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Mode 1-2-3 powering growth and differentiation 
Q4FY17 was marked by continued momentumin core verticals (BFSI, 
Manufacturing), 8transformational deal wins, strong execution 
(utilization up 110bps QoQ) and seamless integration of acquisitions. 
FY18 guidance encouraging: Revenue growth of 10.5-12.5% in 
constant currency terms. Despite acquisitions, it has maintained EBIT 
margin guidance of 19.5-20.5%- a positive. Thus, even in FY18,HCLT 
should outperform peers. 

Multi-mode (Mode 1-2-3) strategy is enabling deeper penetration, 
market share gains and driving differentiated IP/platformofferings. 
Management expects Mode 2-3 strategy to contribute ~35% of portfolio 
by FY21 (FY17: ~19%). BFSI remains a growth vertical and HCLT has 
been a beneficiary of vendor consolidation activityand increasing digital 
spends.  
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Multi-mode strategy to leverage changing industry dynamics and accelerate IP/platform presence 
♦ Mode 1(FY17 share: 81.4%, up 8.3% YoY):comprises core services of Applications, IMS, BPO and Engg& 

R&D.HCLT leverages its DRYiCE Autonomics to transform clients’ business and IT landscape. In addition to large 
deal wins, HCL entered into an agreement to acquire 100% stake in Urban Fulfillment Services, LLC, a provider of 
mortgage business process & fulfillment services. This acquisition adds 350+ highly skilled professionals. HCLT 
also completed the acquisition of Geometric, strengthening its position in the space of Industry 4.0, Industrial IoT 
and Digital Manufacturing 

♦ Mode 2 (FY17: 12.8% of rev, up 16.4% YoY): involves delivering experience–centric and outcome–oriented 

integrated offerings of Digital & Analytics, IoTWoRKS, Cloud Native Services and Cyber security & GRC services. 

HCLT continues to enhance its partnerships (Azure, AWS, Blue Mix, Mulesoft, Adobe, Metosphereetc), enhancing 

its framework etc. 62% of its Top 150 clients have been penetrated under Mode 2 services.  HCLT sees very little 

impact due to shift from legacy to digital services. IoT WORKS is seeing good traction in the market with 6 new 

logos being added and is helping in tapping new buyers (Continued on page 2…) 
 Financial summary (Consolidated) 
Y/E June FY16 FY17 FY18E FY19E 

Sales (Rs bn) 311 467 519 589 

Adj PAT (Rs bn) 56 85 92 106 

Con. EPS* (Rs) - - 63 68 

EPS (Rs) 53 60 65 75 

Change YOY (%) 2 52 8 16 

P/E (x) 21 14 13 11 

RoE (%) 21 27 26 26 

RoCE (%) 25 31 31 32 

EV/E (x) 16 10 9 7 

DPS (Rs) 17 24 28 32 

Source: *Consensus broker estimates, Company, Axis Capital 

Note: FY16 is for 9 months due to year end change from June to March. Hence,revenue, 
EBITDA, RoE,RoCE not comparable. We have annualized 9MFY16 EPS for comparison of 
YoY growth rates 

Key drivers 
(USD bn) FY17 FY18E FY19E 

USD revenue 7.0  7.7  8.6  

% change YoY 12% 11% 11% 

EBIT margin 20.3% 20.5% 21.2% 

 

Price performance 

 
 

   

 

60

80

100

120

140

Apr-16 Jul-16 Oct-16 Jan-17 Apr-17

 Sensex HCL Technologies



 

   02 

 

17 MAY 2017 Quarterly Update 

HCL TECHNOLOGIES 
IT - SERVICES 

 
 
Exhibit 1: Results update (Rs mn) 
  Quarter ended 

 
12 months ended 

 
Mar-17 Mar-16 % Chg Dec-16 % Chg 

 
Mar-18E Mar-17 % Chg 

Revenue (USD terms) 1,817  1,587  14.5  1,745  4.1   7,744  6,975  11.0  

Net sales 120,530  106,980  12.7  118,140  2.0   518,818  467,220  11.0  

EBITDA 26,490  23,790  11.3  26,280  0.8   115,923  103,090  12.4  

Other income 2,150  2,000   -  2,310     9,105  9,340   -  

PBIDT 28,640  25,790  11.1  28,590  0.2   125,028  112,430  11.2  

Depreciation 2,330  1,570   -  2,200   -   9,690  8,340   -  

PBT 26,310  24,220   -  26,390   -   115,338  104,090   -  

Tax  3,030  4,970   -  5,680   -   23,644  19,520   -  

Adjusted PAT 23,280  19,250  20.9  20,710  12.4   91,693  84,570  8.4  

No. of shares (mn) 1,413  1,413   -  1,413   -   1,413  1,412   -  

EBIDTA margin (%) 22.0  22.2  (26)bps 22.2  (27)bps  22.3  22.1  28 bps 

PBIDT margin (%) 23.8  24.1  (35)bps 24.2  (44)bps  24.1  24.1  3 bps 

EPS (Rs.) 16.5  13.6  20.9  14.7  12.4   64.9  59.9  8.4  
 

Source: Company, Axis Capital  

 

(…Continued from page 1) 

♦ Mode 3 (FY17: 5.8% of rev, up 80.2% YoY):  HCL continues to explore & enter 

into strategic and innovative IP–based partnerships, targeting specific next–

generation opportunities. In Q4FY17, HCLT extended its IP partnership with 

IBM for additional products in the areas of Information Management and 

Database Management Systems. HCLT has committed to invest ~USD 80 mn in 

the extended partnership. It also continues to invest in internal IP creation 

strategy and expand the capabilities and markets for DRYiCE. Management 

shared every component/ sub-segment of DRYiCE is in itself a growth 

component; thus presents a promising future 

 
FY18 guidance  

♦ FY18 guidance (revenue growth of 10.5-12.5% in constant currency terms). 

Based on 31 March 2017 exchange rate, this would imply revenue growth of 

9.9% to 11.9% in USD terms 

♦ EBIT margin guidance maintained at 19.5% to 20.5% (assumed USD / INR at 

Rs 65.5 and other currencies at FY17 average exchange rates) 

Key highlights: Q4FY17 and management concall 

♦ Update on Financial services (~24% share): Management shared it remains a 

dominant player in the Capital Market segment. In this sub-segment, clients are 

spending on cost rationalization and next-gen services. In Banking and 

Insurance, growth is seen in digital, analytics and security. HCLT sees strong 

opportunity in cross selling within existing clients. New account wins are being 

driven by its ability to provide higher quality work in data, digital and 

analytics. Overall budgets are flat to 2% increase and vendor consolidation 

activity is presenting good growth opportunity. The mix is changing from 

traditional spends towards digital 
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♦ IMS (~39% share):  Rebid market remains promising and Europe remains a 

high growth market especially in Nordics, Continental Europe etc.  Expects 

growth momentum in cloud related migration  

♦ Constant currency revenue of USD ~1,811mn, up 3.8% QoQ (Infosys: flat, 

TCS: 1%). In USD terms, revenue was USD 1,817 mn; up ~4% QoQ 

♦ Revenue from Mode 1 at 81.4% (up 8.3% YoY), Mode 2 at 12.8% (up 16.4% 

YoY) and Mode 3 at 5.8% (up 80.2% YoY). 

♦ Momentum in deal signing continues:8 transformation deals signed in Q4FY17 

across service lines and verticals 

♦ In constant currency terms, In cc terms, revenue recorded a growth of 3.8% 

QoQ. Growth was led by Engg. and R&D (14.6% QoQ; ~21% share) 

Infrastructure services (~0.9% QoQ; ~39% share) and Applications services 

(~1.8% QoQ; ~37% of share) 

♦ Blended utilization at 85.7% (Q3FY17: 84.6%), Attrition (IT Services) down 

100 bps at 16.9% (Q3:17.9%) 

♦ Client mining:1 client added in USD 50 client bucket  

♦ Vertical performance: Financial Services (up ~3.0%, ~24% of revenue), 

Manufacturing up ~6.3% QoQ (~35% of revenue), Public services up ~8.1% 

(~12% of revenue) with Lifesciences& Healthcare flat (~12% of revenue), 

Retail/CPG up 2.1% (~9% of revenue) 

♦ SG&A jumped during the quarter due to  acquisition related expenses 

Valuation 
We expect USD revenue CAGR of 11% over FY17-19E. In INR terms, our CAGR 

stands at 12% for revenue, 14% for EBIT and 12% for PAT with an EPS of Rs65/ Rs 

75 for FY18E/FY19E. We rollover our target price to FY19E and value the 

company at Rs 902 (12x FY19E).Maintain HOLD given 8% upside fromCMP of  

Rs 839.The stock trades at 13x/11x FY18E/19E EPS. 
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Exhibit 2: Revenue growth (cc)  
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Source: Company, Axis Capital 

 

Exhibit 3: EBIT margin 
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Source: Company, Axis Capital 

 

Exhibit 4: Segment margins 
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Source: Company, Axis Capital 
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Exhibit 5: Client mining 
 

  Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 
No. of Million $ Clients 450 468 476 486 494 482 482 494 496 506 

No. of 5 Million $ Clients 205 206 211 224 227 233 237 235 241 246 

No. of 10 Million $ Clients 121 122 124 133 140 144 146 146 148 153 

No. of 20 Million $ Clients 69 73 73 75 74 75 80 82 87 85 

No. of 30 Million $ Clients 37 38 40 43 42 43 48 49 48 49 

No. of 40 Million $ Clients 22 22 23 24 26 29 32 34 35 34 

No. of 50 Million $ Clients 16 17 17 18 19 19 20 20 24 25 

No : of 100 Million $ Clients 7 7 7 7 7 8 7 8 8 8 
 

Source: Company, Axis Capital 

 

Exhibit 6: Performance in Top clients 
 

  Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 
Rev. (USD mn) 1,491   1,491  1,538  1,545  1,566  1,587  1,691  1,722  1,745   1,817  

Rev. share (%) 
          

Top 5 clients 14.0 13.5 13.2 13.6 13.6 13.6 13.9 13.8 14.2 14.7 

Top 10 clients 22.3 21.8 21.7 21.9 21.7 21.8 21.8 21.6 21.7 22.1 

Top 20 clients 32.4 32.2 32.4 32.4 32.4 32.2 31.7 31.8 31.9 32.9 

Remaining clients 67.6 67.8 67.6 67.6 67.6 67.8 68.3 68.2 68.1 67.1 

Rev. share (USD mn) 
          

Top 5 clients 209 201 203 210 213 216 235 238 248 267 

Top 6-10 clients 124 124 131 128 127 130 134 134 131 134 

Top 11-20 clients 151 155 165 162 168 165 167 176 178 196 

Remaining clients 1008 1011 1039 1044 1059 1076 1155 1175 1189 1219 

Rev. share (% change QoQ) 
          

Top 5 clients 1.1% -3.6% 0.9% 3.5% 1.4% 1.4% 8.9% 1.1% 4.3% 7.8% 

Top 6-10 clients -0.8% 0.0% 5.6% -1.9% -1.1% 2.6% 2.6% 0.6% -2.6% 2.7% 

Top 11-20 clients 6.1% 2.9% 6.1% -1.4% 3.3% -1.5% 1.4% 5.0% 1.3% 10.2% 

Remaining clients 4.9% 0.3% 2.8% 0.5% 1.4% 1.7% 7.3% 1.7% 1.2% 2.6% 
 

Source: Company, Axis Capital 

 

Exhibit 7: Vertical performance 
 

  Q1FY16 Q2FY16 Q3FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 
  Sept'2015 Dec'15 March'2016 June 2016       
Revenue share % 

       
Financial Services 26.1 25.9 25.0 23.6 24.1 24.3 24.2 

Manufacturing 32.5 31.5 31.4 33.2 32.2 33.9 34.6 

Life Sciences & Healthcare 12.4 12.2 12.8 11.9 12.6 12.0 11.5 

Public Services 10.0 10.6 11.1 11.7 10.9 11.2 11.7 

Retail & CPG 8.8 9.5 9.2 10.0 10.4 9.4 9.2 

Telecom, Media, Publishing & Entertainment 9.6 9.7 9.9 9.1 9.4 8.9 8.4 

Others 0.6 0.6 0.5 0.5 0.4 0.4 0.3 

% change QoQ in cc terms 
       

Financial Services 1.9% 1.9% -1.3% -0.1% 5.6% 4.5% 3.0% 

Manufacturing 0.5% -1.3% 0.9% 12.0% -0.9% 8.3% 6.3% 

Life Sciences & Healthcare 4.3% 0.3% 6.4% -1.0% 8.2% -2.9% 0.1% 

Public Services 4.9% 8.4% 7.1% 11.8% -3.7% 5.6% 8.1% 

Retail & CPG 1.4% 10.3% -1.2% 14.5% 7.7% -6.9% 2.1% 

Telecom, Media, Publishing & Entertainment 1.0% 3.4% 4.2% -2.8% 6.1% -3.3% -2.1% 
 

Source: Company, Axis Capital 
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Exhibit 8: Services performance 
 

  Q1FY16 Q2FY16 Q3FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 
  Sept'2015 Dec'15 March'2016 June 2016   

  
Revenue share % 

       
Engineering and R&D Services 19.2 18.6 18.7 17.7 17.8 18.6 20.5 

Custom Application (Industry Solutions) + Enterprise Apps 40.4 40.4 39.9 38.3 37.8 37.5 36.8 

Infrastructure Services 35.1 35.5 36.2 39.8 40.3 39.8 38.8 

BPO Services 5.3 5.5 5.2 4.1 4.1 4.0 3.9 

% change QoQ in cc terms 
       

Engineering and R&D Services 3.6% -1.5% 1.9% 0.7% 2.3% 7.1% 14.6% 

Custom Application (Industry Solutions) + Enterprise Apps 0.1% 2.0% 0.5% 1.9% 1.4% 2.0% 1.8% 

Infrastructure Services 0.9% 3.4% 3.9% 16.5% 4.4% 2.1% 0.9% 

BPO Services 2.4% 8.0% -4.1% -15.9% 2.1% 2.9% 0.2% 
 

Source: Company, Axis Capital 

 

Exhibit 9: Geography performance 
 

  Q1FY16 Q2FY16 Q3FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 
  Sept'2015 Dec'15 March'2016 June 2016     

 
Revenue share % 

       
US 58.7 61.0 62.5 59.9 61.9 61.9 62.6 

Europe 31.7 29.9 28.4 31.4 29.3 29.6 27.7 

ROW 9.6 9.1 9.1 8.7 8.8 8.5 9.7 

% change QoQ in cc terms 
       

US 0.7% 5.5% 3.7% 2.0% 5.5% 1.7% 5.3% 

Europe 5.6% -2.4% -2.4% 16.9% -2.1% 6.8% -3.0% 

RoW -8.4% -3.4% 1.3% 0.0% 2.0% -0.5% 15.8% 
 

Source: Company, Axis Capital 

 

Exhibit 10: P/E valuation 

4

9

14

19

24

A
p
r-
0
7

O
ct

-0
7

A
p
r-
0
8

O
ct

-0
8

A
p
r-
0
9

O
ct

-0
9

A
p
r-
1
0

O
ct

-1
0

A
p
r-
1
1

O
ct

-1
1

A
p
r-
1
2

O
ct

-1
2

A
p
r-
1
3

O
ct

-1
3

A
p
r-
1
4

O
ct

-1
4

A
p
r-
1
5

O
ct

-1
5

A
p
r-
1
6

O
ct

-1
6

A
p
r-
1
7

(x)

HCL Tech fwd PE (x) Mean +1 SD -1 SD

 

Source: Bloomberg, Axis Capital 
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Financial summary (Consolidated) 

Profit &loss (Rs bn) 

Y/E June FY16 FY17 FY18E FY19E 

Net sales 311 467 519 589 

Other operating income - - - - 

Total operating income 311 467 519 589 

Cost of goods sold (205) (309) (336) (378) 

Gross profit 107 158 183 211 

Gross margin (%) 34 34 35 36 

Total operating expenses (40) (55) (67) (75) 

EBITDA 67 103 116 136 

EBITDA margin (%) 22 22 22 23 

Depreciation (4) (8) (10) (11) 

EBIT 63 95 106 125 

Net interest - - - - 

Other income 8 7 9 11 

Profit before tax 70 104 115 135 

Total taxation (15) (20) (24) (29) 

Tax rate (%) 21 19 21 22 

Profit after tax 56 85 92 106 

Minorities - - - - 

Profit/ Loss associate co(s) - - - - 

Adjusted net profit 56 85 92 106 

Adj. PAT margin (%) 18 18 18 18 

Net non-recurring items - - - - 

Reported net profit 56 85 92 106 

Balance sheet (Rs bn) 

Y/E June FY16 FY17 FY18E FY19E 

Paid-up capital 3 3 3 3 

Reserves & surplus 277 332 378 431 

Net worth 280 335 380 434 

Borrowing 10 5 5 5 

Other non-current liabilities 13 13 14 15 

Total liabilities 303 353 399 454 

Total fixed assets 43 87 98 108 

Other Investment 2 1 1 1 

Debtors 107 108 121 137 

Cash & bank 113 115 157 193 

Loans & advances - - - - 

Current liabilities 95 111 137 154 

Net current assets 149 142 171 210 

Other non-current assets 103 111 118 122 

Total assets 303 353 399 454 

                          

                          

                          

                          

                           

 

 

Cash flow (Rs bn) 

Y/E June FY16 FY17 FY18E FY19E 

Profit before tax 70 104 115 135 

Depreciation & Amortisation 4 8 10 11 

Chg in working capital (10) 10 13 (4) 

Cash flow from operations 50 103 114 113 

Capital expenditure (9) (53) (20) (21) 

Cash flow from investing (29) (66) (26) (25) 

Equity raised/ (repaid) 1 - - - 

Debt raised/ (repaid) 5 (4) - - 

Dividend paid (29) (41) (48) (54) 

Cash flow from financing (22) (45) (48) (54) 

Net chg in cash (1) (9) 40 34 

Key ratios 
Y/E June FY16 FY17 FY18E FY19E 

OPERATIONAL                         

FDEPS (Rs) 53 60 65 75 

CEPS (Rs) 43 66 72 83 

DPS (Rs) 17 24 28 32 

Dividend payout ratio (%) 44 40 43 43 

GROWTH                         

Net sales (%) - 50 11 13 

EBITDA (%) - 54 12 17 

Adj net profit (%) 2.4 52 8 16 

FDEPS (%) 2.4 52 8 16 

PERFORMANCE                         

RoE (%) 21.1 27.5 25.6 26.1 

RoCE (%) 24.7 31.2 30.7 31.7 

EFFICIENCY                         

Asset turnover (x) 2.0 2.4 2.4 2.6 

Sales/ total assets (x) 0.8 1.1 1.0 1.0 

Receivable days 126 84 85 85 

Payable days 142 112 124 124 

FINANCIAL STABILITY                         

Current ratio (x) 2.6 2.3 2.2 2.4 

                          

                          

                          

                          

                          

VALUATION                         

PE (x) 21.3 14.0 12.9 11.2 

EV/ EBITDA (x) 16.1 10.3 8.8 7.3 

EV/ Net sales (x) 3.5 2.3 2.0 1.7 

PB (x) 4.2 3.5 3.1 2.7 

Dividend yield (%) 2.1 2.9 3.3 3.8 

     

 Source: Company, Axis Capital; Note: FY16 is for 9 months due to year end change from June to March. Hence Revenue, EBITDA, RoE,RoCE not comparable. We 

have annualized 9mFY16 EPS for comparison of YoY growth rates. 
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Disclosures: 

 

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations). 

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the 

Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial 

products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and 

has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the 

details in respect of which are available on www.axisbank.com.  

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the 

Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance 

business activity. 

3. ASL has no material adverse disciplinary history as on the date of publication of this report.  

4. I/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately 

reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or 

indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the 

subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the 

end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial 

service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies 

mentioned in this report. I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director, 

officer or employee in the subject company. 

Research Team 

 

 

Sr. No Name Designation E-mail 

1 Akhand Singh Research Analyst akhand.singh@axissecurities.in  

2 Poonam Darade Research Associate poonam.darade@axissecurities.in 

 

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not 

been engaged in market making activity for the subject company.   

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of 

its associates may have: 

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject 

company of this research report and / or; 

ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or; 

iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject 

company of this research report; 

 

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party 

in connection with this report 

Term& Conditions: 

 

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is 

strictly confidential 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 ASL. The report is based on the facts, figures and information that are considered true, correct, 

reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other 

sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is 

made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared 

solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other 

financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same 

time. ASL will not treat recipients as customers by virtue of their receiving this report. 
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DEFINITION OF RATINGS 

Ratings Expected absolute returns over 12-18 months 

BUY More than 10% 

HOLD Between 10% and -10% 

SELL Less than -10% 

Disclaimer: 

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate 

to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, 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 report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such 

investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report 

(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain transactions, 
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