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INTERVIEW /[ VINEETNAYAR

"Total outsourcing mkt is on upswing

CL Technologies, India's fifth-largest IT sendees dian SAPisgoingtobe the offshore entity. We are g
H firm, closed the country's largest tech acquisition ingto setup an academy of SAP excellence and a
on Monday by acquiring UK-based Axon Group lutions centre in India where allthe solutions for th
for'$658'million  afteroutbidding larger rival Infosys. CEO global SAP rollout canbe conceptualised.
Vineet Nayar says he could have paid any price for What opportunities do you see for the joint
Axon's capabilities. Excerpts of an interview with company especially as the SAP market is
Deepshikha Monga: slowing down?
The combined funnel isabout $1.2 billion. The overe
Whatmade Axon so attractive? SAP marketisslowing down but offshoring will go up
Let's talk about the overall strategy how Axon fits in Thiswork wasn't coming to India because we didr
and how we'd have paid any price to getit. In 2005, have the capabilities. The proposition we ha\
everybody was 90% applications development and launched in the market is very different. It's end-t¢
maintenance (ADM) and HCL was a small player. We end delivery. Wth our RIM capabilities, we will savi
wouldhave failedhadwe foughtpeople onADM. We 20% for the client and invest it back in SAP. So,
came out with our Blue Ocean strategy of identifying you're spending $100 million per annum and ha
distinct markets. We identified fowgapsThe first was legacy applications, we will transform your applice
the $15 billion engineering services—India's share is tionsto SAPwithout charging you for it. While the re
only $1.3billion— whichis expectedtobe $90 billion cessionis on, your systems willbe transformed.
by 2010. Remote infrastructure management (RIM) What aboutthe impact on the HCL stock and
was the second. The offshorable markétl@Obillion, the EPS?
of which India's share is less th&billion. Third the If you see the market today, there are largely sho
$100-bi]lion enterprise applications market. Of this, term buyers due to the liquidity pressure. HCL's sto
SAP services marketis $26bi]lion; about $7.3bi]lionof price isthe right reflection ofthe value ithas forthe cu
it offshorable. Indian ITs share is $1.5 billion. The rent set of investors. When the long-term investo
fourth is platform-based BPO. There was a capability comeback, HCL willbe very attractive. You will see 1
gapin India to address the SAP market, sowe started days of Axon revenues in this quarter's results. It w
searching for acquisition opportunities. . . . be EPS dilutive in the short-term because of their lo\
We identified three companies. Agroup of *man - I'd have pald anythlng to er EBITmargins ofl2-13% We arecloserto 18-20%.

agers came back with a presentation on the relative . . Howis the currentdownturn affecting business
strengths and weaknesses of these companies. Before vaUIre Axon because Its and whatimpactareyou expecting?
the presentation, | asked them which company ‘felt' . L. There is a recent CLSA report which quotes Infos
right, irrespective of the data and analysis, and 15 said revenues are |mmater|a|, the talking aboutthe market drying up and deal flow con
Axon. We opened the presentation and their recom- . . . . ingdown.HCL willannounce inJanuary that Oct-De
mendation wasn't Axon. Wth an acquisition, we're ImpaCt |t W|” CreatefOI’ US IS hasbeenthe biggest quarter everinits history, in ter
looking at a 20x multiplier impact over a period of . of deal flow. The factors are not slowdown alone, the
time.That willnot come from looking atwhat you're hugely matel‘lal isthe currency factor. In the dotcom bust, we were n
acquiring but what you do after acquisition. I'd have dealingwith currency factor. It's expected thatHbud:
paid anything to acquire Axon asitsrevenues are im- etswill see anegative quarter-on-quarter growth a
material; the impactitwill create for usis large. If someone elsetried to comes in, you take your stak®0st discretionary budgets have been frozen. The
Whatwas your acquisition strategy? to 26%. Butthe moment you acquire stock you can'#@feésomepositives.The total outsourcingmarkedee-
In acquisition of any company in Europe or UK, thereyote, soit's a delicate balance. We took a dollar loan bell'd @ significant upswing, which willbe reflectedin ou
isalways a second bidder. So, the trickisto be the segause the forwards between dollars and the poun@Sults. More countries are outsourcing. You will s¢
ond bidder. We waited on the sidelines and the firsyere corning down. Thus an $800-rnillion or so deafSWeden, Germany, Japan and Australia corning ir
bidder came in. Wth our entry, the pressure was ofhatwe didnow comes to $65million. big way. We are seeing a very high degree of venc
the first party. Secondly we could take allthe time toywhat will be the integration process? consolidation, in search of value andnot relationshig
anange for the funding. We wentto the marketto raisye have reverse merged our SAP practice witMOSt customers today are opening their doors a
loans and people vied with each other to give us th&xon. Like HCL Comnet, HCL Axon—that's what it inviting new vendors, if they have new ideas. Th
loanbecause they saw certaintyin the deal happeningi|| be called — will be an independent company.Presents an opportunity for HCL to step in. So, of tf
Then, we acquired 40.43%stake in Axon. It was The Axonbrand willbe retained, so will allthe peo-27 vendor consolidation thathappened in the last:
notto reduce cost of acquisition but toblank outarivalple. HCL Axon willhave abou®,000people. The In- months, HCL enteredial.



