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Recommendation snapshot 

Company CMP Target Rating 

HCL Technologies 440 575 Buy 
  

 

Company data 

Market cap (Rs mn / US$ mn) 309,168 / 6,307 

Outstanding equity shares (mn) 702.5 

BVPS (Rs) 121 

Free float (%) 28.6 

52-week high / low (Rs) 523 / 363 

2-month avg. daily vol (mn)/ value (US$ mn) 1 / 12 

ADR/GDR premium (%) NA 
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Alert 18 October 2011 

HCL Technologies 

Volume growth soft, realisation and FX led EPS beat 

v Q1FY12 – Volume growth soft: HCL Technologies (HCLT) reported revenue of 
US$1,002mn marginally below expectations (RCMLe US$1013mn) and up 4.1% 
QoQ (5.1% CC). Volume growth at 4% QoQ was below estimates. EBIT margins 
declined by 110bps (largely due to wage hikes) to 13.9% against our expectations of 
150bps QoQ decrease helped by improvement in pricing. Net profits for the quarter 
came in at Rs4.8bn ahead of our expectations by 5% on account of better margins 
performance and lower FX loss. Infrastructure services segment saw some 
moderation in growth momentum up 5.8% CC QoQ, while engineering and R&D 
reported growth of 8.6% CC. BPO revenues declined and came in at US$46.5mn, 
down 1.3% CC QoQ.  

v Growth driven by Americas and Europe: From a region perspective, growth was 
good in Americas (up 6.8% CC QoQ) while Europe grew 4.5% CC QoQ. However 
ROW growth was muted at 0.7%CC QoQ. Among verticals Retail and 
Manufacturing led the growth, up 12%/8.2% CC QoQ respectively. BFSI grew by 
2.1% CC QoQ, while Telecom declined by 2%CC QoQ. Both Software services and 
Infrastructure services saw EBIT margin decline by 140bps to 15.4%/15.1% 
respectively. Losses in the BPO division were lower QoQ to US$3.3mn (US$3.9mn 
in last quarter). 

v Metrics inline: The Company added 3,053 employees during quarter in the Software 
services segment, 783 in Infrastructure but BPO headcount reduced by 362 QoQ. 
Utilisation (Incl. trainees) was down QoQ to 69.7% (72.5% in 3QFY11), while 
utilisation excluding trainees was flat 76.5%. Attrition inched down marginally to 
15.9% (LTM) in IT services. DSOs (ex- unbilled revenues) were flat at 53 days (v/s 
54 days in Jun-11) while operating cash flow for the quarter was lower at US$26mn.  

v Valuations and View: Overall a soft quarter on volumes from HCLT with a good 
margin performance, helped by FX and pricing. However we note that, growth 
among the top-tier players is beginning to converge. As such valuations in HCLT 
remain reasonable; beating expectations remains the key share price driver. While we 
wait for more clarity on volume trajectory on the conference call, we do not 
anticipate material change to our EPS estimates. HCLT is currently trading at 13x 
FY12 and we have a BUY recommendation. 

HCL Tech: Condensed P&L 

(Rs mn; Yr-End: Jun) FY10 FY11 FY12E FY13E

Revenue 2,705 3,545 4,447 5,344

Growth (%) 23.9  31.1  25.4  20.2 

Adj net  income 262 359 484 601

Growth (%) 5.0  37.1  35.0  24.2 

FDEPS (Rs) 18.0  23.0  31.0  38.5 

Growth (%) 0.2  27.8  34.6  24.2 

Source: RCML Research 

 

v  



 

 

 

HCL Technologies Alert 18 October 2011 

2 
 

rumit.dugar@religare.com 

 
Fig 1 - Constant currency growth (QoQ) 

Particulars Segment 4QFY11 1QFY12 

Consolidated For the Company 4.8% 5.1% 

Geography Americas 0.7% 6.8% 

 Europe 4.2% 4.5% 

 Rest of World 20.5% 0.7% 

Service Offerings Enterprise Application Services 5.7% -0.6% 

 Engineering and R&D Services 1.6% 8.6% 

 Custom Application Services 5.1% 7.3% 

 Infrastructure Services 7.7% 5.8% 

 BPO Services -1.0% -1.3% 

Verticals Financial Services 10.5% 2.1% 

 Manufacturing 6.1% 8.2% 

 Telecom -0.3% -2.0% 

 Retail & CPG -0.4% 12.0% 

 Media Publishing & Entertainment 1.7% 0.4% 

 Healthcare 0.5% 0.0% 

 Energy-Utilities-Public Sector 6.3% 1.6% 

 Others 1.3% 23.1% 

Clients(LTM) Top 5 3.7% 3.9% 

 Top 10 5.5% 2.7% 

 Top 20 5.6% 1.5% 

Source: Company 

Fig 2 - Quarterly performance 

(US$ mn, Y.E June) Q1FY12 Estimate % Variance Q4FY11 % Chg QoQ 

Revenue 1002 1013 -1.1% 963 4.1% 
EBIT 139 137 2.1% 145 -3.7% 
EBITDA 168 165 1.4% 174 -3.4% 
Reported net profit 104 100 3.2% 110 -6.0% 
EPS (Rs) 6.8 6.5  7.0 -2.3% 
Margins (%)      
Operating Margin 13.9% 13.5%  15.0%  
EBITDA Margin 16.7% 16.3%  18.0%  
Net Margin 10.3% 9.9%   11.4%   
Source: Company, RCML Research 
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Important Global Disclosures 
 
 
This report was prepared, approved, published and distributed solely by a Religare Capital Markets (“RCM”) group company located outside of the United States (a “non-US Group Company”), which 
excludes Religare Capital Markets Inc. (“RCM Inc.”) and Religare Capital Markets (USA) LLC (“RCM USA”).  This report has not been reviewed or approved by RCM Inc. or RCM USA.  This report may only 
be distributed in the U.S. to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and 
any transaction effected by a U.S. customer in the securities described in this report must be effected through RCM Inc.  Neither the report nor any analyst who prepared or approved the report is subject to 
U.S. legal requirements or FINRA or other regulatory requirements pertaining to research reports or research analysts.  No non-US Group Company is registered as a broker-dealer under the Exchange Act 
or is a member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.   
 
Subject to any applicable laws and regulations at any given time, non-US Group Companies, their affiliates or companies or individuals connected with RCM (together, “Connected Companies”) may make 
investment decisions that are inconsistent with the recommendations or views expressed in this report and may have long or short positions in, may from time to time purchase or sell (as principal or agent) 
or have a material interest in any of the securities mentioned or related securities or may have or have had a business or financial relationship with, or may provide or have provided investment banking, 
capital markets and/or other services to, the entities referred to herein, their advisors and/or any other connected parties.  Any particular arrangements or relationships are disclosed below. As a result, 
recipients of this report should be aware that Connected Companies may have a conflict of interest that could affect the objectivity of this report. 
    
See “Special Disclosures” for certain additional disclosure statements, if applicable. 
 
This report is only for distribution to investment professionals and institutional investors.  
 
Analyst Certification 
 
Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses, that (1) the views expressed in this report reflect his or her personal views about 
all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this report.  
 
Analysts and strategists are paid in part by reference to the profitability of RCM which includes investment banking revenues. 
 
Stock Ratings are defined as follows 

Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009) 

Recommendation Expected absolute returns (%) over 12 months 

Buy More than 15% 

Hold Between 15% and –5% 

Sell Less than –5% 

 
Expected absolute returns are based on the share price at market close unless otherwise stated. Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our target 
price represents the fair value of the stock based upon the analyst’s discretion. We note that future price fluctuations could lead to a temporary mismatch between upside/downside for a stock and our 
recommendation. 
 
Stock Ratings Distribution 
 
As of 1 October 2011, out of 336 rated stocks in the RCM coverage universe, 223 have BUY ratings, 75 are rated HOLD and 38 are rated SELL. During the previous quarter, Religare Capital Markets Plc in 
the UK has published 75 independent research notes, 31 of which contained research recommendations, none of which related to corporate broking clients of the firm. The 31 recommendations were broken 
down into 21 buys, 3 sells, and 7 hold recommendations. 
 
Research Conflict Management Policy 
 
RCM research has been published in accordance with our conflict management policy, which is available at http://www.religarecm.com/ 
 
Disclaimers 
 
This report is not directed to, 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 or regulation or which would subject RCM to any registration or licensing requirement within such jurisdiction(s).  This report is strictly confidential and 
is being furnished to you solely for your information.  All material presented in this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, its content, or any copy of 
such material or content, may be altered in any way, transmitted, copied or reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express written permission of RCM.  
All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless specifically mentioned otherwise.    
 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or 
subscribe for securities or other financial instruments. RCM has not taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. RCM will not treat recipients 
as its customers by virtue of their receiving the report.  The investments or services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent 
investment advisor if you are in doubt about such investments or investment services.  In addition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any 
investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you.  
 
Information and opinions presented in this report were obtained or derived from sources that RCM believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their 
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the 
future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock ratings reflect investment recommendations based on 
expected absolute return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may differ 
directionally from the stock rating.  
 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, 
opinions and estimates contained in this report reflect a judgment of its original date of publication by RCM and are subject to change without notice.  The price, value of and income from any of the 
securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse 
effect on the price or income of such securities or financial instruments. Investors in securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume this risk.  
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