

for this quarter.  Prior to the earnings call for Q2 results, we will make 

available the historical quarters’ financial statements in US$.  This 

should facilitate the reconstruction of the financial models by the 

analysts. 

 

Additionally this change will also necessitate a change in how we 

account for the cash flow hedges that had been previously recorded in 

the Revenue line.  With the change to US$ US GAAP statements, all 

gains and losses from hedging will be recorded to Other 

Income/Expense. 

 

Finally we are making a change in the method of calculating 

depreciation of computer assets effective with this fiscal year.  In order 

to align TCS practice with actual computer usage and also with 

warranty and free maintenance offered by vendors, we will begin 

depreciating these assets over 4 years instead of 2 years.  This has 

resulted in an overall reduction of approximately Rs 497 million or 67 

basis points in depreciation expense this quarter. 

 

Income Statement Review 

Now let’s take a look at the income statement.   
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Revenue increased 6.02% Q on Q and 24.8% Y on Y in Rupee terms; 

0.5% and 20.8% respectively in US$ terms.  Chandra has already 

covered detail behind what is driving revenue growth.  The following is 

a breakdown of revenue growth quarter over quarter: 

  

¶ Volume      1.32% 

¶ Pricing      (0.9%) 

¶ Effort mix      0.5% 

¶ Foreign Exchange     5.1% 

¶ Total Revenue Increase     6.02% 

 

Operating Margin stayed roughly in line with previous quarter, in spite 

of absorbing wage increases that impacted margins by 196 basis 

points.  The breakdown of the various items that impacted margins 

quarter over quarter are as follows: 

 

¶ Q4 08 Operating Margin    22.32%  

¶ SG&A        2.17%  

¶ FX impact:      2.63% 

¶ Wage impact:     (1.96%) 

¶ Pricing/productivity:    (2.94%) 

   

¶ Onsite shift:     (0.17%) 

¶ Total      (0.26%) 

¶ Q1 09 Operating Margin    22.06% 

 

Overall, SG&A for the quarter came down by Rs 580 million in spite of 

adverse impact of rupee depreciation.  In terms of percentage of 

revenue, SG&A came down to 19.99% in Q1 compared to 22.16% in 

Q4. 

 

We have a comprehensive cost containment program. On the one 

hand, this program focuses on conducting our projects more efficiently 

and managing manpower resources better.  You will see the impact of 
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this part of the program over the balance of the year in areas such as 

improved utilization and increased offshore leverage. 

 

Additionally we are also carefully scrutinizing and tackling our non 

salary cost structures.  We have taken several proactive steps to 

reduce these cost structures focusing on a number of areas, such as 

travel, power consumption, and IT and communication costs.   Quarter 

over quarter, these non salary costs, excluding depreciation and 

Equipment and Software costs, actually declined by Rs 400 million.  

Adding back the negative impact of Rupee depreciation on the non-

Rupee costs, the total decline would have been Rs 760 million.  The 

cost containment program is working. 

 

When examining Net Income, margins declined by 137 basis points, 

largely attributed to a reduction in Other Income of 143 basis points.  

This reduction is due to accounting for a net foreign exchange loss of 

Rs 753 million against a net gain of Rs 592 million in Q4 FY2008.  

This was partially offset by a tax refund received in the UK. 

 

Foreign Exchange Hedge Program 

I would now like to take a closer look at our foreign exchange hedge  

program. 

 

Total net foreign exchange losses booked to our income statement for 

Q1 was Rs 753 million or approximately US$18 million.  This loss was 

booked to Other Income/Expense as a Net Foreign Exchange Loss. 

 

I would like to take a few moments to clarify some of the 

misconceptions related to FX hedge programs.   

 

The basic philosophy of our hedge program is to protect future 

earnings at certain rates without sacrificing the ability to benefit on the 

upside.  It is important to note that our FX hedge program is 

performing as designed.  I think it is best to look at a hedge program 

as an insurance program which protects downside risk while allowing 

us to benefit on the upside. 
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The first question is what do we hedge?  

We have a rigorous program that hedges existing risks (existing 

receivables & net revenue) as well as future risks (net project 

revenues). All the existing risks & hedges against those risks are 

marked-to-market every quarter and the gains or losses are recorded 

in Other Income/Expense.   

 

Second, in addition to these hedges of existing receivables, we also 

hedge future revenues from specific projects.  These hedges are 

undertaken to protect the future profitability of these projects and can 

extend out over the next 4 or 5 years.  These contracts are also 

marked-to-market every quarter and the gains or losses from the 

mark-to-market are recorded into Other Comprehensive Income on 

the balance sheet.  Since these contracts hedge future revenues, then 

it is prudent, both from business and accounting perspectives to 

match the impact of these hedges with the risk being hedged and to 

keep gains and losses on these contracts in balance sheet until actual 

realization of the revenues. 

 

The next question is, how do we hedge, such that we protect 

downside risk, while benefiting on the upside? 

 

We hedge our exposures through a combination of forward contracts 

and option contracts, with a substantial portion in options.  This 

combination allows us to protect our downside risk of Rupee 

appreciation, while at the same time to participate in the upside of 

Rupee depreciation.  The dynamism of our hedge program was clearly 

seen over this past year.  During the sharp Rupee appreciation during 

FY 2008, we had significant FX gains, largely offsetting the losses that 

occurred as a result of the appreciation.  On the other hand, in spite of 

a strong depreciation of the currency during this past quarter we have 

been able to participate in approximately 65% of the benefit.  For the 

balance of the year, we will be able to participate on 80% of the 

exposure. 
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As mentioned above, the mark-to-market of the cash flow hedge 

program is recorded in Other Comprehensive Income.  Additionally we 

record here option premium expense associated with cash flow hedge 

options maturing at a future date.  The Q1 end balance in Other 

Comprehensive Income is loss of Rs 4,080 Million.  However it is 

important to know that this amount does not necessarily impact the 

income statement and also that any impact on the income statement 

will be spread over primarily 8 to 10 quarters.   

 

The final amount of FX gain or loss that will impact the income 

statement will ultimately depend on the exchange rate at the time the 

contracts actually mature.  For example, if the rate does not move 

from the current rate of Rs 43, then the actual impact will only be Rs. 

1,686 million spread over primarily 8 to 10 quarters and not Rs 4,080 

million.  The difference between these numbers has to do with the 

required method of marking contracts to market. Existing contracts 

have been marked to market at an average rate of 45.  

 

In this scenario of a constant rate of Rs. 43, only 52% of Rs 1,686 

million would actually be recorded in FY 2009’s income statement, 

phased as follows: Rs 505 million in Q2, Rs 213 million in Q3, and Rs 

200 million in Q4. 

 

And if the Rupee remains at Rs 43, then we would be translating our 

revenue at better rates.  If on the other hand, the Rupee appreciates, 

we have downside protection as you saw with the large FX gains that 

we realized last year. 

 

To conclude: 

¶ All current risks and hedges associated with these risks are 

marked to market every quarter end in the Income Statement 

¶ In the event of Rupee depreciation, we participate in nearly 80%  

¶ Mark to market of cash flow hedges at Rs45 level is (Rs 4,080) 

million. At existing level of 43, the figure is only (Rs 1,686) million 

spread over 8 to 10 quarters. 

 



 
  FY09-Q1 Analysts/Investors Conference Call 
  July 16, 2008 20:00 hrs IST ï 10:30 hrs US ET) 
 

 Page 12 of 29 

In closing, it is clear that we are operating in a difficult environment.  It 

is therefore critical that we drive operational efficiency and contain our 

cost structures so that we can better position TCS as business 

improves over the year.  We will continue to build – throughout the 

year – on the successes that you see in Q1. 

David Nelson:  Rochelle, we will now take questions from the participants. 

Moderator:  Thank you very much Mr. Nelson. Ladies and gentlemen, we will now 

begin the question and answer session. At this time anyone who 

wishes to ask a question, may press * and then 1 on their touch-tone 

telephone. If you wish to remove yourself from the questioning queue, 

you may press * and 2. Participants are requested to use only 

handsets while asking a question. Anyone, who has a question may 

press * and 1 now. The first question is from the line of Ms. Diviya 

Nagarajan from JM Financial, please go ahead. 

Diviya Nagarajan:  Hi, you spoke about 2 of 3 clients actually turning around the corner 

during the quarter and the third client actually giving a hit in the 2Q as 

well, so do you think the extent of the hit would be as significant as 

what you have seen with these two clients in the first quarter or do you 

expect that to be any difference? 

N. Chandrasekaran:  Yeah, firstly I talked about three clients of which I said two clients are 

turning the corner and we are expecting to grow this quarter. On the 

third client the extent of the hit is smaller compare to the hit that we 

had in Q1. 

Diviya Nagarajan:  Okay, so basically what drives the confidence of growth in the BFSI 

going forward, who will contribute to the growth, do you see the clients 

that you have worst while seeing not performing and giving you a hit, 

actually are contributing to growth as well or do you expect them to 

remain flat at current levels? 

N. Chandrasekaran:  As I said that there are three factors, which have contributed to the 

decline in revenues, because it’s not only growth…. 
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Diviya Nagarajan:  No, I am talking with specific to BFSI. 

N. Chandrasekaran:  Yeah, in respect to BFSI there are three factors, which contributed to 

the issues in Q1, only these two clients we have talked about in Q4 

and the second one is banking client who is going through the 

demerger and third one is the product revenues came down 

substantially from Q4 to Q1. Now, looking at our pipeline, we see 

definitive growth in these two clients out of the three and then the third 

client we have quantified the extent of hit we are going to take that’s 

understood and then a number of other clients have grown during Q1 

also and they are on the ramp up stage and they have contributed to 

wipe out the drop even in Q1 also. So, we are going to see growth in 

those clients. Also, in the product business, we think we will grow in 

Q2 compared to Q1. So all of these put together there is confidence 

that we will grow in Q2. 

Diviya Nagarajan:  Sure, what is your current outlook on employee addition for the full 

year? 

Ajoy Mukherjee:  From the employee addition point of view what we have stated is we 

will be adding 30,000 to 35,000 gross during this particular year and 

as far as quarter 1 is concern, we have added 8982 and we are on 

track. 

Diviya Nagarajan:  What is the expected addition in Q2, since the bulk of fresher will 

come in? 

Ajoy Mukherjee:  So overall if you remember, last year we had offered 22,400 odd 

offers for the campus recruits and they would be joining, some of them 

have joined, the rest of them would be joining through the rest of the 

year. 

Diviya Nagarajan:  Right, just one question, I will come up for follow up later. SG&A, we 

have seen a significant drop this quarter. What do you expect SG&A 

to remain at current levels as percentage of revenue going into year or 

you expect some increase as you continue to invest in youth? 
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S. Mahalingam:  Well, you know I think as I said you know we have focused on this 

cost containment program and we expect the results to continue to 

show. 

Diviya Nagarajan:  Thanks sir, I will come for follow up later and all the best. 

Moderator:  Thank you Ms. Nagarajan. The next question is from the line of Mr. 

Julio Quinteros from Goldman Sachs, please go ahead. 

Julio Quinteros:  Great thanks. One of the things that just sort of jumps out of in the 

numbers as look at the net addition of new clients, it appears to be 

one of the lowest numbers you guys have been running around 50 per 

quarter over last couple of quarters, this quarter’s numbers seems to 

be one of the lowest, can you just talk a little bit about what actually 

the new clients would mean in terms of overall growth as you kind of 

think about this going forward? 

N Chandrasekaran:  Yeah and I think it’s a good question and fundamentally there has 

been no change in terms of the quality of the clients we are adding. 

The large scale clients where we develop deep relationships, the 

client additions continue to be normal as we have had in the past 

quarters. We also have clients who we add on one off project basis 

and there has been a decrease in the addition of some of those clients 

that we add one off the projects and nothing to be read in this and we 

think the client addition is on course. 

Julio Quinteros:  Is there a way I think about this maybe even though there is less 

number of clients are there number of the net new clients that are 

coming online, are they potentially bigger clients and in that way we 

shouldn’t worry about it? 

N Chandrasekaran:  Yeah, the point is right. See, actually we have what is called as a 

target universe. There is a set of companies that in each market we 

are targeting and then trying to win and the net client addition that you 

see is from the target universe and they are large companies where 

we expect to grow on a continuous basis, so that’s the reason I said 

we should grow. 
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Julio Quinteros:  Okay and then just relative to the margin components. Would it be 

possible to just walk through the pluses and the minuses on the 

operating margin level and there is a lot of different numbers, so I just 

want to make sure, I hag on the data there correctly? 

S Mahalingam:  Yeah, Julio as I said that the operating margin we started with 22.32 

for last quarter and the SG&A efficiency is contributed 2.17% positive, 

foreign exchange impact of 2.63% positive, wage impact was 1.96% 

negative, pricing and productivity was 2.94% negative. Onsite shift 

was 17 basis points negative and therefore totally 26 basis points 

negative making Q109 operating margin of 22.06%. 

Julio Quinteros:  Great thank you. 

Moderator  Thank you Mr. Quinteros. The next question is from the line of Ms. 

Kanchana Vydianathan from Pacific Crest Securities, please go 

ahead. 

Kanchana Vydianathan:  I guess, my first question is starting with respect to your large 

deal signings, you know in the past three quarters, you continued to 

sign these large deals, can you help me to understand are these large 

deals, are they ramping up on track, as to the way you are expected 

or just given the economy? Are you seeing a slowdown even in the 

ramp up of these large deals? 

N Chandrasekaran:  Now the ramp up is quite good, actually if you really look at the 

metrics, we announced number of deals in the manufacturing sector, 

last quarter and in Q3 and you see the impact of that ramp up almost 

more than 20% growth of quarter-on-quarter basis on the 

manufacturing sector and if you see retail again, you have had a 

significant growth this quarter because the ramp up is happening in 

both in the deals we announced in the UK last quarter and also in the 

deal we announced in the US in Q3 last year. So, the ramp ups are 

happening all of those are on track. Also we will see such kind of ramp 

up in utility sector on the deals we announced towards the end of last 

quarter, the initial phase is over in Q1. So, we expect to see that ramp 

up producing results in Q2. 
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Kanchana Vydianathan:  Okay thank you, one other question I guess, with respect to as 

the quarter progress and as you continue to have conversations with 

the clients, can you help us to understand did anything change during 

the course of the quarter, where the turn with the client and even the 

decision making process, did it accelerate during the quarter and then 

again are you seeing a slowdown or I guess, if we were to compare in 

the month of March what happened in June and even right now what 

are you seeing, I mean are you little more positive now or are you still 

feeling the same with respect the delays in client decision making? 

N. Chandrasekaran:  I think there are two points I want to make, the good news first is that 

we identified issues with the two clients and then the demerger of the 

European Bank was also very well-known and the issues we had in 

the financial services sectors clients stayed with these clients. No, 

new issues we identified, so to that extent it was as anticipated. The 

other side the question is that the financial service industry is still in a 

turmoil in the US, so are we sure that there will not be any specific 

client situations, we cannot answer this question. As of today, we have 

not identified any other specific situation with any other client, so to 

that extent we are confident. 

Kanchana Vydianathan:  Are you saying with respect of slowdown, are you experiencing 

any such slowdown in any of the other verticals and also if you were to 

look at Europe, are you seeing any impact from those regions as well? 

N. Chandrasekaran:  I think interestingly if you look at Europe, even in this quarter if you 

look at the details that we have put out in the web, there are deals we 

have seen in the financial services sector and those deals have come 

from the Europe. So, even in the financial services sector we are 

seeing deals getting closed, so we have announced three deals in that 

segment as part of the details. As we said, we are continuing to see 

wins across other sectors. Totally we closed 12 large deals during Q1, 

three of which is above $75 million. So I think barring the caution that 

Ram said and I also articulated again with specific client situations that 

may arise that we don’t know of, I think you follow it. 

Kanchana Vydianathan:  Okay, thank you very much, that is all I have. 
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Moderator:  Thank you Ms. Vydianathan. The next question is from the line of Mr. 

Pankaj Kapoor from ABN Amro, please go ahead. 

Pankaj Kapoor:  Yeah, hi Chandra first couple of questions on the three clients you 

mentioned. You spoke of two turned the corner and one European 

Bank, which is still in the restructuring mode, is it right or is this client 

included in the two who have done the corner? 

N. Chandrasekaran:  Well, out of the three clients, the two clients and the European Bank is 

three, two we expect to grow during Q2, in one of them we will have 

issues. See, you should also know that the European Bank is going 

through a restructuring; we will start to splitting that three different 

clients going forward. 

Pankaj Kapoor:  Okay, so that one in which we are also seeing issues, is it a client in 

which we are being facing problems for the last two quarters? 

N. Chandrasekaran:  No, this problem we spotted towards the end of Q4 and we did say in 

the analyst call that we are seeing problems with these clients, there is 

likely to be a ramped down and that happened in Q1 and it’s going to 

continue in Q2. We think that somewhere in the middle of Q2 we 

should be through with that, but we have quantified exactly, we had 

discussions with the client, we exactly know what their focus area is, 

what is that they are dropping in terms of projects, discretionary 

spend, so that’s quantified. 

Pankaj Kapoor:  And just next on pricing environment, you spoke of its stability and you 

are seeing that the stability may continue happening, one of the 

factors you have mentioned is that the asset leverage solution sales 

was slower this quarter, which led to the overall pricing decline. You 

are seeing that going forward this class again may see lower spend 

given the uncertainties that we have. So, the pricing may be still 

continued to bring the pressure even going forward? 

N. Chandrasekaran:  Well, I don’t think so because it must be seen in the light of the 

revenues increases we have had in the product business in Q4, so if 

you really look at it, we did have a growth in the asset leverage 
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solutions from Q3 to Q4 and then it did drop this quarter for the 

reasons I explained. We think from the current levels it will grow. 

Pankaj Kapoor:  So, should it be right to assume that the blended pricing actually see 

uptake from now going forward from the current levels? 

N Chandrasekaran:  I think it will definitely stay with us at these levels and you know we 

don’t give absolute number but from this level, because all the time 

and material contracts that we have, there is no decline at all in 

pricing, so I think at this level it will be stable and if we manage to win 

a lot transformation deals going forward then it can see a positive 

bias, but not at this point. 

Pankaj Kapoor:  Okay and Maha just one question on the cost management, I was just 

trying to understand that what is the rationale, which is driving this 

given that the currency is already giving us some leverage, so in this 

environment while we are cutting out on the SG&A expenses instead 

of probably reinvesting into the business. So, can you just help us to 

understand what's driving the rationale behind the cost cutting and 

where do you see this moving forward? 

S. Mahalingam:  You know as we have a fairly good position and it is really on the 

administrative aspects that we are cutting down, we are not cutting 

down in any of the selling or pre-selling activity, so that we are fairly 

clear about and we have had events and so even in the last quarter 

which we will continue to drive and the new structure itself is focusing 

on a lot of selling orientations and therefore you know the success of 

this program is quite reasonably good because in spite of increasing 

our focus on the selling activity, we are able to ensure that we get 

much better reduction in other cost. Also, the new organizational 

structure brings in certain amount of consolidation and that essentially 

is driving also the cost reductions. 

Pankaj Kapoor: Okay. So sir, for the full year, is any sense in terms of margins? Are 

we looking at stable margins or do you think that there could be 

possibly an improvement year-on-year? 
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S Mahalingam:  Pankaj, we have already talked about the current situation, as I said 

we would continue with our cost management program and so on, and 

we will continue to monitor the results and keep you people informed. 

Beyond that I cannot say anything at this time. 

Pankaj Kapoor: Thank you, sir and all the best. 

Moderator:  Thank you, Mr. Kapoor. Ladies and gentlemen before we take the 

next question we would like to request that you limit your question to 

one per participant. The next question is from the line of Mr. Anthony 

Miller from Arete Research. Please go ahead. 

Anthony Miller: Thanks very much. Well, I got one question in two parts if you can 

spread among yourselves if you wish. One, first of all on the banking 

products business which you have suffered delays in the quarter, and 

yet Infosys say so their banking products business expand in a 

quarter, I can’t quite reconcile the two. Why do you think that was? 

N. Chandrasekaran:  Yeah, I can talk about our pipeline. Some of the deals that we are 

pursuing in the developed market, there have been delays in decision-

making in this quarter. And that is what we have experienced. And 

having said that we are very bullish about the opportunities for the 

banking products business. We have a large portfolio of that products. 

So, we expect to see an uptake, but in this quarter we did face delays 

in decision-making, that is for sure. 

Anthony Miller: Were you losing business to Infosys, in particularly, in the banking 

products? 

N. Chandrasekaran:  Not that I know of during this quarter. 

Anthony Miller: Okay. My second question is on BPO, you had a couple of big BPO 

deals in the U.K. which were awarded recently. Obviously, there is a 

big one as Aviva which WNS run, and then very recently NHS Choice 

which went to Capita. Now I do know that TCS did throw its hat into 

the ring on NHS Choice. Can you let us know whether you were 

bidding for the Aviva business and more generally, how your BPO kitty 
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particularly since your UK BPO businesses is progressing, because 

other than Sunlife we really haven’t seen much   

N. Chandrasekaran: See, first of all, to answer your first question in general, we do not talk 

about specific clients or specific deals for both confidentiality reasons 

and also for competitive reasons. So we will not talk about specific 

clients or specific deals. Overall, if you look at the BPO business the 

strategy that we articulated, it is paying out extremely well. We had 

three important elements. One is we do not do voice business, we 

predominantly do processing work, second one is we look for 

integrated IT and transaction processing opportunities; third one is the 

platform play. And apart from the insurance platform we have 

announced our HRO platform, it is gaining a lot of traction and we are 

on the verge of closing two or three deals where we have been short 

listed and in the contract negotiation, so we should be announcing 

some deals in the BPO platforms going forward. So, overall, I think our 

strategy is to do integrated IT BPO deals, transaction intensive, and 

platform opportunistic. And that is paying out very well for us. 

Anthony Miller: Are you expecting to see any new deals on the Diligenta platform this 

year? 

N. Chandrasekaran: We announced a deal last year and that revenues are beginning to 

come in now. And we will continue to pursue new deals as we move 

forward. 

Phiroz Vandrevala:  There are a few opportunities that we are pursuing right now. 

Anthony Miller: Okay. Thanks very much. 

Moderator: Thank you, Mr. Miller. The next question is from the line of Ms. Mitali 

Gosh from Merrill Lynch. Please go ahead. 

Mitali Ghosh: Thanks. Firstly, I just wanted to understand the pricing environment a 

little better. I heard the comments from the quarter, but have you seen 

any customers coming back for renegotiation of prices, maybe mid 

term or even at the time of the end of the contract, and what is the 
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situation in terms of maybe ramping up volume, but you know, with 

that coming as a sort of volume discount and if you can comment a 

little bit detail in what you are seeing customer behavior as? 

N. Chandrasekaran: There are two points, Mitali. The first one is that we have not had any 

renegotiations during the quarter. That is renegotiations which are not 

due of any kind where we have reduced rate for anything. None of 

that. The second point is that we have had couple of renewals of large 

clients and there also we are not having any decrease in rates. The 

pricing has been stable. So that is my first reason. 

Mitali Ghosh: Right. When you say stable it is not sort of link, and there is any sort of 

any implicit volume discount either customers are asking for? 

N. Chandrasekaran: Correct. It is not the rate per hour the realization has not come down. 

In fact, there has been no decrease due to volume discount or any 

other spin. 

Mitali Ghosh: Right. And secondly, on the manufacturing and retail I just wanted to 

understand manufacturing has seen good traction, if you can give us 

some color in terms of what kind of sub verticals are outsourcing and 

where is the demand really coming from? And you also mentioned 

retail is growing well, which is interesting given the environment 

maybe if you can talk a bit about what you are seeing there? 

N. Chandrasekaran: In the manufacturing we did announce a few wins past fiscal year, one 

large auto deal we talked about and that has ramped up and 

continuing to ramp up, and we are seeing the revenues coming in. 

And then there was an auto part supplier in the automobile sector, we 

announced another large win, and that ramp up is beginning to 

happen. And then we also talked about a win in the metals area and 

that again is beginning to ramp up towards the end of Q1 and we will 

see more ramp ups in Q2. And we also announced another large win 

in the auto sector during this quarter Q1 as part of the results that 

ramp up also will begin sometime in Q2. So it is the auto sector, 

engineering clients, and also we are seeing growth in our EAS, this 

quarter it increased from Q4 to Q1, also you will see that as a 
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percentage of TCS revenue, the EAS grew this quarter. And there 

also we have seen traction. In terms of the retail we did announce a 

large deal in the U.K. and that ramp up is happening and you saw 

some of those revenues going in, in Q1 revenues. And also, we were 

engaged in a very large transformation program and that went live, we 

have also mentioned it as part of the delivery highlights this quarter 

and revenues from there came in and we have got some follow-on 

contract so the retail structure is primarily related to outsourcing of 

ADM and we are seeing a lot of IF and BPO opportunities in the retail 

sector.  

Mitali Ghosh: And just finally, if I can check on just the momentum you are seeing in 

the market in terms of let us say in the last three months, are you 

seeing the sort of deal pipeline additions increasing any client further 

delays if you can just talk a bit about incrementally what is the kind of 

a customer situation in terms of ramp ups, new deals, delays and 

decision-making? 

N. Chandrasekaran: Mitali, our position has been articulated already. I think Ram also 

mentioned it, I also mentioned it again. We think the situation is very 

specific client related, that’s the way we see but we got to watch 

clients carefully and we talked about three specific clients situation in 

the BFSI sector, about which I have given enough commentary. Apart 

from that at this point in time there is no specific client situation that I 

have to share with you that cause us concern. So that the deal 

pipeline is a combination of growth from our existing clients by cross 

selling our portfolio of services plus the new deal, In the new deal 

pipeline, we have mentioned that we are pursuing about 20 deals of 

significant size at this point in time to qualify. 

Mitali Ghosh: So you would say there is no slowdown in the pace of decision-

making or new deal flow? 

N. Chandrasekaran: Can you repeat that? 

Mitali Ghosh: I am saying, so would you say that there is no slowdown in the pace of 

client decision-making or new deal addition? 
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N. Chandrasekaran: That we have said that in terms of large scale transformation projects 

from client-to-client it varies. I cannot make an industry statement, but 

specific clients can take that view. And so we got to be per source. 

Today, what we are doing is that we are identifying opportunities with 

each client and there are clients focused on sourcing optimization and 

IT systems transformation, so we are proactively approaching those 

clients with those kinds of offerings. And there are clients who are 

interested in enterprise transformation like going to single-instance 

SAP or single-instance Oracle and we are approaching those clients 

for those opportunity. There are other clients who want a complete 

infrastructure rationalization like server consolidation et cetera. So our 

whole sales process has become much more final. And that is what 

we are doing with our sales teams. Ram, do you want to add? 

S. Ramadorai: Having said that Mitali, one has to be also conscious of the 

happenings on the ground, and any day, any news and a bad news 

can hit any company. So we need to be conscious of, that is the 

caution and that is the caution I would like to articulate. 

Mitali Ghosh: Okay. Thank you so much. I think that has been very helpful. 

Moderator:  Thank you, Ms. Ghosh. The next question is from the line of Mr. 

Harmendra Gandhi from Lehman Brothers. Please go ahead. 

Harmendra Gandhi: Thanks for taking the question. Chandra, the next quarter we should 

look at it, I mean given that your two BFS clients are going to grow 

and one client where the restructuring is happening you have 

quantified the downfall, whatever the slowdown, we should look at a 

normal quarter at this point of time you are looking at a normal quarter 

in line with the industry growth rate for the next quarter? 

N. Chandrasekaran: First is that we do not give quarterly guidance or annual guidance. The 

second thing is that in terms of any specific client situation we do not 

know, today we do not comment. Otherwise we think we expect things 

to be on normal course. 
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Harmendra Gandhi: Okay. I think Maha gave some figures, the rupee stays at current level 

including the premium which is around Rs.45, what will be the Forex, 

what will be the P&L impact on Forex loss during next three quarters? 

S. Mahalingam:  As I said of course Rupee is at 43, and I was essentially projecting at 

43, 45 figure I mentioned is in terms of the rate of which we have 

mark-to-market so anyway as far as the total loss that may come that 

is the maximum one at the 40-43 was 90 crores of rupees, for the rest 

of the year, put together I gave a breakup it is actually 50 in Q2 and 21 

in Q3, and 20 in Q4. 

Harmendra Gandhi: Okay. Thanks a lot. 

Moderator:  Thank you, Mr. Gandhi. The next question is from the line of Mr. 

James Friedman from Susquehanna. Please go ahead. Mr. Friedman, 

your line has been unmuted. Please go ahead with your question. 

There appears to be no response from this participant. The next 

question is from the line of Mr. Moshe Katri from Cowen & Company. 

Please go ahead. 

Moshe Katri: Hi, thanks. I just wanted to say nice execution in a challenging 

environment. First, you know, last quarter when you had your 

conference call and then also during the investor day spoke still about 

project cancellation, delays and deferrals and we are not hearing that 

commentary this quarter. Should we read in anything into this and I 

guess that is the questioning is in line with some of the other 

questioning about your tone and your feeling about the outlook? 

Thanks. 

N. Chandrasekaran: If you really look at this quarter results, there are three, four messages 

to pickup. The first message is that we expected certain hitch in 

specific clients in the financial services based on what we read 

towards end of last quarter. And we could not exactly quantify at this 

point in time, but it happened in only those clients, and we took those 

hit and you know, exactly what to look for in these clients in Q2, both 

in terms of the growth in couple of clients and the hit in the third client 

so that is one piece. Second piece is that in spite of that hitch in the 
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major markets, we have grown 2.2% dollar terms in fact if you take 

U.S. alone the growth rate has been higher. So that has been a 

positive thing for us. The third thing is that the revenues have come to 

compensate in other verticals especially manufacturing, retail, and hi-

tech have played a good role during the quarter and the deal pipeline 

in those industries are also quite healthy. So these are the data points 

we have and that is why we have given the commentary that we have 

given. I really do not know what else to say. 

Moshe Katri: Okay. No, that is fine. That is understood. And then going back to all 

the questions about pricing, last quarter you spoke about free 

transition, there was a lot of obviously controversy that term kind of 

created, have we seen any instances of free transition this quarter? 

And then are you seeing any irrational pricing from your competitors? 

Thanks. 

N. Chandrasekaran: First one is that now that everyone is in the call it is rather unfortunate 

that we did not take a little bit time to explain in the last quarter what 

we meant and I think subsequently we have spent enough time on it 

giving details. That particular situation we talked about is behind us, 

the transition is through and we are in steady state in that contract. 

Now, coming to pricing, as I said you know, the environment is stable, 

we have had couple of normal business on course, renewals this 

quarter and they have gone off quite okay. With respect to 

undercutting et cetera that is a very deal specific, company specific, it 

is very difficult to comment on that. 

Moshe Katri: Thanks and a nice quarter. 

N. Chandrasekaran: Thank you. 

Moderator:  Thank you, Mr. Katri. The next question is from the line of Mr. Joseph 

Foresi from Janney Montgomery Scott. Please go ahead. 

Joseph Foresi: Hello, I just had actually two quick questions for you. First, just to be 

clear I think this is the point that you guys are trying to make, in your 

present client base you have seen, you have already kind of have 



 
  FY09-Q1 Analysts/Investors Conference Call 
  July 16, 2008 20:00 hrs IST ï 10:30 hrs US ET) 
 

 Page 26 of 29 

some visibility on what the potential issues are with those tthree 

clients, but you feel pretty secure with the rest of them, and I think the 

cautious tone that you are taking is based on the overall economic 

environment, is that about accurate? 

N. Chandrasekaran: I think that is quite accurate. And cautious tone is based on the 

economic environment. And more and more financial services, clients 

are coming over their results, on their situations whenever we read 

about it in the papers, et cetera, and we got to analyze deeply. If they 

happened to our clients we got to do a lot of analysis whenever we 

read them. That is why we take the cautious step. 

Joseph Foresi: Budget for the most parts are closed, correct? 

N. Chandrasekaran: Yes. 

Joseph Foresi: And then just lastly, I think you talked about your recruiting plans for 

fiscal 2010 and you had about 22,000 campus offers out there, last 

year how many campus offers did you make? 

Ajoy Mukherjee:  Last year also it was around the same numbers that is what we have 

made. 

Joseph Foresi: Okay. So how can we extrapolate from those particular numbers, are 

you expecting pricing to be up or are you expecting demand to be up, 

how would you make up for relatively stable numbers? I am just 

curious as to how we should look at those two numbers. 

N. Chandrasekaran: See, one is I think you know, there are three different angles in which 

we look at those. First one is that we definitely want to increase the 

productivities, we have started initiatives to bring growth that means 

the people addition, one of the initiatives is the product business, so, 

we expect to do more business. In the product business this year than 

the last fiscal, for example so that is one. The second one to look at it 

is that we still have lever from the utilization. While we continue to 

operate between 77% to 79% is one thing to say that if you had to be 

at the 77% to 79% on a particular number when you are not growing, 
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but on our base, there is a significant number. We have about 115,000 

people and even if you take 77%, 78%, 79%, 80%, 81%, and 82%, 

still we have substantial number of people. So on our base there is an 

opportunity to flexibly maneuver the utilization number depending 

upon the demand so the sensible thing to do for us in the current 

macroeconomic environment is to stick to the number that we talked 

about, we are on course, we have not reduced it, but we have kept it, I 

think Ram articulated in the beginning of the year, in the Q4 call, why 

we are putting the numbers same as last fiscal year. And that is 

something that we will continue to monitor and then see where it goes. 

But we have got levers which we can very, very certainly deploy. 

Joseph Foresi: Just very quickly, the new clients that you are adding, what is the 

reasoning behind the reason for going to you is it the same cost or 

what are you hearing from them? Thank you. 

N. Chandrasekaran: It is a combination, there are customers who are going for 

transformation, by transformation, I mean it could be sourcing 

optimization in some cases where there is a large scale off shoring 

require, and there maybe situations where they want to go for a single 

instance ERP for example, new born clients, more than hundred 

instances of ERP we are trying to bring it down to a much smaller 

number, there maybe situations in which we are doing a large scale 

fixed price project, like this pharmacy application we have delivered, 

which is more than 250 pursuance of work . Overall, the value 

proportion is delivery excellence. Clients love us for the way we 

deliver, and that has been a significant value proposition whether it is 

maintenance, or whether it is transformation. Also the full services 

play is still playing out; we continue to get these where we do IT, 

services also like infrastructure leveraging our global presence. 

Joseph Foresi: Okay. Thank you. 

Moderator:  Thank you, Mr. Foresi. The last question for this evening is from the 

line of Sandeep Shah from ICICI Securities. Please go ahead. 
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Sandeep Shah:  Yes, sir just on the hedging front, wanted to confirm this 4.08 billion is 

being referenced to the rate of 45, and you said if it is 43, then it is 

1.68 billion? 

S. Mahalingam: No, no. Yeah, that is right. But when you essentially mark-to-market 

you follow that impacts us in terms of the value you take and that is 

what I mentioned that it will be at the rate of 45, but you know the 

main point that I was making was that people were getting really 

concerned about this kind of things when I hold anything to maturity it 

become lot less expenses and we are not getting out of any positions, 

our hedge ratio is also small. 

Sandeep Shah: Okay. So, next three quarters you said roughly around 90 crores, so 

this is a part of 4.08 billion or it is a part of 1.68 billion? 

S. Ramadorai:  You know, 4.08 becomes 1.68, because when I hold the maturity 

rather than go through that they immediately reduces to 1.67 of which 

90 or 900 is really in this financial year. 

Sandeep Shah: And you also talked about tax credit receipt during this quarter, can 

you actually quantity this amount? 

S. Mahalingam:  The tax credit is in the order of about Rs. 350 million. 

Sandeep Shah: Rs. 350 million and it has been included in the tax provision? 

S. Mahalingam:  Yeah, it has reduced the tax provision. 

Sandeep Shah: Okay. And sir, lastly, just based on the deal pipeline and looking at the 

outlook given by the NASSCOM as well as one of your competitors, 

you believe this year we will be able to achieve that growth rate? 

N. Chandrasekaran: I think you know, we do not give guidance and I think we have shared 

a fair bit of information about the environment, about what we see, 

specifics needs of clients, and what we see specifically in the deal 

pipeline so we do not want to give annual guidance. 
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Phiroz Vandrevala: Also the NASSCOM estimate that you hedge over consensus from 

member companies. We happen to be the largest member company 

of that. 

Sandeep Shah: Okay. So we expect the rest of the three quarters to be as normal as 

others? 

N. Chandrasekaran: No guidance. 

Sandeep Shah:  Okay. Thanks and all the best. 

Moderator:  Thank you very much, Mr. Shah. Ladies and gentlemen that was the 

last question. I would now like to hand the floor over to Mr. David 

Nelson and the TCS management for their final remarks. 

David Nelson:  Okay, thank you, Rochelle. I like to turn the mike over to Mr. 

Ramadorai for concluding remarks. 

S. Ramadorai:  Thank you ladies and gentlemen. All I want to summarize is that there 

are global macroeconomic factors which will certainly be leading to 

uncertainty and that is the reason for our cautious optimism and 

caution. Having said this the demand for IT service  are there and 

there will be certainly opportunity for growth. Like I said cost 

efficiencies and focus on customers is going to be the key and we will 

continue to dialogue with our customers and communicate our value 

proposition very clearly. Hopefully, we will be generating demand in 

the future. Thank you so much for being with us on the call. 

Moderator:  Thank you gentlemen of the TCS management and thank you Mr. 

Nelson. Ladies and gentlemen thank you for choosing the chorus call 

conferencing facility. Thank you for your participation and you may 

now disconnect your lines. Thank you. 

Note: This transcript has been edited to improve readability 

 


