HCL Technologies (HoLrec)

CMP: ¥ 928

Target: ¥ 1050 (13%)

Target Period: 12 months

July 14, 2022

Margins may struggle to hit lower end of band...

About the stock: HCL Technologies (HCLT) offers IT, ER&D and products to BFSI,
retail, health, telecommunication, manufacturing, media & hi-tech verticals.

e HCL Tech has 250 Fortune 500 and 650 global 2000 clients

e It has grown organically and inorganically (13% CAGR over FY17-22)

Q1FY23 Results: HCLT reported weak margins.

e The company reported 2.7% QoQ in CC terms, IT services grew 2.0% QoQ
in CC terms while P&P grew 5.1% QoQ in CC terms

e EBIT margin of IT services was down 180 bps QoQ while that of the
company declined 90 bps

e TCV grew 23.4% on a YoY basis

What should investors do? HCLT's share price has grown by ~2.2x over the past
five years (from ~3% 427 in July 2017 to ~% 928 levels in July 2022).

e We maintain HOLD rating
Target Price and Valuation: We value HCLT at< 1050 i.e. 19x P/E on FY24E EPS

Key triggers for future price performance:

e The company continues to win multiyear deals in Cloud transformation,
cyber security, etc, as new deal bookings continue to be strong

e Maintains revenue guidance of 12-14% revenue growth in CC for FY23E and
EBIT margin of 18-20%. However, now it has guided at the lower end of the
band of 18% for EBIT margin

e Revival of P&P business is critical as it is a high margin business

e With improvement in large deal wins, expansion in geographies, investment
in sales & capabilities, we expect HCLT to register 12.0% CAGR in FY22-24E

Alternate Stock Idea: Apart from HCLT, in our IT coverage we also like TechM.

e Key beneficiary of uptick communication spend

e  BUY with target price of ¥ 1,190

Key Financial Summary

5 year
Key Financials FY20 FY21 FY22 CAGR (FY17-
22)
Net Sales 70,678 75,379 85,651 12.9
EBITDA 16,694 19,482 20,041 14.2
Margins (%) 23.6 25.8 23.4
Net Profit 11,062 12,435 13,516 9.8
EPS ) 40.8 45.8 49.8
P/E 22.8 20.3 18.6
RoNW (%) 21.6 20.8 21.8
RoCE (%) 23.0 23.5 24.2

Source: Company, ICICI Direct Research
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Market Cap (% Crore) 2,51,671.7
Total Debt (% Crore) 3,923.0
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Recent Event & Key risks

Revenue & EBIT
guidance intact

margin

e Key Risks: (i) Lower than
expected employee costs ii)
Deteriorating TCV

Research Analyst

Sameer Pardikar
sameer.pardikar@icicisecurities.com

2 year

FY23E FY24E CAGR FY(22-

24E)

97,726 1,07,499 12.0

21,207 23,381 8.0
21.7 21.8

13,695 14,965 5.2
50.5 55.2
18.4 16.8
21.0 21.9
24.8 26.0
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0 Result Update | HCL Technologies

Key takeaways of recent quarter & conference call highlights

Reported term: It reported rupee revenues of T 23,464 crore, up 3.8% QoQ,
16.9% YoY while dollar revenues came in at US$3,038 million (mn), up 1.5%
QoQ, 11.7% YoY. IT business reported increased 0.1% QoQ to US$2,201
mn, ER&D business reported revenues of US$503 mn, up 2.7% QoQ & P&P
business reported revenue of US$334 mn, up 9.9% QoQ

In CC terms: The company reported 2.7% QoQ revenue growth. IT business
reported 2% QoQ growth, ER&D reported growth of 3.7% QoQ & P&P
business reported growth of 5.1% QoQ. The company maintained guidance
of 12-14% revenue growth in FY23

Vertical wise, in CC terms, technology & services, telecommunications,
manufacturing, life sciences reported strong growth of 10.9%, 4.3%, 2.7%,
respectively, while BFSI, retail & manufacturing reported weak/muted
growth of +0.8%, -1.4%, -0.5% QoQ, respectively. Geography wise
America, Europe reported relatively weak growth of 2.8%, 1.6% QoQ,
respectively

At the company level, it reported EBIT margin decline of ~90 bps QoQ to
17%. IT services margin declined ~180 bps. The company indicated that
out of these -100 bps was due to higher sub-contractors cost, -50 bps was
due to increased retention cost amid high attrition and -35 bps due to
increase in travel & visa cost. The company maintains its guidance 18-20%
EBIT margin for FY23 but has indicated that margins could be at the lower
end of its guidance of 18%. We believe the company may struggle to even
hit lower end of the margin guidance considering wage hikes in Q2 and
continued increase in attrition as well as subcontracting costs

PAT of the company declined 8.9% QoQ to ¥ 3,281 crore. The company
mentioned that the tax expenses increased compared to previous years due
to increase in tax rate of SEZ units in India

The company indicated that it has baked in some price increase in EBIT
margin guidance from Q1 onwards. However, it did not get any price hike
in Q1 and is now hopeful of getting it from Q2 onwards as client’s response
was positive on the same citing demand supply mismatch

HCLT remains confident on the demand environment with new TCV deal
wins of US$2 billion (bn), up 23.4% YoY of which US$1.9 bn. was in services
segment & US$104 mn was in P&P. The company won 16 new large deals
of which 7seven were in services and 9 in P&P. HCLT, so far, did not see any
slowdown in tech spending from the clients

HCLT saw net addition of 2,089 employees taking its overall full-time
employee headcount to 210,966. The company hired ~ 6,000 freshers in the
quarter ended and plans to hire 10,000 freshers in Q2FY23 with the overall
target of 30,000-35,000 of fresher hiring. LTM attrition of the company
increased 190 bps to 23.8%. The company indicated that attrition will
continue to be high in the next quarter and expects to moderate only in
H2FY23. The company also indicated that it is taking a little more time for
freshers to become billable. It is working on the strategy to improve the
same for incoming freshers for the rest of the year

The company declared an interim dividend of ¥ 10 per share

ICICI Securities | Retail Research
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ﬂ Result Update | HCL Technologies ICICI Direct Research
Exhibit 1: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 YoY (%) Q4FY22 QoQ (%) Comments

Revenue up 2.7% QoQ in CC, P&P business reported

Revenue 23,464 23,423 20,068 16.9 22,597 3.8 5.1% CC growth while IT services reported 2% QoQ
CC growth

Cost of sales (including 15,457 15,365 12,593 22.7 14,672 5.4

employee expenses)

Gross Margin 8,007 8,057 1,475 7.1 7,925 1.0

Gross margin (%) 34.1 34.4 37.2  -312 bps 35.1 -95 bps

Selling & marketing costs 3,032 3,045 2,567 18.1 2,872 5.6

EBITDA 4,975 5,012 4,908 1.4 5,053 -1.5

EBITDA Margin (%) 21.2 21.4 24.5 -325 bps 22.4  -116 bps
Depreciation 983 1,007 977 0.6 984 -0.1

EBIT 3,992 4,005 3,931 1.6 4,069 -1.9

EBIT margin for IT services down 180 bps QoQ due
to impact of i) (-100bps) impact on increase in

EBIT Margin (%) 17.0 17.1 19.6  -258 bps 18.0 -99 bps subcontracting costs ii) (-50 bps) on increase in
retention costs amid high attrition iii) (-35 bps) on
increase in travel & visa costs

Other income 345 252 194 NA 252 36.9
PBT 4,337 4,257 4,125 5.1 4,321 0.4
PAT lower due to weak operating performance and
Tax paid 1,056 937 894 18.1 721 46.5 higher tax due to some units moving to higher tax
bracket
PAT 3,283 3,311 3,215 2.1 3,594 -8.7

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY23E FY24E Comments
(X Crore) oid New % Change Old New % Change
Revenue 97,726 97,726 0.0 107,499 107,499 0.0
EBIT 17,255 17,128 -0.7 18,882 19,097 1.1
. We cut FY23E margins on further pressure due to high
0y -
EBIT Margin (%) 7.7 175 13 bps 176 17.8 20 bps attrition and continued subcontracting costs
PAT 13,791 13,695 -0.7 14,802 14,965 1.1
EPS (%) 50.8 50.5 -0.7 54.6 55.2 1.1

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 3
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Exhibit 3: Revenues were up by 15.6% YoY in CC
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Source: Company, ICICI Direct Research

Exhibit 5: ER&D on YoY witnessed some moderation

Q4FY21
Q1FY22
Q2FY22
Q3FY22
Q4FY22
Q1FY23

——ER&D revenue growthin CC - QoQ
ER&D revenue growthin CC - YoY

ICICI Direct Research

Exhibit 4: Driven by 18.1% YoY CC growth in IT services
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Exhibit 7: North America continue to grow strong on YoY
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Exhibit 6: While P&P did revive on re-classification
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Exhibit 8: Europe see moderation on QoQ
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Exhibit 9: BFSI revenue trend
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Exhibit 10: Manufacturing revenue trend
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Exhibit 11: Attrition continue to inch up Exhibit 12: So is employee costs as % of sales
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Exhibit 13: Which along with higher outsourcing costs Exhibit 14: Impacting margins
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Exhibit 15: TCV is up 23.4% YoY Exhibit 16: Employee net add moderated for Q1
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Exhibit 17: Customer bucket trend Exhibit 18: Added 3 clients in US$100mn on YoY
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Financial Summary

Exhibit 19: Profit and loss statement X crore M Exhibit 20: Cash flow statement g crore

FY21 FY22 FY23E FY24E FY21 FY22  FY23E  FY24E
Total operating Income 75,379 85,651 97,726 1,07,499 PBT 16,154 17,023 18,203 19,821
Growth (%) 6.7 13.6 14.1 10.0 Depreciation & Amortisation 4,611 4,326 4,079 4,284
(Inc)/dec in Current Assets 1,049 (2,383) (6,344) (3,551)
Direct costs 46,550 54,701 63,229 69,552 Inc/(dec) in CL and Provisions 1,992 1,834 4,075 2,426
S,G&A expenses 9,348 10,909 13,291 14,566 Taxes paid (3,445) (3,443) (4,460) (4,856)
Total Operating Expenditure 55,898 65,610 76,520 84,118 CF from operating activities 19,618 16,900 14,428 17,400
EBITDA 19,482 20,041 21,207 23,381 (Inc)/dec in Investments (2,762) 2,994 1,076 724
Growth (%) 16.7 2.9 5.8 10.3 (Inc)/dec in Fixed Assets (1,753)  (1,555)  (1,713)  (1,713)
CF from investing activities (5,742) 1,477 (637) (989)
Depreciation 3,985 3,874 4,079 4,284 Issue/(Buy back) of Equity - - - -
Amortisation - - - - Inc/(dec) in loan funds (251) (60) (500) (500)
Net Other Income 657 856 1,076 124 Dividend paid & dividend tax (3,256)  (12,135)  (10,271)  (11,972)
PBT 16,154 17,023 18,203 19,821 Inc/(dec) in debentures - -
Forex adjustments - - - - Others (1,155) (1,942) -
Total Tax 3,663 3,458 4,460 4,856 CF from financing activities (11,180) (14,508) (10,771) (12,472)
PAT 12,435 13,516 13,695 14,965 Net Cash flow 2,696 3,869 3,020 3,939
Growth (%) 124 8.7 1.3 9.3 Exchange difference 65 120
Opening Cash 4,976 8,888 12,636 15,656
EPS ]) 45.8 49.8 50.5 55.2 Bank bal +unclaimed dvd. - - - -
Growth (%) 12.4 8.8 1.3 9.3 Cash & bank c/f to balance 8,888 12,636 15,656 19,595
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 21: Balance sheet % crore M Exhibit 22: Key ratios I crore

FY21  FY22 FY23E FY24E Fy21 FY22  FY23E  FY24E
Per share data (%)
Liabilities EPS 45.8 49.8 50.5 55.2
Equity Capital 543 543 543 543 ~ CashEPS 60.5 64.1 85.5 7.0
Reserve and Surplus 59370 61,371 64795 67,788 OV 2208 2283 2409 2520
Total Shareholders funds 59,913 61,914 65,338 68,331 DPS 24.3 2.6 37.9 41
Cash Per Share 32.8 46.6 51.7 72.3
Total Debt 3,828 3,923 3,423 2,923 i .
Operating Ratios (%)
Other liabilities +Provisions 4,901 4,329 4,642 4,815 EBIT Margin 20.6 18.9 175 178
Minority Interest / Others 169 92 92 92 PBT Margin 214 19.9 18.6 18.4
Total Liabilities 68,811 70,258 73,495 76,161 PAT Margin 16.5 15.8 14.0 13.9
Debtor days 66 66 66 66
Assets Return Ratios (%)
Net Block+ CWIP 8,364 8,055 7,932 1,718 RoE 20.8 21.8 21.0 21.9
Intangible assets+ Goodwill 29,093 27,160 24,917 22,560 RoCE 235 24.2 24.8 26.0
Investments 89 103 103 103 RolC 29.2 31.5 33.2 37.9
Liquid investments 6,773 6,239 6,239 6,239 Valuation Ratios (x)
Inventory 94 161 122 134 P/E 20.3 18.6 18.4 16.8
Debtors 13,663 15476 17,714 19,485  EV/EBITDA 123 1.8 1.0 9.8
Loans and Advances 4841 3008 6276 6,904  EV/NetSales 3.2 28 24 21
Other Current Assets 8792 10521 11,399 1253 iarket Cap/Sales 3.3 29 2.6 23
Cash 8,888 12,636 15,656 19,595 Price to Book Va.Iue 4.2 4.1 3.9 3.7
Total Current Assets 43051 480M 57405  oage  ooency Ratios
SO Debt/EBITDA 0.2 0.2 0.2 0.1
Total Current Liabilities 17,383 18,7715 22,536 24,790 Deby/EBITDA 0.2 0.2 02 01
Net Current Assets 25,668 29,266 34,869 40,106 Current Ratio 16 16 16 16
Other non current assets 5,597 5,674 5,674 5,674 Quick Ratio 16 15 16 16

Application of Funds 68,811 70,258 73,495 76,161 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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Exhibit 23: ICICI Direct coverage universe (IT)

EPS %) P/E RoCE (x] RoE{x)
Company Name CMP TP (¥) Rating Mcap (¥} FY22FY23E FY24E FY22 FY23E FY24E FY22FY23E FY24E FY22 FY23E FY24E
HEL Tech [HCLTEE) 9328 1050 HOLD 251,842 498 505 552  1BE 184 16E 242 249 5T 28 21 217
Infosys [INFTEC) 1430 1,745 BUY 605286 521 582 671 278 247 M4 /0 3}/2 T M2 Mz 32
TCS (TCS) 3085 3785  BUY 1128688 1047 1151 1304 284 285 237 514 432 487 430 419 410
Tech M [TECMAH) 88 1180 BUY gTOIE  B31  BBS 785 158 148 126 225 225 230 207 200 208
Wipro [WIFRD) 408 485 HOLD 224212 223 245 204 184 167 148 181 1BE 22 186 195 201
LTI [LTINFE) 3888 4450  HOLD GO.ETZ  130.8 1403 1658 305 284 40 323 280 296 20 1 244
Mindtree (MINCOM| 2855 3185  HOLD 47058 1003 1088 1279 285 280 223 380 354 M5 302 74 B8
Coforge [NITEC) 3517 4550  BUY 2417 1065 1478 1750 330 238 200 256 315 3B M2 B4 283
Tesmlesse [TEASER] 3522 4035  BUY 022 225 850 1254 1567 30 B0 154 182 207 (47} 188 202
Infoedge [INFEDE) 3827 4575 BUY 1088 358 M6 455 1070 920 B4l 47 50 53 32 38 40

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 8
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
1+
ﬁ'clcl(i//r‘v‘[ com | “.“_f. | |
I».lllm-nll’-)'::)ul Fingertips | BHOI{ER \ .
ICICI Securities Ltd. 75 STARMINE | |
| Eﬂ;‘avysmwa'd 2012 ‘£=-;
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sameer Pardikar, MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or
securities. We 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. It is also confirmed that above mentioned Analysts of this report
have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship

with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to ysts and their relatives are g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities 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 ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities 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 ICICI Securities policies, in
circumstances where ICICI Securities 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. ICICI Securities 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
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