Technology Sector Q2FY25 Result Update

HOLD

Happiest Minds Technologies Ltd.

Transformative Initiatives Sets Stage for Long-Term Success

Happiest Minds reported robust consolidated Q2FY25 revenues at $62.4mn, reflecting
strong growth of 12.7% QoQ and 28.2% YoY in cc terms. In USD terms, reported
revenue was up 12.3% QoQ and 27.0% YoY. INR revenue stood at INR5,216mn, up
12.1% QoQ and 27.9% YoY. During the quarter, the company reported a total of 281
active clients. Reported PAT for the quarter came in at INR495mn, down 15.3% YoY,
whereas reported basic EPS stood at INR3.3. The cash conversion remains strong with a
free cash flow of INR1,161mn translating into 97.7% of EBITDA.

= Happiest Minds Technologies have reported best growth results in Q2FY25, achieving
its strongest performance in the past two years. The transformative initiatives the
company launched at the start of the year are now gaining significant momentum,
positioning the organization for sustained success. These initiatives include the
acquisitions of Pure Software and Aureus, the establishment of the GenAl business
unit (GBS). While these changes are expected to have a notable impact, the full
benefits in terms of revenue and growth are expected to materialize over the coming
quarters. The integration of Pure Software and Aureus teams is expected to generate
synergies and boost overall performance. The company's positive outlook is
supported by a stable operational environment, higher transaction volumes, and the
full-quarter impact of the recent acquisitions. Management anticipates continued
growth in H2FY25, driven by the expected closure of two major deals and the
potential from several strategic initiatives, including cross-selling and up-selling
opportunities from the acquisitions, the success of the Net New Sales team, and
ongoing work in the GenAl space.

= Happiest Minds is actively pursuing new business opportunities, targeting large
clients, including billion-dollar corporations. The company is optimistic about growth,
driven by a strong U.S. economy, a favorable election outcome, and reduced interest
rates, which are encouraging transformation initiatives for 2025. Key sectors for
growth include BFSI and capital-intensive industries, with EdTech showing promise in
professional education. The increasing demand for data analytics, Al, and GenAl to
drive productivity improvements positions Happiest Minds to capitalize on these
emerging trends for long-term success.

=  Company delivered a healthy EBITDA margin of 21.7%, aligning with the guided range
of 20% to 22%. Going forward, the company expects margin pressures in Q3 FY25 due
to fewer working days and a planned pay raise for senior leadership. However, it
anticipates offsetting these pressures and potentially achieving margin expansion in
later quarters, driven by expected growth in volumetric sales and improved cost
absorption.

Outlook and Valuation: Happiest Minds shall fuel its long term growth aspirations
through acquisitions, GenAl capabilities and investments in its sales engine. It is
estimating a growth of 30-35% in FY25E. We have introduced FY27E and have revised our
rating to HOLD and arrive at a target price of INR856 implying a P/E of 37x on Sep-FY27E
EPS of INR23.1.

Financial Snapshot

Year end: March FY23 FY24 FY25E FY26E FY27E
Revenue (INR Mn.) 14,293 16,247 20,647 24,665 30,175
Gross Profit (INR Mn.) 6,225 6,100 7,344 8,837 10,892
Gross Profit Margin (%) 43.6 37.5 35.6 358 36.1
EBIT (INR Mn.) 3,170 2,776 3,080 3,692 4,675
EBIT Margin (%) 22.2 17.1 14.9 15.0 15.5
EPS (INR) 16.1 16.7 16.8 20.2 25.8
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Sequential Operating Performance

1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25
Income Statement

Revenues (INR Mn.) 3,909 4,066 4,099 4,173 4,638 5,216
Gross Profit (INR mn.) 1,554 1,515 1,485 1,545 1,640 1,711
Gross Margin (%) 39.8 37.3 36.2 37.0 35.3 32.8
EBIT (INR mn.) 751 681 661 683 628 687
EBIT Margin (%) 19.2 16.7 16.1 16.4 13.5 13.2
PAT (INR mn.) 583 585 596 720 510 495
Basic EPS (INR) 4.0 3.9 4.0 4.8 34 33

Operating Metrics
Revenue - Geography

(%)

North America 71.9 71.5 70.3 69.0 66.5 65.3
Europe 15.5 15.7 16.4 17.7 16.9 15.0
India 8.7 9.0 9.0 9.0 8.7 8.5
Rest of the world 3.9 3.8 4.3 4.3 7.9 11.2
Total 100.0 100.0 100.0 100.0 100.0 100.0
Revenue - Industry (%)

Edutech 24.1 25.0 24.0 22.3 21.5 22.5
Hitech 14.8 14.2 14.3 14.7 14.8 19.3
BFSI 11.0 10.3 10.9 11.4 16.8 8.6

Travel, media &

entertainment 12.0 11.6 11.7 12.2 10.7 8.1
Healthcare 12.9 13.8 14.8 16.1 16.4 16.4
Retail / CPG 7.1 7.2 7.6 7.8 7.8 14.3
Industrial 8.2 7.6 6.8 7.4 7.3 7.2
Manufacturing 5.4 6.3 7.4 6.3 4.0 3.0
Others 4.5 4.0 2.5 1.8 0.7 0.6
Total 100.0 100.0 100.0 100.0 100.0 100.0
Revenue — Business Unit (%)

z:r’j‘c‘; Engineering 50.4 50.4 49.5 48.8 - -
Digital Business Services 27.6 27.2 28.1 28.4 - -
Services 18.6 17.2 16.8 17.1 16.3 14.4
Ge‘nerative Al business i i i i 15 15
unit (GBS)

Product and Digital

Engineering Services = = = = 77.0 79.2
(PDES)

Other Income 34 5.2 5.6 5.7 5.2 4.9
Total 100.0 100.0 100.0 100.0 100.0 100.0
Onsite 16.1 14.9 13.8 12.8 11.4 11.4
Offshore 83.9 85.1 86.2 87.2 88.6 88.6
Total 100.0 100.0 100.0 100.0 100.0 100.0
Digital Services Offering (%)

EE'J;' Infrastructure / 44.2 423 433 41.8 47.5 52.6
SaaS 22.2 27.1 26.8 26.5 25.1 23.8
Security Solutions 10.1 9.3 9.3 9.6 8.5 6.6
Analytics / Al 13.9 12.9 12.4 13.8 12.1 11.1
loT 4.6 3.7 4.3 5.0 4.2 3.2
Total 95.0 95.3 96.1 96.7 97.4 97.3
Automation 28.3 29.6 29.1 26.9 23.9 24.1
Employee Metrics

Onsite 244 231 224 211 412 274
Offshore 4,804 5,054 5,022 4,957 6,187 6,306
Total Headcount 5,048 5,285 5,246 5,168 6,599 6,580
Utilization (%) 74.6 75.6 76.7 75.1 78.2 76.3
Attrition Rate LTM (%) 16.6 14.4 14.1 13.0 13.5 14.4

Source: Company, CEBPL
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CEBPL Estimates vs Actual for Q2FY25

:;2”;? Ll Q2FY25 Q2Fv24|  Yov(%) QiFY2s QoQ(%)

Revenues (INR mn.)

Employee Cost

Gross Profit (INR
mn.)

Gross Margin (%)
Other costs
Depreciation
EBIT (INR mn.)
EBIT Margin (%)
Other Income
Interest

PBT (INR mn.)
Tax

PAT (INR mn.)
Basic EPS (INR)

5,216
3,506

1,711

32.8%
793
231
687

13.2%
270
280
677
182
495

3.29

4,066
2,551
1,515
37.3%
689
146
681
16.7%
222
112
791
207
585
3.9

28.3
37.4

12.9
(446) bps
15.1
58.9

0.9

(357) bps
21.7
151.1
(14.4)
(11.9)
(15.3)
(16.1)

4,638
2,999
1,640
35.3%
791
220
628
13.5%
254
198
684
174
510
34

12.5 4,944
16.9
43 1,780 (3.9)
(255) bps 36.0% (320) bps
0.2
4.9
9.4 742 (7.4)
(37) bps 15.0% (183) bps
6.3
41.2
(1.0)
4.7
(3.0) 647 (23.5)
(2.9) 4.30 (23.4)

Source: Company, CEBPL

Change in estimates

Income Statement

(INR Mn.)

Revenues

Gross Profit Margin
(%)

EBIT
EBIT Margin (%)

EPS

20,592

36.4

3,131

15.2

17.8

FY25E

I T

24,665 (5.6)

20,647

35.6

3,080

14.9

16.8

(82.0)
(1.6)
(29.0)

(5.4)

26,133

37.6

4,524

17.3

26.3

FY26E

FY27E

30,175

358 (175.8) 36.1

3,692  (18.4) 4,675

15.0 (234.0) 15.5

202 (23.3) 25.8

Source: Company, CEBPL
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Company is consistently increasing the revenue of offshore
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Attrition levels remain within comfortable band
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Management Call - Highlights

= The company has 120 GenAl specialists, along with a larger 350 plus Al
specialized workforce, working on 25 different projects.

= DSO for the quarter stood at 83 days, steady as compared to the previous
guarter 84 days.

= Attrition on a trailing 12-month basis has inched up to 14.4%, up from
13.5% in the previous year and flat compared to 14.4% of Q2FY24.

= Utilization for the quarter decreased to 76.3%, compared to 78.2% in the
last quarter.

= The board of directors has recommended an interim dividend of INR2.50
per equity share.

= A European Health Research Institute chose Happiest Minds to build their
Al and ML data platform. For a leading medical care organization in India,
Happiest Minds will leverage imaging analytics to review medical
information and aid diagnosis. The company is helping customers reinvent
their business by leveraging Al technologies to drive productivity

= The company launched Happiest Minds Secure 360, a GenAl-powered

solution designed to deliver unmatched speed and precision in identifying
and responding to cyber threats.
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Financial Summary (Consolidated in INR Mn.)

Income Statement (INR Mn.) FY23 FY24 FY25E FY26E FY27E
Revenue 14,293 16,247 20,647 24,665 30,175
Gross profit 6,225 6,100 7,344 8,837 10,892
EBITDA 3,589 3,359 3,963 4,730 5,822
Depreciation 419 583 883 1,037 1,147
EBIT 3,170 2,776 3,080 3,692 4,675
Other income 211 854 1,108 1,177 1,448
Interest expense 219 423 748 740 845
PAT 2,310 2,484 2,533 3,035 3,880
EPS 16.1 16.7 16.8 20.2 25.8

Balance Sheet (INR Mn.) FY23 FY24 FY25E FY26E FY27E
Tangible fixed assets 1,346 1,379 1,518 1,682 1,883
Goodwill & intangible assets 2,996 2,754 3,028 3,357 3,759
Investments 0 0 0 0 0
Cash & Cash equivalents 700 1,147 452 475 568
Other non-current assets 1,336 568 624 687 756
Other current assets 10,030 16,631 19,457 22,124 25,524
Total assets 16,408 22,478 25,079 28,324 32,489
Shareholder's funds 8,388 14,802 17,335 20,370 24,250
Minority interest - - - - -
Borrowings 4,676 4,424 4,215 4,173 4,133
Lease liabilities 662 698 726 755 785
Other non-current liabilities 652 504 504 504 504
Other current liabilities 2,030 2,049 2,299 2,521 2,816
Total equity & liabilities 16,408 22,478 25,079 28,324 32,489

Cash Flows (INR Mn.) FY23 FY24 FY25E FY26E FY27E
Cash flows from Operations 2,072 2,126 2,524 3,191 3,811
Cash flows from Investing (3,510) (4,664) (189) (354) (302)
Cash flows from financing 721 3,635 (748) (740) (845)
Ratio Analysis FY23 FY24 FY25E FY26E

Growth Ratios (%)

Revenues 30.7 13.7 27.1 19.5 223
Gross Profit 31.4 (2.0) 20.4 20.3 23.3
EBITDA 39.6 (6.4) 18.0 19.3 23.1
EBIT 41.4 (12.4) 11.0 19.9 26.6
Margin Ratios (%)

Gross Profit Margin 43.6 37.5 35.6 35.8 36.1
EBITDA Margin 25.1 20.7 19.2 19.2 19.3
EBIT Margin 22.2 17.1 14.9 15.0 15.5
Profitability (%)

Return on equity 27.5 16.8 14.6 14.9 16.0
Return on invested capital 25.6 12.5 12.2 12.6 13.6
Return on capital employed 18.2 10.6 10.5 111 121
Valuation

OCF / Net profit (%) 89.7 85.6 99.6 105.1 98.2
EV / EBITDA (x) 40.0 42.5 36.2 30.3 24.6
Book Value per share (x) 58.6 98.5 115.2 1354 161.1
Free Cash flow Yield (1.4) 0.7 0.9 2.5 3.1

Source: Company, CEBPL
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BUY The security is expected to generate greater than or = 15% over the next 24 months
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