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Result highlights

*Revenue in dollar terms stood at $2,755 Mn, up 1% qoq and 8% yoy. Dollar revenue was below our estimates of $2,770 Mn, primarily owing to
furloughs, and shifting of deals to the later period.

*By Geography: Europe outperformed with a 6.2% qoq growth, followed by North America at 0.7% qoq growth. The growth in the US region remained
subdued due to seasonal weakness.
*By Industry: Insurance led the pack with 7.3% qoq growth, followed by Energy & Utilities which grew 6.5% qoq. Growth in the Banking & Financial Service
segment saw a decline of 1.6% largely due to reduction in budget allocation.

*By Services: Business Process Management (BPM) led the growth pack with a 5.0% qoq growth, followed by Application Maintenance at 2.3% qoq growth
and Consulting at 3.9% qoq growth.
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Dollar revenue guidance in CC maintained within a range of 5.5%-6.5%
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The management expects the dollar revenue to grow within a range of 5.5% to 6.5% for FY18 owing to
increase in discretionary spending for verticals such as Retail & CPG and Manufacturing. In Retail and
CPG, the company has witnessed a lot of consolidations that have undergone which ultimately rose
spending for digital services especially in Cloud, Al, and Analytics.

The company expects Insurance vertical to perform better which has witnessed a growth of 7.3% qoq in
3Q FY18 due to increase in deal size during the quarter. The company has bagged a Total Contract Value
(TCV) of $779 Mn by wining 8 deals from different buckets. We believe the revival of Retail & Insurance
segments and increase in deal size would supplement the FY18 growth guidance that the company has
maintained.

The management stood positive on the margin front despite increase in cost of onsite hiring

Over the last couple of quarters the company has witnessed a decline in margin owing to increase in
cost of onsite hiring, which is expected to worsen even further due to the proposal of HR 170 Bill. The
operating margin for 3Q FY18 grew by 10obps qoq. The management has mentioned that the
improvement in margin can be addressed by hiring trainees at a lower cost and re-skill them to meet the
required standard. And Secondly, the company has been focusing on improving digital services and its
platforms such as Nia, Panaya and Skava for converting new and large size deals, which ultimately
would translate into increase in realization per client. The contribution from digital service stood more
than 25% during 3Q FY18.

Key Con-call Highlights: (i) In 3Q FY18, the company’s EPS increased by INR 6.29 to INR 22.4 due to
Advance Pricing Agreement (APR) with the US Internal Revenue Service (IRS). The agreement is
expected to bring the Effective Tax Rate down by 100 bps for the subsequent quarters (ii) Salil Parekh
would be outlining the strategic roadmap in the month of April 2018 along with a capital allocation
strategy for FY19 (iii) During 3Q FY18, the company increased compensation for senior management and
variable pays for employees which led the operating margin stay flat (iv) The overall BFSI growth
remained muted g-o-q on the back of furloughs, reduction in budget allocation, and shifting of large size
deals to the later periods. However, it has partly been offset with the increase in IT spending in the
Europe.
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The company has witnessed a significant deal wins in the quarter that would provide an incremental revenues inflows in the
subsequent years especially in the Retail, Insurance and Manufacturing sectors. The company remained positive in improving its
profitability despite the overall industry’s been shifting from traditional IT services to a more business-driven coupled with ongoing
political state of affairs. We believe that the newly appointed CEO would identify the opportunities in the highly emerging market and
outline the defined roadmap for addressing the growing demand from its clients. However, we are yet to see the company’s
proposition for re-shaping and heading it to the right trajectory. We are giving an “Accumulate” rating on the stock and we are
assigning a multiple of 15X to its FY20E EPS of INR 79.1 to arrive at a target price of INR 1,187, an upside of 10% compared to CMP of

1079.

Q3 FY18 Result Snapshot

Net Sales (US$ Mn) 2,755 2,728 1.0% 2,551 8.0% 2,770 (0.5%)
Net Sales 177,940 175,670 1.3% 172,730 3.0% 178,084 (0.1%)
Less:

:::I;e):c?tiees Remuneration & 114,500 112,270 2.0% 108,400 5.6% 115,029 (0.5%)
Administrative & Other Expenses 20,250 20,940 (3-3%) 20,990 (3-5%) 20,123 0.6%
Total Operating Expenditure 134,750 133,210 1.2% 129,390 4.1% 135,152 (0.3%)
Operating Profit 43,190 42,460 1.7% 43,340 (0.3%) 42,931 0.6%
Less: Depreciation 4,980 4,560 9.2% 4,330 15.0% 4,452
Add: Other income 9,620 8,830 8.9% 8,200 17.3% 8,951 7-5%
Profit Before Tax 52,785 51,290 2.9% 51,540 2.4% 51,857 1.8%
Adjusted Profits 52,810 51,290 3.0% 51,540 2.5% 51,882
Less: Total Tax 1,520 14,030 (89.2%) 14,460 (89.5%) 14,527
PAT 51,265 37,260 37.6% 37,080 38.3% 37,330 37.3%
Adjusted PAT 51,290 37,260 37.7% 37,080 38.3% 37,355 37.3%
Reported Diluted EPS (Rs.) 22.4 16.3 37.6% 16.2 38.3% 16.3
Adjusted Diluted EPS (Rs.) 22.4 16.3 37.7% 16 38.3% 16.3 37.3%
No of Shared Diluted (mn) 2,286 2,286 2,286 2,286
Operating margin 24.3% 24.2% 10 25.1% (82) 24.9% (67)
EBIDTA Margin 27.1% 26.8% 30 27.6% (53) 27.6% (52)
NPM 28.8% 21.2% 760 21.5% 734 21.4% 743
Adjusted NPM 28.8% 21.2% 761 21.5% 736 21.4% 743
Effective Tax Rate % 2.9% 27.4% (2447) 28.1% (2518) 28.0% (2513)
Employee Cost/Net Sales 64.3% 63.9% 44 62.8% 159 63.2% 119
SG&A/Net sales 1.4% 11.9% (54) 12.2% (77) 11.9% (52)

Source: Company, KRChoksey Research

*The Tax rate for the quarter stood 2.9% due to Advance Pricing Agreement with the US Internal Revenue Service (IRS). The
agreement is expected to bring the Effective Tax Rate down by 100 bps for the subsequent quarters

*Client additions stood at 79 in Q3 FY18 with major additions in the $10 Mn+ category

*Attrition stood at 18.7%, a decline of 270 bps mainly due to increase in compensation and high variable pay. Utilization was recorded
at 84.9%
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Exhibit 4 - Ratio Analysis

INR Mn FY16 FY17 FY18E FY19E FY20E
EBITDA Margin(%) 25.0% 24.7% 24.2% 24.2% 24.4%
Tax/PBT(%) 28.0% 28.0% 21.1% 27.0% 27.0%
Net Profit Margin(%) 21.6% 21.0% 23.2% 21.7% 22.0%
RoE(%) 22.7% 21.5% 21.2% 19.2% 19.0%
RoCE(%) 22.6% 21.4% 21.1% 19.1% 18.9%
Current Ratio(x) 3.4X 3.7X 4.6X 4.8x 5.1X
Dividend Payout(%) 47.9% 47.7% 47.7% 47.7% 47.7%
Book Value Per Share(Rs.) 253.0 301.8 339.2 376.8 418.1
Financial Leverage Ratios
Debt/Equity(x) 0.0X 0.0x 0.0Xx 0.0X 0.0Xx
Growth Indicators?%

Growth in Gross Block(%) 14.1% 13.9% 8.2% 7.6% 7.0%
Sales Growth(%) 17.1% 9.7% 2.9% 7.3% 8.9%
EBITDA Growth(%) 12.9% 8.2% 1.0% 7.1% 9.8%
Net Profit Growth(%) 9.4% 6.6% 13.7% 0.5% 10.0%
Diluted EPS Growth(%) 9.4% 6.6% 13.7% 0.5% 10.0%
Turnover Ratios

Debtors (Days of net sales) 66 66 65 65 65

Source: Company, KRChoksey Research

Exhibit 5 —Free Cash Flow Analysis

INR Mn FY16 FY17 FY18E FY19E FY20E
EBITA 156,190 169,020 170,647 182,774 200,748
Less: Adjusted Taxes 43,766 47,367 36,078 49,349 54,202
NOPLAT 112,424 121,653 134,569 133,425 146,546
Plus: Depreciation 14,590 17,030 19,260 22,678 25,519

Less: Increase in Working Capital 10,184 110,439 (57,158) 7,868 11,558

Operating Cash flow 116,829 28,244 210,987 148,236 160,508
Less: Net Capex 19,310 65,088 11,916 15,773 16,009
Less: Increase in Net Other Assets 6,660 32,194 (55,491) 8,944 3,873

Total FCF 90,859 (69,038) 254,561 123,519 140,626

Source: Company, KRChoksey Research
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15-Jan-18 1079 1,187 ACCUMULATE Buy More than 15%
14-July-17 972 1,158 BUY Accumulate 5% —15%
13-Apr-17 931 1,060 ACCUMULATE Hold 0-5%
13-Jan-17 971 1,074 ACCUMULATE Reduce -5%— 0
18-Oct-16 1,022 1,123 ACCUMULATE Sell Less than - 5%
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