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We summarize below key highlights of HCL Tech management views on 
demand and margins: 

Looking to reinvest excess of stated 14% margin to drive higher 
growth 
Margins made above its guided levels of 14% will be redeployed in the 
business to drive higher growth. The investments would be made in 1) 
sales 2) solutions/platforms and 3) Passing on benefits of rupee 
depreciation to customers for large long term assured business on select 
deals. 

Rupee depreciation benefit to be passed to customers on select 
deals: HCL Tech is looking to price new deals at USD-INR rates of 48-
49 (vs 45-46 earlier), whereby the company makes 14% margin and 
gives the benefit of rupee depreciation to the client. HCL Tech would 
protect itself against future rupee appreciation by taking long term 
hedges over the deal duration, as getting longer terms hedges is not an 
issue according to the management (current USD/INR forward premium 
is at ~3-3.5%, which leaves some rupee depreciation benefit to HCL 
Tech). The company indicates this would not be a blanket policy, but 
could apply to larger transactions which provide 3-5 years of significant 
visibility or situations where HCL Tech needs to pay entry ticket premium 
to get a look in. The company is confident that at renewal of these deals, 
the contract structuring would ensure that they make similar margins 
even in a rupee appreciation scenario. HCL says it is taking advantage 
of the rupee volatility by giving customers the benefit.  

Employee pyramid more a long term lever: Increasing fresher 
proportions is a long term margin lever according to the company. (HCL 
Tech has been hiring ~80% laterals in the past, which have over the last 
two quarters come down to 55-60% levels). HCLT currently has training 
centre at Manesar and is building one at Nagpur, which will have 
capacity of 5000-6000 people to be trained at one go (completion over 
the next 3 years). Utilisation including trainees is a marginal lever 
according to the company and can move up by 100-200bps.  

Demand outlook continues to be strong, deal signings on track 
Increased offshoring due to crisis: Euro crisis and weak global macro 
is leading to 1) increased outsourcing and 2) higher vendor churn as 
customers look to cut costs more and fund change-the-business projects 
(CTB) from savings from run-the-business (RTB) projects. Most of the 
vendor churn is happening on the Application management outsourcing 
side. In BPO/SAP projects no major vendor change is happening. 
Vendor management functions are ill developed in large organisations as 
they have too many vendors and this is being re-assessed. 

Indian offshore vendors gaining market share: Indian vendors are 
gaining market share as a result of consolidation and vendor churn. 
Indian offshore providers (IOP) have increased market share from 12% 
to 17% over the last 2-3 years. Vendor change is happening on 1) better 
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pricing 2) better flexibility. Global vendors are less flexible than Indian 
vendors as the cost of redeployment of resources is high. In contrast, 
IOP’s can be flexible as the growth rate is high and resources can easily 
be redeployed. 

Deal activity robust but vendors cautious on announcements: 
OND’11 will be biggest quarter in terms of deal decision making. TPI 
indicates that HCL is among the top 6 vendors across all regions. 
Despite robust deal activity, deal win announcements might be limited as 
it remains a sensitive subject for vendors/clients in the current high 
unemployment scenario in developed markets. HCLT says its deal-win 
ratio is better than that during 2008. According to the company, the 
revenue impact of the deal pipeline will be seen in the AMJ quarter 
(4QFY12); OND quarter will see normal seasonality; BFS and 
Manufacturing continue to see a good pipeline; while stress in the 
Telecom vertical continues. 

CTB activity has dried out: 50% of HCL Tech business comes from 
CTB work. Cost cutting is not a trigger in CTB as work can’t be moved 
offshore because it is higher up the value chain.  

SAP license growth mostly in analytics and not ERP: According to 
the management, most of the SAP new license growth is being driven by 
analytics – which are short term spends. The implementation work on 
analytics licenses is only 0.7x of the license fee, unlike ~3x in ERP 
rollouts. This trend does not benefit HCL Tech’s Axon piece, which is 
purely core ERP work. Analytics and middleware is reported under 
Custom applications for HCL Tech. 

 

Nomura view:  
 We remain convinced about HCL Tech’s large deal winning prowess 

and revenue surety stemming from the 1) biggest deal pipeline and 
better deal win rates than the company is guiding for and 2) the ramp-
up in 32 transformational deals signed over the past 2 quarters. 
Management commentary on deal signings and pipeline was 
reassuring.  

 Management intention of reinvesting excess margins into sales 
investments to drive higher growth is acceptable, if it generates 
desired results the stock can re-rate, in our view.  

 However, we view HCL Tech’s intention of passing the benefits of 
rupee depreciation to clients to gain market share on select deals as a 
negative. This practise comes with an additional risk of lower reported 
EBIT margins, if discounting becomes widespread. This is because 
the company is expected to price deals at ~49 USD/INR and then 
hedge it; if the rupee were to appreciate, gross margins would be 
lower, while gains on the hedges would be reported at the forex line 
(below EBIT). We will be watching gross margin movements at HCL 
Tech to ascertain if this practice is becoming widespread and going 
against management statements. Our current assumptions build in 
flattish margin expectations at ~14% over FY12-13F. 

 

We expect US$ revenue CAGR of 18% and EPS of CAGR of 24% over 
FY11-13F and find the stock attractively valued at ~11x FY13F earnings. 
Maintain Buy. 



 

 

Nomura  |      HCL Technologies November 25, 2011

3 

Appendix A-1 

Analyst Certification 

We, Ashwin Mehta and Pinku Pappan, hereby certify (1) that the views expressed in this Research report accurately reflect our 
personal views about any or all of the subject securities or issuers referred to in this Research report, (2) no part of our 
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this 
Research report and (3) no part of our compensation is tied to any specific investment banking transactions performed by 
Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Sector rating Disclosures 
HCL Technologies  HCLT IN  INR 393  24-Nov-2011  Buy  Not rated    
 

Previous Rating 
  
Issuer name Previous Rating Date of change 
HCL Technologies  Neutral  10-Sep-2009  
 

 

HCL Technologies (HCLT IN) INR 393 (24-Nov-2011)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
05-Sep-2011 530.00 384.15 
27-Jul-2011 630.00 502.85 
05-Jul-2011 620.00 506.55 
20-Apr-2011 620.00 522.85 
08-Apr-2011 580.00 484.35 
21-Jan-2011 600.00 499.20 
05-Jan-2011 540.00 471.15 
13-Oct-2010 510.00 444.40 
07-Jul-2010 450.00 356.00 
22-Apr-2010 435.00 380.80 
31-Mar-2010 425.00 357.80 
26-Jan-2010 430.00 361.15 
28-Oct-2009 397.00 313.50 
10-Sep-2009 389.00 309.10 
10-Sep-2009 Buy 309.10 
06-Jul-2009 187.00 186.90 
06-Jul-2009 Neutral 186.90 
28-Apr-2009 152.00 125.85 
28-Apr-2009 Buy 125.85 
23-Jan-2009 130.00 107.00 
23-Jan-2009 Reduce 107.00 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology Our target price of INR530 is based on 15x our FY13F earnings forecast of INR35.3, which is in line 
with its historical average valuation. 
Risks that may impede the achievement of the target price The key risks are: 1) worse-than-expected slowdown and 
breakage of pricing discipline; 2) failure to exhibit stability in margins; 3) rupee appreciation; and 4) client-specific issues. 
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absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
Explanation of Nomura's equity research rating system in Japan published prior to 6 January 2009 
STOCKS 
A rating of '1' or 'Strong buy', indicates that the analyst expects the stock to outperform the Benchmark by 15% or more over the next six 
months. A rating of '2' or 'Buy', indicates that the analyst expects the stock to outperform the Benchmark by 5% or more but less than 15% over 
the next six months. A rating of '3' or 'Neutral', indicates that the analyst expects the stock to either outperform or underperform the Benchmark 
by less than 5% over the next six months. A rating of '4' or 'Reduce', indicates that the analyst expects the stock to underperform the 
Benchmark by 5% or more but less than 15% over the next six months. A rating of '5' or 'Sell', indicates that the analyst expects the stock to 
underperform the Benchmark by 15% or more over the next six months. 
Stocks labeled 'Not rated' or shown as 'No rating' are not in Nomura's regular research coverage. Nomura might not publish additional 
research reports concerning this company, and it undertakes no obligation to update the analysis, estimates, projections, conclusions or other 
information contained herein. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next six months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next six months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next six months. 
Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World Technology Hardware & Equipment; Europe, by sector - 
Hardware/Semiconductors: FTSE W Europe IT Hardware; Telecoms: FTSE W Europe Business Services; Business Services: FTSE W Europe; 
Auto & Components: FTSE W Europe Auto & Parts; Communications equipment: FTSE W Europe IT Hardware; Ecology Focus: Bloomberg 
World Energy Alternate Sources; Global Emerging Markets: MSCI Emerging Markets ex-Asia.  
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
  
  



Nomura  |   HCL Technologies  November 25, 2011

 

    

6

6 

Disclaimers 
This document contains material that has been prepared by the Nomura entity identified at the top or bottom of page 1 herein, if any, and/or, with the sole or joint 
contributions of one or more Nomura entities whose employees and their respective affiliations are specified on page 1 herein or identified elsewhere in the 
document. Affiliates and subsidiaries of Nomura Holdings, Inc. (collectively, the 'Nomura Group'), include: Nomura Securities Co., Ltd. ('NSC') Tokyo, Japan; 
Nomura International plc ('NIplc'), UK; Nomura Securities International, Inc. ('NSI'), New York, US; Nomura International (Hong Kong) Ltd. (‘NIHK’), Hong Kong; 
Nomura Financial Investment (Korea) Co., Ltd. (‘NFIK’), Korea (Information on Nomura analysts registered with the Korea Financial Investment Association 
('KOFIA') can be found on the KOFIA Intranet at http://dis.kofia.or.kr ); Nomura Singapore Ltd. (‘NSL’), Singapore (Registration number 197201440E, regulated by 
the Monetary Authority of Singapore); Capital Nomura Securities Public Company Limited (‘CNS’), Thailand; Nomura Australia Ltd. (‘NAL’), Australia (ABN 48 003 
032 513), regulated by the Australian Securities and Investment Commission ('ASIC') and holder of an Australian financial services licence number 246412; P.T. 
Nomura Indonesia (‘PTNI’), Indonesia; Nomura Securities Malaysia Sdn. Bhd. (‘NSM’), Malaysia; Nomura International (Hong Kong) Ltd., Taipei Branch (‘NITB’), 
Taiwan; Nomura Financial Advisory and Securities (India) Private Limited (‘NFASL’), Mumbai, India (Registered Address: Ceejay House, Level 11, Plot F, Shivsagar 
Estate, Dr. Annie Besant Road, Worli, Mumbai- 400 018, India; Tel: +91 22 4037 4037, Fax: +91 22 4037 4111; SEBI Registration No: BSE INB011299030, NSE 
INB231299034, INF231299034, INE 231299034, MCX: INE261299034); Banque Nomura France (‘BNF’), regulated by the Autorité des marches financiers and the 
Autorité de Contrôle Prudentiel; NIplc, Dubai Branch (‘NIplc, Dubai’); NIplc, Madrid Branch (‘NIplc, Madrid’) and NIplc, Italian Branch (‘NIplc, Italy’). 
This material is: (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or a solicitation of an offer 
to buy any security in any jurisdiction where such offer or solicitation would be illegal; and (iii) based upon information from sources that we consider reliable, but has 
not been independently verified by Nomura Group. 
Nomura Group does not warrant or represent that the document is accurate, complete, reliable, fit for any particular purpose or merchantable and does not accept 
liability for any act (or decision not to act) resulting from use of this document and related data. To the maximum extent permissible all warranties and other 
assurances by Nomura group are hereby excluded and Nomura Group shall have no liability for the use, misuse, or distribution of this information. 
Opinions or estimates expressed are current opinions as of the original publication date appearing on this material and the information, including the opinions and 
estimates contained herein, are subject to change without notice. Nomura Group is under no duty to update this document. Any comments or statements made 
herein are those of the author(s) and may differ from views held by other parties within Nomura Group. Clients should consider whether any advice or 
recommendation in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. Nomura Group does 
not provide tax advice.  
Nomura Group, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or regulation, deal as principal, agent, or otherwise, 
or have long or short positions in, or buy or sell, the securities, commodities or instruments, or options or other derivative instruments based thereon, of issuers or 
securities mentioned herein. Nomura Group companies may also act as market maker or liquidity provider (as defined within Financial Services Authority (‘FSA’) 
rules in the UK) in the financial instruments of the issuer. Where the activity of market maker is carried out in accordance with the definition given to it by specific 
laws and regulations of the US or other jurisdictions, this will be separately disclosed within the specific issuer disclosures.  
This document may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction and 
distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party content providers do not 
guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsible for any errors or omissions (negligent 
or otherwise), regardless of the cause, or for the results obtained from the use of such content. Third party content providers give no express or implied warranties, 
including, but not limited to, any warranties of merchantability or fitness for a particular purpose or use. Third party content providers shall not be liable for any direct, 
indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or profits and 
opportunity costs) in connection with any use of their content, including ratings. Credit ratings are statements of opinions and are not statements of fact or 
recommendations to purchase hold or sell securities. They do not address the suitability of securities or the suitability of securities for investment purposes, and 
should not be relied on as investment advice. 
Any MSCI sourced information in this document is the exclusive property of MSCI Inc. (‘MSCI’). Without prior written permission of MSCI, this information and any 
other MSCI intellectual property may not be reproduced, re-disseminated or used to create any financial products, including any indices. This information is provided 
on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or related to, computing 
or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with 
respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, 
computing or compiling the information have any liability for any damages of any kind. MSCI and the MSCI indexes are services marks of MSCI and its affiliates. 
Investors should consider this document as only a single factor in making their investment decision and, as such, the report should not be viewed as identifying or 
suggesting all risks, direct or indirect, that may be associated with any investment decision. Nomura Group produces a number of different types of research product 
including, among others, fundamental analysis, quantitative analysis and short term trading ideas; recommendations contained in one type of research product may 
differ from recommendations contained in other types of research product, whether as a result of differing time horizons, methodologies or otherwise. Nomura Group 
publishes research product in a number of different ways including the posting of product on Nomura Group portals and/or distribution directly to clients. Different 
groups of clients may receive different products and services from the research department depending on their individual requirements. 
Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future performance. Where 
the information contains an indication of future performance, such forecasts may not be a reliable indicator of future performance. Moreover, simulations are based 
on models and simplifying assumptions which may oversimplify and not reflect the future distribution of returns. 
Certain securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment.  
The securities described herein may not have been registered under the US Securities Act of 1933 (the ‘1933 Act’), and, in such case, may not be offered or sold in 
the US or to US persons unless they have been registered under the 1933 Act, or except in compliance with an exemption from the registration requirements of the 
1933 Act. Unless governing law permits otherwise, any transaction should be executed via a Nomura entity in your home jurisdiction. 
This document has been approved for distribution in the UK and European Economic Area as investment research by NIplc, which is authorized and regulated by 
the FSA and is a member of the London Stock Exchange. It does not constitute a personal recommendation, as defined by the FSA, or take into account the 
particular investment objectives, financial situations, or needs of individual investors. It is intended only for investors who are 'eligible counterparties' or 'professional 
clients' as defined by the FSA, and may not, therefore, be redistributed to retail clients as defined by the FSA. This document has been approved by NIHK, which is 
regulated by the Hong Kong Securities and Futures Commission, for distribution in Hong Kong by NIHK. This document has been approved for distribution in 
Australia by NAL, which is authorized and regulated in Australia by the ASIC. This document has also been approved for distribution in Malaysia by NSM. In 
Singapore, this document has been distributed by NSL. NSL accepts legal responsibility for the content of this document, where it concerns securities, futures and 
foreign exchange, issued by their foreign affiliates in respect of recipients who are not accredited, expert or institutional investors as defined by the Securities and 
Futures Act (Chapter 289). Recipients of this document in Singapore should contact NSL in respect of matters arising from, or in connection with, this document. 
Unless prohibited by the provisions of Regulation S of the 1933 Act, this material is distributed in the US, by NSI, a US-registered broker-dealer, which accepts 
responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of 1934. 
This document has not been approved for distribution in the Kingdom of Saudi Arabia (‘Saudi Arabia’) or to clients other than 'professional clients' in the United Arab 
Emirates (‘UAE’) by Nomura Saudi Arabia, NIplc or any other member of Nomura Group, as the case may be. Neither this document nor any copy thereof may be 
taken or transmitted or distributed, directly or indirectly, by any person other than those authorised to do so into Saudi Arabia or in the UAE or to any person located 
in Saudi Arabia or to clients other than 'professional clients' in the UAE. By accepting to receive this document, you represent that you are not located in Saudi 
Arabia or that you are a 'professional client' in the UAE and agree to comply with these restrictions. Any failure to comply with these restrictions may constitute a 
violation of the laws of Saudi Arabia or the UAE. 
No part of this material may be (i) copied, photocopied, or duplicated in any form, by any means; or (ii) redistributed without the prior written consent of a member of 
Nomura Group. Further information on any of the securities mentioned herein may be obtained upon request. If this document has been distributed by electronic 
transmission, such as e-mail, then such transmission cannot be guaranteed to be secure or error-free as information could be intercepted, corrupted, lost, destroyed, 
arrive late or incomplete, or contain viruses. The sender therefore does not accept liability for any errors or omissions in the contents of this document, which may 
arise as a result of electronic transmission. If verification is required, please request a hard-copy version.  
  
Nomura Group manages conflicts with respect to the production of research through its compliance policies and procedures (including, but not limited to, Conflicts of 
Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of Chinese walls and employee training. 
  
Additional information is available upon request. Disclosure information is available at the Nomura Disclosure web 
page: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx 
  

http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx�

	Appendix A-1
	Analyst Certification


