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Key Stock data
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Shareholding Pattern
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HCL Technologies Ltd.

Reported steady numbers; Mixed outlook; Accumulate

Q2FY24 Result Update | Sector: IT | October 13,2023

Stable revenue growth: HCL Tech posted steady Q2FY24 revenue but it was below
our expectation. Rupee revenue came in at Rs 26,672cr, higher by 1.4% QoQ and 8%
YoY while dollar revenue grew by 0.8% QoQ and 4.6% YoY to USD 3,225mn. In
constant currency, revenue was higher by 1% QoQ and 3.4% YoY. Overall all business
segments, geographies and majorities of vertical growth were stable. Amongst
geographies, both American and Europe region contributed while for verticals
except for technology & telecommunication & media, all others including financials,
manufacturing, retail and life-science contributed to the revenue growth. Besides,
amongst the business segment both its service (~90% of revenue) & software (~10%
of revenue) business grew by 7.4% YoY and 14.1% YoY, respectively.

Healthy margin improvement: HCL Tech’s EBIT grew by 10.8% QoQ and 11.1% YoY to
Rs 4,919cr with improvement in EBIT margin by 157bps QoQ and 5lbps YoY to 18.4%
which is in-line with management expectation. The company’'s margin
improvement was primarily driven because of efficiencies in their services segment
as well as through automation and Al capabilities.

Attrition eased further: The company’s attrition further eased to 14.2% in Q2FY24 as
compared to 16.3% in QIFY24 and 23.8% in Q2FY23. So, that means attrition declined
by 210bps QoQ and 960bps YoY which seems positive.

Steady Deals wins: HCL's deal pipeline remained healthy and it won deals worth USD
3,969mn as compared to USD 1,565mn in QIFY24 and USD 2,384mn in Q2FY23. It won
16 large deals out of which 10 were in services and 6 in the software segment.

Management lowered revenue guidance by 300bps: HCL Tech management
continued to be cautious on the macro environment as well as its HIFY24
performance (H1 is usually strong as compared to H2) was soft and came in lower
than their expectation. Thus, the management lowered revenue growth guidance in
the range of 4-5% YoY in CC as compared to earlier guidance of 6-8% YoY in CC. Its
service revenue guidance was also lowered in the range of 45-55% in CC as
compared to earlier guidance of 6.5-8.5% YoY in CC. However, they are expecting H2
to be strong given the order booking to convert to revenue. Additionally, they have
unchanged EBIT margins guidance and expect it to be in the range of 18-19%.

Outlook & Valuation: HCL reported steady numbers for the quarter however the
challenging macro environment is impacting clients spending for the near term.
Ahead, H2 is expected to be better as compared to H1 given revenue conversion of
current deals as well as margin expansion. Further, the management plan is to
continue its focus on investment behind newer technology which includes Al
training employees and optimizing cost. We have a mixed view on HCL as the order
pipeline is strong, attrition easing and the company is focusing on developing new
technology however on the other side delay in spending by clients is a concern for
the near term. However, we are expecting FY25 to be much better than FY24, thus
incorporating revenue cut in FY24 as per management guidance and better growth
in FY25, our estimated revenue/EBIT is estimated to grow by 8.6%/12.9% over
FY23-25E. Also, our rating is revised to Accumulate from Buy earlier and so our
target price upwards to Rs 1,383, valuing the company at 19x P/E of FY25E EPS.

Financial Summary - consolidated

Particulars, Rs cr FY22 FY23 FY24E FY25E
Net revenue 85,651 101,456 108,404 19,757
EBIT 16,204 18,483 20,576 23,569
EBITM (%) 18.9 18.2 19.0 19.7
APAT 13,524 14,845 16,997 19,461
APATM (%) 15.8 14.6 15.7 16.3
EPS (Rs) 4938 54.7 62.6 7.7
PE (x) 246 224 19.6 17.1
ROE (%) 21.8 227 24.4 26.1

Source : RBL Research
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P&L Account Quarterly - consolidated

Particulars (Rs Cr)

Q2FY24 Q2FY23 Q1FY24

Revenue ($ Mn) 3,225 3,082 4.6 3,200 0.8
Steady revenue growth supported by Revenue (Rs cr) 26,672 24,686 8.0 26,296 1.4
geographies, segments and verticals Cost of Sales 402 442 (9.0) 535 (24.9)
Gross Profit 26,270 24,244 8.4 25,761 2.0
Gross Margins (%) 98.5 98.2 28bps 98.0 53bps
Employee Cost 15,253 13,474 13.2 15,014 1.6
Other Expenses 5,088 5,345 (4.8) 5,382 (5.5)
Total Expenditure 20,743 19,261 7.7 20,931 (0.9)
EBITDA 5,929 5,425 9.3 5,365 10.5
EBITDA Margins (%) 22.2 22.0 25bps 20.4 183bps
Depreciation 1,010 998 1.2 927 9.0
EBIT margin improved because of efficiencies EBIT 4,919 4,427 1141 4,438 10.8
in their services segment as well as through
automation and Al capabilities. EBIT Margins (%) 18.4 17.9 51bps 16.9 157bps
Other Income 365 236 54.7 344 6.1
Interest 156 79 97.5 86 81.4
PBT 5,128 4,584 11.9 4,696 9.2
Tax 1,295 1,097 18.0 1,165 11.2
PAT 3,833 3,487 9.9 3,531 8.6
PAT Margin (%) 14.4 14.1 25bps 13.4 94bps
EPS 141 12.8 9.9 13.0 8.6
Source : RBL Research
Revenue by Segments
Particulars (Rs Cr) Q2FY24 Q2FY23 YoY % Q1FY24 Q-0-Q %
IT & Business Services 19,897 18,172 9.5 19,643 1.3
Services segment led the growth % of total revenue 74.6 73.6 99bps 74.7 -10bps
Engineering & R&D Services 4,134 4,199 (1.5) 4,050 2.1
% of total revenue 15.5 17.0 -151bps 15.4 10bps
HCL Software 2,641 2,315 14.1 2,603 1.4
% of total revenue 9.9 9.4 52bps 9.9 Obps
Source : RBL Research
Revenue by Geographies
Particulars (Rs Cr) Q2FY24 Q2FY23 YoY % Q1FY24 Q-0-Q %
American 17,203 15,997 7.5 16,961 1.4
Strong growth was led by Europe followed by % of total revenue 64.5 64.8 -30bps 64.5 Obps
American region Europe 7,602 6,789 12.0 7,547 0.7
% of total revenue 28.5 27.5 100bps 28.7 -20bps
ROW 1,867 1,901 (1.8) 1,788 4.4
% of total revenue 7.0 7.7 -70bps 6.8 20bps
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Financial, Manufacturing, Retail and Life-

science drove the growth

Financial services contribution to revenue YoY
improved the highest amongst all verticals

Steady Client addition

Revenue by Verticals (Rs Cr)

Particulars Q2FY24 Q2FY23 YoY % Q1FY24 Q-0-Q%
Financial Services 6,028 5,085 18.5 5,943 14
Manufacturing 5,148 4,740 8.6 5,207 (1.1)
Technology & Services 3,494 3,728 (6.3) 3,524 (0.8)
Retail & CPG 2,561 2,271 12.7 2,393 7.0
Telecommunications, Media, 2,134 2,271 (6.0) 1,998 6.8
Lifesciences & Healthcare 4,668 4,073 14.6 4,602 1.4
Public Services# 2,641 2,518 4.9 2,630 0.4

Source : RBL Research

Share of Verticals in revenue (%)

Particulars Q2FY24 Q2FY23 YoY % Q1FY24 Q-0-Q%
Financial Services 22.6 20.6 200bps 22.6 Obps
Manufacturing 19.3 19.2 10bps 19.8 -50bps
Technology & Services 13.1 15.1 -200bps 13.4 -30bps
Retail & CPG 9.6 9.2 40bps 9.1 50bps
S e 52 -1200ps re  4omps
Lifesciences & Healthcare 17.5 16.5 100bps 17.5 Obps
Public Services 9.9 10.2 -30bps 10.0 -10bps

Source : RBL Research
Client Metrics
Particulars Q2FY24 Q2FY23 | YoY Change Q1FY24 | QoQ Change
100 Mn $+ 20 20 0 17 3
50 Mn $+ 49 48 1 42 7
20 Mn $+ 132 127 5 128 4
10 Mn $+ 243 237 6 220 23
5Mn S+ 402 390 12 356 46
1Mn $+ 971 947 24 890 81
Source : RBL Research

Client contribution to revenue

Particulars Q2FY24 Q2FY23 Q1FY24

Top 5 Clients 9.80% 9.80% 10.70%

Top 10 Clients 17.20% 17.20% 18.80%

Top 20 Clients 27.30% 27.20% 28.60%

Source : RBL Research
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Story in charts

Revenue in Rupee grew by 1.4% QoQ and 8.0% YoY Revenue in USD grew by 0.8% QoQ and 4.6% YoY
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P&L Account - consolidated

Particulars, Rs cr FY22 FY23
Net sales 85,651 101,456
Expenditure

Purchase of stock in trade 1,473 2,072
(Slpc;:crlt(e:se) / Decrease In 67) 67)
Total raw materials 1,406 2,005
Gross Profit 84,245 99,451
Gross Margins % 98.4 98.0
Employee cost 46,130 55,280
Outsourcing Cost 12,515 14,950
Other expenses 5,070 6,593
Total expenditure 65,121 78,828
EBITDA 20,530 22,628
EBITDAM (%) 24.0 223
Depreciation 4,326 4,145
EBIT 16,204 18,483
EBIT Margin % 18.9 18.2
Other income 1,067 1,358
Interest expenses 319 353
PBT 16,952 19,488
Tax 3,428 4,643
PAT 13,524 14,845
PAT Margin % 15.8 14.6
EPS 49.8 54.7

FY24E

108,404

1,843
(72)
1,771
106,633
98.4
58,538
16,369
6,721
83,400
25,005
23.1
4,429
20,576
19.0
1,301
361
21,516
4,518
16,997
15.7
62.6

FY25E

119,757

1,796
(79)
1,717
118,039
98.6
64,549
17,844
7,185
91,295
28,461
23.8
4,893
23,569
19.7
1,437
372
24,634
5173
19,461
16.3
71.7

Source : RBL Research

Balance Sheet - consolidated

Particulars, Rs cr FY22 FY23
Share Capital 543 543
Reserves & Surplus 61,371 64,862
"I:':::ll Shareholder's 61,914 65,405
Minority Interest 92 (7)
Long term borrowings 3,923 2,111
Short term borrowing 62 140
Total Debt 3,985 2,251
Deferred tax liabilities 1,450 2,311
Long term provision 1,415 1,315
Total 5,667 6,621
Current Liabilities

Trade payables 6,278 6,428
Short term provisions 955 1,120
Other current liabilities 10,142 11,593
Total 17,375 19,141
Total liabilities 89,033 93,411
Application of Assets

Net Block 17,669 16,052
Current work in process 129 40
Sg:sivl\;ggct)irc‘)n a7 18,567
Non current investment 103 110
Tax assets 1,410 1,447
Ia_g\rlmgntg;n loans and 200 )
Other non-current assets 4,298 3,132
Total 41,226 39,348
Current Assets

Current investments 6,239 5,385
Inventories 161 228
Trade receivables 20,671 26,187
Cash balance 10,510 9,065
Bank balance 2,126 5,659
gg\?;iizgm loans and 3,008 2,603
Other current assets 5,092 4,936
Total 47,807 54,063
Total assets 89,033 93,411

FY24E FY25E
543 543
69,111 73,977
69,654 74,520
(7) (8)
2,256 2,492
150 165
2,405 2,657
2,469 2,728
1,791 1,978
3,200 3,535
7,460 8,242
6,868 7,587
1,209 1,335
12,387 13,684
20,464 22,607
99,976 108,017
17,103 18,070
40 40
18,567 18,567
118 130
1,546 1,708
3,346 3,697
40,720 42,212
6,504 7,185
244 269
27,027 29,529
11,079 13,503
5,659 5,659
2,781 3,073
5,962 6,587
59,256 65,805
99,976 108,017

Source : RBL Research
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Cashflow - consolidated Key ratios - consolidated
Particulars, Rs cr FY22 FY23 FY24E FY25E Particulars FY22 FY23 FY24E FY25E
Profit before tax 16,951 19,488 21,516 24,634 Per share Data
Add: Depreciation 4,326 4,145 4,429 4,893 EPS (Rs) 49.8 54.7 62.6 71.7
Al st = 2 20 372 Book value per share (Rs) 228.0 240.9 256.6 2745
Less: Other Income /Interest
Rec. J (583) (769) - - Dividend per share (Rs) 42.0 479 47.0 53.8
Less: Dividend Income @7) ) ) . Dividend Yield (%) 3.4 3.9 3.8 4.4
L o
Operating profit before WC 20,892 23012 26305 29808  DividendPayout(%) 844 750 5.0 750
Profitability Ratios
Changes in working capital (549) (1,305) (211) (1,031)
. EBITDAM(%) 24.0 22.3 231 23.8
Cash from Operations 20,343 21,707 26,094 28,867
0,
Less: Taxes (3443  (3,698) (4518) (5173  FBIM%) i s et A
Cash flow from Operations 16,900 18,009 21,576 23,694 NPM (%) 158 14.6 15.7 16.3
Net cash used in Investing ROE (%) 21.8 22.7 24.4 26.1
Purchase of fixed assets (1,645) (1,661) (5,480) (5,859) RoCE (%) 24.6 27.3 28.6 30.5
Purchase of investments 2,543 (2,949) (1,127) (693) Efficiency Data
Sales of fixed assets 90 217 - - Debt-Equity Ratio 0.1 0.0 0.0 0.0
Dividend Income/Interest Rec. e 65 - " Interest Cover Ratio 50.8 52.4 57.0 63.4
Cash Flow from investing 1,477 (3,931) (6,607) (6,553) . .
Fixed Asset Ratio 0.2 0.2 0.2 0.2
Cash flow from Financing
Debtors (Days) 88.1 94.2 91.0 90.0
Proceeds of borrowings 77 (1,848) 154 252
Inventory (Days) 0.7 0.8 0.8 0.8
Sales of borrowings (137) - - -
. . Payable (Days) 26.8 2341 231 2341
Dividend (Incl dividend tax) (11,391) (12,995) (12,748) (14,596)
WC (D 62.0 71.9 68.7 67.7
Interest cost (69) (80) 361) 372) (Days)
Others (2,988) (958) 0) (1)  Valuation
Cash Flow from Financing (14,508) (15,881)  (12,955)  (14,716) P/E (x) 24.6 224 19.6 17.1
Net cash Inflow/Outflow 3,869 (1,803) 2,014 2,425 P/BV 5.4 5.1 4.8 4.5
Opening cash 6,521 10,510 9,065 11,079 EV/EBITDA 15.9 14.4 12.9 11.3
Exchange gain/loss 120 358 o o EV/Sales 3.8 3.2 3.0 2.7
Closing Cash 10,510 9,065 11,079 13,503 Source : RBL Research

Source : RBL Research
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Before you use this research report, please ensure to go through the disclosure inter-alia as required under Securities and Exchange Board of India

(Research Analysts) Regulations, 2014 and Research Disclaimer at the following link: https://www.religareonline.com/disclaimer

specific analyst(s) specific disclosure(s) inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations,

2014 is/are as under:

Statements on ownership and material conflicts of interest, compensation— Research Analyst (RA)

S. No. Statement Answer
Tick appropriate
Yes No
I/we or any of my/our relative has any financial interest in the subject company? [If answer is yes, nature of No

Interest is given below this table]

I/we or any of my/our relatives, have actual/beneficial ownership of one per cent. or more securities of the No

subject company, at the end of the month immediately preceding the date of publication of the research

report or date of the public appearance?

I / we or any of my/our relative, has any other material conflict of interest at the time of publication of the No

research report or at the time of public appearance?

I/we have received any compensation from the subject company in the past twelve months? No
I/we have managed or co-managed public offering of securities for the subject company in the past twelve No
months?

I/we have received any compensation for brokerage services from the subject company in the past twelve No
months?

I/we have received any compensation for products or services other than brokerage services from the No
subject company in the past twelve months?

I/we have received any compensation or other benefits from the subject company or third party in No
connection with the research report?

I/we have served as an officer, director or employee of the subject company? No
I/we have been engaged in market making activity for the subject company? No

[Please note that only in case of multiple RAs, if in the event answers differ inter-se between the RAs, then RA specific answer with respect to

questions under F (a) to F(j) below, are given separately]

Nature of Interest ( if answer to F (a) above is Yes:

Name(s) with Signature(s) of RA(s).

[Please note that only in case of multiple RAs and if the answers differ inter-se between the RAs, then RA specific answer with
respect to questions under F (a) to F(j) above, are given below]

. Serial Question of question which the signing RA
SS..No. Name(s) of RA. Signtures of RA . Yes No.
needs to make a separate declaration / answer

Copyright in this document vests exclusively with RBL. This information should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose, without prior written
permission from RBL. We do not guarantee the integrity of any emails or attached files and are not responsible for any changes
made to them by any other person.
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