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Announces intent to acquire Australian IT firm DWS, to expand presence in ANZ region 
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Shares O/S (Mn) 2713 
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Mkt Cap (INR Mn)  2,177,174 
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SHARE PRICE PERFORMANCE 

SENSEX 38,757 

NIFTY 11,440 

MARKET INFO 
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SHARE HOLDING PATTERN (%) 

To acquire Australia-based IT firm DWS Limited, expand presence in ANZ region 

HCL Technologies has announced its intent to acquire Australia-based IT, business and 
management consulting firm DWS Limited. DWS - listed on the Australian Securities Exchange 
(ASX) - employed 772 people as of June-end, has offices in Melbourne, Sydney, Adelaide, 
Brisbane and Canberra and provides a range of IT services including Digital Transformation, 
Application Development & Support, Program & Project Management and Consulting, mainly 
in Australia and New Zealand. The acquisition will be done by a process of Scheme of 
Arrangement to be approved by courts in Australia. It will be subject to the approvals of 
Australia’s Foreign Investment Review Board, Australian Competition Commission and New 
Zealand’s Overseas Investment Office. The transaction will also require approval of DWS 
shareholders. The acquisition will be done through HCL Australia Services Pty. Limited, a wholly 
owned step-down subsidiary of HCL Technologies. 

The acquisition will help HCL Technologies to expand its service and client portfolio in the 
ANZ region and cross-sell its existing services to newer clients and verticals. A majority of 
DWS' FY20 revenue came from the Government and Defence vertical (43%), with BFSI 
accounting for the second-largest share (28-29%), with the balance revenue coming from 
varied industries including FMCG, Retail, Healthcare, Utilities, Resources and Transport. DWS' 
cash flow metrics are fairly healthy, with operating cash flow in FY20 at 112.5% of adjusted 
EBITDA. 

Transaction financials – Revenue, EBITDA multiples of <1x and 6.6x very reasonable 

HCL Technologies will pay AUD 1.20 per share for DWS' equity, which is at 32% premium to the 
share price close as on Friday September 18, 2020. This translates to an equity value of AUD 
158.2 million for DWS, plus approximately AUD 4 million in dividends declared by DWS in its 
recent annual earnings announcement. DWS earned revenue of AUD 167.9 million in FY20 
(June-ending FY), thus implying a revenue multiple of less than 1x. From an EBITDA multiple 
perspective, DWS earned 17% adjusted EBITDA margin in FY20, implying an EV/EBITDA 
multiple of 6.6x, including DWS net debt of AUD 24.6 million. The transaction is expected to 
close by December 2020, subject to regulatory approvals. On full consolidation, DWS will add 
around 1.1% to HCL Technologies' FY22E revenue and 0.7% to EBITDA. 

Outlook and View: At the CMP, HCL Technologies' stock trades at 15.6x/14.4x FY22E/FY23E EPS, 
respectively. We remain positive on HCL Technologies' business given its strong position in 
cloud infrastructure services, well-established ER&D practice and product differentiator, and 
the recent upgrade in business outlook also bodes well and reflects strong traction in deal wins 
across verticals. We maintain our ACCUMULATE rating on the stock, with a revised target 
price of INR 893, as we roll forward our valuation to FY23E EPS, giving a target PE multiple of 
16x FY23E EPS. 

Revenue CAGR between FY21 
and FY23E 

 9.1% 

PAT CAGR between FY21 and 
FY23E 

9.6% 
 Particulars Jun-20 Mar-20 Dec-19 

 Promoters 60.33 60.33 59.98 

 FIIs 25.62 26.42 27.66 

 DIIs 10.01 9.12 8.42 

 Others 4.05 4.13 3.96 

 Total 100 100 100 

Particulars (INR Mn) FY19 FY20 FY21E FY22E FY23E 

Revenue (USD Mn)       8,632        9,936        9,952     10,919     11,857  

Revenue  604,270   706,780   746,432   818,931   889,277  

EBIT  118,540   138,530   156,490   172,585   186,717  

APAT  101,230   110,620   125,966   139,560   151,450  

FDEPS (INR)         37.3          40.8          46.4          51.4          55.8  

EBIT margin (%)         19.6          19.6          21.0          21.1          21.0  

PAT margin (%)         16.8          15.7          16.9          17.0          17.0  

PE ratio (x)         21.5          19.7          17.3          15.6          14.4  

EV/EBIT (x)         17.7          15.0          12.9          11.5          10.4  
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Exhibit 1: Balance Sheet  
KEY FINANCIALS 

Particulars (INR Mn) FY19 FY20 FY21E FY22E FY23E 

Equity share capital              2,751               5,426               5,426               5,426               5,426  

Reserves         414,949          511,434          573,914          618,244          674,465  

Net worth         417,700          516,860          579,340          623,670          679,891  

Borrowings            51,122             72,016             62,705             53,394             44,082  

Minority interest              4,540               5,280               5,280               5,280               5,280  

Operating lease liability                    -               24,720             24,720             24,720             24,720  

Other liabilities            15,390             25,490             25,490             25,490             25,490  

Accounts payable            18,028             15,816             15,266             16,735             18,197  

Other current liabilities            82,190          171,977          175,691          182,490          189,060  

Total current liabilities         100,218          187,794          190,956          199,225          207,257  

Total Liabilities         588,970          832,160          888,491          931,779          986,720  

Gross block         158,434          191,274          209,934          234,502          261,181  

Depreciation         100,424          128,834          161,573          197,098          235,479  

Net block           58,010            62,440            48,361            37,404            25,702  

Intangible assets         176,950          294,210          294,210          294,210          294,210  

Investments in equity investees/affiliates                 350                  380                  380                  380                  380  

Other investments              3,550                     -                       -                       -                       -    

Right of use assets                    -               26,240             26,240             26,240             26,240  

Other assets            52,940             64,640             64,640             64,640             64,640  

Accounts receivable         117,060          141,340          153,377          172,761          194,910  

Unbilled revenue            29,040             36,380             44,990             56,091             65,782  

Investment securities, available for sale            22,200             69,880             69,880             69,880             69,880  

Cash and bank            91,710             83,850          133,613          157,373          192,177  

Other current assets            37,160             52,800             52,800             52,800             52,800  

Total current assets         297,170          384,250          454,660          508,905          575,549  

Total Assets         588,970          832,160          888,491          931,779          986,720  
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Exhibit 2: Profit & Loss Statement 

 Source: Company, KRChoksey Research 

KEY FINANCIALS 

Exhibit 4: Ratio Analysis 

Exhibit 3: Free Cash Flow Analysis 

Source: Company, KRChoksey Research 

Source: Company, KRChoksey Research 

Particulars (INR Mn) FY19 FY20 FY21E FY22E FY23E 

Revenue (USD mn) 8,632  9,936  9,952  10,919  11,857  

Revenue 604,270  706,780  746,432  818,931  889,277  

Employee cost 383,160  440,180  452,702  496,171  539,681  

SG&A expenses 71,850  86,900  89,572  98,272  106,713  

R&D expenses 9,250  12,760  14,929  16,379  17,786  

EBITDA 140,010  166,940  189,230  208,110  225,098  

Depreciation & Amortisation 21,470  28,410  32,740  35,525  38,381  

EBIT 118,540  138,530  156,490  172,585  186,717  

Interest Cost 1,743  3,649  3,683  2,483  1,469  

Other Income 9,463  5,429  7,036  6,948  6,853  

PBT 126,260  140,310  159,843  177,050  192,101  

Income tax 24,810  29,380  33,567  37,181  40,341  

PAT before minority interest 101,450  110,930  126,276  139,870  151,760  

Minority interest 220  310  310  310  310  

PAT after minority interest 101,230  110,620  125,966  139,560  151,450  

Diluted EPS (INR) 37.3  40.8  46.4  51.4  55.8  

Particulars (INR Mn) FY19 FY20 FY21E FY22E FY23E 

Net cash generated from Operations 101,142  141,810  141,222  152,869  166,022  

Net cash flow from Investing Activities -41,576  -41,020  -18,661  -24,568  -26,678  

Net cash flow from Financing Activities -3,302  -99,974  -72,797  -104,541  -104,541  

Net inc/(dec) in cash equivalents 56,264  816  49,763  23,760  34,803  

Opening balance 74,205  91,710  83,850  133,613  157,373  

Other adjustments -38,759  -8,676  0  0  0  

Closing cash and cash equivalents 91,710  83,850  133,613  157,373  192,177  

Particulars FY19 FY20 FY21E FY22E FY23E 
Tax rate (%)                19.6                 20.9                 21.0                   21.0                   21.0  
RoE (%)                25.8                 23.7                 23.0                   23.2                   23.2  
RoCE (%)                22.6                 20.7                 20.1                   20.7                   21.1  
Current ratio (x)                  2.7                   1.8                   2.2                     2.4                     2.7  
EBITDA margin (%)                23.2                 23.6                 25.4                   25.4                   25.3  
EBIT margin (%)                19.6                 19.6                 21.0                   21.1                   21.0  
Net profit margin (%)                16.8                 15.7                 16.9                   17.0                   17.0  
PE ratio (x)                21.5                 19.7                 17.3                   15.6                   14.4  
EV/EBITDA (x)                15.0                 12.4                 10.7                     9.6                     8.7  
EV/EBIT (x)                17.7                 15.0                 12.9                   11.5                   10.4  
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Visit us at www.krchoksey.com  

KR Choksey Shares and Securities Pvt. Ltd 
Registered Office:  

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai – 400 001. 
Phone: +91-22-6633 5000; Fax: +91-22-6633 8060. 

Corporate Office:  
ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai – 400 053. 

Phone: +91-22-6696 5555; Fax: +91-22-6691 9576. 

Rating Legend (Expected over a 12-month period) 

Our Rating Upside 

Buy More than 15%  

Accumulate 5% – 15% 

Hold 0 – 5% 

Reduce -5% – 0 

Sell Less than – 5% 

ANALYST CERTIFICATION: 

I Harit Shah (PGDBA-Fin, NISM-Research Analyst), Lead Analyst, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect my views about 
the subject issuer(s) or securities. I also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.  

   

Terms & Conditions and other disclosures:  

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited. KRCSSPL is a registered 
Research Entity vides SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.   

 

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.  

 

KRCSSPL prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analyst covers.  

The information and opinions in this report have been prepared by KRCSSPL and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for 
the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of 
KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation to update the information. Also, there may be regulatory, compliance or other 
reasons that may prevent KRCSSPL from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations 
and/or KRCSSPL policies, in circumstances where KRCSSPL might be acting in an advisory capacity to this company, or in certain other circumstances.  

 

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and 
information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though 
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. KRCSSPL will not treat recipients as customers by virtue of their receiving this report. Nothing in this 
report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions 
expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may 
not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of 
changes in interest rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not 
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially 
from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. Our employees in sales and marketing team, dealers and other professionals  may 
provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed herein, .In reviewing these materials, you should be aware that any or all of the 
foregoing, among other things, may give rise to real or potential conflicts of interest.  

 

Associates (Group Companies) of KRCSSPL might have received any commission/compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report 
for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.  

 

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months. 

 

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report. KRCSSPL or its analysts did 
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither KRCSSPL nor Research 
Analysts have any material conflict of interest at the time of publication of this report.  

 

It is confirmed that, Harit Shah (PGDBA-Fin, NISM-Research Analyst), Lead Analyst, of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. 
Compensation of our Research Analysts is not based on any specific brokerage service transactions.  

 

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately preceding the date of 
publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research analyst.  

 

It is confirmed that, Harit Shah (PGDBA-Fin, NISM-Research Analyst), Lead Analyst, do not serve as an officer, director or employee of the companies mentioned in the report.  

 

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other Jurisdiction, where such distribution, 
publication, availability or use would be contrary to law, regulation or which would subject KRCSSPL and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein 
may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform them of and to observe such restriction.  
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