India Equity Research | Information Technology
January 13, 2023

Result Update

HCL Tech

Refer to important disclosures at the end of this report

HCLT posted operating performance beat in Q3 due to better-than-expected strength
in the software business. Revenue grew by 5% CC QoQ because of strong performance
in the software business (30.5% CC QoQ), while the services business (2.2% CC)
delivered broadly in-line performance. Growth in the services business was steady
despite higher-than-usual furloughs in financial services (-1.7% CC QoQ), ramp-down
by clients under stress in retail (-0.6%), and impact from furloughs and spending
optimization by clients in technology and services (0.1%). Deal intake remained healthy
at USD2.35bn in Q3, led by IT operating model transformation, cloud adoption, and
large vendor consolidation deals. Management expects revenue growth in Q4 to be
weak QoQ due to seasonality in the software business. However, management remains
confident about the medium-term growth outlook due to market share gain, strong deal
intake, and deal pipeline. HCLT has narrowed its overall revenue growth guidance to
13.5-14.0% CC (earlier 13.5-14.5%) and EBITM guidance to 18.0-18.5% for FY23 (earlier
18-19%). HCLT has also narrowed down its services revenue growth guidance to 16.0-
16.5% CC for FY23 (earlier 16-17%), implying 1.0-2.5% QoQ growth in Q4. We raise our
earnings estimates by 1.4-1.8% for FY23E-25E, factoring in Q3 performance. We
maintain BUY with a TP of Rs1,125/share at 17x Dec-24E EPS (earlier Rs1,100).

Results summary: Revenue grew by 5.3% QoQ to USD3.24bn (5% QoQ/13.1% YoY CC),
above our estimates, due to strong performance in the software business (30.5% CC QoQ).
EBITM expanded by ~160bps QoQ to 19.6%, 70bps above our expectations, due to increased
contribution from the software business. The services business’s EBITM grew by ~10bps QoQ
to 17.7% due to pyramid and cost optimization (+40bps), better realization (+30bps), currency
movement (+70bps) negated by salary hike for middle management (-70bps), and impact of
furloughs (-60bps). Net profit stood at Rs40.97bn, higher than our estimate, due to better-
than-expected operating performance. HCLT signed seven large services deals and 10
software deals with total new deal TCV of USD2.35bn in Q3. What we liked: Revenue and
margin beat, healthy deal intake, and strong performance in the software segment. What we
did not like: Weakness in financial services, retail and CPG, and technology.

Earnings call KTAs: 1) HCLT signed three large deals in Q3 in which the bulk of work is in
the nature of transformation and attributable to vendor consolidation, transition from struggling
service provider, and realignment of the product operating model. The share of cost takeout
deals is growing in the unqualified deal pipeline, which may lead to a higher share in booking
in future. 2) Growth in Europe was led by large deal ramp-up in a telecom client in the past
two quarters. Growth was partly offset in the reported communication vertical due to the
decline in another large telecom client. 3) BFSI growth is expected to improve in Q4, while
weakness in retail and CPG is expected to persist. Technology is likely to remain stable, as
the impact from spend optimization would be negated by vendor-consolidation opportunities.
4) Management aspires to return to the 19-20% EBITM trajectory. Lower backfilling costs with
moderating attrition, flattening employee pyramid, better utilization, improved realization, and
higher offshoring/nearshoring remain key margin levers. 5) IT services LTM attrition
moderated to 21.7% in Q3FY23 vs. 23.8% in Q2FY23. 6) New deal intake TCV grew by 10%
YoY to USD2.35bn (ACV up 1.9% YoY; 13% YoY in 9MFY23). HCLT hopes to sustain 10%+
ACV growth on a TTM rolling forward basis. 7) The company announced an interim dividend
of Rs10 per share.

Financial Snapshot (Consolidated)

(Rs mn) FY21 FY22 FY23E FY24E FY25E
Revenue 753,790 856,510 1,009,712 1,094,263 1,218,942
EBITDA 207,750 205,300 225,649 245,091 269,346
EBITDA Margin (%) 27.6 24.0 223 22.4 22.1
APAT 111,440 134,990 146,790 164,922 183,946
EPS (Rs) 411 49.7 54.1 60.8 67.8
EPS (% chg) 0.7 21.1 8.7 12.4 1.5
ROE (%) 19.9 222 23.0 24.3 25.4
P/E (x) 26.1 215 19.8 17.6 15.8
EV/EBITDA (x) 13.3 13.4 12.0 10.8 9.6
P/BV (x) 4.9 47 4.4 4.1 3.9

Source: Company, Emkay Research
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Exhibit 1: Quarterly snapshot (Q3FY23)

Rs mn Q3 FY23 Q2FY23 QoQ (%) Q3 FY22 YoY (%)
Net sales (US$ mn) 3,244 3,082 53 2,978 9.0
Net sales (Rs mn) 267,000 246,860 8.2 223,310 19.6
Operating expenses 203,350 192,600 5.6 169,380
EBITDA 63,650 54,260 17.3 53,930 18.0
Margins (%) 23.8 22.0 190 24.2 -30.0
Depreciation 11,360 9,980 11,360
EBIT 52,290 44,280 18.1 42,570 22.8
Margins (%) 19.6 17.9 160 19.1 50.0
Other income 1,440 1,570 1,730
Pre-tax profit 53,730 45,850 17.2 44,300
Tax provided 12760 10960 9820
Profit after tax 40,970 34,890 17.4 34,480 18.8
Emkay Net profit* 40,970 34,900 17.4 34,420 19.0
EPS, Rs 15.1 12.9 17.4 12.7 19.0

Source: Company, Emkay Research

Exhibit 2: Actuals vs. estimates (Q3FY23)

Estimate % variation

(Rs mn) Actual Comment

Emkay Consensus Emkay Consensus
fevenie (LED ) 3,244 3,189 3,186 17% 18% Revenue came ahead of our/.consensus estimatfas due to

better-than-expected growth in the software business
Sales 267,000 262,460 261,813 1.7% 2.0%
EBIT 52,290 49,684 48,959 5.2% 6.8% |Margin came 70bps ahead of our estimates
EBIT, margin 19.6% 18.9% 18.7% 70 bps 90 bps
PAT 40,970 30,276 38,748 43% 5.7% Profit c.ame higher than our estimates on account of
operating performance beat
Source: Company, Bloomberg, Emkay Research
Exhibit 3: Changes in estimates
(All fig. in Rs mn, except EPS) FY23E FY24E FY25E
old New % change Old New % change Oold New % change

Revenue (USD mn) 12,524 12,576 0.4 13,445 13,509 0.5 14,782 14,865 0.6
YoY growth, % 9.1% 9.5% 7.4% 7.4% 9.9% 10.0%
Revenue 1,005,440 1,009,712 0.4| 1,089,060 1,094,263 0.5| 1,212,163 1,218,942 0.6
EBIT 181,194 184,254 1.7 200,758 202,757 1.0 222,733 225,784 1.4
EBIT margin % 18.0 18.2 18.4 18.5 18.4 18.5
Net profit 144,577 146,790 1.5 162,599 164,922 14 180,713 183,946 1.8
EPS (Rs) 53.3 541 1.5 59.9 60.8 1.4 66.6 67.8 1.8

Source: Company, Emkay Research

Exhibit 4: HCLT one-year forward P/E chart
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Key Financials (Consolidated)
Income Statement

Y/E March (Rs mn) FY21 FY22 FY23E FY24E FY25E
Revenue 753,790 856,510 1,009,712 1,094,263 1,218,942
Expenditure 546,040 651,210 784,063 849,172 949,596
EBITDA 207,750 205,300 225,649 245,091 269,346
Depreciation 46,110 43,260 41,395 42,334 43,562
EBIT 161,640 162,040 184,254 202,757 225,784
Other Income 4,160 7,470 8,815 14,246 16,250
Interest expenses 0 0 0 0 0
PBT 165,800 169,510 193,069 217,003 242,034
Tax 54,120 34,280 46,309 52,081 58,088
Extraordinary ltems 0 0 0 0 0
Minority Int./Income from Assoc. 240 240 (30) 0 0
Reported Net Income 111,440 134,990 146,790 164,922 183,946
Adjusted PAT 111,440 134,990 146,790 164,922 183,946

Balance Sheet

Y/E March (Rs mn) FY21 FY22 FY23E FY24E FY25E
Equity share capital 5,427 5,427 5,427 5,427 5,427
Reserves & surplus 593,703 613,713 651,956 695,849 744,112
Net worth 599,130 619,140 657,384 701,277 749,539
Minority Interest 1,690 920 920 920 920
Loan Funds 65,010 65,790 65,950 65,950 65,950
Net deferred tax liability (10,328) (10,641) (10,260) (10,260) (10,260)
Total Liabilities 655,502 675,209 713,994 757,887 806,149
Net block 374,570 371,390 350,568 323,275 304,611
Investment 140,700 114,850 173,120 173,120 173,120
Current Assets 334,860 392,330 446,743 538,314 635,300
Cash & bank balance 65,210 105,100 99,341 161,956 216,245
Other Current Assets 93,460 78,910 116,186 125,915 140,262
Current liabilities & Provision 194,628 203,361 256,437 276,822 306,882
Net current assets 140,232 188,969 190,306 261,492 328,418
Misc. exp 0 0 0 0 0
Total Assets 655,502 675,209 713,994 757,887 806,149
Cash Flow

Y/E March (Rs mn) FY21 FY22 FY23E FY24E FY25E
PBT (Ex-Other income) (NI+Dep) 161,640 162,040 184,254 202,757 225,784
Other Non-Cash items 3,874 (4,371) (3,730) 0 0
Chg. in working cap (4,149) (39,913) (6,714) (8,571) (12,639)
Operating Cashflow 203,390 169,127 181,471 198,686 214,869
Capital expenditure (29,856) (15,219) (20,573) (15,041) (24,898)
Free Cash Flow 173,534 153,908 160,898 183,644 189,971
Investments (27,559) 29,916 (58,270) 0 0
Other Investing Cash Flow 0 0 0 0 0
Investing Cashflow (57,415) 14,697 (78,843) (15,041) (24,898)
Equity Capital Raised 0 0 0 0 0
Loans Taken / (Repaid) (76,751) (14,995) 160 0 0
Dividend paid (incl tax) (32,595) (122,051) (108,547) (121,029) (135,683)
Other Financing Cash Flow (8,238) (6,888) 0 0 0
Financing Cashflow (117,585)  (143,934) (108,387) (121,029) (135,683)
Net chg. in cash 28,390 39,890 (5,759) 62,615 54,288
Opening cash position 48,430 65,210 105,100 99,341 161,956
Closing cash position 76,820 105,100 99,341 161,956 216,245

Source: Company, Emkay Research

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In
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Key Ratios

Profitability (%) FY21 FY22 FY23E FY24E FY25E
EBITDA Margin 27.6 24.0 22.3 22.4 221
EBIT Margin 21.4 18.9 18.2 18.5 18.5
Effective Tax Rate 326 20.2 24.0 24.0 24.0
Net Margin 14.8 15.8 14.5 15.1 15.1
ROCE 26.8 255 27.8 29.5 30.9
ROE 19.9 22.2 23.0 24.3 254
RolC 24.9 28.6 31.2 35.7 40.9
Per Share Data (Rs) FY21 FY22 FY23E FY24E FY25E
EPS 411 49.7 54.1 60.8 67.8
CEPS 58.1 65.7 69.3 76.4 83.8
BVPS 220.8 228.2 2422 258.4 276.2
DPS 26.0 44.0 40.0 44.6 50.0
Valuations (x) FY21 FY22 FY23E FY24E FY25E
PER 26.1 21.5 19.8 17.6 15.8
P/CEPS 18.5 16.3 15.5 14.0 12.8
P/BV 4.9 4.7 4.4 4.1 3.9
EV / Sales 3.7 3.2 2.7 24 21
EV / EBITDA 13.3 134 12.0 10.8 9.6
Dividend Yield (%) 24 4.1 3.7 4.2 4.7
Gearing Ratio (x) FY21 FY22 FY23E FY24E FY25E
Net Debt/ Equity (0.2) (0.2) (0.3) (0.4) (0.4)
Net Debt/EBIDTA (0.7) (0.8) (0.9) (1.1) (1.2)
Working Cap Cycle (days) 36.3 35.7 329 33.2 33.6
Growth (%) FY21 FY22 FY23E FY24E FY25E
Revenue 6.7 13.6 17.9 8.4 11.4
EBITDA 24.5 (1.2) 9.9 8.6 9.9
EBIT 16.7 0.2 13.7 10.0 11.4
PAT 0.7 211 8.7 124 11.5
Quarterly (Rs mn) Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23
Revenue 223,310 225,970 234,640 246,860 267,000
EBITDA 53,930 50,530 49,750 54,260 63,650
EBITDA Margin (%) 24.2 22.4 21.2 22.0 23.8
PAT 34,420 35,940 32,830 34,900 40,970
EPS (Rs) 12.7 13.2 12.1 12.9 15.1
Source: Company, Emkay Research

Shareholding Pattern (%) Sep-21 Dec-21 Mar-22 Jun-22 Sep-22
Promoters 60.3 60.3 60.7 60.7 60.7
Flis 22.3 20.4 19.0 17.9 17.2
Dlls 12,5 13.7 14.7 15.5 16.5
Public and Others 4.9 15 5.6 5.8 5.6

Source: Capitaline

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
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RECOMMENDATION HISTORY TABLE RECOMMENDATION HISTORY CHART

oate Torcs TP (monthe) "atng Analys T
2-Jan-23 1,039 1,100 12m  Buy Dipeshkumar Mehta 1475 - Target Price

13-Oct-22 982 1,070 12m Buy Dipeshkumar Mehta 1260 4

4-Oct-22 946 1,060 12m  Buy Dipeshkumar Mehta

13-Jul-22 918 1,100 12m Buy Dipeshkumar Mehta 10459

23-Jun-22 971 1,150 12m  Buy Dipeshkumar Mehta 830 1

12-May-22 1,059 1,400 12m Buy Dipeshkumar Mehta 615 4

22-Apr-22 1,102 1,400 12m  Buy Dipeshkumar Mehta 400 4

1-Apr-22 1170 1,430 12m  Buy Dipeshkumar Mehta g § & § § § g
22-Feb-22 1,150 1,430 12m  Buy Dipeshkumar Mehta g < i < 2 & 2
15-Jan-22 1,337 1,460 12m Buy Dipeshkumar Mehta Source: Bloomberg, Company, Emkay Research

1-Jan-22 1,319 1,420 12m Buy Dipeshkumar Mehta

30-Nov-21 1,139 1,420 12m Buy Dipeshkumar Mehta

15-Oct-21 1,251 1,380 12m  Buy Dipeshkumar Mehta

2-Oct-21 1,274 1,380 12m Buy Dipeshkumar Mehta

27-Aug-21 1,163 1,380 12m Buy Dipeshkumar Mehta

20-Jul-21 977 1,280 12m Buy Dipeshkumar Mehta

2-Jul-21 985 1,280 12m Buy Dipeshkumar Mehta

24-Apr-21 956 1,130 12m Buy Dipeshkumar Mehta

5-Apr-21 1,034 1,130 12m Buy Dipeshkumar Mehta

18-Mar-21 948 1,130 12m Buy Dipeshkumar Mehta

15-Jan-21 990 1,130 12m Buy Dipeshkumar Mehta

4-Jan-21 980 1,090 12m Buy Dipeshkumar Mehta

18-Dec-20 891 1,010 12m Buy Dipeshkumar Mehta

16-Oct-20 827 1,010 12m Buy Dipeshkumar Mehta

Source: Company, Emkay Research
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Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.
BUY Over 15%

HOLD Between -5% to 15%

SELL Below -5%

Completed Date: 13 Jan 2023 04:40:42 (SGT)
Dissemination Date: 13 Jan 2023 04:41:42 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INH000000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately
reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will
be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Emkay
may have issued or may issue other reports that are inconsistent with and reach different conclusion from the information, recommendations or information
presented in this report or are contrary to those contained in this report. Emkay Investors may visit www.emkayglobal.com to view all Research Reports.
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
research published by any other analyst or by associate entities of Emkay; our proprietary trading, investment businesses or other associate entities may
make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any
or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally,
other important information regarding our relationships with the company or companies that are the subject of this material is provided herein. This report
is not directed to, 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 or regulation or which would subject EGFSL or its group
companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to
any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise
stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in Canada or used
by private customers in United Kingdom. All material presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None
of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior
express written permission of EGFSL . All trademarks, service marks and logos used in this report are trademarks or registered trademarks of EGFSL or
its Group Companies. The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any
unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that
you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before
investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and
completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

¢ Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-
dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account. This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on
Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor. In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors.

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate! does not serve as an officer, director or employee of the issuer or the
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests?
in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential
conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as
part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

" An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of which the analyst, his spouse,
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