27 July 2018

India | IT Services | Company Update

HCL Tech | BUY

Slow but steady

HCL reported organic revenue growth in 1TQFY19 a tad below our estimates, likely on higher
than expected pricing resets in some of the extant large contracts/renewals + delays in the
start of new deals. However, a strong order booking (‘highest-ever’) should help the growth
recover through 2Q-4QFY19. Management’s stance was incrementally positive and improved
disclosures, especially on the IP partnerships, should help increase investors’ confidence, more
so, given the stock’s inexpensive valuations — at ¢.13x FY20F EPS, HCL trades at 27%/5%
discount to INFO/TECHM. A 4% dividend + buyback yield also limits the downside risk.
Maintain BUY with INR 1,190 PT (INR 1,180 earlier).
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= 1QFY19 - a tad below estimates. Consolidated revenues grew 0.8% QoQ to USD 2.05bn
(2.7% in constant currency (CC) terms), vs. our/consensus estimates (1.2%/1.7%), Recommendation and Price Target
organic constant currency revenue growth was 0.7% (JMFe). Management attributed the ~ CurrentReco. BUY
.. . . Previous Reco. BUY
softness to annual pricing resets in the Volvo deal as well as renewals; planned business Current Price Target (12M) 1190
attrition in India business (0.6% revenue impact) and delays in the start of new deals won Upside/(Downside) 23.5%
over 2HFY18. Lower pricing + integration of lower margin C3i acquisition limited the EBIT Previous Price Target 1,170
margin to 19.6% (vs. our 20.1% estimates). However, PAT at INR 24.04bn (+8% QoQ) —<hange 1.7%
was marginally ahead of estimates due to lower tax rates. Key Data— HCLT IN
= But hopes remain. HCL indicated a typical 4-6 months lag between the award and ramp- Current Market Price INR963
up in a large contract. A large deal won in 3QFY18 started ramping up in 2QFY19; the =~ Marketcap (bn) INR1,341.5U5$19.5
Nokia deal is likely to show in revenues in 3QFY19. This makes it hopeful of revenue ;eaiioiitissue - 142230/;
growth accelerating through 2Q-3QFY19; 3Q should also see the seasonal uplift from IP Diluted share (mn) 1393.2
deals. The drag from India business should decline in 2QFY19 (USD 5mn vs. USD 12mn in 3-mon avg daily val (mn) INR2,408.6/US$35.1
1Q) before dissipating in 2HFY19. Constant currency growth guidance is unchanged at 52-week range 1,108/825
9.5-11.5%; the revised USD revenue growth guidance implies 2.2-3.4% CQGR over 2Q- Isﬁgslzxé';'ﬁy 37'337/”’62873
4QFY19. We forecast 9%/8% USD revenue growth in FY19/FY20.
m A peek into the IPP strategy should help allay investors’ concerns. HCL has increased Price Performance
disclosures on its revenues from the IPP partnerships including an insight into the revenue/ Z"bsolute l’: _Z'\g 1;’2
investment/margin trajectories in three of them. While a larger share of the licensed IPs is Relative* 13 79 61
for legacy platforms, HCL has invested in adding functionalities and creating versions that  * To the BSE Sensex
can be bundled as parts of managed services deals. We believe that should help in
accelerating long-term growth for HCL's core infra/application outsourcing services.
= Currency flow into margins is unlikely. HCL expects margin to improve sequentially albeit
at a small scale; it plans to keep the EBIT margin in the 19.5-20.5% guided band and
invest/pass potential currency gains into deal sourcing/renewals. We have accordingly cut
our margin estimates. However, our FT19/FY20 EPS estimates are still higher by ¢.1%
each on the lower tax rate assumptions.
= Mid-range play. HCL has U/Ped the BSE IT Index by 16% over the last 3 months on Thank you for your ongoing support in
concerns about slow organic growth. While they may persist, a strong order booking in the Asiamoney Annual Brokers Poll.
1QFY19 could kindle hopes for a recovery and inexpensive valuations + the proposed , , :
¢.USD 590mn buyback should keep them live. Our INR 1,190 PT is at 15x target PER. Click here to see the JM Financial team.
Financial Summary (INR mn)
Y/E March FY17A FY18A FY19E FY20E FY21E
Net Sales 4,67,220 5,05,700 5,86,010 6,38,373 6,87,586
Sales Growth 50.1% 8.2% 15.9% 8.9% 7.7%
EBITDA 1,03,090 1,14,400 1,35,758 1,45,458 1,55,315 . . . .
EBITDA Margin 221% 226% 23 2% 228% 22 6%  AM Financial Research is also available on:
Adjusted Net Profit 84,570 87,820 98,054 1,06,990 1,19,394  Bloomberg - JIMFR <GO>,
Diluted EPS (Symbole) 59.9 62.6 70.4 76.8 85.7  Thomson Publisher & Reuters
s o SIS R g LS sePCoplQandFacse
ROE 27.5% 25.0% 23.9% 21.4% 19.8%
P/E (x) 16.1 15.4 13.7 125 112  Please see Appendix | at the end of this
P/B (x) 4.1 3.7 3.0 2.4 2.0  report for Important Disclosures and
?{\ﬁﬂgﬁig‘lz 2?;{;2 OT;{;Z O:(;/Z o.;?_z 0.8652 Disclaimers  and  Research  Analyst

Source: Company data, JM Financial. Note: Valuations as of 27/Jul/2018 Certlflcatlon.
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Exhibit 1. Key financials
INR mn 1QFY18 2QFY18 3QFY18 4QFY18 FY18 1QFY19  Comments

Cons revenues (USD mn) 1,884 1,928 1,988 2,038 7,838 2,055
Change (QoQ/YoY) 3.7% 2.3% 3.1% 2.5% 12.4% 0.8% = USD revenue witnessed a growth of
Cons. revenues (INR mn) 1,221,490  1,24340  1,28080 131,790/ 505700  1,38,780 0.8%/9.0% QoQ/YoY
Change (QoQ/YoY) 0.8% 2.3% 3.0% 2.9% 82% 5.3%
= In CC terms, revenue grew by 2.7%/8.5%
QoQ/YoY
Direct Costs 80,570 82,080 84,120 85,600 3,32,370 91,060
Gross profit 40,920 42,260 43,960 46,190 1,73,330 47,720 = Gross margin contracted by 66bps QoQ but
Gross margin 33.7% 34.0% 34.3% 35.0% 34.3% 34.4% EBITDA margin expanded marginally by
21bps QoQ because the SG&A expenses as a
Total operating expense 14,110 14,670 14,320 15,830 58,930 15,460 % revenue dropped 87bps QoQ to 11.1%
Operating profit (EBITDA) 26,810 27,590 29,640 30,360 1,14,400 32,260 ) .
= The relatively lower gross margin was
EBITDA margin 22.1% 22.2% 23.1% 23.0% 22.6% 23.2% . . . .
attributed to lower margin of C3i acquisition
and ramping up of some of the deals
Depreciation & amortization 2,360 3,080 4,550 4,530 14,520 4,960 requiring investments
EBIT 24,450 24,510 25,090 25,830 99,880 27,300
EBIT margin 20.1% 19.7% 19.6% 19.6% 19.8% 19.7% * Forex gains for the quarter stood at INR
1,430mn vs. INR 1,610 in 4QFY18
Total other income 2,690 2,980 2,640 2,800 11,110 2,960
) ETR for the quarter was down by 159bps
Profit before tax 27,140 27,490 27,730 28,630 1,10,990 30,260 QoQ to 20.6% vs. 22.1% in 4QFY18,
Provision for tax 5,430 5,610 5,790 6,340 23,170 6,220 however, it is expected to be in the range of
22%-23% for the full year, according to
Net profit 21,710 21,880 21,940 22,290 87,820 24,040 management
Change (QoQ/YoY) -6.7% 0.8% 0.3% 1.6% 294.0% -72.6%
= OCF/EBITDA stood at 76.0% in TQFY19 vs.
90.1% in 4QFY18
Adjusted basic EPS 15.2 157 15.8 16.0 62.7 17.3 %n4Q
Change (QoQ/YoY) -6.8% 3.3% 0.3% 1.6% 4.9% 7.8%

Source: Company, JM Financial

Management commentary: Key takeaways

= FY19 guidance: The FY19 constant currency revenue growth guidance was unchanged at
9.5-11.5%. In USD terms the guidance was revised to 8.4-10.4% (from 10.5-12.5%
earlier). FY19 EBIT margin band was also left unchanged at 19.5-20.5%; while this is at
INR 66/USD rate, HCL plans to invest the currency gains into more competitive pricing for
new deals/renewals. That said, HCL indicated a good deal pipeline and was hopeful of
getting an inflexion point for organic growth if the order conversion remains high for a
couple of quarters. Note, order booking was indicated to be highest ever in 1QFY19.

= Business segments: Mode1 — 73.3% of 1QFY19 revenues; grew +0.5% QoQ in constant
currency at EBIT margin of 19.9%. HCL indicated the large share of deal wins in 1QFY19
were in this space. HCL indicated a demand resurgence for next-generation IMS including
service lines such as the digital workplace, network and cyber security. Mode2 — 15.6%
of 1QFY 19 revenues; grew +8.2% QoQ in constant currency. EBIT margin at 14.8% was
below company average due to investment in capability/capacity building. Mode3 — 11%
of 1QFY19 revenues; grew +11.7% QoQ in constant currency at EBIT margin of 25.2%.
60% of revenues are from legacy technologies that are an enabler of Mode1 services and
growing at low single digits; the balance 40% is in the newer technology areas growing
at double digits.

= P partnership strategy: HCL gave insight for the first time into its investments in the IP
partnership through three case studies of products that are at different growth
trajectories. In all these cases, HCL has been able to improve on the growth rate by
investing in product releases/functionality additions. It has also launched or is in the
process of launching HCL branded versions of these products and is bundling them into
integrated outsourcing deals.
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Exhibit 2. HCL has been licensing IP assets to build its Mode 3 services
Period Area/technology platforms Investment (USD mn) Annual revenues (USD mn) (Est.) Comments

1QFY17  Automation and DevOps solutions 350 100
2QFY17  APl/iweb service enablement for mainframes 55 12-15
3QFY17 Application security + legacy systems modernization 155 4550 = New IP deals was signed
4QFY17 Information and database management systems 80 23 during the quarter which
1QFY18 Mainframe and marketing automation 140 40 entailed an investment  of
2QFY18 Collaboration software/platform & email client 67 19 USD 177mn
3QFY18 Remote management, application release automation & governance 250 71
1QFY19  On-premises digital experience software 177 50
Source: Company, JM Financial
Exhibit 3. HCL cc revenue growth in 1QFY19 is in-line with its peers
Constant currency revenue growth - QoQ/YoY Constant currency revenue growth - HCL vs. Top3 players
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= HCLT QoQ CC growth rate CC revenue growth YoY- RHS W HCLT QoQ CC growth rate Top 3 companies wt avg QoQ CC growth

Source: Company, JM Financial

Exhibit 4. Vertical portfolio
1QFY18 2QFY18 3QFY18 4QFY18 1QFY19  Comments

Distribution

Financial Services (BFSI) 24.9% 25.0% 24.6% 25.0% 23.8%

Manufacturing (including Hitech) 34.9% 35.4% 36.5% 36.0% 3659  MCL signed 27 transformational deals this
- Manufacturing 20.7% na na 19.2% 18.3% quarter which were in the fields of Telecom
- Technology & Services 14.2% na na 16.8% 18.2% (Nokia deal), Financial services (4 large deals),
Telecom, Media, Publishing & Entertainment 7.9% 7.9% 7.4% 7.4% 7.3% Retail & CPG and Energy & utilties

Retail & CPG 9-5% 9-3% 9.6% 9-6% 1%, In cc terms, growth was led by Lifesciences &
Healthcare 11.8% 11.7% 11.7% 11.5% 12.8% Healthcare (+13.4% QoQ) followed by
Public Services 11.1% 10.6% 10.2% 10.6% 10.5% Technology & Services (+9.3% QoQ), Public
Revenue (USD mn and QoQ growth) Services (+3.5% QoQ) and TME (+0.2%
Financial Services (BFSI) 469 482 489 510 489 QoQ) while Manufacturing (-1.3% QoQ),
Change 6.7% 2.7% 14% 42% 4.0% Financial Services (-1.4% QoQ) and Retail &
Manufacturing (including Hitech) 658 683 725 734 750 CPG (-1.6% QoQ) witnessed a decline
Change 4.6% 3.8% 6.3% 1.1% 2.2%

- Manufacturing 390 n.a. n.a. 391 376 = Management sees strong momentum across
Change n.a. n.a. n.a. n.a. -3.9% Financial Services, telecom, Retail, CPG and
- Technology & Services 268 n.a. n.a. 342 374 Utilities

Change n.a. n.a. n.a. n.a. 9.2%

Telecom, Media, Publishing & Entertainment 149 152 147 151 150 = HCL has been reducing exposure to India SI
Change -2.5% 2.3% -3.4% 2.5% -0.6% business (USD 12mn reduction) which was
Retail & CPG 179 179 191 196 187 planned and now it contributes 0.5% of the
Change 7.1% 0.2% 6.4% 2.5% -4.4% total revenues; expected to further reduce to
Healthcare 222 226 233 234 263 0.25% of total revenues by next quarter,
Change 6.4% 1.5% 3.1% 0.8% 12.2% according to the management

Public Services 209 204 203 216 216

Change -1.6% -2.3% -0.8% 6.6% -0.1%

Source: Company, JM Financial
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Exhibit 5. Service portfolio

3QFY18 4QFY18 1QFY19 Comments

Distribution

) = Mode 1(73.3% of revenues) grew 0.5% QoQ
Core Software services 57.8% 57.9% 59.5% 58.8% 58.5% . ) )

in cc terms with an EBIT margin of 19.9%

Application Services 36.3% 35.9% 35.3% 34.7% 34.0%
Engineering and R&D Services 21.5% 22.0% 24.2% 24.1% 245% & Mode 2 (15.6% of revenues) grew 8.2% QoQ
BPO Services 3.6% 3.6% 3.7% 3.9% 5.2% in cc terms and had an EBIT margin lower
Infrastructure Services 38.6% 38.5% 36.7% 37.3% 36.2% than company’s average at 14.8% which was
Revenue (USD mn and QoQ growth) attributed to  continued  investments in
Core Software services 1,089 1,116 1,183 1,198 1,202 infrastructure, technology and talent building;
Change 4.6% 2.5% 5.9% 1.3% 0.3% expected to see slight uptick in the margins
BPO Services 68 69 74 79 107
Change -4.3% 2.3% 5.9% 8.1% 34.4% = Mode 3 (11.0% of revenues) grew 11.7%
Infrastructure Services 727 742 729 760 744 QoQ in cc terms and had an EBIT margin of
Change 3.2% 2.1% -1.7% 4.2% -2.2% 25.2% as the products and IPs sit in this
Total 1,884 1,928 1,986 2,038 2,052 particular segment
Change 3.7% 2.3% 3.0% 2.6% 0.7%

Source: Company, JM Financial

Exhibit 6. Manpower metrics

1QFY18 2QFY18 3QFY18 4QFY18 1QFY19  Comments

Manpower Base

Total manpower 1,17,781 1,19,040 1,19,291 1,20,081 1,24,121
Net addition 1.808 1259 251 790 4,040 HCL had the highest gross addition (+12,558)
As % of total base 16% 11% 02% 07% 349 while attrition too went up to 16.3% which is
Technical 107,029 108351 108831 109565 113404 |9"€rby80bps QoQ
Support 10,752 10,689 10,460 10,516 10,717
Operating metrics = Blended utilisation saw a dip of 40bps QoQ to
Attrition- IT Services (LTM) 16.2% 15.7% 15.2% 15.5% 16.3% 85.5%
Attrition- Business Services (Quarterly) 6.7% 6.3% 5.5% 5.4% 7.0%
Blended Utilization (Including trainees) 86.0% 86.0% 85.8% 85.9% 85.5%
Source: Company, JM Financial
Exhibit 7. Key client metrics

1QFY18 2QFY18 3QFY18 4QFY18 1QFY19  Comments
LTM Revenue concentration
Top 5 Clients 14.4% 15.1% 15.8% 16.3% 17.0%
Top 10 Clients 22.4% 22.9% 23.5% 23.8% 24.6%
Top 20 Clients 33.0% 33.2% 33.5% 33.7% 342% = Client pyramid improved with 1/4/2/3/10
Non-Top 20 clients 67.0% 66.8% 66.5% 66.3% 65.8% additions to the usb
Repeat business 97.6% 97.4% 96.9% 96.5% 96.9% 100mn+/50mn+/10mn+/ 5mn+/1mn+ client
LTM Revenue growth bucket
Top 5 Clients 1.6% 7.3% 7.9% 5.8% 5.1%
Top-6 to 10 clients 12.1% -0.2% 1.8% -0.1% 2.2% = Growth in clients was secular led by 5.1%
Top 10 Clients 5.1% 4.6% 5.8% 3.8% 4.2% growth in Top 5 clients followed by Top 6-10
Top-11 to 20 clients 1.8% -0.6% 0.1% 1.5% 2.2% clients (+2.2% QoQ) while Top 11-20 clients
Top 20 Clients 4.0% 2.9% 4.0% 32% 2.3% de-grew by 2.2%
Non-Top 20 3.6% 2.0% 2.6% 2.2% 0.0%
Repeat business 10.0% 21% 26% 21% 129 " The 27 transformative deals were either
Relationship distribution additional deals from existing clients of net-
USD 1mn+ Clients 508 536 552 561 571 new customers
USD 5mn+ Clients 249 259 261 264 267, Amongst the largest deals was with Nokia in
USD 10mn+ Clients 154 157 156 160 162 the area of transforming and modernising its
USD 20mn+ Clients 86 84 8 87 87 IT infrastructure and applications landscape
USD 30mn+ Clients 52 52 56 58 56
USD 40mn+ Clients 35 37 40 40 40
USD 50mn+ Clients 25 25 25 28 32
USD 100mn+ Clients 8 9 9 8 9

Source: Company, JM Financial
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Maintain BUY; target price revised to INR 1,190
Exhibit 8. What has changed in our forecasts and assumptions?
Old New Change

FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Exchange rate (INR/USD) 67.68 68.35 69.00 68.53 69.00 69.00 1.2% 1.0% 0.0%
Consolidated revenue (USD mn) 8,637 9,320 10,044 8,551 9,252 9,965 -1.0% -0.7% -0.8%
Growth in USD revenues (YoY) 10.2% 7.9% 7.8% 9.1% 8.2% 7.7% -109bp 29bp -6bp
Consolidated revenue (INR mn) 584,589  6,36,994  6,93,035 5,86,010 6,38,373 6,87,586 0.2% 0.2% -0.8%
EBITDA margin 23.3% 23.1% 23.0% 23.2% 22.8% 22.6% -15bp -31bp -39bp
EBIT margin 20.1% 20.1% 20.1% 19.8% 19.6% 19.6% -33bp -45bp -49bp
PAT (INR mn) 97,174  1,07,116  1,19,773 98,633 1,08,065 1,20,543 1.5% 0.9% 0.6%
EPS 69.7 76.9 86.0 70.8 77.6 86.5 1.5% 0.9% 0.6%
Source: JM Financial
Exhibit 9. How we differ from consensus

Consensus JMFe Difference

FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Sales (INR mn) 577,409  6,33,414  6,91,598 5,86,010 6,38,373 6,87,586 1.5% 0.8% -0.6%
EBITDA (INR mn) 1,31,502 1,43,487 1,55,725 1,35,758 1,45,458 1,55,315 3.2% 1.4% -0.3%
EBITDA margin (%) 22.8% 22.7% 22.5% 23.2% 22.8% 22.6% 39bps 13bps 7bps
Net Income (INR mn) 95,380 1,04,338 1,14,854 98,633 1,08,065 1,20,543 3.4% 3.6% 5.0%
EPS (INR) 68.6 73.7 81.1 70.8 77.6 86.5 3.3% 52% 6.7%
Source: JM Financial, Bloomberg
Key Risks

m  Key downside risks to our price target are: (1) INR appreciation beyond the levels we
currently assume and/or adverse cross-currency movements; (2) a further economic
slowdown in key markets, affecting the corporate IT spending pattern and volumes; (3)

higher-than-expected pricing pressures;

= Upside could come from: (1) INR depreciation more than the level we assume; (2) faster-
than-anticipated recovery in project awards/ramp-ups or large deal wins ahead of
numbers or contract value factored into our estimates; and (3) acquisitions/large deal wins

not currently built into our model.

Exhibit 10. HCL is trading at 13.2x 12-month forward EPS — a 3% discount to its 5-year median and 44% discount to TCS
HCL- 12-month forward PER band
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Financial Tables (Consolidated)

Income Statement (INR mn) Balance Sheet (INR mn)
Y/E March FY17A FY18A FY19E FY20E FY21E Y/E March FY17A FY18A FY19E FY20E FY21E
Net Sales 4,67,220 5,05,700 5,86,010 6,38,373 6,87,586 Shareholders’ Fund 3,34,904 3,68,168 4,53,328 5,47,987 6,55,122
Sales Growth 50.1% 8.2% 15.9% 8.9% 7.7% Share Capital 0 0 0 0 0
Other Operating Income 0 0 0 0 0 Reserves & Surplus 3,34,904 3,68,168 4,53,328 5,47,987 6,55,122
Total Revenue 4,67,220 5,05,700 5,86,010 6,38,373 6,87,586 Preference Share Capital 0 0 0 0 0
Cost of Goods Sold/Op. Exp 3,08,890 3,32,370 3,84,247 4,21,098 4,54,917 Minority Interest 0 0 0 -538 -1,112
Personnel Cost 0 0 0 0 0 Total Loans 5,417 4,371 3,093 2,554 1,869
Other Expenses 55,240 58,930 66,005 71,817 77,353 Def. Tax Liab. / Assets (-) 0 0 0 0 0
EBITDA 1,03,090 1,14,400 1,35,758 1,45,458 1,55,315 Total - Equity & Liab. 3,40,321 3,72,539 4,56,421 5,50,003 6,55,879
EBITDA Margin 22.1% 22.6% 23.2% 22.8% 22.6% Net Fixed Assets 1,61,062 1,95,904 2,05,671 2,01,591 1,96,862
EBITDA Growth 51.3% 11.0% 18.7% 7.1% 6.8% Gross Fixed Assets 46,806 51,847 57,286 61,978 65,484
Depn. & Amort. 8,340 14,520 19,973 20,239 20,677 Intangible Assets 1,14,256 1,44,057 1,48,386 1,39,613 1,31,378
EBIT 94,750 99,880 1,15,785 1,25,219 1,34,638 Less: Depn. & Amort. 0 0 0 0 0
Other Income 9,340 11,110 9,736 13,527 20,159 Capital WIP 0 0 0 0 0
Finance Cost 0 0 0 0 0 Investments 1,466 268 320 320 320
PBT before Excep. & Forex 1,04,090 1,10,990 1,25,521 1,38,745 1,54,798 Current Assets 3,01,794 2,88,179 3,83,433 4,90,686 6,11,056
Excep. & Forex Inc./Loss(-) 0 0 0 0 0 Inventories 0 0 0 0 0
PBT 1,04,090 1,10,990 1,25,521 1,38,745 1,54,798 Sundry Debtors 1,08,026 1,22,575 1,39,740 1,51,186 1,62,842
Taxes 19,520 23,170 27,177 31,218 34,829 Cash & Bank Balances 1,26,818 1,02,731 1,70,929 2,64,103 3,70,138
Extraordinary Inc./Loss(-) 0 0 0 0 0 Loans & Advances 0 0 0 0 0
Assoc. Profit/Min. Int.(-) 0 0 290 538 574 Other Current Assets 66,950 62,873 72,764 75,397 78,077
Reported Net Profit 84,570 87,820 98,054 1,06,990 1,19,394 Current Liab. & Prov. 1,24,002 1,11,812 1,33,004 1,42,594 1,52,359
Adjusted Net Profit 84,570 87,820 98,054 1,06,990 1,19,394 Current Liabilities 12,525 12,669 14,870 14,870 14,870
Net Margin 18.1% 17.4% 16.7% 16.8% 17.4% Provisions & Others 1,11,477 99,143 1,18,134 1,27,724 1,37,489
Diluted Share Cap. (mn) 1,412.8 1,403.9 1,393.2 1,393.2 1,393.2 Net Current Assets 1,77,792 1,76,367 2,50,429 3,48,092 4,58,697
Diluted EPS (Symbole) 59.9 62.6 704 76.8 85.7 Total — Assets 3,40,320 3,72,539 4,56,421 5,50,003 6,55,879
Diluted EPS Growth 49.2% 4.5% 12.5% 9.1% 11.6% Source: Company, JM Financial

Total Dividend + Tax 40,811 13,518 13,415 13,415 13,415

Dividend Per Share () 24.0 8.0 8.0 8.0 8.0

Source: Company, JM Financial

Cash Flow Statement (INR mn) -

Dupont Analysis
Y/E March FY17A FY18A FY19E FY20E FY21E

Y/E March FY17A FY18A FY19E FY20E FY21E
Profit before Tax 84,543 87,778 98,633 1,08,065 1,20,543

Net Margin 18.1% 17.4% 16.7% 16.8% 17.4%
Depn. & Amort. 8,348 14,529 19,973 20,239 20,677

Asset Turnover (x) 1.4 1.4 1.4 1.2 1.1
Net Interest Exp. / Inc. (-) 0 0 0 0 0
Inc (-) / Dec in WCap. 289 -14,862  -11,268 -4,488 -4,570 Leverage Factor (x) i 10 10 10 10
Others 1127 639 0 0 0 RoE 27.5% 25.0% 23.9% 21.4% 19.8%
Taxes Paid 0 0 0 0 0
Operating Cash Flow 94,308 86,806 107,339 123,816  1,36,649 Key Ratios
Capex -39,162 -53,703 -20,135 -7,385 -7,714 Y/E March FY17A FY18A FY19E FY20E FY21E
Free Cash Flow 55,146 33,103 87,204 1,16,431 1,28,936 BV/Share () 237.3 262.7 325.6 393.6 470.5
Inc (-) / Dec in Investments 4,516 40,819 0 0 0 ROIC 40.3% 32.8% 32.7% 34.0% 36.5%
Others -8,689 -13,714 0 0 0 ROE 27.5% 25.0% 23.9% 21.4% 19.8%
Investing Cash Flow -43,336 -26,598 -20,135 -7,385 -7,714 Net Debt/Equity (x) -0.4 -0.3 -0.4 -0.5 -0.6
Inc / Dec (-) in Capital 2 1 0 0 0 P/E (x) 16.1 15.4 13.7 12.5 11.2
Dividend + Tax thereon -40,678 -20,310 0 0 0 P/B (x) 4.1 3.7 3.0 2.4 2.0
Inc / Dec (-) in Loans -3,755 -1,475 0 0 0 EV/EBITDA (x) 11.9 10.9 8.7 7.5 6.3
Others -101 -35,136 0 0 0 EV/Sales (x) 2.6 2.5 2.0 1.7 14
Financing Cash Flow -44,532 -56,920 0 0 0 Debtor days 84 88 87 86 86
Inc / Dec (-) in Cash 6,440 3,288 87,204 1,16,431 1,28,936 Inventory days 0 0 0 0 0
Opening Cash Balance 1,18,529 1,26,818 1,02,731 1,70,929 2,64,103 Creditor days 0 0 0 0 0
Closing Cash Balance 1,24,969 1,30,106 1,89,935 2,87,360 3,93,039 Source: Company, JM Financial

Source: Company, JM Financial
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History of Earnings Estimate and Target Price Recommendation History
Date Recommendation Target Price % Chg. HCL Tech
3-Aug-15 Hold 1,010
19-Oct-15 Hold 940 -6.9
20-Oct-15 Hold 940 0.0
19-Jan-16 Hold 940 0.0
11-May-17 Hold 950 1.1
27-)ul-17 Hold 980 3.2
6-Dec-17 Buy 1,030 5.1
19-Jan-18 Buy 1,050 1.9
20-Mar-18 Buy 1,140 8.6
2-May-18 Buy 1,140 8.6 k13 Nowts Mae1S k16 Mowld Maed7 Q1T MowlT Mer-18
18-Jun-18 Buy 1,170 2.6

HL Tech

s Target Price
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APPENDIX |

JM Financial Institutional Securities Limited
(formerly known as JM Financial Securities Limited)

Corporate Identity Number: U67100MH2017PLC296081
Member of BSE Ltd., National Stock Exchange of India Ltd. and Metropolitan Stock Exchange of India Ltd.
SEBI Registration Nos.: Stock Broker - INZ000163434, Research Analyst — INHO00000610
Registered Office: 7th Floor, Cnergy, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India.
Board: +9122 6630 3030 | Fax: +91 22 6630 3488 | Email: jmfinancial.research@jmfl.com | www.jmfl.com
Compliance Officer: Mr. Sunny Shah | Tel: +91 22 6630 3383 | Email: sunny.shah@jmfl.com

Definition of ratings

Rating Meaning

Buy Total expected returns of more than 15%. Total expected return includes dividend yields.

Hold Price expected to move in the range of 10% downside to 15% upside from the current market price.
Sell Price expected to move downwards by more than 10%

Research Analyst(s) Certification
The Research Analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that:
All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and

No part of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research
report.

Important Disclosures

This research report has been prepared by JM Financial Institutional Securities Limited (JM Financial Institutional Securities) to provide information about the
company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its associates solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written
consent of JM Financial Institutional Securities. This report has been prepared independent of the companies covered herein.

JM Financial Institutional Securities is registered with the Securities and Exchange Board of India (SEBI) as a Research Analyst and a Stock Broker having trading
memberships of the BSE Ltd. (BSE), National Stock Exchange of India Ltd. (NSE) and Metropolitan Stock Exchange of India Ltd. (MSEI). No material disciplinary
action has been taken by SEBI against JM Financial Institutional Securities in the past two financial years which may impact the investment decision making of the
investor.

JM Financial Institutional Securities renders stock broking services primarily to institutional investors and provides the research services to its institutional
clients/investors. JM Financial Institutional Securities and its associates are part of a multi-service, integrated investment banking, investment management,
brokerage and financing group. JM Financial Institutional Securities and/or its associates might have provided or may provide services in respect of managing
offerings of securities, corporate finance, investment banking, mergers & acquisitions, broking, financing or any other advisory services to the company(ies)
covered herein. JM Financial Institutional Securities and/or its associates might have received during the past twelve months or may receive compensation from the
company(ies) mentioned in this report for rendering any of the above services.

JM Financial Institutional Securities and/or its associates, their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell
the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) covered under this report or (c) act as an advisor or lender/borrower to, or
may have any financial interest in, such company(ies) or (d) considering the nature of business/activities that JM Financial Institutional Securities is engaged in, it
may have potential conflict of interest at the time of publication of this report on the subject companyf(ies).

Neither JM Financial Institutional Securities nor its associates or the Research Analyst(s) named in this report or his/her relatives individually own one per cent or
more securities of the company(ies) covered under this report, at the relevant date as specified in the SEBI (Research Analysts) Regulations, 2014.

The Research Analyst(s) principally responsible for the preparation of this research report and members of their household are prohibited from buying or selling
debt or equity securities, including but not limited to any option, right, warrant, future, long or short position issued by company(ies) covered under this report.
The Research Analyst(s) principally responsible for the preparation of this research report or their relatives (as defined under SEBI (Research Analysts) Regulations,
2014); (a) do not have any financial interest in the company(ies) covered under this report or (b) did not receive any compensation from the company(ies) covered
under this report, or from any third party, in connection with this report or (c) do not have any other material conflict of interest at the time of publication of this
report. Research Analyst(s) are not serving as an officer, director or employee of the company(ies) covered under this report.

While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or developments
referred to herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness. JM Financial Institutional Securities may not be in any
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This report is provided
for information only and is not an investment advice and must not alone be taken as the basis for an investment decision.
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The investment discussed or views expressed or recommendations/opinions given herein may not be suitable for all investors. The user assumes the entire risk of any
use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities reserves the right to make
modifications and alterations to this statement as they may deem fit from time to time.

This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction.

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 JM Financial Institutional
Securities and/or its affiliated company(ies) 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 a certain category of investors. Persons in whose possession this report may come, are required to inform themselves of and
to observe such restrictions.

Persons who receive this report from JM Financial Singapore Pte Ltd may contact Mr. Ruchir Jhunjhunwala (ruchir.jhunjhunwala@jmfl.com) on +65 6422 1888 in
respect of any matters arising from, or in connection with, this report.

Additional disclosure only for U.S. persons: JM Financial Institutional Securities has entered into an agreement with JM Financial Securities, Inc. ("JM Financial
Securities"), a U.S. registered broker-dealer and member of the Financial Industry Regulatory Authority ("FINRA") in order to conduct certain business in the United
States in reliance on the exemption from U.S. broker-dealer registration provided by Rule 15a-6, promulgated under the U.S. Securities Exchange Act of 1934 (the
"Exchange Act"), as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission ("SEC") (together "Rule 15a-6").

This research report is distributed in the United States by JM Financial Securities in compliance with Rule 15a-6, and as a "third party research report" for purposes
of FINRA Rule 2241. In compliance with Rule 15a-6(a)(3) this research report is distributed only to "major U.S. institutional investors" as defined in Rule 15a-6 and is
not intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research report and are not a major
U.S. institutional investor, you are instructed not to read, rely on, or reproduce the contents hereof, and to destroy this research or return it to JM Financial
Institutional Securities or to JM Financial Securities.

This research report is a product of JM Financial Institutional Securities, which is the employer of the research analyst(s) solely responsible for its content. The
research analyst(s) preparing this research report is/are resident outside the United States and are not associated persons or employees of any U.S. registered broker-
dealer. Therefore, the analyst(s) are not subject to supervision by a U.S. broker-dealer, or otherwise required to satisfy the regulatory licensing requirements of FINRA
and may not be subject to the Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research
analyst account.

JM Financial Institutional Securities only accepts orders from major U.S. institutional investors. Pursuant to its agreement with JM Financial Institutional Securities, JM
Financial Securities effects the transactions for major U.S. institutional investors. Major U.S. institutional investors may place orders with JM Financial Institutional
Securities directly, or through JM Financial Securities, in the securities discussed in this research report.

Additional disclosure only for U.K. persons: Neither JM Financial Institutional Securities nor any of its affiliates is authorised in the United Kingdom (U.K.) by the
Financial Conduct Authority. As a result, this report is for distribution only to persons who (i) have professional experience in matters relating to investments falling
within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "Financial Promotion Order"), (ii) are persons
falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order, (iii) are outside the United
Kingdom, or (iv) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and
Markets Act 2000) in connection with the matters to which this report relates may otherwise lawfully be communicated or caused to be communicated (all such
persons together being referred to as "relevant persons"). This report is directed only at relevant persons and must not be acted on or relied on by persons who are
not relevant persons. Any investment or investment activity to which this report relates is available only to relevant persons and will be engaged in only with relevant
persons.

Additional disclosure only for Canadian persons: This report is not, and under no circumstances is to be construed as, an advertisement or a public offering of the
securities described herein in Canada or any province or territory thereof. Under no circumstances is this report to be construed as an offer to sell securities or as a
solicitation of an offer to buy securities in any jurisdiction of Canada. Any offer or sale of the securities described herein in Canada will be made only under an
exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable
securities laws or, alternatively, pursuant to an exemption from the registration requirement in the relevant province or territory of Canada in which such offer or
sale is made. This report is not, and under no circumstances is it to be construed as, a prospectus or an offering memorandum. No securities commission or similar
regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein or the merits of the securities described
herein and any representation to the contrary is an offence. If you are located in Canada, this report has been made available to you based on your representation
that you are an "accredited investor” as such term is defined in National Instrument 45-106 Prospectus Exemptions and a “permitted client” as such term is
defined in National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations. Under no circumstances is the information
contained herein to be construed as investment advice in any province or territory of Canada nor should it be construed as being tailored to the needs of the
recipient. Canadian recipients are advised that JM Financial Securities, Inc., JM Financial Institutional Securities Limited, their affiliates and authorized agents are not
responsible for, nor do they accept, any liability whatsoever for any direct or consequential loss arising from any use of this research report or the information
contained herein.
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