
Page 1 
16th October, 2009 (11am IST) 

 

 
Transcript – Earnings Conference Call of CMC Ltd. – Q2 (FY10) 

Transcript 
 

Earnings Conference Call of CMC Ltd. – Q2 (FY10) 
 

Participants: Mr. Ramanathan Ramanan, MD & CEO 
     Mr. J. K. Gupta, CFO 
    Mr. Prashant Shukla, COO  
Presentation Session 

 
Moderator: Good morning ladies and gentlemen.  I am Edwin, 

moderator for this conference.  Welcome to the conference 
call of CMC Limited.  We have with us today, Mr. 
Ramanathan Ramanan, MD and CEO, Mr. J. K. Gupta, 
CFO, and Mr. Prashant Shukla, Chief Operating Officer of 
CMC Limited.  At this moment, all participants are in listen 
only mode.  Later, we will conduct question and answer 
session.  At that time, if you have a question, please press 
* and 1 on your telephone keypad.  Please note this 
conference is recorded.  I would now like to handover the 
conference to Mr. Sidharth Agrawal.  Please go ahead sir. 

 
Sidharth Agrawal: Thank you Edwin.  Good morning everybody.  We, at Tata 

Securities, are pleased to hold this call of CMC Limited for 
the second quarter ended September 30, 2009.  I would 
like to offer my sincere thanks to the management and the 
participants for sparing their valuable time for the call.  We 
would now like to handover to Mr. J. K. Gupta to discuss 
the financials.  Over to you, sir. 

 
J. K. Gupta: Thank you Sidharth and a very warm welcome to all the 

participants in this call to discuss CMC’s Q2 financial 
results on behalf of the management of CMC.  With me are 
Mr. Ramanan, Managing Director and CEO and Mr. 
Prashant Shukla, Chief Operating Officer. And I also wish 
all the participants a very happy and prosperous Diwali.  
CMC is very pleased to announce its quarter 2 results, 
which were approved by the board yesterday.  These 
results reflect all round improvement in-line with the few 
strategic focus of the company to improve margins and 
cash flow through improvement in quality of business, 
more particularly improvement in business mix that is 
larger contribution from services and international 
businesses, improvement in operating profit that is EBITDA 
and margins, deeper engagement with key clients in the 
focus areas of the company, and improvement in cash 
flows. Company earned consolidated operative revenue of 
Rs. 218.96 crores in Q2, which is an increase of 4% Q-on-
Q and 6% YOY.  American subsidy of the company that is 
CMC American; Inc. contributed significantly to growth in 
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consolidated revenue.  CMC America itself grew almost 
13% Q-on-Q and 29% YOY in dollar terms.  Consolidated 
operating profit, that is EBITDA of the company grew to 
Rs. 39.27 crores giving us a growth of 27% Q-on-Q and 
51% YOY, which resulted into highest ever EBITDA margin 
of 17.9% for the company versus 14.7% last quarter, which 
is an expansion of over 320 basis points on a Q-on-Q 
basis.  Company earned consolidated profit after tax of Rs. 
34.65 crores, which is an increase of 24% Q-on-Q and 
28% YOY, delivering PAT margin of 15.5% versus 13.0% 
last quarter resulting in an expansion of 250 basis points 
Q-on-Q in PAT margins.  Our average effective tax rate 
during the quarter was 13.3% compared to 16.2% last 
quarter due to higher portion of tax exempt income from 
STP and dividend from mutual fund investments.  
Company, this year, got covered under the provision of 
minimum alternative tax, i.e. MAT consequent to increase 
in MAT rate from 10% to 15% in the Finance Act 2009.  
Consequently, the company has taken a MAT credit 
entitlement of Rs. 2.04 crores.  As I told you earlier, margin 
expansion is lead by operating efficiency as well as 
improvement in quality of revenue.  Our services revenue 
grew 6% Q-on-Q and 4% YOY and share of services 
revenue in overall revenue from sale and services was 
85% compared to 83% in the last quarter.  Similarly, 
international revenue grew 9% Q-on-Q and 11% YOY and 
share of international revenue in overall revenue from 
sales and services improved to 48% from 46% in the last 
quarter.  During the quarter, we added 10 new clients.  
One of these clients was added in America in the areas of 
Embedded Systems. In addition to the client addition, we 
deepened our relationship with most of the key clients in 
Americas with new orders.  We added 9 clients in India in 
the space of E-governance, securities, health care, energy, 
and infrastructure.  Company had other income of Rs. 4.21 
crores, which included income from mutual fund 
investments at Rs. 3.36 crores.  We were able to reduce 
further our manpower attrition by 4 percentage points on a 
Q-on-Q basis.  Manpower productivity as measured in 
terms of net value added per person month improved by 
5% over last quarter.  The company ended the quarter with 
balance of Rs. 194 crores of cash and cash equivalent, 
which is an increase of Rs. 24 crores in this quarter.  Out 
of this total cash balance, Rs. 159 crores is invested in 
debt-based mutual funds.  If we look at cumulative 
performance for the half year, it reflects the similar kind of 
an improvement across the matrices. On a back-to-back 
basis we have delivered a successful Quarter 2 where we 
had already delivered a very, very improved Quarter 1.  
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During the half-year period, our services revenue 
increased by 8% and share of services revenue was 
84.2% compared to 68.5% last year as a result of defocus 
from equipment business, which declined by 56%, to Rs. 
67.78 crores.  International revenue increased by 13% and 
share of international revenue was at 46.5% for the half 
year compared to 36.4% last year.  Operating profit that is 
EBITDA increased to Rs. 70.21 crores, which is an 
increase of 31% over last year and Profit after Tax 
increased to Rs. 62.67 crores giving us an increase of 24% 
over last year.  EBITDA margin increased by 537 basis 
points over last year.  PBT margin expansion was of 460 
basis points and PAT margin expanded by 410 basis 
points.  Effective tax rate came down to 14.6% on a 
cumulative basis for half year.  So, this was the snapshot 
from my side on financial performance of the company and 
now I hand over to Mr. Ramanan to take you through some 
of the key business drivers and the key focus areas that 
the company is pursuing.  Mr. Ramanan. 

 
Ramanathan Ramanan: Thanks J. K. and thanks everybody for joining the call and 

first of all a very happy Diwali to all of you.  J. K. has 
carried us very comprehensively through the financial 
performance of the organization during the last quarter. We 
have been quite pleased with the progress that we have 
made because this progress has been in the strategic 
areas of focus that the company has been having thrust on 
during the last several quarters.  Our growth in America by 
13% quarter on quarter was very encouraging considering 
the global economic situation and our growth came also in 
the strategic areas of system integration, embedded 
systems, and digitization services.  We also have been 
able to defocus on the low margin business, as has been 
the stated goal of the company and replace it with better 
revenue and higher quality revenue and all of that has 
resulted in an improvement in our operating margin to 
about 17.9% as well as our PAT margin of about 15.5%.  
We will continue focusing on the key business drivers of 
the company, which is focusing on value adding solutions 
and services business in the domestic market as well as in 
the international market.  Continue our focus in America 
and in UK and Europe in the strategic areas of the 
embedded systems, system integration, niche solutions 
that we have like the port solutions or the insurance 
solutions as well as focus on continuing to grow the 
digitization services business.  In the domestic market, we 
have been pleased with the progress that we made in 
some specific sector, which include the insurance sector, 
general insurance sector.  We today have a good base of 
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insurance clients not only from the public sector 
organization, but also from the private sector.  We will 
continue to focus on transportation sector in India, which 
continues to see investments, both the railways, the 
roadway as well as the ports.  We are focusing on mission 
mode government projects, with TCS and that will acquire 
greater thrust in the coming quarter as the investments in 
these areas seem to be increasing from the government 
point of view and we will continue to focus on defense, 
which has been always a core area of competency that a 
company has had.  In addition, our focus on cross selling 
our services and solutions in the existing base of our 
customers as well as in the private sector will continue to 
increase.  We had a very modest increase in our education 
and training business, though we see good potential in 
education and training business in India.  We will be re-
looking at the entire E&T business, particularly the 
franchisee business.  The segments of corporate 
education outsourcing as well as CMC center job enabling 
training program has had good growth during the quarter, 
but we have to relook at the franchisee business to see 
what models are no longer relevant today and what new 
models we have to put in place to look at student 
aspirations and also to look at collaborations not only with 
organization, but with universities because some of the 
traditional vanilla training that the franchisee were offering 
are no longer relevant in the market.  Schools and colleges 
have adopted a lot of those training programs, so it has to 
be value-adding training, which we will be looking at. 

 
In the infrastructure management and services business 
that we are in, we have been primarily in a mode of 
optimization and moving away from low margin business, 
so we have seen that the focus was not on growth, the 
focus was on reduction of the low margin business and so 
you have not seen the growth there, but we see now the 
potential for growth because we have reached a point 
where lot of the cleanup that was required in terms of 
moving away from businesses, which were not in the 
strategic interest of the company, has been done.  In fact, 
now solution and services businesses are at about 85.6%, 
which is where we think we will continue to stabilize and it 
will oscillate based on some of the SI projects that we will 
get.  However, we see a good potential for increased 
infrastructure services business as we go forward.  So, 
these have been the primary areas of focus and these 
have been the business drivers.  We have had also some 
focus on improving our cash position. Our cash flow 
position has improved as J. K. had shared. This has been 
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due to increased operational efficiencies within the system, 
reduction of waste so that we are able to improve the 
margin as well as focus on processes such as the CMMI 
level five initiatives that we have or the ISO 27001 
initiatives that we have and the Tata Business Excellence 
Model that we have adopted for the organization.  So, 
these are the primary drivers and the areas of focus and 
we hope to continue focusing on increasing our margins 
from where we are, the operational margins are at 17.9%, 
we hope to continue to stabilize and to increase with these 
areas of focus and the business drivers that I mentioned.  
So, with this we can open to question and we will be very 
happy to take questions and COO, the CFO, and myself 
will try to answer all the questions that you have. 

 
Question and Answer Session 
 
Moderator: Thank You sir.  Ladies and gentleman, we will now begin 

the questions and answer session.  If you have a question, 
please press * and 1 on your telephone keypad and wait 
for your turn to ask the question.  If your question has been 
answered before your turn and you wish to withdraw your 
request you may do so by pressing hash key. 

 
First question comes from Mr. Srivatsan Ramachandran 
from Spark Capital. 

 
Srivatsan Ramachandran: Hello sir, my question relates to the expansion plans in 

America, with the current volatile environment in these high 
tech industries.  What kind of traction we are seeing in 
especially for embedded system space. 

 
Ramanathan Ramanan: We seeing now good traction in embedded systems or 

increasing traction in embedded systems during the last 
quarter.  I think some of the companies which had sort of 
held back on their spend both in R&D as well as in service 
support has started once again increasing their spends 
and some of our existing customers in the automotive 
electronics segment or in the real time process controls 
areas have increased the business with us.  So we see 
these as encouraging signs.  There is increased focus on 
R&D outsourcing in the embedded system areas and we 
see good potential for growth. 

 
Srivatsan Ramachandran: In the overall Indian corporate spend that you are seeing, 

has there been any amount of shift in terms of how they 
are looking at outsourcing as a concept, because from our 
understanding a good part of Indian corporate still most of 
the IT spend is in-house, so in terms of outsourcing what 
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has been the shift?  Are large cooperates looking at taking 
the helps of the likes of CMC to roll out larger IT 
infrastructure in place? 

 
Ramanathan Ramanan: Yeah, we do see that large corporates are increasingly 

looking at outsourcing, whereas the smaller organizations 
still have in-house operation where they selectively involve 
us in projects, whether it is related to an ERP 
implementation or whether it is related to a CRM or MIS 
system and so on, but larger organizations are looking at 
outsourcing increasingly, because they want to move away 
from the traditional in-house model considering the change 
of technologies that are there, as well as new areas which 
are very relevant, which is mobile communication, usage of 
mobile communications in their own business operations, 
usage of surveillance and security systems for the 
organizations, which again the technologies are very new 
and they would not necessarily have in-house expertise or 
in areas such as infrastructure management and 
consolidation, server virtualization and so on, which again 
calls for expertise in new technologies, which many of 
these organizations would not easily have access to or 
they may not have built it in-house.  So, we do see an 
increasing opportunity in the outsourcing areas.  It is not 
total IT outsourcing is being only considered by some very 
large organizations like the Bhartis and the Hindustan 
Levers and so on and so forth, but still even when they do 
total outsourcing, what they mean by total outsourcing are 
support services like infrastructure management, as well 
as sustenance of existing projects they still retain new 
development within the companies ambit and this is 
outside the outsourcing scope and therefore CMC is 
looking at how we can address those areas also.  I would 
like my COO to add to whatever I have said. 

 
Prashant Shukla: I think the Indian corporate sector is opening up and we 

are seeing more and more opportunities, particularly in the 
newer areas and among other things for example, video 
surveillance being a security area is coming up pretty 
strongly.  We are also looking at identity management as 
another area that will become very important.  CMC has 
had a strong play in this area over a fairly large and 
extended period of time and we see this as a core 
competence that we have that will be very useful in this 
kind of scenario.  Our infrastructure services are another 
set of solutions that are increasingly relevant to this new 
corporate sector business and like Mr. Ramanan pointed 
out earlier, even in in-house development, our system 
integration capabilities, not necessarily for large 
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outsourcing contracts, but also for the smaller ones where 
they are looking for support and services in the niche 
areas, we see our system integration solution as extremely 
useful.  The other thing that we see a lot of advantage is in 
our corporate training program.  Education and Training is 
actually being a forte for CMC over a long period and we 
increasingly see the value add that we can bring to the 
corporate by bringing in corporate training programs that 
will make their people and employees more efficient and 
we increasingly see companies coming to us with specific 
training needs.  This, we believe will continue to grow and 
add to our capabilities in terms of offerings that we have for 
education and training space. 

 
Srivatsan Ramachandran: Okay sir, I will come back later with questions, thank you. 
 
Moderator: Thank you, sir.  Next question comes from H. R. Gala from 

Quest Investments. 
 
H.R. Gala: Hello good morning Mr. J. K. and Ramanan 

congratulations for good set of numbers. 
 
J. K. Gupta: Thank you, Mr. Gala. 
 
H.R. Gala: Yeah, just a few observations, this ITES revenue has 

grown by say 58% in half year and 48% in quarter two, but 
the significant jump in PBIT, so can you just tell us what 
could be the reason for that and whether it will be 
sustainable? 

 
J. K. Gupta: I think this is due the factor that we shared in the last 

conference call also; it is largely because of the mix 
between the domestic and international.  Most of the 
growth that we have seen in IT enabled services this year 
has come out of international business which is more 
profitable.  Second is, when the volumes grow in the 
international business and volume grow from the same 
client, we are able to leverage our operating efficiency 
much better through getting more output from the same set 
of people.  It is a combination of the business mix, as well 
as operating efficiency, which has helped us in expanding 
margins. 

 
H.R. Gala: What will be the rough breakup between say domestic and 

international? 
 
J. K. Gupta: Yeah, total ITES revenue for the half year is Rs. 50.81 

crores, out of this domestic is about Rs. 19.55 crores, 
remaining is international. 
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H.R. Gala: Okay, so that is also, you feel that this will be sustainable, 

because in ITES space 36% PBIT margin is quite high? 
 
J. K. Gupta: Actually, I will not say this purely ITES, we bring in certain 

amount of differentiator through the knowledge processing, 
we deploy certain tools, which is able to bring down the 
cost further so it is not a typical BPO, where there is direct 
relationship between cost and revenue, so I think, here 
there is lot of room in terms of efficiency improvement. But 
I would like to put one caution here. What happens that 
when we pick up a deal and when we go over the life cycle 
of the project, as we move forward, we are able to realize 
better efficiency in terms of operating efficiency.  But 
suppose we pick up a new project and the volume comes 
from new project or revenue comes from new project in the 
beginning phase, there could be productivity issues, so 
then you can see in that quarter, where we have picked up 
a new contract and we are starting a new job, in the initial 
phase there is a learning period, during which the 
operative cost can be higher, so there could be certain 
amount of flip-flop in terms of margin because every 
project itself has to go through a particular life cycle. 

 
H.R. Gala: I understand.  How many clients for whom we render this 

ITES services, total number of clients? 
 
J. K. Gupta: In US, we have six clients to whom we render ITES 

services.  In India, we have got number of clients, and in 
Europe also, we have got about five clients. 

 
H.R. Gala: Okay, sir my next question pertains to…can you tell me 

how much will be equipment sale in this Q2? 
 
J. K. Gupta: Q2 sale is Rs. 32.57 crores, which is actually a decline of 

7% on Q-on-Q basis. 
 
H.R. Gala: I think, in first quarter it was something like Rs. 31 crores. 
 
J. K. Gupta: Rs. 35.21 crores. 
 
H. R. Gala: My last question is that in the system integration space, 

our revenue has more or less remained say between 105 
to 115 crore kind of band.  When do you see a significant 
ramp up happening, as the things now have started 
improving and you also look forward to newer opportunities 
as Mr. Ramanan said in the domestic sphere, do you think 
that this number could be growing in the near future? 
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Ramanathan Ramanan: Yeah, system integration business in CMC, there are three 
major components in the SI business, which gets included 
in the numbers, one is the embedded systems to work, 
embedded systems revenues are incorporated in that and 
so we continue to see potential for growth of embedded 
system both in US, as well as in UK and Europe.  So, 
second is the government sector in India, our focus is 
replication of existing opportunity that we have already 
worked on, for example, we have worked on treasury 
management and we see an opportunity for more treasury 
management to happen within the country, only a few 
states have really done the treasury management.  We 
also developed HRMS system, which recently won the CSI 
award for the best HRMS implementation in the country or 
best E-governance project in the country, we see a 
potential for expansion replication of HRMS system, which 
is at a state level across many other states in the country.  
We also see potential for GST related migration or 
software development, which is going to come very soon.  I 
think one is not able to put a size of the opportunity right 
now based on the plans that will be unrolled by the 
Government, but I see quite a potential for CMC to get 
involved because CMC was involved in tax 
computerization in various parts of the country.  The fourth 
is of course the energy sector in the country, which is the 
APDRP type of programs or the billing areas that would 
necessarily come up in these areas and we are looking at 
those opportunities, but a little guardedly, because we 
have to make sure that we do not enter into the same type 
of risks that we had earlier and some of these are still to be 
defined well or the terms and conditions have to be 
conducive to the CMC, so we will adopt an appropriate 
strategy of protecting CMC’s interest at the same time 
making sure that our solutions and servicing gets 
maximum exposure in these projects.  The third part is the 
private sector, we have had increasing focus in the private 
sector recently as you maybe aware and that is in the 
insurance sector, as well as in the financial services sector 
where we have products for the depositary participant, for 
the banks and so on and so forth.  So, we see opportunity 
of growing in the private sector and in some of the areas 
that Mr. Shukla had also mentioned on identity 
management and GPS or GIS based solutions for the 
private sector, so these are the areas that we are focusing 
on an SI, so I think one should be quite optimistic about 
the possibilities in SI, both in the domestic and 
international as far the CMC is concerned. 
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H. R. Gala: Okay.  How do you see the defense sector spanning out 
for you, you said that this is an area of core competent and 
you know as we go for more and more objects related 
developments for getting the things manufactured here.  
Do you think that these embedded systems in which we 
have high degree of specialization would be very gainfully 
employed in defense segment? 

 
Ramanathan Ramanan: Yeah, in defense, we see good opportunities in fact, we did 

one good contract in the defense during the last quarter, 
however, we are not very optimistic from the point of view 
of immediate impact in this year because most of these 
defense projects take a long time to materialize.  Many of 
them of them are long-term projects and I think the offset 
initiative, which have been there for quite sometime 
actually not yet been initiated or found fruition in many 
contracts because it is dependent on the companies; the 
overseas companies themselves getting some business 
and when they get the business then the offset starts 
getting initiated from their end.  So we are looking at those 
and I think over a three to four year period defense has 
very good opportunity for the company, but one would not 
be able to say whether these would have immediate 
impact. 

 
H. R. Gala: I understand and sir about work on SEZ is almost now 

over? 
 
J. K. Gupta: Our phase 1 is over, phase 2 has just started.  Phase 2 is 

likely to be over by June 2011. 
 
H. R. Gala: How much CAPEX are we planning for phase 2? 
 
J. K. Gupta: Our total CAPEX in phase 2 is going to be 155 crores 

spread over 2 years. 
 
H. R. Gala: That is for phase 2? 
 
J. K. Gupta: For phase 2. 
 
H. R. Gala: Okay thank you very much, wish you all the best. 
 
Moderator: Next question from Mr. Neeraj Dalal from Capital Market. 
 
Neeraj Dalal: Good morning sir, congratulations for the good set of 

numbers.  I wanted the head count at the end of the 
quarter? 

 
J. K. Gupta: Our head count at the end of the quarter is 5259. 
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Neeraj Dalal: Okay it is down from last quarter? 
 
J. K. Gupta: No it is up by 81 people from the beginning of the quarter. 
 
Neeraj Dalal: Right sir.  Sir and now that the margins have now gone up, 

what would you say the margins could be for the various 
segments? 

 
J. K. Gupta: Margins for the various segments are available in the 

financial release that we made. 
 
Neeraj Dalal: Yeah, going forward, where would they settle down, that is 

what my question is? 
 
J. K. Gupta: Actually our margin in this quarter are more or less in line 

with what we had been sharing with all of you over the 
period, which has been driven by the improvement in 
business mix more towards international business and I 
think the current level of margins that we have delivered 
are something, which is sustainable over the medium term. 

 
Neeraj Dalal: Okay for the quarter or for the half year? 
 
J. K. Gupta: I am saying for the medium term is at least for next two 

quarters. 
 
Neeraj Dalal: Yeah, but the margin is for the quarter or the half year that 

is what I am. 
 
J. K. Gupta: There is not much difference if you see our ITES margins 

are 35% this quarter and 36% for the half year and SI 
margins are 30% for the quarter and 28% for the half year, 
so it is not much different, but it is almost in the range. 

 
Neeraj Dalal: Right sir, Thanks a lot. 
 
Moderator: Thank you sir.  Next question is from Ms. Priya Rohira from 

Enam securities. 
 
Priya Rohira: Good morning to the management team and 

congratulation on good set of numbers.  My first question 
relates to the business outlook, if you could give us more 
information on the systems integration piece and if you 
could just split this up between domestic market and the 
international market and third if you could just give us a 
color on the e-governance related pipeline you are seeing 
over here.  Secondly, is it possible for you to share the 
vertical concentration, which would have currently and how 
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do you see the shaping off given that the pipeline or the 
prospects for the defense vertical looks very promising? 

 
Ramanathan Ramanan: Yeah one we do not give forward outlook, so that is not in 

the practice in the company, so I am not able to share with 
you the outlook, though I did share with you the focus 
areas and the opportunities that we saw in the SI business.  
So far, we have been reporting on the SBUs, we have not 
been reporting on the verticals because of two reasons; 
one our entire focus has been how we can cross sell the 
various SBU services that we have into a particular 
customer and while we do have a vertical approach for 
some select products like transportation or port and cargo 
and insurance, where we have a domain knowledge 
incorporated into a product.  Otherwise, the services are 
really applicable to a wide range of customers that CMC 
has.  So, if I look at it from the point of view of vertical base 
data probably we can start over a period of time over the 
next one or two years as we consolidate more and more of 
our operation in specific verticals, we would be able to 
share that data on a meaningful basis.  Right now, in 
defense as I said I think the opportunities in defense are 
there.  We have been observing that it takes a longtime for 
these projects to materialize.  In fact on an average we are 
finding minimum 6 to 12 months from the time of initiation 
of an opportunity to the time of closure for that opportunity 
and if you are lucky and it does not get re-tended after 12 
months, so that we do not restart on the cycle again.  So 
that has been in general observation.  As compared to that 
many of the other mission mode critical projects like E-
governance projects are taking shorter times for deficient 
making and I guess we will continue to focus on some of 
this mission mode critical projects.  For example the 
Passport Seva Project or the Tax Computerization Project, 
we do see some of the projects like the GST or the 
transportation projects acquiring a certain sense of 
urgency in decision making.  So, we will be looking at 
those opportunities.  Insurance is also another area that 
we see good growth in, as more and more insurance 
companies both in the private as well as public are going 
for core insurance and that is a strong area of competency 
in fact, we have more than 80% of the insurance market 
today in terms of implementation and we see that as a 
potential area of growth.  One other recent development 
that we have been seeing is ERP related growth for CMC, 
which is primarily ERP support.  We have quite a few 
customers today on SAP support and SAP related help 
desk support and so on and many organizations, which 
had done major ERP implementations are now looking at 
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companies like CMC to continue sustenance and 
enhancement of their existing ERP systems and this has 
been growing part of business and it is also profitable area 
of our business. 

 
Priya Rohira: Sure, while I appreciate, on the systems location part, if 

you could just give us some color on how was the average 
deal sizes been improving, because this is one big 
potential for CMC? 

 
Ramanathan Ramanan: The average deal sizes in SI business are typically 

between Rs. 5 to 10 crores per engagement because most 
of them would be multi-year engagement.  It would be two 
to three year engagement that we would have and that is 
then the continued support and enhancement projects 
have taken.  There are a few projects, which are mission 
mode projects, which are in the 50 plus crore type of 
range, but that would be about I would guess within the 
country at any point in time three or four projects per 
quarter that one could bid on.  Again, these will take 
typically three months to four months for fruition from the 
time you start. 

 
Priya Rohira: Sure, and is it just possible for you to share the trajectory 

in maintenance revenues because given the fact that while 
we are seeing good traction in systems integration 
business we would continue to see good traction and 
maintenance revenues as well? 

 
Ramanathan Ramanan: Maintenance business, we see good traction because 

whatever we do, I will give you some example all the 
insurance projects result in major maintenance business 
for us, once we have implemented an insurance system for 
the next four five years you will have continued growth 
both not only in the maintenance, but also we club it as 
maintenance and enhancement business because there 
would be number of enhancement that need to be made 
by due to regulatory changes, competitive pressures and 
so on.  All the SI projects that we do typically have a strong 
maintenance components associated with it and which is 
why you will see sustained revenues in SI for us.  There 
are some projects, which are one of project, for example, 
an ERP implementation can be a one off project, but again 
if we are involved in the support than we will see continued 
services. 

 
Priya Rohira: Would it be fair to assume that inline with other industry 

player 20% to 25% of the revenues of any project would be 
on AMC side? 
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Ramanathan Ramanan: Probably even more, I would say between 45% to 50% of 

project revenues would go into maintenance and 
enhancement. 

 
Priya Rohira: Okay, sure, and just a last data point.  What is the 

percentage of revenues, which typically come from the 
PSUs actually? 

 
J. K. Gupta: Total government business is about 27% to 28%.  I have 

not broken down between PSUs and the state 
government, so the PSU and government put together 
would be about 28%. 

 
Priya Rohira: Okay, great.  Thank you very much and wish you all the 

best. 
 
Ramanathan Ramanan: Thank you. 
 
Moderator: Thank you ma’am.  Next question comes from Mr. Puranik 

of Enam Securities. 
 
Puranik: Hi Ramanan, J. K. and Shukla, thanks for your wonderful 

quarter. 
 
Ramanathan Ramanan: Thanks Puranik. 
 
Puranik: So, you have made a habit to grow and habit to make 

increasing profits! 
 
Ramanathan Ramanan: Well, I hope you consider it as a good habit? 
 
Puranik: Yeah, it is a great habit.  In fact, I have been looking at 

CMC for so long.  You know, there was so much of 
volatility in your business all the time before even TCS took 
over this company.  I think you have brought lot of stability 
to the business.  I liked the part of your reducing low 
margin business at the box business.  A couple of things, 
going forward where will this box business fit, is it very 
strategic for your growth or would you like to do away with 
that.  If it is strategic for growth, it makes sense to stay in 
that, but the issue is how to create a value add out of the 
business.  The second question is the IMS part of it.  See 
you are the natural choice in India to be the single largest 
mission critical IMS player.  So, I don’t see any of that in 
your offerings.  The rest of the world have been developing 
IMS practice whether it is a top three or four companies or 
standalone companies doing that.  But, you have got every 
character, you understand the box value, you understand 
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networking, system integration very well, so the natural 
flow for you is to get set up a data center, provide every 
service, because you are someone who can do 
virtualizations, cloud computing, slides everything so 
beautifully.  So, I am thinking is there a way forward, 
because the e-governance platform you are creating, the 
insurance platform you are creating, staff support 
maintenance what you are talking about, all that requires 
this platform.  So, it can take you forward in many ways if 
you do that.  So, I want to understand how you are going 
to grow in this and I have a couple of questions.  I will 
come back once you finish the responding to this. 

 
Ramanathan Ramanan: Yes, thanks Puranik. I think you have touched on two 

important aspects and what is the first one….yeah correct.  
We are now at about 15% in the equipment sale and about 
85% in services and I do not see this ratio changing 
actually from now on going forward, I think because 
wherever we are entering into an SI business there has to 
be a component of 10% to 15% of the equipment sale 
business in that and we are consciously approaching only 
those where there is 15% to 20% at the most in the 
equipment part and 80% or 85% should be in the solutions 
and services part.  So, I think it is reasonable to assume 
that we have sort of bottomed out on how much we can in 
the equipment portion of the business and you may see 
sometimes marginal increase, but we will consciously do 
that only if there is an associated extraordinary increase in 
our SI component and our solution and servicing 
component.  So, that should probably answer your first 
question and it will be strategic areas, because there are 
turnkey projects that we would have to undertake in order 
to get a significant SI component or the solutioning 
component and the customer would want you to take 
responsibility for the equipment part.  So, there would be a 
clear association of that.  The second part of your question 
is absolutely on dot.  In fact, we have been over the last 
couple of quarters, we did not want to take too much on 
our burden first; you have to understand that the 
organization had been doing infrastructure management 
services for a long time as you probably would be best 
able to appreciate knowing this company since the IPO 
days and there has been requirement of not only change 
of business mix, but change of marketing, sales, and 
execution mindset in the company and all of this, so we 
wanted to first bring this consciously down and also 
demonstrate to the company within that if you focus on 
service and solutioning areas it is going to be it is possible, 
feasible, and it is profitable for the company.  I think we 
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have reached that point and now the focus will be on 
growing the infrastructure management services 
component of the business.  This calls for a completely 
different model and the reason you have not seen us 
growing is because we have been using the traditional 
models of infrastructure management, which is on site, at 
the customer location, supporting, and servicing the 
infrastructure equipment.  I think new models of the ones 
that you suggested, probably I should take you as an 
advisor and consultant for the company what you are 
suggesting is bang on. You know how do you have remote 
infrastructure management, how you do ensure you are 
doing creative business models, transaction based pricing 
models or ticket base models and these are some of the 
things that we are engaged with in the company right now 
and you should see the unfolding of these strategies within 
the next two or three quarters. I personally see just like 
ITES grew significantly by us focusing on certain key 
areas.  I see a potential for infrastructure management 
services to have even more explosive growth in those 
areas if we get the models right in India because it is easy 
to provide remote infrastructure management to oversees 
company that is really mostly on the time and material 
models.  In India, the model has to be different.  It has to 
be price sensitive, but it can be still be very profitable in 
India if we get the models right, so that will be our focus 
and over the next two quarters we will be focusing on 
unfolding some of these strategies and ensuring that we 
will grow this component of the business. 

 
Puranik: See Ramanan if in India, anybody who can do well and 

succeed is you and because you understand both private 
and public sector.  You understand the way the public 
sector works from every perspective and you have a great 
understanding of that with a good platform you can deliver 
and make more than reasonably good profits.  Same 
margins you can make in government also, it is not difficult 
for you.  The next question is about your education 
business, this is one business I think it has been there for 
long, but it does not achieved either size, gains, 
substance, significant, profit or anything, unless you have 
very large solution or a product, which requires training 
deployment solution, your education business cannot 
generate captive revenues and on its own there is not 
much of effort to create a large franchisee network.  I think 
this business you will have to take a serious look at it, 
because I think it is a distraction unless you create enough 
value differentiators to make this business grow and the 
second question is about your business model going 
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forward.  I think from the fantastic statistics that your 
company has and the way you have brought about change 
in the solution mindsets, from the dabba mindset to 
solution mindset in your company, which was great 
challenge for you.  Last few years I think you must have 
spent huge amount of time in doing that.  This is a fantastic 
thing.  You have got a lot of R&D ability, which earlier used 
to be not a commercial R&D sometimes it was a long-term 
Government of India kind of R&D and sometime it is stupid 
R&D.  Now I think you are doing lot of that, the way you 
have developed embedded and several platforms and if 
you evolve into a company with a lot of horizontal that is 
platform and the verticals you have lot of verticals, you 
already understood the verticals.  You have made a great 
name in insurance.  If you can focus on that, work together 
with TCS to develop their platform.  You should be a 
common platform company for TCS.  You have the better 
platform building ability.  TCS should say that I need these 
solutions, you develop platform lets jointly market it.  If you 
can move that business model you can be fantastic 
company.  You will be unique, niche focus company. 

 
Ramanathan Ramanan: Puranik, I totally agree to most of the things that you have 

said except that on education & training part. I do agree 
that we have not developed our franchisee network, but I 
think it has been more an issue of management capability 
within the education and training business that has not 
enabled us the growth and it is not a question of the 
opportunity that exists.  I think with a little innovative and 
inventive approach, two areas that I see. The corporate 
education outsourcing, there is still big opportunity there 
because I get surprised when I go to any company and talk 
to the them and I ask them what about training, many of 
these people are in dire need of training their people 
whoever they are inducting whether it is at a retail level, at 
a IT level, at a soft skills level, at a program management 
level and so on.  So, that is major need and they are 
somehow either fulfilling it or not fulfilling it at all through 
some outsourcing, which they are doing sending their 
people here and there and so on. So an organized play in 
this sector can become differentiator and it can help in 
increasing our business.  Second is the job enabling 
training programs, which we have started at our own 
centers, not the franchisee centers and we have seen the 
increasing traction because one of the biggest thing in 
education training is, can I give quality training and at the 
end of the training, can the guy feel secure in the ability to 
get a job or continue on the job that he has and if we are 
able to generate, so you cannot look at training in isolation 
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and you have to combine it with these two, then the 
opportunity is big.  So, we are not giving it up.  We think 
there is potential.  The other thing in E&T is, I just want 
share, I mean today of course, our business is at about Rs. 
9 crores per quarter, I mean, this quarter we did Rs. 9 
crores.  For it to scale from 9 to 20 crore, it is not a 
problem, but the impact on the bottom line will be more 
than 50% to 70%, if I am able scale up from 9 to 20.  So, 
how do we enable that it is not a big deal. To go from 20 to 
100 is also not a big deal.  I think if we get our act right in 
that with the right people and right leadership, we will be 
able to address that.  So, we are going to give it a shot and 
see and of course all the time, we are looking at whether it 
is a distraction or whether it is an enabler and unless it is 
an enabler, we will take appropriate decision on that.  In 
terms of the other things that you said, our focus on R&D 
has increased.  Our COO would be happy to share some 
of the initiatives that we are having, but again, we have to 
be a little cautious on R&D.  We developed 80 odd solution 
and we mistook solutions for R&D products and ended up 
maintaining products, which were becoming obsolete or 
technologies which were becoming obsolete.  We have 
reduced that considerably.  We are now having very clear 
focus areas in transportation, in insurance, in embedded 
systems, in identity management, and in GPS 
technologies, because we see all of them very relevant to 
the country.  We are looking at some emerging areas 
related to mobile technologies, PDA based technologies, 
and R&D related to that, because we see potential for 
growth in these areas.  The other thing that is a shift from 
our traditional approach is not to have all invented gear 
syndrome.  We are partnering with some best in class 
companies and roping in their innovations into our R&D so 
that we create a ring of innovation rather than just our own 
innovation and try to push our innovation everywhere.  
There are some good innovations outside.  There are small 
companies, which have done some very neat things in 
certain areas and if we are able to integrate that into our 
own innovation, we can provide a more effective platform.  
From what you said on being a partner to TCS in the 
platform creation and in being able to support them 
absolutely that is the way we are moving forward and 
many of the solutions that we are developing are such that 
we are making sure that TCS gets the good appreciation of 
the solution and is able to carry forward these solutions 
into the bidding of large projects and that will be the 
approach.  Prashant you want to add anything. 
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Prashant Shukla: Yeah, to what Mr. Ramanan added, one of the things that 
we rationalized over the last year and did a considerable 
amount of thinking around and execution on is in 
understanding our core areas, core strength, and seeing 
how investment in those aspects that are our core 
strength, propel our IT solutions business, and power our 
partnership.  So, in that sense, we very quickly realized 
that we have a very good incredible name in biometrics.  
This is one area where, as a company we have several 
solutions.  Mr. Ramanan further spoke to you about assets 
that we have in the transportation both in the railways for 
example, in shipping and port and we have not only a lot of 
domain experience in this area, but also spreadable, live, 
running, good products and other one that he talked about 
was this global positioning systems, the GPS based 
solution and so on.  So our focus was to do more with less, 
which means reducing a certain set of assets on the one 
hand, but then focusing on a few asset and really, really 
doing a good job with them.  We want to bring these as the 
core areas with TCS for sure, working on our own in 
bringing these solutions, but then also working with other 
partners so that we can bring out the best star solution, 
which are powered not only by our technology, but by our 
partners technologies as well.  When we bring out solution, 
we believe we can propel our SI services and solutions to 
the next level.  So we see a lot of hope there and I think 
you will see some of these happening. 

 
Puranik: Wonderful, only one suggestion on this your R&D spend 

because we have a precious R&D, which from your legacy 
R&D to now we have lot more commercial investing sense 
in this R&D.  I am sure you will be asking a couple of 
questions when you make this investment in R&D.  In the 
current age of platform one is to say whether if you are 
using the platform or TCS is using the platform.  See if the 
R&D idea comes from the market place that is the great 
thing.  If the R&D area has an anchor customer that’s 
great.  If R&D area can get a potential VC to invest, you 
create a special purpose vehicle then what happens is 
there is lot of responsibility and commitment accountability 
and this will really happen so this is my one suggestion if 
whenever you make any incremental investment it is 
important to see this. 

 
Ramanathan Ramanan: Absolutely, I think Puranik, those are exactly what we have 

done while even rationalizing the R&D portfolio and very 
strong focus on return on investment as well as 
accountability and ownership and most of the R&D where 
CMC has been traditionally very successful where the 
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customer is owning it.  The customers are demanding it 
and anchoring it around the customer and making sure 
that we see there is a replication potential for that that is 
why we have succeeded more and where we have not 
done that it has been an academic exercise. 

 
Puranik: Wonderful, Ramanan, we love your company, we always 

like the way you have brought the company up.  Earlier I 
used to call your company, a few years back before you 
took over I said EPND, ever pregnant never deliver, you 
have finally delivered. 

 
Ramanathan Ramanan: Thanks Puranik. 
 
Puranik: When will you give me a filter coffee, South Indian filter 

coffee? 
 
Ramanathan Ramanan: Any day, you tell, till next week I am available here. 
 
Puranik: Okay I am waiting for that long time and all the best for you 

all. 
 
Ramanathan Ramanan: Thanks, bye. 
 
Moderator: Thank you sir.  There are no further questions.  Now I hand 

over the floor to Mr. Sidharth Agrawal for closing 
comments. 

 
Sidharth Agrawal: On behalf of Tata Securities I would like to thank Mr. 

Ramanan, Mr. Gupta, and Mr. Prashant Shukla from the 
management side and all the participants of this call for 
taking your time to understand more of the IT industry and 
CMC Limited in particular.  Thanks a lot everybody for 
participating, have a nice day. 

 
J. K. Gupta: Thank you. 
 
Moderator: Thank you.  Ladies and gentleman, this concludes the 

conference for today.  Thank you for your participation and 
for using Door Sabha’s Conference Call Service.  You may 
disconnect your lines now.  Thank you and have a 
pleasant day. 
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