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View: Healthy revenue and margin visibility

NITEC reported muted Q4FY19 results, which were lower than our earnings
estimate by 9.4%, due to a decline in the GIS business. This occurred
despite Q4 being seasonally strong quarter for GIS. The company signed
two large deals in the quarter and is confident of the deal momentum in
the future. We believe with a healthy deal inflow and digital capabilities,
NITEC will sustain revenue growth QoQ and is likely to report USD revenue
growth of 14%/11% in FY20E/FY21E, respectively. Despite divestment of
the GIS business, which was initiated in Q4FY19, NITEC maintained the
aspirational EBITDA margin of 18% for FY20.

We revise our EPS estimates downward by 4.7%/8.4% for FY20E/FY21E, as
we change our USD/INR assumption to ¥ 70 for FY20E/FY21E) (vs ¥ 74/
76 for FY20E/FY21E earlier). The stock is trading at fair valuation of
15.7x/13.6x FY20E/FY21E, leaving limited absolute upside from the current
level. Hence, we downgrade NITEC to ACCUMULATE (BUY earlier), with a
revised TP of ¥ 1,400, based on 15x rolling one-year fwd. PER.

CMP 31,268
Target / Upside Z1,400/ 10%
BSE Sensex 38,946
NSE Nifty 11,712
Scrip Details
Equity / FV %618mn /X 10
Market Cap < 78bn
USS 1bn
52-week High/Low ¥1,425/X 972
Avg. Volume (no) 5,67,704
NSE Symbol NIITTECH
Bloomberg Code NITEC IN

Shareholding Pattern Mar'19(%)

Promoters 30.5
Revenue impacted by decline in GIS business MF/Banks/Fls 15.1
The USD revenue (excluding hedging gains) rose 1.9% QoQ, (1.3% in CC
terms) to USD 138mn (DCMe: USD 139mn), due to a decline in the GIS fils G
business (13% QoQ because of the code of conduct before the General Public/ Others 13.8
Elections, which impacted government procurement). The INR revenue .
was flat QoQ to Z9.72bn (DCMe: % 9.82bn), as the rupee appreciation had Yaluation (x)
a negative impact. FY19A FY20E FY21E
The EBIT margin fell 90bps QoQ, to 14.4% (DCMe: 15.1%), adversely PIE B2 b7 138
affected by the decline in GIS & NITL business and the rupee appreciation. EV/EBITDA 106 8.6 6.9
However, PAT rose 5.3% QoQ to ¥ 1,055mn (DCMe: ¥ 1,165mn), given a ROE (%) 21.3 21.8 21.0
lower tax rate (20%). There was an exceptional expense of ¥ 56mn, in the RoACE (%) 21.9 23.0 22.0
quarter on account of applicability of GST, fringe benefit tax, and royalty
. - L . o
'g;(éntgr;i(’:giulréc:mentlty in Australia. If we exclude these, PAT rose 10.9% Estimates (Z mn)
FY19A FY20E FY21E
Revenue 36,762 42,224 46,843
EBITDA 6,453 7,782 8,856
Q4FY19 Result (X Mn)
PAT 4,089 4,975 5,761
Particulars 4FY19 4FY18  YoY (% 3FY19 0Q (%
Revenue 9,722 7.888 23.3 9,717 0.1 EPS ) 66.2 805 932
Total Expense 8,015 6,470 23.9 7,912 1.3
EBITDA 1,707 1,418 20.4 1,805 (5.4)
Depreciation 303 305 (0.7) 314 (3.5)
EBIT 1,404 1,113 26.1 1,491 (5.8)
Other Income 47 148 (68.2) 5 840.0  Head of Equities: Amit Khurana, CFA
Interest 0 0 0 Tel: +91 22 40969745
EBT 1,395 1,261 26.1 1,496 (6.8) E-mail: amit@dolatcapital.com
Tax 296 288 2.8 445 (33.5)
RPAT 1,055 861 22.5 1,002 5.3 Associate: Vinesh Vala
APAT 1,055 861 22.5 1,002 5.3 Tel: +91 22 40969736
(bps) (bps) E-mail: vineshv@dolatcapital.com
Gross Margin (%) 35.3 36.6 (134) 35.4 (10)
EBITDA Margin (%) 17.6 18.0 (42) 18.6 (102)
NPM (%) 10.9 10.9 (6) 10.3 54
Tax Rate (%) 21.2 22.8 (162) 29.7 (853) <
EBIT Margin (%) 14.4 14.1 33 15.3 (90) DOLAT CAPITAL
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Insurance vertical decline due to lower product revenue from NITL

The US (contribution 49%) reported a revenue growth of 1.9% QoQ, to USD 68mn,
as the travel and banking vertical performed better than the previous quarter. The
EMEA (contribution 33%) grew 1.9% QoQ to USD 46mn and ROW (contribution 18%)
rose 1.9% QoQ to USD 25mn. Among the verticals, BFSI was down 0.4% QoQ to USD
61mn, due to a 5% QoQ decline in the insurance vertical (on lower product revenue
from NITL). Transport grew 5.8% QoQ to USD 37mn, due to a ramp up in top accounts
in US & EMEA, and manufacturing rose 1.9% QoQ to USD 40mn on account of growth
in digital & IMS. The ADM vertical (contribution 70%) grew 4.9% QoQ, while managed
services (contribution 17%) fell 3.8% QoQ (all in USD terms). Digital services, which
currently contributes 29% of the revenue, grew 1.9% QoQ in USD.

Exhibit 1: Q4FY19 performance

Imn Q4FY19 DCMe  Diff. (%) Q3FY19 QoQ (%) Q4FY18 YoY (%)
Revenues (USD mn) (excl. hedge) 138 139 (0.5) 136 1.9 121 13.9
Revenue 9,722 9,824 (1.0) 9,717 0.1 7,888 23.3
EBIT 1,404 1,483 (5.3) 1,491 (5.8) 1,113 26.1
Net Profit 1,055 1,165 (9.4) 1,002 5.3 861 22.5
EPS () 17.1 18.9 (9.4) 16.2 5.3 139 22.5
Margins (%)

Operating Margin 14.4 15.1 15.3 (90) 14.1 33

Net Margin 10.9 11.9 10.3 54 10.9 (6)

Source: DART, Company

Exhibit 2: Geographic split

Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)

Revenue (USD mn)

America 58 66 68 1.9 16.3

EMEA 39 45 46 1.9 17.4

ROW 24 24 25 1.9 2.5

as % of Total

America 48.0 49.0 49.0 0 bps 100 bps

EMEA 32.0 33.0 33.0 0 bps 100 bps

ROW 20.0 18.0 18.0 0 bps (200 bps)

Source: DART, Company

Exhibit 3: Vertical split

Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)

Revenue (USD mn)

BFSI 53 61 61 (0.4) 13.9
BFS 19 20 22 8.7 13.9
Insurance 34 41 39 (4.9) 13.9

Transport & Logistics 32 35 37 5.8 18.3

Manf, Med & Others 36 39 40 1.9 10.1

as % of Total

BFSI 44.0 45.0 44.0 (100 bps) 0 bps
BFS 16.0 15.0 16.0 100 bps 0 bps
Insurance 28.0 30.0 28.0 (200 bps) 0 bps

Transport & Logistics 26.0 26.0 27.0 100 bps 100 bps

Manf, Med & Others 30.0 29.0 29.0 0 bps (100 bps)

Source: DART, Company
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Exhibit 4: Client concentration

Client Concentration Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
Revenue (USD mn)
Top 5 Client 35 38 40 5.5 13.9
Top 10 Clients 49 54 57 4.4 16.7
Non-Top 10 73 81 82 0.2 12.0
as % of Total
Top 5 Client 29.0 28.0 29.0 100 bps 0 bps
Top 10 Clients 40.0 40.0 41.0 100 bps 100 bps
Order book (USD mn) 339.0 375.0 390.0 4.0 15.0
Source: DART, Company
Exhibit 5: Headcount metrics
(Nos) Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
People
Onsite 2,088 2,408 2,345 (2.6) 12.3
Offshore 6,500 6,881 7,018 2.0 8.0
Net addition 342 119 119 0.0 (65.2)
Utilisation (%) 79.5 79.0 79.3 30bps (20 bps)
Attrition (%) 10.5 11.7 12.2 50 bps 170 bps
Source: DART, Company
Exhibit 6: Delivery split
Delivery split Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
Revenue (USD mn)
Onsite 74 88 91 3.5 23.2
Offshore 47 47 47 (1.0) (0.7)
% of total
Onsite 61 65 66 100 bps 500 bps
Offshore 39 35 34 (100 bps) (500 bps)
Source: DART, Company
Exhibit 7: Service split

Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
Revenue (USD mn)
ADM 80 92 97 4.9 20.8
IP 8 8 7 (15.1) (18.7)
Managed services 23 24 24 (3.8) 1.9
SI & PI 5 5 6 1.9 13.9
BPO 5 5 6 1.9 13.9
as % of Total
ADM 66.0 68.0 70.0 200 bps 400 bps
IP 7.0 6.0 5.0 (100 bps) (200 bps)
Managed services 19.0 18.0 17.0 (100 bps) (200 bps)
SI & PI 4.0 4.0 4.0 0 bps 0 bps
BPO 4.0 4.0 4.0 0 bps 0 bps
Source: DART, Company
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Exhibit 8: Contract split

Contract split QAFY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
Revenue (USD mn)
FPP 56 64 65 1.9 16.4
T&M 66 72 73 1.9 11.8
% of total
FPP 46 47 47 0 bps 100 bps
T&M 54 53 53 0 bps (100 bps)
Source: DART, Company
Exhibit 9: Client addition

Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
USA 2 8 6 (25.0) 200.0
Europe 4 0 0 NA NA
ROW 1 2 5 150.0 400.0
Total 7 10 11 10.0 57.1
Source: DART, Company
Exhibit 10: Fresh order intake
(USD mn) Q4FY18 Q3FY19 Q4FY19 QoQ (%) YoY (%)
USA 43 96 94 (2.1) 118.6
Europe 69 42 45 7.1 (34.8)
ROW 33 27 31 14.8 (6.1)
New order intake 145 165 170 3.0 17.2
Source: DART, Company
Exhibit 11: Estimate Revision
% in millions New old Change (%)
Year end March FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 42,224 46,843 44,694 50,788 (5.5) (7.8)
EBIT 6,481 7,393 6,818 8,065 (5.0) (8.3)
Pre Tax Profit 7,060 8,108 7,388 8,812 (4.4) (8.0)
Net Profit 4,975 5,761 5,221 6,289 (4.7) (8.4)
EPS (%) 80.5 93.2 84.5 101.8 (4.7) (8.4)
Margins (%)
EBIT Margin 15.3 15.8 15.3 15.9
Net margin 11.8 12.3 11.7 12.4

Source: DART, Company
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Profit and Loss Account

(X Mn) FY18A FY19A FY20E FY21E
Revenue 29,914 36,762 42,224 46,843
Total Expense 24,902 30,309 34,442 37,987
COGS 19,179 23,907 27,475 30,258
Employees Cost 0 0 0 0
Other expenses 5,723 6,402 6,967 7,729
EBIDTA 5,012 6,453 7,782 8,856
Depreciation 1,273 1,248 1,301 1,463
EBIT 3,739 5,205 6,481 7,393
Interest 0 0 0 0
Other Income 298 476 579 715
Exc./ E.O. items 0 0 0 0
EBT 4,037 5,681 7,060 8,108
Tax 950 1,404 1,765 2,027
RPAT 2,802 4,089 4,975 5,761
Minority Interest 285 188 320 320
Profit/Loss share of associates 0 0 0 0
APAT 2,802 4,089 4,975 5,761
Ellance Sheet

(X Mn) FY18A FY19A FY20E FY21E
Sources of Funds

Equity Capital 615 618 618 618
Minority Interest 222 75 75 75
Reserves & Surplus 17,126 20,105 24,339 29,358
Net Worth 17,741 20,723 24,957 29,976
Total Debt 224 134 134 134
Net Deferred Tax Liability 0 0 0 0
Total Capital Employed 18,187 20,932 25,166 30,185
Applications of Funds

Net Block 8,793 8,219 9,551 9,180
CWIP 7 14 14 14
Investments 0 0 0 0
Current Assets, Loans & Advances 17,445 20,106 24,182 30,033
Inventories 0 0 0 0
Receivables 5,911 6,189 7,653 8,064
Cash and Bank Balances 8,057 9,758 11,827 17,053
Loans and Advances 0 0 0 0
Other Current Assets 3,477 4,159 4,702 4,916
Less: Current Liabilities & Provisions 8,058 7,407 8,581 9,043
Payables 0 0 0 0
Other Current Liabilities 8,058 7,407 8,581 9,043
Net Current Assets 9,387 12,699 15,601 20,991
Total Assets 18,187 20,932 25,166 30,185

E — Estimates
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Important Ratios

Particulars FY18A FY19A FY20E FY21E
(A) Margins (%)

Gross Profit Margin 35.9 35.0 34.9 35.4
EBIDTA Margin 16.8 17.6 18.4 18.9
EBIT Margin 12.5 14.2 15.3 15.8
Tax rate 235 24.7 25.0 25.0
Net Profit Margin 9.4 111 11.8 12.3
(B) As Percentage of Net Sales (%)

COGS 64.1 65.0 65.1 64.6
Employee 0.0 0.0 0.0 0.0
Other 19.1 17.4 16.5 16.5
(C) Measure of Financial Status

Gross Debt / Equity 0.0 0.0 0.0 0.0
Interest Coverage

Inventory days 0 0 0 0
Debtors days 72 61 66 63
Average Cost of Debt 0.0 0.0 0.0 0.0
Payable days 0 0 0 0
Working Capital days 115 126 135 164
FAT/O 3.4 4.5 4.4 5.1
(D) Measures of Investment

AEPS (3) 45.3 66.2 80.5 93.2
CEPS () 65.9 86.4 101.6 116.9
DPS (3) 14.9 0.0 12.0 12.0
Dividend Payout (%) 32.9 0.0 14.9 12.9
BVPS (%) 287.1 335.3 403.8 485.0
ROANW (%) 16.2 213 21.8 21.0
ROACE (%) 17.4 21.9 23.0 22.0
ROAIC (%) 37.3 48.9 529 55.9
(E) Valuation Ratios

CMP (?) 1268 1268 1268 1268
P/E 28.0 19.2 15.7 13.6
Mcap (? Mn) 78,335 78,335 78,335 78,335
MCap/ Sales 2.6 2.1 1.9 1.7
EV 70,502 68,711 66,642 61,416
EV/Sales 2.4 1.9 1.6 13
EV/EBITDA 141 10.6 8.6 6.9
P/BV 4.4 3.8 3.1 2.6
Dividend Yield (%) 1.2 0.0 0.9 0.9
(F) Growth Rate (%)

Revenue 6.8 22.9 14.9 10.9
EBITDA 3.4 28.8 20.6 13.8
EBIT 4.7 39.2 24.5 14.1
PBT 8.3 40.7 24.3 14.8
APAT 18.6 45.9 21.7 15.8
EPS 18.6 45.9 21.7 15.8
Cash Flow

& mn) FY18A FY19A FY20E FY21E
CFO 4,354 3,681 5,443 7,060
CFI (1,788) (636) (2,633) (1,092)
CFF (1,830) (1,344) (742) (742)
FCFF 2,757 3,000 2,810 5,968
Opening Cash 7,321 8,057 9,758 11,827
Closing Cash 8,057 9,758 11,827 17,053

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell <0%

Rating and Target Price History

® Month Rating TP R) Price (%)

NITEC Target Price Jan-18 Reduce 730 766
1,480 -

‘ : Mar-18 Accumulate 980 888

1,300 - ,l‘VM-"'\ May-18 Reduce 1,000 1,028
1,120 - May-18 Reduce 1,000 1,037
Jun-18 Reduce 1,175 1,061

940 1 Jul-18 Accumulate 1,250 1,120
760 - Oct-18 Buy 1,425 1,192
580 M Jan-19 Buy 1,470 1,225

N ™ 00 00 0 0 0 0 00 00 00 WWN DN D N O
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2 g S 232 g 53 28028 s e S e 2 Price as on recommendation date
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

1. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated
company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. This report is
not directed 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, regulation or which would subject Dolat Capital Market
Private Limited. and/or its affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein
may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., 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.

This report is intended for distribution by Dolat Capital Market Private Limited. 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 or entity.

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, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo
or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.
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