Profit Call

When the going
gets tough...

Cheap valuations notwithstanding, analysts believe only better execution
capability and consistency in growth rates will lead to a rerating of NIIT Tech

Sheetal Aggarwal

t has been rough and tough, but improving demand for

technology and incomparable offshoring benefits have

kept the Indian IT industry rolling along, in the past cou-

ple of years. To survive the meltdown in the global econ-
omy, large-caps competed on scale, while mid-caps, mostly on
their niche capabilities. Interestingly, NIIT Technologies, the
mid-cap IT services player which witnessed rate cuts from some
of its large clients (its overall revenues were down 6.8 per cent in
FY10), has been developing non-linear revenues as its strategy
for growth.

“In the future, you would need to compete on the value you
provide, and for that, we have introduced new service lines” says
Arvind Thakur, CEO, NIIT Technologies. “The first is managed
services, which offer complete end-to-end services by deliver-
ing IT infrastructure and applications as completely adminis-
tered services. The second is platform-based services, which is
IP-centric. The third is to offer these services on an on-demand
mode, which is cloud computing” Collectively, they are what the
industry calls non-linear services. “Currently, the contribution
of non-linear services is 26 per cent. By the end 0f 2012, they will
contribute around 35 per cent to our revenues; says Thakur.

It's a smart move. Raunak Onkar of Parag Parikh Securities
says, “As non-linear activities are not directly linked to the num-
ber of employees, the company usually enjoys higher utilisation
rates and margins, depending on the services offered” Indeed,
NIIT Tech has been delivering on both the parameters: its av-
erage operating margin has been 20 per cent over the past five
years (See graphic: Strong and steady), and utilisation rates have
been above 80 per cent levels.

Room for more

NIIT Tech gets a chunk of its revenues from the banking and
financial services sector, particularly insurance: almost 40 per
cent of its overall revenues come frorh this vertical. According
to Thakur, the company has built specialisation and leadership
in commercial insurance. Its fully-owned UK-based subsidiary,
Room Solutions, offers a platform for processing commercial in-
surance transactions to customers of Lloyd’s, the largest reinsur-
ance market in the UK. Thakur adds, “There are some areas in
insurance in which we are clear leaders.

NIT Tech has made a good acquisition in Room Solutions,
which contributes to around 10 per cent of the total revenue,
and is helping it drive its non-linear initiatives. Onkar says,
“This solution (Room) has also been clocking margins of around
26 per cent on a standalone-basis over the September-ended

quarter” NIIT Tech is also carving out a niche in the travel and
transport vertical that contributes to a third of its revenues. Fact
is, the travel industry underwent a major slowdown, the previ-
ous year. Consequently, to optimise costs, there was increased
demand for innovative products from the tourism industry. NIIT
Tech partnered with the online travel company, Low Cost Travel
Group, to address these business needs. It, then, went about im-
proving efficiencies and reducing overall costs using its proven
domain expertise in the travel, transportation and logistics sec-
tor. Srinivas Seshadri of RBS Securities says, “In travel, the com-
pany has legacy strength and does not even have head-to-head
competition” NIIT Tech’s biggest client in this vertical is British
Airways. The segment itself has been growing at a compounded
quarterly rate of 7 per cent over the past five quarters.

NIIT Tech’s other IP-assets in the travel vertical include Soft-
ech, which provides solutions and services in the airline revenue
accounting and operations space, and SATS (Singapore airline
terminal services), which is the leading provider of integrated
ground handling and airline catering services at airports. The
company also has a JV with USA-based ESRI and holds a major-
ity stake in it. This way, NIIT Tech sells its GIS-based (geographi-
cal information system) IPs in India.

Strong and steady

NIIT Tech’s margins are high due to its non-linear initiatives
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