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CMC has reported impressive results for the Quarter. The Company’s
continued efforts to increase the share of services and international
revenues in the total business have resulted in accelerated growth,
together with improved margins. Increase in manpower productivity and
improvement in margins, excluding the one-time provisions, were the key
developments during the Quarter. The Company’s focus on more value-
added services like embedded systems, together with private sector
projects, which have higher margins, with better payment cycle, would
improve the overall profitability, going ahead, and we remain positive
about the Company’s long-term prospects.

Revenue growth likely to accelerate further: The customer service
segment of CMC remained flat, with revenues of Rs 124 crores against Rs
121 crores in the same period last year. The system integration business
had a robust growth of 35.7% YoY, to Rs 89.3 crores vs. Rs 65.8 crores in
Q2FY06, while the revenues from the ITES segment went up significantly,
to Rs 17 crores from Rs 6 crores, which propelled the overall revenue
growth up 19.6% YoY, to Rs 240.8 crores. Though the customer services
segment, which forms the major part of the total revenue, reported
subdued numbers for the Quarter, new verticals like infrastructure
management services and digitisations would drive the revenue growth in
the long run. Further, its synergy with TCS is likely to benefit CMC’s
customer services business, going ahead.

One-time provision impact margins: On a YoY basis, the operating profit
doubled to Rs 17 crores, from Rs 8.5 crores in Q2FY06 and the OPM went
up by 290 bps. During the quarter, the Company had to take one-time
provisions of Rs 12.5 crores, on account of dispute with one of its legacy
projects, with a particular client. Due to this provision, the OPM, on a QoQ
basis, was down 170 bps, to 7%. However, the Management has
reaffirmed its stand on growth without compromising on margins and
expects a steady expansion in EBIDTA margins. Further, employee
productivity is a prime area of focus for the Company and further
improvement on this front would also add to the EBIDTA margin.

CMC’s revenues from the international business experienced strong
growth during the quarter, up 62% YoY and 7% QoQ, and now form 38%
of the total revenues as compared to 28% in Q2FY06 and 34% in
Q1FYO07. The Company is seeing strong business growth in the Middle-
East market. The increasing share of the high-margin international
business is likely to add to margin expansions, going ahead.

Favourable change in revenue mix: Over the last few quarters, CMC’s
revenue mix has changed favourably towards more profitable business
(services). Services revenues were up by 37% (YoY) and 3%(QoQ) and
share of services in total revenue has gone up to 68% from 58% in
Q2FYO06 and 63% in Q1FY07. The Management intends to take the share
to “70% by FYQ7. However, it maintains that the hardware business would
continue, but its share in the total revenue would come down
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In the BFSI segment, CMC is focusing on small and mid-sized banks, both in India as well as Middle East and Africa.
Almost all the major players in the country use the insurance products of CMC. CMC has 40+ products to its hame
and a good number of IPRs, which are likely to start contributing in a sizeable way, in coming two years. Within the
product segment, the Company has a good number of reputed clients in the area of Ports and Cargo.

Financials
CMC Ltd Q2FY07 Q2FYO06 Chg (%) H1FY07 H1FYO06 Chg (%) FY06 FYO07(E) Chg (%)|

YoY YoY YoY
Total Revenue 240.8 201.3 19.6 492.1 401.9 22.4 887.2 1,046.9 18.0
Staff Cost 56.5 47.6 18.6 109.7 92.8 18.2 195.2 246.0 26.1
Other Exp. 151 133 13.6 315 265 19.0 591 638.6 8.1
Total expenditure 223.7 192.9 16.0 452.8 380.8 18.9 837.4 952.7 13.8
Operating Profit 17.1 8.5 102.7 39.2 21.1 85.5 49.8 94.2 89.2
Non-Op. Income 1.4 2.3 2.2 3.0 -24.9 8.6 4.0 -53.7
PBT 15.4 7.7 98.6 35.6 18.2 95.5 45.7 84.5 85.0
PAT 11.9 5.7 107.9 28.1 13.3 110.9 35.4 63.5 73.1
Extraordinary Income 4.8 0.0 13.2 13.2 0.0
Reported PAT 11.9 10.6 13.2 28.1 26.5 6.1 48.5 63.5
Equity Share capital 15.2 15.2 0.0 15.2 15.2 15.2 15.2
Adj. EPS (Rs.) 7.9 3.8 107.9 18.5 8.8 110.9 23.4 42.0 73.1
OPM (%) 7.1 4.2 8.0 5.3 5.6 8.4
PBT Margin (%) 6.4 3.8 7.2 4.5 5.1 7.5
NPM (%) 5.0 2.9 5.7 3.3 4.0 6.0
Segment Revenue Q2FY07 Q2FY06 Chg (%) H1FY07 H1FY06 Chg (%) FY06
Customer Service 124.1 120.6 2.9 260.6 247.3 5.4 528.47
Systems Integration 89.3 65.8 35.7 179.8 128.2 40.2 290.14
ITES 17.1 6.0 186.1 35.1 11.1 214.8 31.481
Education & Training 10.5 10.5 0.0 17.1 16.8 1.7 38.244
Total 241.0 202.8 18.8 492.5 403.5 22.1 888.33
Segment results (PBIT) Q2FY07 Q2FY06 Chg (%) H1FY07 H1FY06 Chg (%) FY06
Customer Service 10.9 6.3 75.0 19.8 14.6 35.9 33.0
Systems Integration 8.7 8.9 -1.9 28.9 18.7 54.5 50.0
ITES 5.6 -0.3 11.5 0.2 1.5
Education & Training 2.7 2.4 11.1 2.0 3.3 7.3
Total 28.0 17.3 61.5 62.2 36.8 69.0 91.8
Segment Margins (%) Q2FYO07 Q2FYO06 H1FY07 H1FYO06 FYO06
Customer Service 8.8 5.2 7.6 5.9 6.2
Systems Integration 9.8 13.6 16.1 14.6 17.2]
ITES 32.9 -4.3 32.7 1.5 4.8
Education & Training 25.6 23.0 11.7 19.9 19.1
Total 11.6 8.5 12.6 9.1 10.3
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Valuation and Conclusion

CMC has demonstrated encouraging results for the Quarter. Improving share of international business and high
margin business has helped in expansions in EBIDTA margin, during the quarter. However, due to a one-time
provisioning, relating to one of the legacy projects, the sequential EBIDTA margins, as well as net profit, is down.
Going ahead, the Management plans to focus on the growth on volume, but without compromising on the
profitability. The Company is strategically broadening its customer profile, which has helped in reducing the debtor
recovery cycle to 92 days, from 107 days in Q1FYQ7. With encouraging results during the quarter, we believe, the
results in the quarters to come would further improve. On account of encouraging results during the quarter, we are
raising our FY07 revenue-estimates by 2%, implying an 18% YoY-growth, while, with further scope for margin
expansions, we are raising the EPS estimates by 5%, implying a YoY-growth of 79.5%. At the CMP of Rs 681, the
stock is trading at 16.2x its FY07 (E) EPS of Rs 42 and 11.1x EV/ EBITDA. We remain positive about the Company’s
long-term term prospects and maintain our accumulate rating on the stock.
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Disclaimer, Disclosure and Copyright Notice

The contents of this material are general and are neither comprehensive nor appropriate for every individual and are
solely for the informational purposes of the readers.

This material does not take into account the specific investment objectives, financial situation or needs of an
individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted before making an
investment decisions or acting on any information contained in this material.

All investments involve risk and past performance does not guarantee future results. Investigate before you invest.
You are strongly cautioned to verify any information before using it for any personal or business purpose.

Way2wealth Brokers (P) Limited (herein after called Way2Wealth) does not guarantee the accuracy, quality or
completeness of any information. Much of the information is relevant only in India. Way2wealth makes no warranties,
either express or implied, including, but not limited to warranties of suitability, fithess for a particular purpose,
accuracy, timeliness, completeness or non-infringement.

In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special,
incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has been advised of
the possibility of such damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and
expectations and are subject to significant risks and uncertainties. Actual results may differ from those set forth in the
forward-looking statements.

These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; downturn in
domestic or foreign securities and trading conditions or markets; increased competition; unfavourable political and
diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such
others.

This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate
in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or
redistributed without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute
or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report
may from time to time have interest in securities thereof, of companies mentioned herein.
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