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HCL Technologies Ltd
Robust Q3; Maintain Buy

Sharekhan code: HCLTECH

CMP: Rs. 1,543
€ Maintain
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Reco/View: Buy o

N Upgrade

Price Target: Rs. 1,780 N
\l/ Downgrade

Summary

¢ HCL Tech reported strong revenues of $3,415 million, up 6% g-0-q/4.3% y-o-y in constant currency (CC)
terms beating our estimates of 4.4% g-o-q CC led by ERS, HCL Software and IT services, which grew
8.7%/32% and 1.9%, g-o-q respectively in CC terms.

¢ EBIT margins improved ~130 bps g-o0-q to 19.8% owing to outperformance from the software (180 bps)
that was offset by services margin (50 Bps) despite wage hike and furloughs. New deal win TCVs stood at
$1,927 million, down 51%/18% on a g-o-q and y-o-y basis, respectively.

¢ FY24 CCrevenue growth (including ASAP acquisition) guidance narrowed to 5-5.5% at company level as
well as for Services segment. Ask rate for Q4FY24 at 0.3 to 2.1%, and 1.6 to 3.5% at services level.

* We believe HCL Tech is well-equipped to maintain its growth leadership among large peers in the
medium term given the diversified portfolio that is well-aligned to growth areas and strong execution.
Hence, we maintain Buy with revised price target (PT) of Rs 1,780. At CMP the stock trades at 22.5/19.1x
its FY25/26E EPS.

HCL Tech reported strong revenues of $3,415 million, up 6% q-0-q/4.3% y-o-y in constant currency
(CC), beating our estimates of 4.4% q-o0-q CC revenue growth . Revenue in rupee terms stood at Rs.
28,446 crore, up 6.7% q-o-q and 6.5% y-o-y. Growth was led by ERS, HCL Software and IT services
divisions, which grew 8.7%/32% and 1.9% q-o-q respectively in CC terms. The services business
(IT services and ERS) was up 3.1% in CC ,with 2% organic growth and 1.1% delivered by the ASAP
acquisition. EBIT margin improved ~130 bps q-o-q to 19.8% despite the impact of wage hike and
furloughs owing to outperformance from Software (180 bps) offset by services margin (50 Bps). Net
profit stood at Rs. 4,350 crore up 6.2%/13.5 on g-0-q/ y-o-y respectively. New deal win TCVs stood at
$1,927 million, down 51%/18% on a q-o-q and y-o-y basis, respectively. YTD bookings stood at $7461
million, up 10% y-o-y. Five out of seven verticals grew during the quarter with the Telecom and media
business delivering an outstanding 25.9% growth q-o-q in constant currency terms, fueled by large
deal ramp up. Net headcount additions stood at 3,617 taking total headcount to 224,756 while the
LTM attrition rate declined 140 bps q-o0-q to 12.8%. HCL tech delivered an all-round performance
in their seasonally strong quarter across services and products as well as on business margins. We
expect the growth momentum to further pick up in FY25 as macro headwinds recede. We believe HCL
Tech is well-equipped to maintain its growth leadership among the large peers in the medium term
given the diversified portfolio well-aligned to growth areas and strong execution. Hence, we maintain
Buy on HCL Tech with revised price target (PT) of Rs 1,780. At CMP the stock trades at 22.5/19.1x its
FY25/26E EPS.

Key positives

¢ EBIT margin improved ~130 bps g-o0-q to 19.8% from 18.5%.

¢ LTM attrition further moderated to 12.8% versus 14.2% in Q2FY24.

+ Net Additions stood at 3,617, taking closing headcount to 224,756. Fresher additions at 3,818
+ HCL software revenue grew 5% y-o-y/ 32% g-o-q in CC.

Key negatives

+ Narrowed FY24 CC revenue growth guidance to 5-5.5% from versus earlier guidance of 5-6%.
Management Commentary

+ FY24 CC revenue growth (including ASAP acquisition) guidance narrowed to 5-5.5% at company level as
well as for Services segment. Ask rate for Q4FY24 at 0.3 to 2.1% while at a services level it is 1.6 to 3.5%

+ EBIT margin guidance maintained at 18-19% for FY24.

¢ The management does not see an uptick in the overall discretionary spend, however they believe there
is still a portion of tech spend that should remain resilient like cloud migration, SAP, data modernization,
cybersecurity, automation and advanced analytics.

Revision in estimates - We have fine-tuned our estimates to factor Q3FY24 performance.
Our Call

Valuation - Maintain Buy with revised PT of Rs. 1,780: HCL Technologies delivered an all-round
performance in their seasonally strong quarter across services and products as well as business margins.
We believe HCL Tech is well-equipped to maintain its growth leadership among large peers in the medium
term given the strong and healthy pipeline well distributed across large and medium sized deals, diversified
portfolio well-aligned to growth areas and strong execution. We expect Sales/PAT CAGR of 10.2%/12.9% over
FY23-26E. Hence, we maintain Buy on HCL Tech with revised price target (PT) of Rs 1,780. At CMP, the stock
trades at 22.5/19.1x its FY25/26E EPS.

Key Risks

Rupee appreciation and/or adverse cross-currency movements. The contagion effect of banking crisis, macro
headwinds and a possible recession in the US are likely to moderate the pace of technology spending.

Valuation (Consolidated) Rscr

Particulars | FY22 FY23 FY24E FY25E FY26E

Net sales 85,651.0 1,01,456.0 1,10,224.5 1,23,165.3 1,36,341.8
EBITDA Margin (%) 24.0 223 223 235 24.8
Net profit (Rs cr) 13,499.0 14,850.0 15,876.4 18,637.0 21,956.9
% YoY growth 4.3 10.0 6.9 17.4 17.8
EPS (Rs) 49.7 54.7 58.5 68.7 80.9
PER 31.0 28.2 26.4 225 19.1
P/B (x) 6.8 6.4 6.0 5.7 53
EV/EBITDA 20.0 18.2 16.3 13.4 11.2
ROE (%) 22.1 233 23.6 26.0 28.6
ROCE (%) 237 26.4 27.6 30.6 34.0
Source: Company; Sharekhan estimates
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Key Earnings Call Highlights

+ Robust Revenues: HCL Technologies reported strong revenues of $ 3,415 million, up 6% g-0-q/4.3% y-o-y in
constant currency (CC), beating our estimates of 4.4% g-o-q CC revenue growth . Revenue in rupee terms stood at
Rs. 28,446 crore, up 6.7% g-o-q and 6.5% y-o-y. Growth was led by ERS, HCL Software and IT services, which grew
8.7%/32% and 1.9% g-o-q respectively in constant currency. The services business ( IT services and ERS) was up
3.1% in CC ,with 2% organic growth and 1.1% delivered by the ASAP acquisition.

¢+ Demand environment: Discretionary spending in IT and engineering services remains relatively unchanged,
presenting a soft pattern while indicating some early signs of growth. Clients are strategically focusing on
modernizing data and SAP, along with prioritizing cloud engineering and scaling Generative Al for future business
models. They aim to enhance operational costs, leverage low code capabilities, and foresee gradual but significant
growth in generative Al programs, particularly in establishing scalable foundations, involving cloud migration,
private GenAl stacks, data modernization, and security enhancements.

+ Revenue guidance lowered; EBIT guidance maintained: The company expects FY24 CC revenue growth
(including ASAP acquisition) to be 5-5.5% for company level (from 5-6% earlier) as well as services segment. The
ask rate for Q4FY24 is 0.3-2.1% and at a services level it is 1.6-3.5% The company expects FY24 EBIT margin to be
between 18-19%.

¢ Vertical performance: The Manufacturing/Telecom/Retail / Technology and Public services verticals’ revenues
grew by 7.6%/25.9%/2.9%/1.6%/0.9% g-o-q in CC terms, while that of Financial services/ Life Sciences vertical
declined by 1.3%/3.2% g-o-q in CC terms. Telecom and media business delivering an outstanding 25.9% growth
g-o-q in constant currency fueled by a large deal ramp-up.

+ Geography-wise performance: Europe and America grew by 5.0%/ 3.1% g-o-q respectively in CC terms while
ROW declined 5.3% g-o0-q in CC terms due to furloughs and ramp downs.

* Net additions improved: LTM attrition declined by 140 bps g-o0-q to 12.8% from 14.2%. Net headcount additions
stood at 3617, with fresher hiring at 3818, taking the total headcount to 224,756.

¢ Client metric performance: The number of clients in $10 million+ category increased by 7 while clients in $
S5million+ and 1 million+ category declined by 1 and 13, respectively. Revenue from Top 5 and Top 10 clients
increased by 5.9%/ 9% q-0-q, respectively. DSO stood at 67 from 61 in Q2FY24.

+ Booking performance: New deal win TCVs stood at $1,927 million, down 51%/18% on a g-o-q and y-o-y basis,
respectively. YTD bookings stood at $7461 million, up 10% y-o-y. Bookings were lower during the quarter due to
mega deal in the last quarter. The company won 18 large deals, 6 of which were in the services sector and 12 in the
software sector. The company had 30 wins in GenAl related projects.

+ Robust cash flows: Q3FY24 OCF and FCF stood at $462/5438 million and came at 142%/135% of net income (on
LTM basis), respectively. Net cash balance at $2,617 million, up by 2.3% y-o-y.

January 12,2024 2

Stock Update



Stock Update

Powered by the Sharekhan Sharekhan
3R Research Philosophy SRR
Results Rs cr
Particulars | Q3FY24| Q3FY23 | Q2FY24 | YoV (%) | QoQ (%)
Revenues ($ mn) 3,415.0 3,244.0 3,224.7 5.3 5.9
Net sales 28,446.0 26,700.0 26,672.0 6.5 6.7
Direct Costs 17,998.0 16,720.0 17,013.0 7.6 5.8
Gross Profit 10,448.0 9,980.0 9,659.0 4.7 8.2
Research & development 418.0 415.0 404.0 0.7 35
SG&A 3,272.0 3,200.0 3,311.0 2.3 -1.2
EBITDA 6,758.0 6,365.0 5,944.0 6.2 13.7
Depreciation & amortization 1,143.0 1,136.0 1,010.0 0.6 13.2
EBIT 5,615.0 5,229.0 4,934.0 7.4 13.8
Other Income 230.0 141.0 209.0 63.1 10.0
PBT 5,874.0 5,373.0 5,128.0 9.3 14.5
Tax Provision 1,523.0 1,276.0 1,295.0 19.4 17.6
Net profit 4,350.0 4,097.0 3,832.0 6.2 13.5

EO 0.0 0.0 0.0

Reported net profit 4,350.0 4,097.0 3,832.0 6.2 13.5
EPS (Rs) 16.1 133 14.2 204 13.5
Margin (%)

EBITDA 23.8 23.8 223 -8 147
EBIT 19.7 19.6 18.5 15 124
NPM 15.3 15.3 14.4 -5 93
Tax rate 259 23.7 253 218 67

Source: Company, Sharekhan Research

Revenue mix: Geographies, industry verticals, and other operating metrics

. Revenues ‘ Contribution ‘ $ Growth (%) CC growth (%)
Particulars
Revenues ($ mn) 3,415 100 5.9 53 6.0 43
Geographic mix
Americas 2,203 64.5 59 6.9 3.1 6.7
Europe 990 29.0 7.8 4.9 5.0 1.7
RoW 219 6.4 -3.2 -9.0 -5.3 -7.5
Industry verticals
Financial services 741 21.7 1.7 14.8 -1.3 129
Manufacturing 686 20.1 10.3 74 7.6 5.8
Technology & services 437 12.8 35 -9.0 0.5 -9.2
Retail & CPG 328 9.6 5.9 13.6 2.9 11.7
;ﬂsﬁgm:;”g ':s:gi?:i'nr:fedr:?' 331 9.7 284 86 259 83
Lifesciences & healthcare 560 16.4 -0.8 1.0 -3.2 0.5
Public services 331 9.7 38 0.1 0.7 -0.6
Clients Contribution
IT and business services 2,449 71.7 1.8 53 1.9 43
Engineering and R&D Services 560 16.4 8.5 4.0 8.7 3.6
Products & platforms 406 11.9 27.3 1.8 320 5.0
Clients Contribution
Top 5 335 9.8 5.9 0.2 - -
Top 10 604 17.7 9.0 24 - -
Top 20 956 28.0 8.6 4.5 - -

Source: Company, Sharekhan Research
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HCL Tech’s constant-currency revenue growth trend (y-o-y)
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Trend in services (IT+ ERD) EBIT margin
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Outlook and Valuation

B Sector view - Macro headwinding winds bottoming out coupled with better earnings visibility

We anticipate growth momentum to return in FY25 aided by lower base coupled with easing sector headwinds.
Though, IT sector has already outperformed Nifty last year, we expect overall outperformance in CY24 as well driven
by receding headwinds and better earnings visibility.

B Company outlook - Leveraging on core strengths

HCL Technologies has invested aggressively in the fast-growing Mode-2 (a good proxy for digital offering) capabilities,
which would help HCL Tech deliver strong revenue growth in the coming years. Given its differentiated position in
Infrastructure Management Services (IMS) and strong capabilities in engineering services, HCL Tech is well positioned
to maintain its growth momentum in the IT services business (89% of total revenue) going ahead. HCL Tech's strength

in digital foundation and application modernisation make it a strong contender for building digital transformation
initiatives for clients.

B Valuation - Maintain Buy with revised PT of Rs. 1,780

HCL Technologies delivered an all-round performance in their seasonally strong quarter across services and products
as well as business margins. We believe HCL Tech is well-equipped to maintain its growth leadership among large
peersin the medium term given the strong and healthy pipeline well distributed across large and medium sized deals,
diversified portfolio well-aligned to growth areas and strong execution. We expect Sales/PAT CAGR of 10.2%/12.9%
over FY23-26E. Hence, we maintain Buy on HCL Tech with revised price target (PT) of Rs 1,780. At CMP the stock trades
at 22.5/19.1x its FY25/26E EPS.
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About company

HCL Tech is a leading global technology company providing software-led IT solutions, remote infrastructure
management, BPO services, and engineering-related services. Further, the company helps global enterprises re-
imagine and transform their businesses through digital technology transformation. HCL Tech leverages its global
network of integrated co-innovation labs and global delivery capabilities to provide holistic multi-service delivery in
key industry verticals.

Investment theme

HCL Tech’s revenue growth momentum is expected to accelerate, led by several large deal wins in the past few
quarters and gradual recovery in infrastructure management services. The company focuses on chasing large deals to
capture market share from incumbents in consolidation deals. Being the leader in IMS practices and the third-largest
engineering services player globally in revenue, the company is well positioned to win large deal wins. Strong deal
wins along with acquisition of select IP products will help the company drive growth going ahead.

Key Risks

1) Continued slowdown in organic revenue growth, 2) integration issues in ongoing M&A activities, especially IP-
related transactions, 3) Rupee appreciation and/or adverse cross-currency movements, 4) pressure in renewal of IMS
deals, 5) any hostile regulatory visa norms could have an impact on employee expenses, and 6) any major macro
issues in developed markets, especially in the US and Europe.

Additional Data

Key management personnel

Roshni Nadar Malhotra Chairperson

CVijay Kumar Managing Director and CEO

Prateek Aggarwal Chief Financial Officer

Apparao VV Chief Human Resources Officer

Kalyan Kumar Chief Technology Officer and Head, Ecosystems

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Life Insurance Corp of India 4.64
2 Artisan Partners Ltd 2.21
3 Vanguard Group Inc 1.59
4 BlackRock Inc 1.52
5 SBI Funds Management Ltd 1.42
6 ICICI Prudential Asset Management 1.17
7 HDFC Asset Management Co Ltd 1.16
8 FMR LLC 1.02
9 FIL Ltd 0.79
10 | PPFAS Asset Management 0.69

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.
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The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
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report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
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SHAREKHAN has not been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its
associates or analysts have not received any compensation for investment banking, merchant banking, brokerage services or any compensation or
other benefits from the subject company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act
as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or
related securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time
to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in
no event shall SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability
for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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For any complaints/grievance, email us at igc@sharekhan.com or you may even call Customer Service desk on - 022- 41523200 / 022-69920600



