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HCL Technologies

Outlook weakens

Decent operational performance; forex losses drag down PAT: HCL
Technologies” (HCL Tech’s) Q3FY09 results were in-line with our
estimates on the revenue front. However, higher-than-expected MTM
forex losses (Rs2.0bn from Rsl.4bn in Q2) on its o/s hedges, continues to
be a drag on its net profit. Revenue grew sequentially by 14.9%
(including Axon). However, EBITDA margins came down by 120bps
sequentially to 21.3% as expected.

Segmental performance: All service lines for HCL Tech saw a sequential
decline in revenues (except Enterprise business, that too due to Axon
consolidation). Among the verticals, telecom and BFSI reported weak
performance (de-growing by 15.0% and 5.3%, respectively), giving signals
that the pain for the company could continue for atleast a couple of
guarters more.

Huge MTM forex losses to affect FY10 performance significantly: HCL
Tech has incurred MTM forex loss of Rs4.4bn in the first nine months of
the current fiscal and will close the year at Rs 6.0bn. For FY2010, we
have factored in a loss of Rs7.5bn on o/s hedges, which will result in
11.0% decline in its earnings. Although the company has reduced its o/s
hedges from around US$2.0bn to US$1.3bn as on March 2009, still losses
on its current hedging will continue to affect its earnings adversely.

Outlook & Rating: We expect its revenue and earnings to grow at a CAGR
of 11.7% and 11.0%, respectively over FY09-11. However, the recent run-
up in the stock has made it decently valued at 8.0x FY10E earnings. We
see limited upside in the stock from the current levels and hence,
downgrade it to ‘Reduce’, with a target price of Rs106. Also, lowering of
dividend (from Rs3 in Q1 to Rs2 in Q2 to further Rsl in Q3) has lowered
its attractiveness as a high dividend yield stock.

Key financials (Y/e June) FY08 FYO9E FY10E FY11E
Revenues (Rs m) 76,394 105,545 116,415 128,972
Growth (%) 26.6 38.2 10.3 10.8
EBITDA (Rs m) 16,939 23,021 24,534 27,180
PAT (Rs m) 11,245 12,047 10,282 14,357
EPS (Rs) 16.6 17.7 15.1 21.2
Growth (%) (10.3) 6.9 (14.6) 39.6
Net DPS (Rs) 8.8 7.0 4.0 6.0
Source: Company Data; PL Research
Profitability & valuation FY08 FYO9E FY10E FY11E
EBITDA margin (%) 22.2 21.8 21.1 21.1
ROE (%) 27.3 26.7 19.2 21.8
RoCE (%) 25.4 19.5 13.1 17.0
EV / sales (x) 0.9 0.9 0.7 0.5
EV / EBITDA (x) 4.0 4.2 3.5 2.6
PE (x) 7.5 7.1 8.3 5.9
P/ BV (x) 2.0 1.8 1.4 1.2
Net dividend yield (%) 7.0 5.6 3.2 4.8

Source: Company Data; PL Research
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Q3FY09 Result Overview (Rs m)
Y/e June Q3FY09 Q2FY09 QoQ gr. Q3FY08 9MFY09 9MFY08 YoY gr.
(%) (%)
Net Sales 28,615 24,908 14.9 19,448 77,216 54,706 41.1
Total Expenses 22,512 19,307 16.6 15,117 60,201 42,851 40.5
Software Development 18,009 14,975 20.3 11,945 47,347 33,966 39.4
Others 4,503 4,332 3.9 3,172 12,854 8,885 44.7
Operating Profits / EBITDA 6,103 5,601 9.0 4,331 17,015 11,855 43.5
Depreciation 1,417 971 45.9 773 3,296 2,183 51.0
EBIT 4,686 4,630 1.2 3,558 13,719 9,672 41.8
Interest - - -
EBT before Other Income 4,686 4,630 1.2 3,558 13,719 9,672 41.8
Other Income (2,040) (213) 228 (2,669) 1,274
PBT 2,646 4,417 (40.1) 3,786 11,050 10,946 1.0
Tax 485 684 (29.1) 368 1,608 1,069 50.4
Tax rate (%) 18.3 15.5 9.7 33.8 9.8
PAT before Extraordinaries 2,161 3,733 (42.1) 3,418 9,442 9,877 (4.4)
Minority Interest 17 - 7 31 (42)
PAT after Extraordinaries 2,178 3,733 (41.7) 3,425 9,473 9,835 (3.7)
Key Ratios
GPM (%) 37.1 39.9 (2.8) 38.6 38.7 37.9 0.8
OPM (%) 21.3 22.5 (1.2) 22.3 22.0 21.7 -
NPM (%) 7.6 15.0 (7.4) 17.6 12.3 18.0 (5.7)
Adjusted EPS (Rs.) 3.2 5.5 (41.7) 5.0 13.9 14.5 (3.6)

April 22, 2009 2



Prabhudas
L Lilladher

POWERING YOUR FINANCIAL GROWTH

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

Rating Distribution of Research Coverage
60% -

49.2%
50% -
® 42.1%
S 40% |
[
8
5 30% -
O
12
45 20% -
=
10% - 4.8% 4.0%
ol N [
Buy Accumulate Reduce Sell
PL’s Recommendation Nomenclature
BUY :  Over 15% Outperformance to Sensex over 12-months Accumulate :  Outperformance to Sensex over 12-months
Reduce :  Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months
Trading Buy :  Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month
Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as information
and is not for circulation. This document is not to be reported or copied or made available to others without prior permission of PL. It should not be considered or taken
as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or
completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information,
statements and opinion given, made available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent
expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or
engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.




