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Organic growth engine is yet to fire; higher focus on inorganic growth

Happiest Minds (HAPPSTMNDS) has once again revised down its FY25 revenue target to 27-28% vs 30-35% YoY CC
earlier. We cut revenue by 7%/9% for FY26-27E, factoring in lower organic growth momentum and softness in edutech.
We model 14-15% growth for FY26/27E; cut EPS by 12%/14.6% for FY26/27E, led by cut in revenue estimates and
~100bps cut in margin. We arrive at revised TP of INR 610 (average of P/E based TP of INR 570 and DCF-based TP of
INR 640) and downgrade to REDUCE (earlier: Hold) due to growth challenges in organic portfolio (~17% exposure to
low growth in edutech vertical and sub-scale presence in larger accounts in higher growth verticals of BFSI, retail and
hitech) and higher reliance on inorganic acquisition to meet the long-term growth target.

Weak top line; FY25 revenue target revised down once again
HAPPSTMNDS reported revenue growth of 0.8%/0.5% QoQ CC/USD, lower than
our expectation of 1.1% QoQ USD. Weakness in edutech vertical has dragged
down overall growth, despite healthy growth momentum in BFSI, healthcare, retail
and hitech. Q3 revenue was impacted by lower working days, higher leaves and
furloughs which was offset by higher volumes and improved utilisation.

The company has revised down its FY25 revenue target to 27-28% YoY growth vs
30-35% YoY earlier. This implies high ask rate of 6-7% QoQ in Q4, which would
get support from consolidation of GAVS acquisition (2-months incremental
revenue), seasonal strength in Arttha Banking platform, reversal of furloughs and
improving demand environment. We model 6% QoQ growth in Q4FY24E, leading
to 27.3% YoY CC growth in FY25E.

EBITDA margin in line within guided range of 20-22%

Reported EBITDA margin came in at 21.1%, -60bps QoQ. EBITDA margin excluding
other income was 17.7%, +10bps QoQ above our estimate of 17.5%. Improvement
in gross margin by 90bps QoQ was offset by an increase in SG&A costs by 70bps
QoQ led by continued investments in Gen Al BU, industry verticals and net new sales
engine. Gross margin got support from 170bps QoQ improvement in utilisation.
Senior management wage hike had an impact of ~60bps QoQ.

Margin levers for Q4FY25 and beyond would be improvement in utilisation to
~80% from current 78%, INR depreciation against USD, higher margin license
revenue of Arttha banking platform and growth leverage.

Financial Summary

Y/E March (INR mn) FY24A FY25E FY26E FY27E
Net Revenue 16,247 20,825 24,051 27,633
EBITDA 3,359 3,857 4,872 5,876
EBITDA Margin (%) 20.7 185 20.3 21.3
Net Profit 2,484 2,102 2,610 3,224
EPS (INR) 15.7 14.4 17.3 21.4
EPS % Chg YoY (3.9) (8.4) 20.4 235
P/E (x) 445 48.6 40.4 327
EV/EBITDA (x) 32,0 29.9 23.1 18.6
RoCE (%) 125 9.3 10.7 13.6
RoE (%) 21.4 13.7 16.1 18.6

Ruchi Mukhija
ruchi.mukhijo@icicisecurities.com
22 6807 7573

Aditi Patil
aditi.patil@icicisecurities.com
Seema Nayak
seema.nayak@icicisecurities.com

Market Data

Market Cap (INR) 107bn
Market Cap (USD) 1,219mn
Bloomberg Code HAPPSTMN IN
Reuters Code HAPP BO
52-week Range (INR) 956 /666
Free Float (%) 53.0
ADTV-3M (mn) (USD) 5.1
Price Performance (%) 3m 6m 12m
Absolute (8.3) (9.5) (18.2)
Relative to Sensex (6.8) (8.9) (27.3)
ESG Score 2023 2024 Change
ESG score 72.1 NA NA
Environment 45.4 NA NA
Social 77.8 NA NA
Governance 81.2 NA NA

Note - Score ranges from 0 - 100 with a higher
score indicating higher ESG disclosures.

Source: SES ESG, I-sec research

Earnings FY25E FY26E FY27E
Revisions (%)

Revenue (0.3) (7.2) (9.2)
EBIT (0.1) (12.0) (14.3)
EPS (2.4) (12.1) (14.6)

Previous Reports

15-11-2024: Q2FY25 results review
14-08-2024: Q1FY25 results review

Please refer to important disclosures at the end of this report
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Demand outlook in key verticals

In terms of verticals, edutech (-9.4% QoQ USD) and travel, media & entertainment (-
1.8% QoQ USD) continue to decline. Hitech, BFSI and retail reported healthy sequential
growth of 8.3%/5.5%/4.3% QoQ USD, respectively.

BFSI (24% of revenue) - Demand in financial services and banking in US is healthy led
by stable inflation, buoyant job market and resilient US economy. In insurance sub-
segment, company has rolled out productised service offerings for smaller insurance
companies in European insurance market, where it has larger presence.

HAPPSTMNDS is also focusing on cross-selling Arttha banking platform (part of
PureSoftware Technologies acquisition) to its existing large clients. It won two license
deals and completed the implementation in Q3. It is seeing traction in Indian market
for this platform. It also plans to sell this banking platform to large banks in the Middle
East (acquired as clients through Gavs Technologies acquisition).

Healthcare (16.4% of revenue) — Healthcare vertical has witnessed rapid growth in
past three quarters. HAPPSTMNDS is targeting to become a formidable player as a
digital health partner for customers in the areas of personalised medicine, value-based
care and biosimilars.

Edutech (17.4% of revenue) — Sequential decline in edutech vertical was led by
insourcing by one of the mid-sized customers who has captive centre in India and
completion of project for one of the K12 customers. The company is witnessing
softness in higher-education sub-segment as customers reassess their business
strategies amid Al-led disruptions leading to changing student preferences. Demand
is improving in professional education sub-segment led by focus on workforce
development. Company expects growth in this segment to be soft from hereon due to
slowdown in investments by edutech industry players.

Retail (8.4% of revenue) — Company is seeing improvement in demand from mid-sized
retailers and CPG clients. Mid-sized retailers who have been behind in their digital
transformation journeys are now spending on analytics and Al to improve
personalisation. CPG clients underwent strategic review and restructuring of their
business in CY24 and have now begun to spend.

GAVS acquisition to strengthen BFSI presence in Middle East

HAPPSTMNDS has announced the acquisition of the Middle East business of Gavs
Technologies. This acquisition consolidates HAPPSTMNDS' position within certain
existing customers and adds couple of large customers in the Middle East. It
strengthens the company’s position in BFSI vertical and IMSS service line in the Middle
East. HAPPSTMNDS will also onboard 90 employees (local delivery talent) from the
acquired company, implying lower operating margins than that of higher offshore
centric HAPPSTMNDS. Annual revenue of continuing operations of the acquired entity
that has been carved out is approximately USD 6.4mn. The acquisition is likely to
complete in first week of Feb’'25 as per management.

HAPPSTMNDS paid total consideration of USD 1.7mn, at attractive valuation of 0.2x
EV/sales likely because this transaction was part of divestment of non-core Middle
East business of Gavs Technologies by its private equity owner.
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Efforts to improve organic growth

HAPPSTMNDS rolled out three key initiatives at the start of FY25 to improve organic
growth trajectory — 1) Creation of Gen Al business unit, 2) creation of net new sales
team, and 3) verticalisation into 6 industry verticals. It has divided the roles of mining
existing accounts and hunting new logos and it is beefing up sales teams in US and
India with focus on adding net new logos and deals. It won seven new logos in Q3,
with notable being a large US logistics tech provider. Pipeline of new logos is also
healthy with couple of large deals in advanced stages.

Traction in Gen Al business unit

Company has 15 projects in PoC stage which could lead to order conversions in FY26.
It is seeing healthy demand momentum in Gen Al especially from hitech vertical in
areas of product innovation and user engagement. Sectors like travel, retail, edutech
and manufacturing are implementing Gen Al to enhance customer and employee
experience and optimise operations.

Notable Gen Al deal win in Q3 — 1) Global leader in parcel spend management and
supply-chain planning chose HAPPSTMNDS to develop a Gen Al powered chatbot
that simplifies data querying, offering real time insights and dynamic visualisations to
make informed data-driven decisions, 2) HAPPSTMNDS implemented conversational
interface for Coca Cola Beverages Vietnam improving its efficiency by leveraging
Microsoft Azure Al platform.

Company expects revenue opportunity to increase because of replicable Gen Al sales
across clients even if it has to pass on the productivity benefits initially. It also expects
to maintain margins in case it has to pass on productivity benefits. It is also able to
charge higher bill rates in Gen Al projects which are generally fixed price projects.

Other highlights

e Company did net addition of 50 employees QoQ to 6,630. Total headcount
increased 0.8% QoQ.

e LTM attrition increased to 15.3% to 90bps QoQ, which is a seasonal phenomenon
and should trend down in Q4, as per management.

e Company has 85 customers (improvement of 3 QoQ and 26 YoY) with more than
USD 1bn in annual revenue, contributing 47% of overall revenue.

o Average revenue per active customer improved to USD 898K, +7% QoQ, +11%
YoY. Company targets to improve this number to USD 1mn.

e Synergy wins in acquired companies Aureus and PureSoftware — 1) American
multinational financial services company chose Aureus to transform the enterprise
content management systems. In another case 2) a US health tech company chose
PureSoftware to provide infrastructure management services based on the
capability of HAPPSTMNDS’ IMSS business unit.

Key upside risks: 1) Faster realisation of revenue synergies through acquisitions. 2)
Stronger-than-expected demand environment, 3) sooner-than-expected revival of
demand in edutech vertical.
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Q3FY25 result review

INR mn Q3FY25 Q2FY25 QoQ Q3FY24 YoY Q3FY25E-ISEC vs our estimates
Revenue QoQ CC 0.8% 12.7% 0.8% 1.3%

Sales (USD mn) 63 62 0.5% 49 27.0% 63 -0.5%
Average (USD rate) 84.6 83.6 1.2% 83.0 2.0% 84.4 0.3%
INR mn

Sales 5,308 5,216 1.8% 4,099 29.5% 5,322 -0.3%
EBIT 704 662 6.4% 655 7.5% 676 4.2%
EBIT Margin 13.3% 12.7% 57 bps 16.0% -271 bps 12.7% 56 bps
Reported PAT 501 495 1.2% 596 -16.0% 503 -0.4%
EPS 3.3 3.3 1.1% 4.0 -15.9% 33 -0.5%

Source: Company data, I-Sec research

HAPPSTMNDS - change in estimates

FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
Revenues (USD mn) 247 282 324 248 304 357 -0.3% -7.1% -9.2%
Revenue YoY CC 27.3% 14.5% 14.9% 27.7% 22.8% 17.5% -40bps -830bps -260bps
Revenue growth (USD, %) 25.9% 14.3% 14.9% 26.4% 22.6% 17.5% -40bps -830bps -260bps
USD/INR 84.3 85.2 85.2 84.2 85.2 85.2 0.1% 0.0% 0.0%
INR mn
Revenues 20,825 24,051 27,633 20,880 25,890 30,432 -0.3% -7.1% -9.2%
EBIT 2,871 3,807 4,653 2,873 4,329 5,428 -0.1% -12.0% -14.3%
EBIT margin 13.8% 15.8% 16.8% 13.8% 16.7% 17.8% Obps -90bps -100bps
EPS (INR/share) 14.0 17.3 214 14.3 19.7 25.1 -2.4% -12.1% -14.6%

Source: Company data, I-Sec research

Valuation methodology

Valuation Average of DCF, P/E

Weightage to DCF-based valuation 50%
P/E valuation-based Target Price arrived at by valuing at 30x Q3FY26 to

Q2FY27 EPS of INR 19 INR 570
DCF valuation-based Target Price INR 640
Target Price INR 610

Source: I-Sec research, Company data

Weakness in edutech vertical drags down overall growth despite healthy growth momentum in BFSI,
healthcare, retail and hitech in Q3FY25

Revenue (USD mn) Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 QIFY24 Q2FY24 Q3FY24 Q4FY24 QIFY25 Q2FY25 Q3FY25
BFSI 5.5 58 63 4.7 5.0 5.2 5.1 5.4 57 93 140 148
QoQ USD 156% 59%  89% -259%  63% 55% -33% 64%  6.1% 633% 505%  5.5%
Edutech 9 10 11 11 10 11 12 12 11 12 12 11
QoQ USD 102%  63%  55% -05% -30% 124%  7.1% -35% -58%  68% 09%  -9.4%
Healthcare 0.0 0.0 0.0 00 00 6.1 6.8 7.3 81 91 102 103
QoQ USD 0.0%  00% 00% 00% 00% 00% 00% 00% 10.3% 128% 124%  05%
Hitech 7 7 7 7 9 7 7 7 7 8 9 10
QoQ USD -37%  -11% 118% -34% 260% -214% -09%  13%  43% 115% 86%  83%
Travel, Media & Entertainment 5.5 5.4 5.5 5.9 6.1 5.7 5.7 5.8 6.1 5.9 5.4 53
QoQ USD 175% -18%  34%  70%  22% -58% -02% 14%  58% -28% -97% -18%
Retail 40 42 3.9 47 35 34 35 38 39 43 5.1 5.3
QoQ USD 0.5%  48% -65% 193% -249% -45%  47%  62%  41% 108% 167%  43%
Industrial 26 35 34 42 38 39 37 3.4 37 41 45 42
QoQ USD -46% 316% -14% 220% -85%  23% -43% -100% 104%  93% 109%  -6.4%
Manufacturing 40 42 46 45 49 26 31 3.7 32 22 19 20
QoQ USD 13.4%  48%  92% -18%  85%| “47.7% 205% 181% -137% -29.7% -157%  7.2%

Source: I-Sec research, Company data
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Soft growth in Q3FY25 revenue led by
seasonal weakness

Resilient margin
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Average revenue per active client +7% QoQ, Utilisation improved as fresher billability
+11% YoY improved
Average revenue / active client (000" USD) Utilization
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of 35x
Happiestminds
150 1 P/E 1SD  —===-- 1SD  ===-- Avg 25D -2SD
130 -
110 A
+2SD 85.9
90 A v
70 J \l +1SD 68.6

10

— — — — — o~ o~ ~N o~ o~ ~N m m m m m m <t
g g g g g g g g g g g g g dq
= > S Q > c = > 5 Q > c = >~ 5 Q > c
o s = [ o S o z =2 ) o S o - = o o S
= S (%] z - = S (%] z - = S wn z -

Source: |-Sec research, Company data

India | Institutional Equity Research



Happiest Minds Technologies | Results update | 06 February 2025

Shareholding pattern

% Jun‘24 Sep‘24 Dec‘24
Promoters 44.2 44.2 44.2
Institutional investors 7.3 9.5 11.3
MFs and others 1.5 2.7 3.7
FIs/Banks 0.0 0.0 0.0
Insurance 1.3 1.5 2.2
Flls 5.4 5.3 5.3
Others 47.6 46.3 44.5
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement
(INR mn, year ending March)

FY24A FY25E FY26E FY27E
Net Sales (USD mn) 196 247 282 324
Net Sales (INR. mn) 16,247 20,825 24,051 27,633
Operating Expense 12,888 16,969 19,178 21,757
EBITDA 3,359 3,857 4,872 5,876
EBITDA Margin (%) 20.7 18.5 20.3 213
Depreciation & Amortization 603 986 1,065 1,223
EBIT 2,755 2,871 3,807 4,653
Interest expenditure 402 918 977 977
Other Non-operating 854 981 760 760
Income
Recurring PBT 3,207 2,934 3,591 4,436
Profit / (Loss) from
Associates . . . )
Less: Taxes 863 768 981 1,212
PAT 2,344 2,166 2,610 3,224
Less: Minority Interest - - - -
Net Income (Reported) 2,484 2,102 2,610 3,224
Extraordinaries (Net) - - - -
Recurring Net Income 2,484 2,102 2,610 3,224
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY24A FY25E FY26E
Total Current Assets 17,778 19,490 18,456 17,869
of which cash & cash eqv. 1,147 805 1,615 2,363
Tota! (_Zurrent Liabilities & 2049 3751 3.864 4110
Provisions
Net Current Assets 15,728 15,739 14,592 13,759
Investments - - - -
Net Fixed Assets 1,379 1,408 1,409 1,410
ROU Assets 570 692 692 692
Capital Work-in-Progress - - - -
Goodwill 1,403 7,533 7,533 7,533
Other assets 568 707 707 707
Deferred Tax Assets - - - -
Total Assets 20,429 28,647 27,502 26,669
Liabilities
Borrowings 4,424 10,733 8,633 6,533
Deferred Tax Liability - - - -
provisions 334 499 499 499
other Liabilities 170 807 807 807
Minority Interest - - - -
Equity Share Capital 299 300 300 300
Reserves & Surplus* 14,504 15,478 16,432 17,700
Total Net Worth 14,802 15,777 16,732 17,999
Total Liabilities 20,429 28,647 27,502 26,669
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Mar-24 Jun-24  Sep-24  Dec-24
Net Sales 4,173 4,638 5,216 5,308
% growth (YOY) 1.8 11.2 125 1.8
EBITDA 830 913 918 939
Margin % 19.9 19.7 17.6 17.7
Other Income 252 254 270 230
Adjusted Net Profit 720 510 495 501

Source Company data, I-Sec research

FY24A FY25E FY26E FY27E
CFO before WC changes 3,347 2,870 3,591 4,436
CFO after WC changes 3,150 2,216 3,852 4,481
Capital Commitments (103) (9,055) (1,066) (1,224)
Free Cashflow 2,229 10,503 3,936 4,493
Other investing cashflow (4,561) 1,194 2,760 2,760
Cas.hfl?w from Investing (4,664) (7.861) 1,695 1,536
Activities
Issue of Share Capital - 1 - -
Interest Cost (331) - - -
Inc (Dec) in Borrowings 118 6,309 (2,100) (2,100)
Cash flow from

) ,072 ) )
Financing Activities 3.635 . (3.755) (4.056)
Dividend paid (860) (1,128) (1,655) (1,956)
Others 4,708 890 - -
Chg. in Cash & Bank 1,096 (342) 810 748
balance
Closing cash & balance 1,089 805 1,615 2,363
Source Company data, I-Sec research
Key ratios
(Year ending March)

FY24A FY25E FY26E FY27E
Per Share Data (INR)
Reported EPS 15.7 14.4 17.3 214
Diluted EPS 15.7 14.4 17.3 214
Cash EPS 20.7 20.5 24.4 29.6
Dividend per share (DPS) 5.8 7.5 11.0 13.0
Book Value per share (BV) 99.3 104.9 111.2 119.6
Dividend Payout (%) 36.7 52.1 63.4 60.7
Growth (%)
Net Sales 137 28.2 15.5 14.9
EBITDA (5.7) 14.8 26.3 20.6
EPS (3.9) (8.4) 20.4 235
Valuation Ratios (x)
P/E 44.5 48.6 40.4 32.7
P/CEPS 338 34.1 28.7 237
P/BV 7.0 6.7 6.3 5.9
EV /EBITDA 32.0 29.9 23.1 18.6
P/S 6.4 5.1 4.4 3.8
Dividend Yield (%) 82.6 107.1 157.1 185.7
Operating Ratios
EBITDA Margins (%) 20.7 18.5 20.3 21.3
EBIT Margins (%) 17.0 138 15.8 16.8
Effective Tax Rate (%) 26.9 26.2 27.3 27.3
Net Profit Margins (%) 14.4 10.4 10.9 11.7
Inventory Turnover Days - - - -
Fixed Asset Turnover (x) 119 14.9 17.1 19.6
Receivables Days 53 47 44 44
Payables Days 17 18 20 19
Working Capital Days 254 259 212 161
Net Debt / EBITDA (x) 5.4 10.1 6.6 34
Profitability Ratios
RoCE (%) 12,5 9.3 10.7 13.6
RolC (%) 11.3 8.0 11.3 14.8
RoONW (%) 21.4 13.7 16.1 18.6

Source Company data, I-Sec research
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