HCL Technologies Limited (HCLTECH)

16 October 2024 s ANANDRATHI

Q2 FY25 Result Update Target: X 2020

U The revenue from operations of the company increased by 8.2% year-on-year to X 2,88,620 million on a consolidated basis. In constant
currency (CC) terms the revenue grew by 6.2% YoY and 1.6% QOQ. This strong growth is aided by surge in license revenue of software
business with while digital revenue grew by 7.8% YoY along with manufacturing, BFSI and recovery seen in ER&D services.

U On the business segment front, revenue for IT Business services, Engineering and R&D services grew YoY by 6.2% and 4.3% respectively in
constant currency terms.

U On Vertical front, revenue for financial services stood by (4.5%), Manufacturing by 7.1%, Life sciences & Healthcare by (2.8%), Technology
and Services by 5.6%, Telecommunication by 61.2%, Retail & CPG by 6.2% and Public services grew by (2.0%) on YoY CC growth basis .On
geography front, revenue for America, Europe and except ROW grew YOY by 7.5%, 4.2% and (2.6%) respectively in constant currency terms.

U On profitability front, the company's EBITDA for the quarter increased by 7.4% year-on-year to X 63,690 million with a margin of 22.0% in
Q2 FY25. The company's net profit stood at X 42,370 million, with a net margin of 14.6% .

U The company’s TCV (New deal wins) stood at USS 2,218 mn compared to USS 1960 mn in previous quarter. The voluntary employee attrition
rate came to 12.9%, down from 14.2% in Q2 of last year.

U The management has revised the lower band of revenue guidance to 3.5% to 5.0% (from 3-5% guided earlier) YoY on CC basis and EBIT
margin guidance remains same i.e 18.0% to 19.0% for FY25. The Board has declared an interim dividend of Rs 12 for the quarter.

U Going forward for remaining H2 FY25 management expects guided range 0-2% of revenue growth. In 3QFY25, the management expects
furlough to remain similar to last year. The company has multiple growth opportunity with focus on data modernization, GenAl stacks,
security privacy, cloud engineering and low code capabilities across geographies and verticals. We maintain HOLD rating on the stock with a
revised target price of 2020 per share.
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Key takeaways from Concall

L HCL technologies delivered above estimate Q2 numbers in terms of both revenue and profits. Revenue grew by 2.4% QoQ (up 6.8% YoY) to
USS3.44bn in 2QFY25, which is above our estimate. CC revenue increased by 1.6% QoQ (up 5.9% YoY), while digital revenue grew by 7.8%
YoY.

U The management expects BFSI vertical to witness further improvement, while discretionary spend remains unclear. The company is
expected to witness impact on margin ~65-80bps in Q4FY25 and 50-60bps in Q4FY24 due to wage hike for India based employees to be
around 7% average and top performer by 12-15% while outside India it depends on local statutory requirements.

U It is also seeing good traction in Al and GenAl related opportunities wherein Al force platform is widely adopted for service transformation
and HCL is partnering with companies like Microsoft, AWS, Google cloud to accelerate Al adaption.

U Despite the headwinds faced due to divestment of the State Street joint venture BPO business the company’s service business grew at 1.6%
sequentially and 5.9% year-on-year in CC. The top performing verticals on a sequential basis were retail, CPG, life sciences and healthcare,
technology and services, and energy, utility and public services in that order. On a year-on-year basis, telecom and media, manufacturing,
retail and CPG, and technology and services fared well.

U All the three geographies grew this quarter with rest of the world having a strong growth of 7.2% on a constant currency basis sequentially,
largely driven by financial services and some uptick in manufacturing. On a year-on-year basis, Americas grew 7.5%, Europe grew, 4.2%
whereas ROW declined by 2.6% in CC.

U In this quarter, company acquired Zeenea, Paris based software company at $26.5mn. It specializes in data catalog and governance solutions
which would enhance company’s data and analytics business. Management was cognizant of acquisition driving growth for the product
business in coming years. Management expects mid-single digit growth in product business for medium term.
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Financials:
(InX mn) Q2-FY25 Q1-FY25 Q2-FY24 Chg H1 FY25 H1 FY24 Chg
Net Sales 2,88,620 2,80,570 2,66,720 8.2% 5,69,190 5,29,680 7.5%
Operating Expense 2,24,930 2,22,640 2,07,430 8.4% 4,47,570 4,16,740 7.4%
EBITDA 63,690 57,930 59,290 7.4% 1,21,620 1,12,940 7.7%
Other Income 4,560 11,030 3,650 15,590 7,090
Depreciation 10,070 9,980 10,100 20,050 19,370
EBIT 58,180 58,980 52,840 10.1% 1,17,160 1,00,660 16.4%
Interest 1,310 1,910 1,560 3,220 2,420
PBT 56,870 57,070 51,280 10.9% 1,13,940 98,240 16.0%
Tax 14,500 14,480 12,950 28,980 24,600
Exceptional Items - - - - -
PAT 42,370 42,590 38,330 10.5% 84,960 73,640 15.4%
Minority /Other Adj. (20) (20) (10) (40) 20
Consolidated PAT 42,350 42,570 38,320 10.5% 84,920 73,660 15.3%
Margins Q2-FY25 Q1-FY25 Q2-FY24 Chg BPS H1 FY25 H1 FY24 Chg BPS
Operating Margin % 22.1% 20.6% 22.2% -16 21.4% 21.3% 4
Net Margin % 14.7% 15.2% 14.4% 31 14.9% 13.9% 101
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Consolidated Financials:

(|n E§ mn) FY-23 FY-24 FY-25E FY-26E (In X mn) FY-23 FY-24E FY-25E FY-25E
Liabilities
Net Sales 10,14,560 10,99,130 11,43,095 12,00,250 Equity Share Capital 9,310 5,430 5,430 5,430
Operating Expense 7,88,320 8,57,150 8,87,007 9,24,133 Reserves & Surplus 6,44,740 6,77,200 8,45,927 10,29,947
EBITDA 2,26,240 2,41,980 2,56,089 2,76,117 Totat Shareholder's Funds 6,54,050 6,82,630 8,51,357 10,35,377
Minority Interest (70) 80 80 80
Other Income 13,620 14,350 15,548 16,325 | ong-Term Liabilities 21,110 22,230 22,230 22,230
Depreciation 41,450 41,730 45,532 46,262 Other Long-term Liabilities 43,100 57,860 57,860 57,860
EBIT 1.98.410 515,200 5 26.105 5 46.181 Deferred Tax Liability (10,910) (2,600) (2,600) (2,600)
" T T T Short-term Liabilities 2,14,310 2,27,260 2,30,143 2,47,784
Interest 3,530 5,530 4,606 4,606 Total 9,21,590 9,87,460 11,59,070 13,60,731
Misc. items - - - _ Assets
Net Fixed Assets 3,46,590 3,51,710 3,05,338 2,87,994
PBT 1,94,880 2,09,670 2,21,499 2,41,575 Long-Term L&A 8,360 9,643 9,643 9,643
Tax 46,430 52,570 55,375 60,394 Non Current Investments 1,100 940 940 940
L Other Non-Current Assets 29,270 31,857 31,857 31,857
Minority Interest 60 (40) - -
Current Asset 5,35,770 5,93,310 8,11,292 10,30,297
PAT 1,48,510 1,557,060 166,124  1,81,181 Total 921,50  9,87,460 11,59,070 13,60,731
Margins FY-23 FY-24 FY-25E FY-26E (In X mn) FY-23 FY-24 FY-25E FY-25E
Sales Growth % 18.5% 8.3% 4.0% 5.0% EPSR) 54.7 57.9 61.2 66.8
Operating Margin % 22.3% 22.0% 22.4% 23.0% P/E (x) 34.1 32.2 30.5 28.0
Net Margin % 14.6% 14.3% 14.5% 15.1% P/B () 7 74 > 4.9
ROE 22.7% 23.0% 19.5% 17.5%
EBIT Margin % 19.6% 19.6% 19.8% 205% RoCE 28.1% 28.3% 24.3% 22.1%

Source: Company, Anand Rathi Research
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Key Risks:

 US H1-B Visa regulations.
L Foreign currency fluctuations.

L Employee attrition.
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Rating and Target Price history:

HCLTECH’s rating history & price chart HCLTECH’s rating details
2000 Date Rating Target Price (X)  Share Price (X)
1800 21-Jan-21 Buy 1125 994
1600 28-Apr-21 Buy 1075 924
1400 23-Jul-21 Buy 1150 994
1200
1000 26-Oct-21 Buy 1350 1167
800 14-Jan-22 Buy 1550 1337
600 12-May-22 Buy 1350 1059
400 A H4 NN NN NN NN O onO o0 0o S S S§ 10'AUg'22 BUV 1183 952
AT SN SN S B B B B,
C 8 § 3 832 93 63 "3 0o 68839 16-Jan-23 HOLD 1,225 1,094
w oz - =S w oz - =S w oz - =S 2
26-Apr-23 HOLD 1,200 1,065
21-Jul-23 HOLD 1,250 1,115
31-Jan-24 HOLD 1,745 1,574
29-Apr-24 HOLD 1,500 1,387
11-Jul-24 HOLD 1725 1569
15-Oct-24 HOLD 2020 1870

Source: Bloomberg, Anand Rathi Research

NOTE: Prices are as on 15 Oct 2024 close.

Source: Bloomberg, Anand Rathi Research
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Disclaimer:

Analyst Certification

O The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research
analyst(s) in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange
Board of India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have
no bearing whatsoever on any recommendation that they have given in the Research Report

Anand Rathi Ratings Definitions

0 Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps, Mid-Caps & Small Caps as described in the Ratings Table
below:

Ratings Guide (12 months) | Buy [ Hold __[sel |

Large Caps (Top 100 companies) >15% 0%-15% Below 0%
Mid Caps (101st-250th company) >20% 0%-20% Below 0%
Small Caps (251st company onwards) >25% 0%-25% Below 0%
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Disclaimer:

Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014

Anand Rathi Share and Stock Brokers Ltd. (hereinafter refer as ARSSBL) (Research Entity, SEBI Regn No. INHO00000834, Date of Regn. 29/06/2015) is a subsidiary of the
Anand Rathi Financial Services Ltd. ARSSBL is a corporate trading and clearing member of Bombay Stock Exchange Ltd (BSE), National Stock Exchange of India Ltd.
(NSEIL), Metropolitan Stock Exchange of India Ltd. (MSE), and also depository participant with National Securities Depository Ltd (NSDL) and Central Depository Services
Ltd. (CDSL), ARSSBL is engaged into the business of Stock Broking, Depository Participant, Mutual Fund distributor.

The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi research have received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

General Disclaimer: - This Research Report (hereinafter called “Report”) is meant solely for use by the recipient and is not for circulation. This Report does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. The
recommendations, if any, made herein are expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of
purchase or sale of any security, derivatives or any other security through ARSSBL nor any solicitation or offering of any investment /trading opportunity on behalf of
the issuer(s) of the respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a professional investment guide for the
readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own
investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or
making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by ARSSBL
to be reliable.

ARSSBL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of
such information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors,
employees, affiliates or representatives of ARSSBL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including
lost profits arising in any way whatsoever from the information / opinions / views contained in this Report. The price and value of the investments referred to in this
Report and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future
performance. ARSSBL does not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding taxation aspects of any
potential investment.

Continued...
_—
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Disclaimer:

Contd...

Opinions expressed are our current opinions as of the date appearing on this Research only. We do not undertake to advise you as to any change of our views
expressed in this Report. Research Report may differ between ARSSBL’s RAs and/ or ARSSBL’s associate companies on account of differences in research methodology,
personal judgment and difference in time horizons for which recommendations are made. User should keep this risk in mind and not hold ARSSBL, its employees and
associates responsible for any losses, damages of any type whatsoever.

ARSSBL and its associates or employees may; (a) from time to time, have long or short positions in, and buy or sell the investments in/ security of company (ies)
mentioned herein or (b) be engaged in any other transaction involving such investments/ securities of company (ies) discussed herein or act as advisor or lender /
borrower to such company (ies) these and other activities of ARSSBL and its associates or employees may not be construed as potential conflict of interest with respect
to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall ARSSBL and its associates or employees or any
third party involved in, or related to computing or compiling the information have any liability for any damages of any kind.

Details of Associates of ARSSBL and Brief History of Disciplinary action by regulatory authorities & its associates are available on our website i.e. www.rathionline.com

Disclaimers in respect of jurisdiction: 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 ARSSBL to any registration or licensing requirement within such jurisdiction(s). No action has been or will be taken by ARSSBL in any jurisdiction (other than
India), where any action for such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or jurisdiction
unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. ARSSBL requires such recipient to inform himself about and to
observe any restrictions at his own expense, without any liability to ARSSBL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Copyright: - This report is strictly confidential and is being furnished to you solely for your information. All material presented in this report, unless specifically indicated
otherwise, is under copyright to ARSSBL. None of the material, its content, or any copy of such material or content, may be altered in any way, transmitted, copied or
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express written permission of ARSSBL. All trademarks, service marks
and logos used in this report are trademarks or service marks or registered trademarks or service marks of ARSSBL or its affiliates, unless specifically mentioned
otherwise.

Contd...
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Disclaimer:

Contd.

U Statements on ownership and material conflicts of interest, compensation - ARSSBL and Associates
U Answers to the Best of the knowledge and belief of ARSSBL/ its Associates/ Research Analyst who is preparing this report

Answers to the Best of the
Sr. Statement knowledge and belief of the
No. ARSSBL/ its Associates/ Research

Analyst who is preparing this report ‘

ARSSBL/its Associates/ Research Analyst/ his Relative have any financial interest in the subject company? Nature of Interest (if

1 applicable), is given against the company’s name?. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have actual/beneficial ownership of one per cent or more securities of the subject

2 company, at the end of the month immediately preceding the date of publication of the research report or date of the public NO
appearance?.

3 ARSSBL/its Associates/ Research Analyst/ his Relative have any other material conflict of interest at the time of publication of the NO
research report or at the time of public appearance?.

4 ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation from the subject company in the past twelve NO
months.

5 ARSSBL/its Associates/ Research Analyst/ his Relative have managed or co-managed public offering of securities for the subject NO
company in the past twelve months.
ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation for investment banking or merchant banking or

6 brokerage services from the subject company in the past twelve months. NO
ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation for products or services other than investment

7 banking or merchant banking or brokerage services from the subject company in the past twelve months. NO

3 ARSSBL/its Associates/ Research Analyst/ his Relative have received any compensation or other benefits from the subject company or NO
third party in connection with the research report.

9 ARSSBL/its Associates/ Research Analyst/ his Relative have served as an officer, director or employee of the subject company. NO

10  ARSSBL/its Associates/ Research Analyst/ his Relative has been engaged in market making activity for the subject company. NO
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Disclaimer:

Contd...

Other Disclosures pertaining to distribution of research in the United States of America

Research report is a product of Anand Rathi Share and Stock Brokers Ltd. (hereinafter refer as ARSSBL) under Marco Polo Securities 15a6 chaperone service 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 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.

Research reports are intended for distribution by only 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, ARSSBL has entered into a

chaperoning agreement with a U.S. registered broker dealer, Marco Polo Securities Inc. ("Marco Polo").

1. ARSSBL or its Affiliates may or may not have been beneficial owners of the securities mentioned in this report.

2. ARSSBL or its affiliates may have or not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months.

3. ARSSBL or its affiliates may have or not received compensation for investment banking services from the issuer of these securities in the past 12 months and do not
expect to receive compensation for investment banking services from the issuer of these securities within the next three months.

4. However, one or more of ARSSBL or its Affiliates may, from time to time, have a long or short position in any of the securities mentioned herein and may buy or sell

those securities or options thereon, either on their own account or on behalf of their clients.

As of the publication of this report, ARSSBL does not make a market in the subject securities.

6. ARSSBL or its Affiliates may or may not, to the extent permitted by law, act upon or use the above material or the conclusions stated above, or the research or
analysis on which they are based before the material is published to recipients and from time to time, provide investment banking, investment management or
other services for or solicit to seek to obtain investment banking, or other securities business from, any entity referred to in this report.

o

0 As of the publication of this report, ARSSBL does not make a market in the subject securities.

O Additional information on recommended securities/instruments is available on request.

0 Compliance officer-Deepak Kedia, email id - deepakkedia@rathi.com, Contact no. +91 22 6281 7000.

O Grievance officer-Madhu Jain-email id- grievance@rathi.com, Contact no. +91 22 6281 7191

U ARSSBL registered address: Express Zone, A Wing, 9th Floor, Western Express Highway, Diagonally Opposite Oberoi Mall, Malad (E), Mumbai — 400097. Tel No: +91
22 6281 7000 | Fax No: +91 22 4001 3770 | CIN: U67120MH1991PLC064106.
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