
Analysts:
Vishal Agarwal
vagarwal@askrj.net
Tel: (91 22) 6646 0020

Subhashini Gurumurthy
sgurumurthy@askrj.net
Tel: (91 22) 6646 0021

Good show
HCL Tech declared 3Q FY07 results better than our expectations.
Revenues came in at Rs15.8 bn (+7.6% QoQ; our expectation of Rs15.7
bn) while profits surged by 15.9% sequentially to Rs3.3 bn (our
expectation was at Rs3.0 bn). Profit numbers have been higher mainly
due to higher than expected other income component (Rs615 mn as
against our expectation of Rs400 mn). The management stated that
they are not seeing any slowdown in the near term and are making
every effort to diversify their revenue base to mitigate risk.

In view of the better than expected results, we have revised our FY07E
(June end) EPS to Rs17 .1  (+2.5%) and FY08E EPS to Rs19.9
(+1.5%). In-line with the recent downgrades that we had for the exit
multiple for the top tier companies, we are reducing the target PE
multiple for HCL Tech from 19x to 18x. As a consequence of the above
two factors, we are revising our one-year target price downwards to
Rs358 (18x FY08E earnings) from Rs370 (19x FY08E earnings).
However, we believe that valuations look compelling at the current
market price and maintain our Buy recommendation on the stock.

Highlights
nnnnn Good volume growth across segments: Revenue growth was driven

by a good volume growth acro ss segments (+3.9% QoQ in  core
software; +7.3% in infrastructure; +7.0% in BPO). In addition to this,
higher realization, improved utilisation (mainly in the BPO space which
saw a 4% improvement) and pay off from risk reward initiatives took the
revenues onto a higher growth trajectory.

nnnnn BPO leads growth with a 16.4% QoQ jump: Core software registered
a 6.4% se quential growth to Rs11.4 bn dur ing  the quart er. The
management mentioned that their focus on micro verticals is seeing
good response. Infrastructure space revenues were at Rs2.2 bn (+6.5%
QoQ). The outlook for this space remains strong with most of the large
deals being led by infrastructure and enterprises applications services.
BPO revenues surged during the quarter to Rs2.2 bn (+16.4% QoQ) as
a large chunk of employees recruited during 1H FY07 (+2,838 on a net
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Sou rce: Company, ASK R aymond Ja mes. Note: Valuations as of 17 Ap ril  2007.

Exhibit 1: Key financials (Rs mn)
Y/ E June 2004 200 5 2006 2007E 2008E
Net Sales  26,129  33, 627  43,975  60,861  77,903
EBIT DA  5,424  7,69 6  9,848  13,633  17,216
EBITDA (%)  20.8  22. 9  22.4  22.4  22.1
Net Profit  5,098  6,08 9  7,682  11,739  13,900
FD EPS (Rs)  8.7  10. 2  12.3  17.1  19.9
EPS Growth (%)  53.9  17. 0  20.4  38.9  16.2
ROCE (%)  13.0  14. 8  16.2  18.5  18.9
ROE (%)  18.9  18. 1  19.6  23.4  21.9
PE (x)  34.5  29. 5  24.5  17.6  15.2
Pr ice /Boo k Value (x)  6.1  4. 8  4.2  3. 5  3.2
EV/EBIT DA (x)  35.4  24. 7  19.2  12.8  9.9
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basis ) came out o f the training camp to become b illab le. The
management mentioned that the build up was in anticipation of some
big projects in the BPO area, as the hiring had to be a step ahead
of anticipated revenue growth.

nnnnn US witnesses a flattish growth: Enterprise application services
(+11.9% QoQ), BPO services (+16.4% QoQ), telecom (+14.3% QoQ)
and life sciences (+21.1% QoQ), though on a smaller base, were the
front runners during the quarter. Region wise, Europe has grown well
(+11.3% QoQ) while US was more on the flatter side. A key point to
be noted here is that the top two players who have declared their
results have also reported similar numbers for the US geography,
which remains a concern in our view.

nnnnn Margins increase by 114 bps due to higher utilization and price
realization: Margins increased by 114 bps to 23.3% mainly due to
higher utilization and improved price realization. This was offset to a
certain extent by rupee appreciation (-54 bps) and an  increment
given to BPO employees  during the quarter. We believe that the
company has put up a good show by making optimum use of the
available margin levers. PAT margin is significantly higher at 21.0%
(19.5% i n 2Q FY07) ma inly  due to s ign ificant  other  income
component. The company has increased its forex cover significantly
to US$900 mn as on 31 March 2007 vis-à-vis US$516 mn as on 31
December 2006.

nnnnn Multi-services strategy scoring well: Multi-service clients increased
from 45 in 2Q FY07 to 49  in 3Q FY07, which is  in-line with the
company's strategy of selling a bunch of services to clients. This, in
turn, reduces the cost and lead-time in closing the deal and also
fetches better rates given the clients prior positive experience.

nnnnn Maintain Buy with revised price target of Rs358: In view of the
better than expected results, we have revised our FY07E  (June end)
EPS to Rs17.1 (+2.5%) and FY08E EPS to Rs19.9 (+1.5%). In-line with
the recent downgrades that we had for the exit multiple for the top
tier companies, we are reducing the target PE multiple for HCL Tech
from 19x to 18x. As a consequence of the above two factors, we are
revising our one-year target price downwards to Rs358 (18x FY08E
earnings) from Rs370 (19x FY08E earnings). However, we believe
that valuations  look compelling at the current market price and
maintain our Buy recommendation on the stock.
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Exhibit 2: Quarter results                      (Rs mn)

Y/E Ju ne 3Q FY07 2Q F Y07 QoQ (%) 3Q FY06 Yo Y (%)
R even u e  15,771  14,651  7.6  11,220  40.6
D irect Cost s  9,737  9,107  6.9  6,979  39.5

Gro ss Pro fi t  6,034  5,544  8.8  4,241  42.3
R even ue (% )  38.3  37.8  0.4  37.8  0. 5
SG&A  2,366  2,303  2.7  1,743  35.7

Tot al Expenses  12,103  11, 410  6.1  8,722  38.8

E BIT DA  3,668  3,241  13.2  2,498  46.8
R even ue (% )  23.3  22.1  1.1  22.3  1. 0

D eprec iat ion  659  623  5.8  530  24.3

EB IT  3,009  2,618  14.9  1,968  52.9
R even ue (% )  19.1  17.9  1.2  17.5  1. 5
O ther  Income  615  481  27.9  255  141. 2

PB T  3,624  3,099  16.9  2,223  63.0
T a x  283  206  37.4  277  2. 2

PAT  3,341  2,893  15.5  1,946  71.7
Share of  Profit/Loss of Subsidiary  (3)  (7)  (57.1)  (6)  -

Minority  Interest  (20)  (23)  (13.0)  (11)  81.8
PAT  (Adju sted )  3,318  2,863  15.9  1,929  72.0
N o of  shares (mn)  687  683  0.5  678  1. 3

EPS (Rs)  4.8  4.2  15.3  2.8  69.8
Source : Company data.
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Exhibit 3: Key operating metrics

3Q F Y06 4Q FY06 1Q F Y07 2Q FY07 3Q FY07
Servi ces spl it  (Reve nues %)
Ent erpr ise application serv ices  13  13  14  13  13

Enginee ring R&D services  24  24  24  24  23

Custom application serv ices  38  38  36  36  36
Infrastructure services  12  13  13  14  14

BPO serv ices  14  13  13  13  14

Geo grap hic spli t (Rev enu es %)
US  59  58  60  57  54

Europe  26  29  29  29  30

Asia Pacific  15  13  12  14  16

Vert ical  spl it (Reven ues %)
BF SI  24  -  23  27  28

Hi-Tech Mfg  33  -  31  30  29

Te lecom  19  -  17  16  17

Retail  8  -  12  11  9

Media Publishing & Enter tainment  6  -  6  6  6

Lif e sc iences  3  -  4  4  5
Others  7  -  8  6  7

Con tract  typ e (Revenu es %)
T &M  65  -  71  71  72

Fixed pr ice  35  -  29  29  28

Cli ent  m etri cs
US$ 1 mn c lients (Nos.)  131  133  143  145  147

Top 5 c lients  concentration (%)  28  28  29  30  29
Top 10 c lients  concent ration (%)  38  37  38  39  39

Active c lients  (Nos. )  219  -  219  230  236

Number  of c lients  added  (Nos.)  24  -  24  23  26

Manp ower (N os. )  29,948  -  36,452  38,317  40,149
Source: Company d ata.
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Disclaimer
ASK Raymond James & Associates Private L imited , Mu mba i i s a joint ven ture between ASK Investme nts and Fina ncial Consultants Private Limited, Mumbai and Heritage Internationa l Limi ted (a su bsidiary o f
Ra ymond James Financial, Inc, USA). This pu blication has been  prepared by ASK-Raymond  James & Associates Private Limited a nd may b e distributed b y it and its affil iate d companie s (co llecti ve ly "Raymond
James") solely for the informa tion of the  customers of Raymo nd James. Ra ymond Ja mes & Associate d companies are a full-service, in tegrate d investment banking, i nve stmen t manage ment an d brokerage group.
While  reasona ble care h as bee n used  in  its p re paration, this re port does not pu rport to  be a complete d escrip tio n o f the  securities, markets or developmen ts re ferred to  he re in, and  Raymond  James d oes no t
warrant its accuracy or completeness. The information contained herein ma y be chan ged wi thout notice.
We an d ou r affil iate s, officers, directors, and  employee s world wide may: (a) from time  to time, have long or sho rt p ositio ns in, and b uy or se ll the securiti es thereof, of th e companies mentioned herein or (b) be
en gaged in a ny other transaction involving such securities and  earn brokerage o r other compensation or act as a market maker in the finan cial i nstruments of the  companies discu ssed herein or act as advisor or
le nder/borrower to such co mpanies or ha ve oth er potential  conflict of inte rest with  respect to any recommendation and related information and opinions. Our research analysts and  sales pe rsons pro vid e importa nt
inputs into ou r investmen t banking activities.
This report is not an  offe r, or sol icita tio n o f an offer, to b uy or sell any se cu rity mentioned herein. No part of this material ma y be dupl icate d in a ny form and /or redistributed without the prior written consent o f
Raymond James.
This report is not directed or in tended fo r distribu tion to , or use by, any person or entity who i s a citizen o r resident of or l ocated in a ny locality, sta te, country or other jurisdiction, where su ch distribu tion, pu blication,
avai labil ity or use would  be contra ry to  law , re gulation or wh ich wo uld su bject Raymond Ja mes and affili ate s to  any registration  or licensing requirement with in such jurisdiction.  Th e securities described herein
may or may no t be  elig ible  for sale in a ll ju risdictions or to a certain  ca teg ory of investo rs. Persons in  whose p osse ssion this documen t may come are  re quired  to inform themselve s of a nd to observe
such restricti ons.
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An al yst  Cert ificat ion
The researc h analysts, with respect to each issuer and its sec urities covered by them in this research report, certify that:
nnnnn All  of the views  expressed in this research report acc urately reflect his or her personal views about all  of the issuers and their sec urities; and
nnnnn No part of his or her com pensation was, is, or wil l be directly or indirectly related to the speci fic recommendations or views expressed in this research report.
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