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 HCL Technologies: We maintain BUY on HCL Tech (HCLT), supported by 

strong growth in services (+5.3% QoQ CC) and recovery in P&P (+24.5% 

QoQ CC). The services growth was led by ER&D but the ~200 bps decline in 

margin was higher than peers. Key attributes that support our growth 

outlook are: (1) growth momentum in ER&D services (+8.3 QoQ CC), 

supported by digital engineering and IoT services; (2) robust TCV of USD 

2.14bn (+64% YoY growth), led by eight large deals in services and product; 

and (3) strong fresher hiring, which will continue in FY23E. HCLT has 

maintained its P&P guidance (0-1%) despite recovery in Q3 (indicating a 

steep decline in Q4); however, the overall guidance of double-digit growth 

remains unchanged. The margin guidance is maintained at 19-21%; 

however, considering the decline in the services margin, EBIT% for FY22E 

will be at the lower end of the guidance. We have increased the revenue 

estimates for FY23/24E by +1.2/1.7% and reduced EPS estimates by 5.3/1.6% 

due to lower margin. We maintain our BUY rating with a target price of INR 

1,485, valuing the HCLT stock at 22x Mar-24E EPS, factoring in +13/14% 

CAGRs in revenue/EPS over FY21-24E. 
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HCL Technologies 

Growth recovery; services margin declines 

We maintain BUY on HCL Tech (HCLT), supported by strong growth in services 

(+5.3% QoQ CC) and recovery in P&P (+24.5% QoQ CC). The services growth was 

led by ER&D but the ~200 bps decline in margin was higher than peers. Key 

attributes that support our growth outlook are: (1) growth momentum in ER&D 

services (+8.3 QoQ CC), supported by digital engineering and IoT services; (2) 

robust TCV of USD 2.14bn (+64% YoY growth), led by eight large deals in services 

and product; and (3) strong fresher hiring, which will continue in FY23E. HCLT 

has maintained its P&P guidance (0-1%) despite recovery in Q3 (indicating a steep 

decline in Q4); however, the overall guidance of double-digit growth remains 

unchanged. The margin guidance is maintained at 19-21%; however, considering 

the decline in the services margin, EBIT% for FY22E will be at the lower end of the 

guidance. We have increased the revenue estimates for FY23/24E by +1.2/1.7% and 

reduced EPS estimates by 5.3/1.6% due to lower margin. We maintain our BUY 

rating with a target price of INR 1,485, valuing the HCLT stock at 22x Mar-24E 

EPS, factoring in +13/14% CAGRs in revenue/EPS over FY21-24E. 

 Q3FY21 highlights: (1) HCLT’s delivered decade-best revenue growth of +7.6% 

QoQ CC, higher than our estimates (+4.4% QoQ), supported by ER&D and P&P 

business (seasonally strong); (2) IT&BS segment grew +4.7% QoQ CC, led by 

digital and cloud transformation, while ER&D grew +8.3% QoQ CC and P&P 

registered +24.5% QoQ CC, driven by renewals and new license; (3) among the 

verticals, growth was led by technology (+14% QoQ CC), followed by retail & 

CPG (+11.5% QoQ CC) and telecommunications & media (+11.3% QoQ CC); (4) 

TCV of USD 2.14bn was >2bn for the second consecutive quarter; (5) 

consolidated EBIT margin remained flat (+8bps QoQ) at 19%, led by healthy 

margins in P&P business (32%), offset by decline in IT&BS margins (-220bps); (6) 

attrition inched up to 19.8% (+140bps) and the company hired ~16K freshers in 

9M (and plans to hire 22K in FY22E). 

 Outlook: We have factored in USD revenue growth at +13.1/13.5/12.4%, IT&BS 

growth at +14.7/14.9/12.9%, ER&D growth at +15.1/16.8/15.3%, and P&P growth 

at +3/1.2/4.5% for FY22/23/24E respectively. EBIT margins are estimated at 

19.2/19.3/20.3% over the same period, translating into an EPS CAGR of 14% over 

FY21-24E (TCS/INFY/WPRO at 15/17/16% CAGR). Valuation, at ~20x FY24E, is 

inexpensive with ~4% FCF yield and ~24% RoIC. 

Quarterly Financial summary 

YE March (INR bn) 
Q3 

FY22 

Q3 

FY21 

YoY  

(%) 

Q2 

FY22 

QoQ 

 (%) 
FY20 FY21 FY22E FY23E FY24E 

Revenue (USD mn) 2,977 2,617 13.8 2,790 6.7 9,936 10,176 11,512 13,064 14,681 

Net Sales 223.31 193.02 15.7 206.55 8.1 706.78 753.79 857.45 979.78 1,115.74 

EBIT 42.51 44.15 (3.7) 39.16 8.6 138.53 160.71 164.76 189.44 227.00 

APAT 34.42 34.33 0.3 32.65 5.4 110.62 124.62 134.17 151.76 183.33 

Diluted EPS (INR) 12.7 12.7 0.3 12.0 5.4 40.8 45.9 49.4 55.9 67.6 

P/E (x) 
     

32.8 29.1 27.0 23.9 19.8 

EV / EBITDA (x) 
     

21.3 17.5 16.9 14.5 11.9 

RoE (%) 
     

23.8 22.4 21.1 21.4 22.9 

Source: Company, HSIE Research, Consolidated Financials 

Change in Estimates 
YE March (INR 

bn) 

FY22E 

Old 

FY22E 

Revised 

Change 

% 

FY23E 

Old 

FY23E 

Revised 

Change 

% 

FY24E 

Old 

FY24E 

Revised 

Change 

% 

Revenue (USD mn) 11,397 11,512 1.0 12,909 13,064 1.2 14,435 14,681 1.7 

Revenue 848.75 857.45 1.0 968.21 979.78 1.2 1097.07 1115.74 1.7 

EBIT  165.83 164.76 (0.6) 197.94 189.44 (4.3) 228.47 227.00 (0.6) 

EBIT margin (%) 19.5 19.2 -32bps 20.4 19.3 -111bps 20.8 20.3 -48bps 

APAT 134.74 134.17 (0.4) 160.20 151.76 (5.3) 186.32 183.33 (1.6) 

EPS (INR) 49.7 49.4 (0.4) 59.0 55.9 (5.3) 68.7 67.6 (1.6) 

Source: Company, HSIE Research   

BUY 

CMP (as on 14 Jan 2022) INR 1,337 

Target Price INR 1,485 

NIFTY 18,256 

 

KEY 

CHANGES 
OLD NEW 

Rating BUY BUY 

Price Target INR 1,510 INR 1,485 

EPS % 
FY22E FY23E 

-0.4 -5.3 

 

KEY STOCK DATA 

Bloomberg code HCLT IN 

No. of Shares (mn) 2,714 

MCap (INR bn) / ($ mn) 3,630/48,775 

6m avg traded value (INR mn) 5,989 

52 Week high / low            INR 1,378/890 

 

STOCK PERFORMANCE (%) 

 3M 6M 12M 

Absolute (%) 6.9 35.2 31.6 

Relative (%) 7.0 19.5 8.1 

 

SHAREHOLDING PATTERN (%) 

 Jun-21 Sep-21 

Promoters 60.33 60.33 

FIs & Local MFs 11.33 12.47 

FPIs 23.22 22.30 

Public & Others 5.12 4.90 

Pledged Shares 0.00 0.00 

Source : BSE   

Pledged shares as % of total shares 
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   Rating Criteria   

BUY: >+15% return potential 

ADD: +5% to +15% return potential 

REDUCE: -10% to +5% return potential 

SELL:   > 10% Downside return potential 

 

 
 
Disclosure:  

Analyst Company Covered Qualification Any holding in the stock 

Amit Chandra HCL Technologies MBA NO 
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