
                                                                 Earnings Call Transcript – FY 13(Q2) 
October 16, 2012, 02:00 PM 

 

Page 1 of 26 

 
Transcript 

 
Earnings Conference Call of CMC Limited – Q2 (FY 13 ) 

 
Participants:  Mr. R. Ramanan, MD & CEO 

                  Mr. J. K. Gupta, CFO 
     

 
Event Date / Time  : 16th October 2012, 02:00 PM IS T 
Event Hosted by  : Tata Securities 
Event Duration  : 1 hour 
 

________________________________________________________________________                        

Moderator: Ladies and gentlemen good day and welcome to the CMC Limited’s 

Q2FY13 Earnings Conference Call hosted by Tata Securities Limited. 

As a reminder for the duration of this conference, all participant lines 

will be in the listen-only mode and there will be an opportunity for you 

to ask questions at the end of today’s presentation. Should you need 

assistance during the conference call, please signal an operator by 

pressing * followed by 0 on your touchtone telephone. I would now 

like to hand over the conference to Mr. Ashish Aggarwal from Tata 

Securities Limited. Thank you and over to you sir. 

Ashish Aggarwal: Thanks Shyma. On behalf of Tata Securities I welcome all to CMC 

Limited’s Q2FY13 results conference call. Today we have with us Mr. 

Ramanan – MD and CEO of CMC and Mr. J. K. Gupta – CFO of 

CMC. Before starting, I would like to thank the management for giving 

us an opportunity to host this call, over to you sir. 

J. K. Gupta: Thank you Ashish and very warm welcome to all the participants in this 

call today afternoon to discuss financial results of CMC Limited for Q2 

which were approved by the board yesterday. I will first take you 

through some of the key highlights of the financial performance of the 
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company for the quarter after which I will hand over to Mr. Ramanan to 

take you through some of the business initiatives that we have taken in 

the last quarter and that we are planning for the remaining two quarters 

of this financial year. So first the performance highlights. 

 The results of operation of the company for Q2 show consolidated 

operating revenue of 458.25 crore which is an increase of 28% YoY 

and 1% QoQ. Services revenue grew almost 6% on a QoQ and 37% on 

a YoY basis to Rs. 434.42 crore. Share of services revenue in total 

revenue from sales and services was 94.8% compared to 91% in the last 

quarter and 88.6% in Q2 of last year. Equipment revenue declined 

almost 42% QoQ this quarter. International revenue grew 44% YoY 

and 4% QoQ to Rs. 304.13 crores and the share of international revenue 

in total revenue from sales and services improved further to 66.4% 

from 64.9% in the last quarter and 59.1% in Q2 of last year.  CMC 

America continues to deliver significant growth. They grew almost 

25% YoY and 5% QoQ in dollar terms in this quarter.  

 Company earned a consolidated EBITDA of Rs. 76.20 crores which is 

an increase of 45% YoY and 1% QoQ. Company was able to maintain 

its EBITDA margin at 16.6% at a the same level as we had last quarter, 

but still an increase from 14.7% earned in Q2 of last year. In current 

quarter we have absorbed the impact of annual salary revision which is 

normally effective in the Company from first July. The impact of that is 

Rs. 2.83 crores. And also we absorbed an exchange loss impact of Rs. 

1.64 crores in this quarter which is due to quarter end appreciation of 

rupee. If we take these two impact out, EBITDA margin in this quarter 

has been 17.6%, which means about 100 basis point expansion in the 

EBITDA margin quarter-on-quarter. 
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 The company earned consolidated profit after tax of Rs. 49.40 crores 

which is an increase of 51% YoY but a decline of 15% QoQ. PAT 

margin in this quarter has got affected because of Rs. 4.48 crores of tax 

on dividend distributed by CMC America which is our American 

subsidiary in this quarter. This quarter they distributed dividend of 5 

million dollar. If we exclude this onetime tax adjustment on account of 

dividend distribution by CMC America, our PAT for the quarter is 

53.88 crores, which gives us a PAT margin of 11.72% compared to 9% 

that we had in the corresponding period last year. Average effective tax 

rate excluding impact of one time dividend tax is 25.3% compared to 

22.6% in the previous quarter. In the previous quarter we had higher 

income on investment in mutual funds because of maturity of certain 

FMPs which attracts concessional tax treatment. 

 Other income in this quarter is Rs. 1.53 crores compared to Rs. 5.7 

crores in Q1. As I told, this lower other income is primarily on account 

of FMP maturity that we had last quarter. The total implication of this 

is about 3.7 crores.  

 In the current quarter we added 15 new clients. We ended the quarter 

with manpower strength of 10,751 which is an addition of 37 during the 

quarter. In this quarter our focus has primarily been on improved 

utilization of people which gave us productivity improvement of 4% as 

compared to the previous quarter.  

 We ended the quarter with cash and cash equivalent of Rs. 179 crores 

which is after dividend payout of Rs. 44 crores and capital expenditure 

of Rs. 26 crores during the quarter. We had an investment of 117 crores 

in debt based mutual funds.  
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 We were able to reduce or debtor days from 86 days to 83 days during 

the quarter. 

 Now brief highlight of cumulative performance for the half year ending 

September 12. We experienced an operating revenue growth of 38% to 

Rs. 911 crores. Services revenue grew 44% to Rs. 846 crores. 

International business grew at a higher pace of 54% to Rs. 598 crores. 

EBITDA grew 47% to Rs. 151 crores resulting into an EBITDA margin 

expansion of 110 basis points to 16.63% compared to 15.53% last year. 

The profit after tax grew 60% to Rs. 107.83 crores, giving us an 

expansion in PAT margin of 160 basis points to 11.7% compared to 

10.1% in H1 of last year. We were able to reduce effective tax rate to 

27% compared to 34% last year and if we exclude the implication of 

tax on dividend distribution by CMC America, our effective tax rate 

this year has been 24% compared to 30% that we had in the first half of 

last year. So, this is the summary financial highlight from my side and 

with this I hand you over to Mr. Ramanan to take you through some of 

the business initiatives. 

R. Ramanan: Thank you JK and good afternoon everybody and thank you for logging 

on to the CMC call. We have covered most of the things relevant to this 

particular quarter and also of the half year. All I can add to that is we 

have been focused on three things that are bearing out our results. 1) 

We continue to focus on high value adding solutions and services both 

in the international and domestic market and that has resulted in this 

quarter being services revenue like he mentioned has grown by 6% 

quarter-on-quarter. Even though our overall operating revenue has 

grown by 1% in this particular quarter because this brings consistency 

and certain predictability in terms of our revenues and profits and so on 

and that is the area that we have been focusing on. And the second is 
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we have been focusing on the four SBUs, the CS services, SI, ITeS and 

education and training and all of this have grown in services during this 

quarter and in the half year we have been able to grow much according 

to our plan. We have been constantly focusing on increasing our PAT 

margins for the year and though on this particular quarter we had the 

one time impact as JK has mentioned of Rs. 4.48 crores. But if you 

remove that aspect of it we have done pretty well during the year and it 

has grown by about 60%. We continue to focus on emerging 

geographies, it is the growth area for us and the Indian market in the 

specific new solutions that we are in. 

 Our General Insurance Product has gained new customers during the 

last quarter as well both in India as well as in International market. We 

are also growing our presence in the transportation segment which 

includes vehicle transportation, land transportation, ports and cargo 

related transportation and we have also been able to increase our 

preference in the government sectors through key projects that we have 

gained both in India as well as in the US and we continue to focus on 

embedded and real time systems in the high tech market or high tech 

segment in the advance market and that has had also a good traction for 

us during the last couple of quarter. 

 We have been focusing on operational efficiencies also and that 

reflected in improvements both in manpower productivity as well as in 

retaining our margins at 16.6% EBITDA margins. We have been 

continuously stating to you that we will be wanting to operate in the 15-

17% margin band even as we try to increase the revenues at a brisk rate 

and we are glad that we have been able to maintain that. CMC America 

has continued to see good traction for CMC. They had a 5% growth 

quarter-on-quarter during the current quarter in dollar terms and on a 
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year-on-year basis we have grown by 25%. So, we continue to see 

traction in the American client base and we have increased our 

presence, sales presence, in the European and the UK markets and we 

will be focusing on that during the current quarter and in the rest of the 

year. So, overall it has been according to our intended strategy and in 

line with our intended strategies that we have seen, we have seen the 

results in all of these segments. 

 So with that if there is any we are happy to answer any questions that 

you have on a performance or on anything else that you would like to 

know. 

 

Moderator: Thank you very much. Participants, we will now begin the question and 

answer session. We have the first question from the line of Deepanshu 

Jain from Edelweiss. Please go ahead. 

Sandeep Agarwal: Sir Sandeep Agarwal here from Edelweiss. Sir couple of questions, one 

on the IT enabled service, while we have seen a good growth in the 

quarter in system integration; IT enabled service looks little mellowed 

down. So if you can throw some light on that. Secondly the 

subcontracting cost has gone up significantly during the quarter. So if 

you can throw some light on that and thirdly on the tax rate. I 

remember that we are assuming a normalized rate of 22-23% and in this 

quarter again we have seen the jump, I understand that it is because of 

CMC America’s but this is the thing, it will be a continuing 

phenomenon for the next coming years also in quarter two and finally if 

you can give us some light on the utilization rates currently and attrition 

levels? 
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J. K. Gupta: Let me take up your questions on tax, attrition rate etc. Our attrition 

rate this quarter is 17.9 compared to 18.1 last quarter. So, it is slightly 

reduced. As regard to tax, if we remove this one time impact of 

dividend distribution tax from CMC America our effective tax really is 

25.3%. In this quarter our tax exempt income is slightly lower as 

compared to last quarter for two reasons. 1) Our FMP maturity which 

attracts only 10% tax were there last quarter which were not there this 

quarter. So that is a onetime impact. 2) Because of the exchange 

moving against us, our profitability in tax exempt segments came down 

which was fully met by increased profit in domestic segments. So 

because of these reasons, tax slightly went up but I think overall for the 

year we should be able to remain in the tax range of around 24%. 

Another thing you talked about increase in subcontracting cost, as we 

have been sharing that our subcontracting cost should be seen along 

with manpower cost; it should not be seen independent of that and as 

we said that since we increased our services revenue by 6%, 

subcontracting cost and manpower cost put together is in line with the 

increase in business. When you see overall revenue, it shows only 1% 

increase but equipment revenue does not attract those kind of 

manpower or subcontracting cost implication. So these are some of the 

explanation for that. Mr. Ramanan, would you like to throw some light 

on IT enable services. 

R. Ramanan: On IT enabled services this year, in this quarter yes, we did not grow 

substantially in revenue, but that is not due to any lack of opportunities 

that we see here. Some of the projects in ITeS, there is amount of 

project driven revenue. Some projects wind down and the other projects 

pick up. So, there is nothing unusual about that because it’s a project 

driven revenue and there is some amount of sustainability in 
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international revenues but on domestic revenues, domestic projects, 

there is certain finite timeline for many of the projects. We have been 

able to replace some of the projects which are wound down with other 

projects which are picking up. So I would say that we continue to see 

good opportunities and traction in the ITeS space. 

Sandeep Agarwal: Also a followup question on the SEZ income, there was a decline there. 

If you can throw some light on that? 

J. K. Gupta: Sandeep, in last call also we have told that we are expecting second 

quarter revenue from SEZ is slightly lower because in the first quarter 

we had some rate fixation or rate revision from past period. So there 

was some prior period revenue from there. Whatever revenue we have 

got this quarter, we expect the same to continue for the remaining two 

quarter as well. That we had explained in the last call also. 

Moderator: Thank you. We have the next question from the line of Priya Rohira 

from Enam Securities. Please go ahead. 

Priya Rohira: My first question relates to the share of offshore revenues in the exports 

business, how are we comparing this quarter versus the last quarter? 

The second thing is if you can give us a flavor on the 15th client 

additions you have seen in the current quarter from which service lines 

have they come and also more so and specific to the embedded segment 

of yours. 

J. K. Gupta: Yes Priya, first thing on off-shoring. Our offshore has remained almost 

as the last quarter, there is no further change in this quarter. 

Priya Rohira: Sir, that was 26% which was last year. 
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J. K. Gupta: No, 25.5% I guess, for the same. No change in this quarter. So now you 

are asking about the 15 clients that we have added? 

Priya Rohira: That is right. 

J. K. Gupta: There were 13 clients in the domestic market and 2 in the international 

market and two clients added in international market were in the 

embedded system area. 

Priya Rohira: And can you throw light on your revised CAPEX plans, until unless 

that has been changed from what we mentioned in the last year? 

J. K. Gupta: As of now there is no change in the capital expenditure plan. Our plan 

for the year was Rs. 228 crores. So far, we have spent about Rs. 44 

crore. As of now, there is no change in the plan. 

Priya Rohira: Sure and any revenue booking we have yet seen from the UID LIC 

Aadhar project? 

J. K. Gupta: Not in this quarter. 

Priya Rohira: But is it likely to flow through in H2 or you think FY14 would be a 

possibility? 

J. K. Gupta: I think it is not safe to factor any revenue from that at this stage, 

because there is complete uncertainty about that project as of now, 

unless something changes, I don’t think is fair to factor that in. 

Moderator: Thank you. We have the next question from the line of H R Gala from 

Quest Investment Advisors. Please go ahead. 
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H R Gala: Just one question, can you just tell us what is the exchange loss gain 

position in Q2 vis-a-vis the corresponding period of last year and also 

half year? 

J. K. Gupta: This quarter we have lost about Rs. 1.64 crores. Last quarter was Rs. 42 

lakhs,  

H R Gala: That is Q2 of FY12? 

J. K. Gupta: No, actually that is Q1 of this year and Q2 of FY12 it was about Rs. 3.6 

crores. 

H R Gala: Okay. All are losses? 

J. K. Gupta: Yes, all are losses. 

H R Gala: H1 will be 1.64 plus 42. 

J. K. Gupta: Yes. 

H R Gala: And half year FY12 was how much? 

J. K. Gupta: I think in the first quarter we had a gain, of last year, that I think was 

about 60 lakhs, so it was about 3 crores. 

H R Gala: Okay, that is one part of it. Second thing you said the overall tax rate 

we should assume for current year should be around 24%. I presume 

that is not including the dividend distribution tax right? 

J. K. Gupta: No, that is a separate issue. That has to be added on. Yes. 
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H R Gala: And one more question is on the overall business sentiment and 

scenario, how do you see looking to the verticals and the horizontals 

that we are into? 

R. Ramanan: I think we have had, we see continuously good opportunities and we 

see good traction in the market particularly in the segments we are in 

and the client base that we have added; many of our existing clients are 

also growing in terms of revenue. Some of our key clients have been 

growing in revenues and the client base over the half year we have 

added about 31 clients. So these 31 clients are good clients that we see 

continue to grow in opportunities for us during the rest of the year. We 

continue to see in embedded and real time systems some good 

opportunities. On the SI front in America we have started seeing 

increased potential for CMC and that is in the key verticals that we are 

in for example ports, we added a couple of port clients in the US. We 

have also added some clients related to the energy sectors there. So 

these are all new additions that we have. 

H R Gala: Do you see any billing pressure? 

R. Ramanan: We haven’t seen much of a billing pressure during the last two quarters 

for us. So no, we have not seen. 

Moderator: Thank you. We have the next question from the line of Radhika 

Merwin from PUG Securities. Please go ahead. 

Radhika Merwin: Couple of queries. When I look at the segmental performance just to 

understand what has happened on the margin front. Our equipment 

share of the business has come down significantly to 5% this quarter. I 

mean as I understand from a long term view that we are taking on the 

equipment business we have reiterated that we would like to maintain it 
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10% plus of overall revenue so is it quite an aberration and that is kind 

of driven the addition? 

J. K. Gupta: Radhika, I think the quarter-on-quarter volatility and equipment will 

always be seen. I think one quarter equipment performance cannot be 

extrapolated, because equipment delivery really depends on the project 

execution stage. At what stage do we have to deliver the equipment? So 

we still maintain that our equipment could be around 10% of our total 

revenue. You can say typically equipment is about 25 to 30% or around 

25% of total domestic business, if you just see. So that is an integral 

part of our business model. Quarter-on-quarter volatility can be there, 

but I still feel our total equipment could be in the range of around 8.5 to 

10% of total. 

Moderator: We will proceed with the next question. We have the next question 

from the line of Sanjeev Hota from Sharekhan. Please go ahead. 

Sanjeev Hota: The same question like now customer service margin is at highest level 

of around 14% and our equipment is contributing close to 5%. So is this 

sustainable as you said 9-10%. So going forward what kind of level we 

can see the equipment business? 

J. K. Gupta: Equipment, as I was just explaining this point, I think you still can see 

equipment of around 8.5-10% or so. Typically equipment is about say 

around 25% of total domestic business. So quarter-on-quarter volatility 

can be there depending upon the execution cycle of individual projects 

when the equipment is going to be delivered. So in terms of our 

business mix, in terms of the overall composition, there is no change. 

Sanjeev Hota: And the second question is on the system integration business, the 

margin is now fallen below sub 20%. So what has driven this fall? 



 

     Earnings Call Transcript – FY 13(Q2) 
October 16th 2012, 02:00 PM 

 

Page 13 of 26 

J. K. Gupta: In fact as you see that this quarter we had an exchange loss and because 

SI business got substantial revenue from the international market, so 

they have the impact of that exchange loss that we suffered because of 

quarter end change, so that is no major issue. Otherwise, the margins 

are more or less stable in that segment. 

Sanjeev Hota: So continue to maintain given the rupee is appreciate more so we could 

still maintain our margin at around 17% for the full FY13? 

J. K. Gupta: I think we still are in the range of 16-17% and we feel that is the margin 

range in which we are going to operate. 

Sanjeev Hota: And if you could comment on the asset based solution and embedded 

base what kind of deal wins something on that part? 

R. Ramanan: Yes, our wins had been in the core products that we have general 

insurance, we have had wins Genisys; we have had wins in intelligent 

transport solutions like Nirdeshak and so on. We also had win in our e-

governance solutions related to treasury management. We continue to 

see traction in some of the other solutions that we have developed in 

the ports and cargos space both in India as well as in the international 

market. 

Sanjeev Hota: How much revenue is contributed through asset based solutions this 

quarter as compared to the last quarter? 

R. Ramanan: We don’t track separately asset based solutions, licensing versus 

services because our business model is from a customer point of view it 

is an integrated solution. Most of SI business comes from solutions and 

services. 
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Sanjeev Hota: Last question what is the TCS’ contribution to TCS Synergy share? 

J. K. Gupta: It is at the same level of 56% that we had in the last quarter? 

Moderator: Thank you. We have the next question from the line of Nishith Shah 

from Ambika Fincap. Please go ahead. 

Nishith Shah: My question is how do you differentiate. I have seen during conference 

call lot of people asking about the slow down and you have also been 

saying that slow down could not be impacting CMC. How do you 

differentiate from other normal software companies the product 

offerings of CMC and what kind of potentials do you see amongst the 

four SBUs that you talked about? 

R. Ramanan: Nishith, first of all we have not seen based upon the industry demand 

and so on any slow down. From our perspective, take for example, the 

solutions that we are in. General insurance in the Indian sector as well 

as in the India market as well as in the emerging geographies seems to 

be having major traction and growth opportunities with liberalization 

and reforms, not only in India but in other parts of the world. So we 

continue to see an increased potential and we have had wins in that and 

we also see a lot more companies in the transportation space, most of 

the companies in transportation are in the government sector. By the 

way, in terms of the solutions that we have and we are seeing increased 

spend whether it be railways, whether it be sports or whether it be 

ground transportation systems and I think one of the reasons driving 

that is also probably because of the slow down and on that there is 

increased dependency on public transportation system and increased 

usage of such transportation systems and therefore increased 

investments in these systems, not to mention climate change 
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considerations and all that. The third area that we are seeing is in India 

there doesn’t seem to be any slowdown in government based 

computerization. We continue to see e-governance projects and 

investments in that and we have been focusing on that and finally in the 

embedded and real-time systems space in the high-tech areas 

particularly automotive electronics. Automotive electronics is once 

again seeing probably a surge in demand in terms of technology content 

in the automotive space. Many of the automobile companies are 

increasing the trend on electronic sensor based system because its 

sophistication of near field communications or of remote sensing and of 

increased electronic gadgetry including integration of smart 

technologies and so on. These are becoming very important for 

companies to survive in the space otherwise they will lose the edge and 

that is an area that CMC has been focusing on. So our embedded real-

time system is also looking good. So I would say overall in the areas 

that we are in, whether there is a slow down or not we are seeing the 

opportunities and I think we will continue to see the opportunities and 

one of the things that you may observe in the international market is 

because of cloud and mobility and analytics becoming an important 

part of driving down cost and increasing efficiencies in the market 

place, these are going to be investments which companies are going to 

do and since we are addressing these segments both in our solutions 

and services personally my reading is that there is opportunity whether 

there is a slow down or not. 

Nishith Shah: Out of the four SBUs that you talked about, which SBU you see 

maximum potential? 

R. Ramanan: We see the SI SBU as having the maximum potential. 
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Nishith Shah: And what about IT enabled? 

R. Ramanan: IT enabled services is a consequence of many large SI projects, so you 

know when there is a large SI project, there is automatically 

digitization, workflow management integration and knowledge 

management, and knowledge processing. What we have been 

positioning  ITeS more in the knowledge processing space, KPO space, 

and that is one of the reasons why we have good margin. The business 

that we are in is not pure BPO. It is actually digitization leads to 

extraction of data and extraction of data leads to building relationships 

between the data extracted and creating vital decision support system or 

feeding into decision support system That is the business which we 

have been concentrating on and now with increased analytics playing a 

role we see a bigger opportunity for CMC than before to combine 

analytics into our digitization and workflow management and offer that 

as a service which is what they are positioning ourselves into. 

Nishith Shah: One question that keeps coming on is remote infrastructure 

management. When would you start calling it as a separate SBU and is 

there a special focus on that are now? 

R. Ramanan: Yes we have a special focus Nishith and like I mention you have to 

give me till that end of this year, even earlier I had mentioned. See, that 

is a traditional remote infrastructure management space which probably 

is already crowded. But what we are looking at is the newer space, 

which has now come up because of cloud related migrations, 

management over the cloud and then mobile integration and so on. So 

that is the new space of remote infrastructure management which where 

we are building and focusing on the skills required. Virtualization over 

the cloud is again becoming an important area. So that is an opportunity 
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for CMC to take leadership in these areas, because the field is level 

playing field for CMC and it is open. So that is where we are 

concentrating on I think we will see before the end of the year 

increased traction in the space by CMC. 

Nishith Shah: This can be big leg up for CMC. 

R. Ramanan: Yes, all the SBUs that you have, the biggest upside potential is in 

infrastructure services. 

Nishith Shah: And lastly how much investment right now you are doing for a future 

growth. If you can give some highlights on the amount of investment 

that you do on R&D kind of updating on the existing product solutions, 

the new versions that you would be doing, basically I am trying to 

understand how much company is today investing for the future? 

R. Ramanan: See we have launched an initiative called CMC 3.0. We have done it 

earlier. I think everybody is saying 3.0; so I think there is an issue with 

just the nomenclature for this. But essentially this is our investment into 

emerging technologies and emerging trends in the marketplace. We 

have a clear roadmap for integrating cloud mobile analytics and 

intelligent systems. When I talk of intelligent system, the element of 

security, cryptography, and identity management which is now to be an 

integral part, because you have data which is available over the net, 

over the mobile and so, on so there is increased focus on security 

related to data encryption. And so these are the four areas which are 

getting integrated into every product that CMC have. So we have a 

roadmap for each of the products for each of these areas. In addition to 

that we are looking at the service opportunities in this area because the 

service opportunities are essentially where you specialize in platform 
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which provides these capabilities and being able to develop a service 

over that platform. For example VMware is a virtualization platform, in 

infrastructure management, and we are building the competencies in 

using and leveraging VMware which can be offered as high-end 

services to our customers. 

Nishith Shah: How big is your team on the newer technologies tracking the trends, 

etc.? 

R. Ramanan: We have a team of about 250 people working on emerging technologies 

and R&D. 

Moderator: Thank you. We have the next question from the line of Prakash Bua. 

He is an individual investor. Please go ahead. 

Prakash Bua: My question is that in spite of a Tata brand company, a Tata Enterprise 

at a leadership position of CMC in the market global and local, how is 

that the price discounting for the company given by the stock market is 

so low of the standard of 2010. In 2010 our share price was around 

1400-1500 on an ex-bonus basis. How is it that despite better 

performance the market is not giving a proper discounting to the 

company, can you logicalize it, or give some rational for that? 

J. K. Gupta: Prakash, I think we will not be in a position to comment on the stock 

prices. I think a stock price is a result of so many factors playing in the 

market but I want to correct you on one aspect. I don’t know when you 

talk of discounting I don’t really understand what the discounting is, 

but if you talk of P/E multiple. 
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Prakash Bua: P/E multiple only, I mean thereby 20 P/E we should have actually, 

looking to the proactive nature of the business and the investment and 

the technology that we are talking about. 

J. K. Gupta: Prakash I think there is some arithmetic issue in this calculation. I think 

we are at the high-end of P/E multiple. We have got the highest P/E 

multiple among mid cap stocks. Beyond that I will not like to comment 

on stock prices. I think we want to discuss company performance. 

Stock prices are not in our control and this really depends on so many 

market forces actually. 

Prakash Bua: So at present what is our P/E ratio now currently? 

J. K. Gupta: Our trailing P/E is about 18-19. 

Moderator: Thank you. We have the next question from the line of Riken Gopani 

from Infina Finance. Please go ahead. 

Riken Gopani: Firstly I would like to understand the employee base which you 

mentioned what would be the people on our rolls and what would be 

the contracted employees? 

J. K. Gupta: Our regular employees are 4658 and our contract employees are 6093 

as on 30th September. But I want to say that all these employees are on 

the rolls of the company. Only employment agreement is different. 

Riken Gopani: So this would be shown under the subcontracting expenditure? 

J. K. Gupta: No, all of this would be shown under salaries and wages cost. 
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Riken Gopani: And secondly the band which you mentioned on the margins between 

15 to 17% is that assuming if you could help me understand the 

currency that you would be assuming in this? 

J. K. Gupta: We have not factored in any further movement in currency. You can 

say these are based on the current exchange rate. 

Riken Gopani: Because I think on the last quarter also we were mentioning the same 

band and post that quarter there has been an appreciation; so we are 

basically saying on a constant currency basis there is an expansion 

which we are factoring in it. Is that the right way to look at it? 

J. K. Gupta: Yes. 

Riken Gopani: And this quarter you said there was no change in the onsite-offshore 

mix, but what is the time frame within which you think there could be 

an improvement in this ratio, because you were talking about a 2-3 

quarter time period. 

J. K. Gupta: I think we still maintain that. We don’t see significant change 

happening till the end of this financial year. 

Riken Gopani: So FY14 is where you think this should improve? 

J. K. Gupta: Yes, it should start happening from FY14. 

Moderator: Thank you. We have the next question from the line of Abhishek 

Kumar from Standard Chartered. Please go ahead. 

Abhishek Kumar: Just one bookkeeping question I have. Could you please share what was 

the overseas living expense in the second quarter? 
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J. K. Gupta: In this quarter it was Rs. 3.36 crores, last quarter was Rs. 3.04 crores? 

Moderator: Thank you. We have the next question from the line of Jigar Shah from 

Kimeng Securities. Please go ahead. 

Jigar Shah: My question pertains to the education business of yours and we have 

seen some improvement quarter-on-quarter. Can you throw some more 

light in terms of what is happening in that business of your? 

R. Ramanan: The education training business this quarter has grown quite well. It has 

grown from 13.9 crores last quarter to about 16.3 crores during this 

quarter. We as you know we are into B2C training which is retail 

training, we are into corporate training and we are into our own centers 

training which we call as CJET, Job Enabling Training Program. In 

terms of our revenue growth it has been sort of uniform in all the three 

segments, but we are focusing increasingly on newer areas that we 

think are relevant to the market place. So we are in the process of 

identifying partnership to address the vocational trading markets. We 

would be launching programs related to that. We see a huge potential in 

that market. But it is a market which has a lot of players, so what we 

want to do is ensure that we differentiate ourselves, both in terms of the 

quality of the partnership that we bring to the table as well as the 

operational and financial models for this market because at the end of 

the day we want to make sure that our training results in a job and that 

is where this model is going to be successful and it is going to be 

financially viable. 

Jigar Shah: When do you think this will be like fully rolled out? 

R. Ramanan: We are launching into it in this quarter and we will be fully rolled out I 

guess within the next six months. 
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Jigar Shah: And one more question I had, it was pertaining to your system 

integration business essentially the embedded software. Now you 

mentioned that there is lot of demand for this from the automotive 

sector which his using electronics, can you give the kind of, not 

exactly, but an integrated size of these contracts and what kind of size 

you can get into in future looking at the work that you are doing in the 

size of your clients, what is the potential over there? 

R. Ramanan: In the embedded and real-time system space and automotive 

electronics, it is product engineering type of services and many of the 

contracts, it is not just one contract, it is several pieces of work that get 

allocated. So normally, a customer selects us not for just one contract or 

one project, but he selects CMC for the overall capability that we can 

bring in servicing them for a long period of time and therefore these are 

typically multiyear contract and they are typically geared towards a 

steady growth in the offshore leverage of product engineering whether 

it is the embedded hardware design, embedded software development 

or electronic validation verification and testing. These are the three 

segments in we are in. Some of our customers have setup long term 

ODCs with us. So there is a series of product engineering projects 

which are there. I will give you an example in the automotive sector. 

You have electronic related to braking electronic, steering electronics, 

entertainment electronics, and the controls electronics and so on. So 

there are different requirements and typically if you are servicing an 

automotive client you have different divisions which are catering to it 

and this normally select us to get involved with multiple divisions. 

Jigar Shah: One last point was on your CAPEX for this year. It is quite an 

aggressive CAPEX of like 2.3 billion, can you give us some idea in 
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terms of where you are spending this money and what benefit it will 

have going forward? 

J. K. Gupta: Yes, out of this Rs. 2.3 billion of CAPEX, about Rs. 1.4 billion is going 

to spend on ongoing SEZ project in Hyderabad where we are creating 

about 13,000 seat capacity. It is going to give us significant ability to 

service our international clients and execute all our international 

business in cost effective manner where we get lot of tax advantages. 

As you know, SEZ enjoys 10 years of tax advantage. About Rs. 300 

million we have allocated for developing a new office in Calcutta 

where we plan to consolidate our existing offices by creating about 

1500 seat capacity. This also will help us increasing our capabilities to 

grow business. So that is the most of the expenditure. Remaining 

amount is small which is generally in-line with the growth where the 

company is experiencing in terms of number of people and number of 

centers being developed and most of the expenditure is on IT 

equipment that is required to execute our business. 

Moderator: Thank you. We have the next question from the line of Radhika 

Merwin from PUG Securities. Please go ahead. 

Radhika Merwin: I got disconnected at that point of time. I got into the call when you 

were explaining about the decline in the equipment business. Just 

looking ahead, while we come back to the 8-10% of share from 

equipment business, what is the sort of headwinds that we can see in 

the margin going forward considering that rupee no longer is going to 

benefit us plus we have had an aberration in terms of 5% of equipment 

business. So going forward for the say the next few quarters, what 

would be the headwind that we can look at the margin performance? 
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J. K. Gupta: Yes Radhika, I think we explained earlier in this call. We expect our 

margins to remain stable where we are, so we expect to continue to 

operate in the same range of 16-17%. So give and take some 30-40 

basis points here and there, otherwise based on the current exchange 

rate that’s the kind of possible performance. Headwinds could be there 

in terms of further variation in dollar rupee. As we explained earlier 

also, Rs. 1 movement in exchange rate of dollar affects our top-line to 

the extent of around Rs. 5 crores and our bottom-line to the extent of 

about Rs. 1.5 crores. So that kind of variability can be there. But given 

that in this quarter we had over Rs. 76 crores of EBITDA, this Rs. 1.5 

crores is not going to significantly alter our current preposition of 

margins. 

Radhika Merwin: Right, understood and sir the other is on the breakup of the domestic 

and the US revenues in each of the segments, if you could share those 

numbers? 

J. K. Gupta: Yes Radhika you can note down. Our total customer services revenue 

in this quarter is Rs. 77.72 crores. Our domestic revenue out of that is 

65 crores. Our SI revenue is Rs. 281 crores, domestic is about Rs. 40 

crores out of that. ITeS is Rs. Rs. 72 crores, domestic is Rs. Rs. 33 

crores from that and Education and Training is completely domestic. 

Radhika Merwin: Just one more point on the employees that we added you mentioned 

that around 6093 is the subcontractor that you added right, this 

particular one? 

J. K. Gupta: No, it is not added. That is the count of subcontractors. 

Radhika Merwin: Exactly, that is the split; that is the count of subcontractors. 
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J. K. Gupta: Yes, this is not addition. Addition in this quarter has been only about 

37. 

Radhika Merwin: Sir also in terms of the international business, what was the growth 

sequentially this particular quarter? 

J. K. Gupta: We have sequential growth of 4%. So, we ended the quarter with 

international revenue of Rs. 304 crores compared to about Rs. 294 

crores in the first quarter. 

Radhika Merwin: Sir just one thought on the year, let say going into FY14, how are we 

looking at it, because we have had a very strong performance across 

segments in the last couple of so many quarters. Do we see some sort of 

moderation in the ITeS or SI going into FY14 are we confident of 

maintaining the run rate that we have been doing in these two 

segments? 

R. Ramanan: We have been seeing good traction in SI like I had mentioned earlier 

and we continue to see good opportunities for growth for CMC in SI 

both in the domestic and international segments. On the ITeS like I 

mentioned earlier that is a very good opportunity in the KPO areas 

which we are focusing on increasingly and the KPO areas are closely 

aligned with digitization, workflow management and analytics based 

upon the data extracted. So that is an area where CMC is growing and 

we see a huge potential for us in that area. In terms of the solutions 

space that we already have, emerging geographies, international 

geographies will play a key role and that too Middle East, Africa, Asia 

Pacific and even some of the Eastern European Economies. 

Moderator: Thank you. We have the next question from the line of Saurabh 

Ginodia from Smith Securities. Please go ahead. 



 

     Earnings Call Transcript – FY 13(Q2) 
October 16th 2012, 02:00 PM 

 

Page 26 of 26 

Saurabh Ginodia: Just missed your opening remarks with regard to growth in 

international revenue on a YoY basis. 

J. K. Gupta: Our international revenue grew 4% QoQ and 44% YoY. 

Saurabh Ginodia: And sir what was the growth in CMC America on YoY and QoQ? 

J. K. Gupta: CMC America grew 5% on a QoQ and 25% on a YoY basis in dollar 

terms. 

Saurabh Ginodia: And sir was there any growth with respect to currency on a QoQ basis 

in current quarter’s top-line? 

J. K. Gupta: I think it was almost flat. Current quarter average exchange rate was 

about 54.7 and the first quarter was 54.5. So I think it is almost flat. 

Moderator: Thank you. That was the last question from the participants. I would 

now like to hand the conference over to Mr. Ashish Aggarwal for 

closing comments. Over to you sir. 

Ashish Aggarwal: Thanks Shyma. I would like to thank all the participants for taking out 

the valuable time for the call. I would also like to thank the 

management for giving us an opportunity to host this call. Thank you. 

J. K. Gupta: Thank you Ashish and thanks to all the participants to spare their time 

to come on this call. Thanks all and have a good day ahead. 

R. Ramanan: Thank you very much. 

Moderator: On behalf of Tata Securities Limited that concludes this conference 

call. Thank you for joining us. You may now disconnect your lines. 

Thank you. 


