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Better-than-expected performance and outlook

Sharp reset in earnings trajectory

Motilal Oswal values your support in B Cyient’s 1QFY21 performance suggests revenue impact was not as bad as
the Asiamoney Brokers Poll 2020 for

India Research, Sales and Trading

anticipated earlier. While demand-side challenges persist in some verticals,

team. We request your ballot. management indicated supply-side issues should not be a bottleneck going
‘,;'i] i1 forward. Outlook on growth from 2QFY21 is much better than previously
\) expected. As growth recovers and some of the restructuring costs are
behind, margins should report sharp expansion over 2HFY21.
Bloomberg ovuin' ™ We upgrade our FY21/FY22E EPS estimates by 25% on a better-than-
Equity Shares (m) 113 expected revenue and margin outlook. We await further evidence on
M.Cap.(INRb)/(USDb) 31.2/04 execution/margin management before turning constructive on the stock.
52-Week Range (INR) 557 /184
1, 6, 12 Rel. Per (%) 26/-24/-41 Better-than-expected performance
12M Avg Val (INR M) 139 W In 1QFY21, revenue (USD) / EBIT (INR) / PAT declined by 17%/49%/10% YoY
v/s our estimate of 19%/33%/32% YoY.
Financials & Valuations (INR b) B The Services segment reported a plunge (-14.3% QoQ, CC), while DLM grew
Y/E Mar 2020 2021E 2022E (+8.5% QoQ). Decline in Services was largely attributed to verticals such as
Sales 443 416 442 Aerospace & Defense, Communications, and Portfolio.
EBIT Margin (%) 9.2 8.2 28 m  Across geographies, while Europe / America reported sharp decline
E/:;(INR) 3;‘; 3(3)'; 3131.2 (18.5%/17.8% QoQ), APAC was resilient with growth of 11.8% QoQ.
: : ~~ m Medical & Healthcare (+18.2% QoQ) and Semi-Conductor, loT and Analytics
EPS Gr. (%) =222 -103 15.2
BV/Sh. (INR) 249.6 2654  283.5 (15.6% QoQ) saw sequential growth, while other verticals reported double-
Ratios digit decline.
ROE (%) 13.5 11.4 12.3 W The EBIT margin contracted ~320bp QoQ to 5.2% and was ~180bp behind
RoCE (%) 133 11.2 12.0 our estimate. This contraction was driven by: 1) a one-time restructuring
Payout (%) 38.5 42.9 37.3 cost (260bps), 2) the volume impact on SGA & depreciation (290bps), and 3)
Valuations an adverse revenue mix (130bps). The negative impact was partly offset by
P/E (x) 8.3 93 8.1 operational efficiencies (290bps) and forex impact (100bps).
P/BV () 11 11 10 g However, the strong beat on PAT (32%) was primarily driven by higher other
EV/EBITDA (x) 4.1 4.1 3.1 . . .
Div Yield (%) 16 16 16 income related to export incentives.

Shareholding pattern (%) Key highlights from management commentary

As On Mar-20 Dec-19 Mar-19 ™ 1QFY21 turned out better than the management’s initial expectations.
Promoter 22.9 22.8 22.5 B Barring Aerospace & Defense, the company expects most other verticals to
DIl 221 209 219 be back on the growth path from 2QFY21.

Fil 422 443 445  m  For FY21, management forecasts revenue decline of 10-15%. Performances
Others 129 119 111

from the Services and DLM segments are expected to be similar.

m  While supply-side issues in the early part of 1QFY21 impacted utilization,
management hinted at 300—-400bp headroom for improvement.

B Focus on cost optimization is expected to continue. Management estimates
FY21 EBIT margins to be around 8%.

FIl Includes depository receipts
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Valuation and view — Multiples appear attractive

B Given the COVID-19 situation, we earlier anticipated ER&D activity in key
verticals (e.g., Aerospace & Defense, Transportation, and Energy & Utilities;
~58% of revenue) to witness a material slowdown over the next 12—18 months.

®  While the Communications vertical (~23% of revenue) was not heavily impacted
by COVID-19, cost pressures and the liquidity crunch faced by global telcos were
expected to be an overhang on ER&D spends.

m  However, the unlocking of economies and massive injection of liquidity across
economies could translate to earlier-than-expected demand recovery in most of
the above-mentioned verticals.

® Additionally, management indicated supply-side bottlenecks, a key concern
earlier, are largely behind.

B Earlier-than-expected growth recovery and the absence of one-time
restructuring costs should translate to sharp EBIT margin expansion (to 9.5%
from 5.2%) over 2HFY21.

B Supported by a better-than-expected revenue and margin outlook, we sharply
upgrade our FY21/FY22E EPS estimates to the tune of 25%. Our Target Price is
based on 9x FY22E EPS. We await further evidence on execution/margin
management before turning constructive on the stock.

Quarterly Performance (INR M)
Y/E March FY20 FY21E FY20  FY21E Est. var. (% /
1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QFY21 bp)
Revenue (USD m) 157 164 155 149 131 134 139 144 625 547 127 3.1
QoQ (%) -5.2 4.9 -5.5 -3.9 -12.5 2.7 3.3 3.7 -5.3 -12.5 -15.1 264bp
Revenue (INR m) 10,890 11,589 11,060 10,736 9,917 10,197 10,538 10,931 44,275 41,584 9,626 3.0
YoY (%) 0.8 -2.4 -6.9 -7.7 -8.9 -12.0 -4.7 1.8 -4.1 -6.1 -11.6  267bp
GPM (%) 344 344 36.0 335 30.5 32.9 34.1 35.6 34.6 33.3 32.5 -198bp
SGA (%) 21.2 20.6 22.1 20.6 20.5 20.3 20.3 21.8 21.1 20.7 21.6 -113bp
EBITDA 1,445 1,599 1,533 1,382 995 1,287 1,453 1,503 5,959 5,238 1,048 -5.0
EBITDA Margin (%) 13.3 13.8 13.9 12.9 10.0 12.6 13.8 13.8 13.5 12.6 10.9 -85bp
EBIT 1,003 1,111 1,063 904 511 854 1,004 1,035 4,081 3,404 673 -24.0
EBIT Margin (%) 9.2 9.6 9.6 8.4 5.2 8.4 9.5 9.5 9.2 8.2 7.0 -183bp
Other income 283 264 498 206 684 228 245 265 1,251 1,422 262 160.6
ETR (%) 22.0 22.4 23.3 21.3 25.0 23.6 23.6 23.6 22.3 24.0 23.0
PAT 904 986 1,083 753 814 744 873 912 3,726 3,344 618 31.9
QoQ (%) -48.9 9.1 9.8 -30.5 8.1 -8.6 17.2 4.6 36.9 -2879bp
YoY (%) 9.6 -22.5 17.6 -57.5 -9.9 -24.5 -19.4 21.2 -22.2 -10.3 -31.7 2176bp
EPS (INR) 8.2 8.9 9.8 4.1 7.4 6.7 7.9 8.3 33.8 30.3 5.6
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MoTiLAL OSWAL Cyient
Key Perfor. Indicators

Y/E March FY20 FY21 FY20 FY21

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Margins (%)

Gross Margin 34.4 34.4 36.0 33.5 30.5 329 34.1 35.6 34.6 33.3
EBIT Margin 9.2 9.6 9.6 8.4 5.2 8.4 9.5 9.5 9.2 8.2
Net Margin 8.3 8.5 9.8 4.2 8.2 7.3 8.3 8.3 8.4 8.0
Operating metrics

Headcount 13,912 13,800 13,405 12,825 11,846 12,825

Attrition (%) 17.4 18 19.7 18.9 13.6 18.9

Offshore rev (%) 43.5 44.7 45.2 45.9 43.5 44.8

Key Verticals (YoY %)

Aero & Defence -1% -4% -4% -7% -22% -5%
Transportation 2% 6% -10% -16% -24% -4%
Communications -13% -13% 1% 1% 0% -8%

Key Geographies (YoY %)

North America 3% 3% -4% -7% -21% 0%

Europe -1% -4% 3% -6% -29% 5%

Key highlights from management commentary

1QFY21 turned out better than the management’s initial expectations.
Barring Aerospace & Defense, the company expects most other verticals to be
back on the growth path from 2QFY21.

For FY21, management forecasts revenue decline of 10-15%. Performances
from the Services and DLM segments are expected to be similar.

While supply-side issues in the early part of 1QFY21 impacted utilization,
management hinted at 300—-400bp headroom for improvement.

Focus on cost optimization is expected to continue. Management estimates
FY21 EBIT margins to be around 8%.

Better-than-expected performance

In 1QFY21, revenue (USD) / EBIT (INR) / PAT declined by 17%/49%/10% YoY v/s
our estimate of 19%/33%/32% YoY.

The Services segment reported a plunge (-14.3% QoQ, CC), while DLM grew
(+8.5% QoQ). Decline in Services was largely attributed to verticals such as
Aerospace & Defense, Communications, and Portfolio.

Across geographies, while Europe / America reported sharp decline
(18.5%/17.8% QoQ), APAC was resilient with growth of 11.8% QoQ.

Medical & Healthcare (+18.2% QoQ) and Semi-Conductor, 1oT and Analytics
(15.6% QoQ) saw sequential growth, while other verticals reported double-digit
decline.

The EBIT margin contracted ~320bp QoQ to 5.2% and was ~180bp behind our
estimate. This contraction was driven by: 1) a one-time restructuring cost
(260bps), 2) the volume impact on SGA & depreciation (290bps), and 3) an
adverse revenue mix (130bps). The negative impact was partly offset by
operational efficiencies (290bps) and forex impact (100bps).

However, the strong beat on PAT (32%) was primarily driven by higher other
income related to export incentives.
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Exhibit 1: Barring MT&H and SIA, all other verticals declined by double digit sequentially

Verticals Contribution QoQ YoY

to rev (%) Growth (%) Growth (%)
A&D 37 -16 -22
Comms 23 -11 1
E&U 11 -19 -30
Transportation 10 -11 -24
Portfolio 9 -21 -21
SIA 5 16 -19
MT&H 6 18 33

Source: Company, MOFSL

Exhibit 2: APAC remained resilient, while other geographies reported declines

Contribution QoQ YoY

to rev (%) Growth (%) Growth (%)

Americas 52 -18 -21
Europe 24 -19 -29
Asia Pacific 24 12 20

Source: Company, MOFSL

Valuation view — Multiples appear attractive

B Given the COVID-19 situation, we earlier anticipated ER&D activity in key
verticals (e.g., Aerospace & Defense, Transportation, and Energy & Utilities;
~58% of revenue) to witness a material slowdown over the next 12—18 months.

®  While the Communications vertical (~23% of revenue) was not heavily impacted
by COVID-19, cost pressures and the liquidity crunch faced by global telcos were
expected to be an overhang on ER&D spends.

®  However, the unlocking of economies and massive injection of liquidity across
economies could translate to earlier-than-expected demand recovery in most of
the above-mentioned verticals.

® Additionally, management indicated supply-side bottlenecks, a key concern
earlier, are largely behind.

m Earlier-than-expected growth recovery and the absence of one-time
restructuring costs should translate to sharp EBIT margin expansion (to 9.5%
from 5.2%) over 2HFY21.

m  Supported by a better-than-expected revenue and margin outlook, we sharply
upgrade our FY21/FY22E EPS estimates to the tune of 25%. Our Target Price is
based on 9x FY22E EPS. We await further evidence on execution/margin
management before turning constructive on the stock.
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Cyient
Exhibit 3: Over the long term, one-year forward P/E multiples averaged to ~11x
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Source: Bloomberg
Exhibit 4: Revision in our estimates
Change in Estimates Revised Earlier Change
FY21E FY22E FY21E FY22E FY21E FY22E
INR/USD 76.0 77.0 76.0 77.0 0.0 0.0
USD Revenue - m 547.3 574.5 493.6 528.3 10.9 8.7
USD revenue growth (%) -12.5 5.0 -21.0 7.0 860bp -210bp
EBITDA Margin (%) 12.6 14.1 12.0 13.3 60bp 80bp
EBIT Margin (%) 8.2 9.8 8.0 9.3 20bp 50bp
Adjusted EPS - INR 30.3 34.9 24.2 27.9 24.9 24.9

Source: MOFSL
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Operating metrics

Exhibit 5: Operating metrics
1QFY19 2QFY19 3QFY19 4QFY19 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21

Geographic Mix - %

Americas 55.3 56.2 58.2 57.0 55.4 60.2 57.5 55.7 52.3
Europe 26.3 26.4 24.1 26.4 28.1 26.3 25.5 25.7 24.0
Asia Pacific 18.4 17.4 17.7 24.0 16.4 13.6 16.9 18.6 23.7
Vertical Mix - %

Aerospace & Defense 34.2 33.8 34.3 33.9 38.8 33.9 32.2 37.8 36.5
Transportation 12.1 11.8 12.0 12.3 11.3 13.0 11.1 10.2 10.3
Semiconductor 5.5 5.8 4.7 5.6 4.9 4.9 4.9 3.6 4.7
Medical & electronics 1.8 1.9 2.0 2.0 3.6 2.4 2.4 4.2 5.7
Communications 23.9 239 23.4 22.3 19.1 21.7 24.4 22.6 23.0
Revenue Mix - %

Onsite 58.1 57.2 57.6 57.3 56.5 55.3 54.8 54.1 56.5
Offshore 41.9 42.8 42.4 42.7 43.5 44.7 45.2 45.9 43.5
Client contribution - %

Top 5 37.9 37.9 38.0 35.7 32.3 36.2 36.6 31.4 30.2
Top 10 51.8 51.0 50.1 48.4 44.1 47.3 49.3 43.6 40.1
No. of Million Dollar Clients

USD1m+ 65 68 73 70 71 91 90 95 92
USD5m+ 25 27 27 26 24 27 27 26 30
USD10m+ 11 13 13 13 12 12 11 11 9
USD20m+ 4 4 4 4 4 4 4 4 3
Attrition - Voluntary % 16.9 18.4 21.2 19.9 17.4 18 19.7 18.9 13.6

Source: Company, MOFSL
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MoTiLAL OSWAL Cyient
Financials and valuations
Income Statement (INRm)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Sales 22,064 27,359 30,955 36,066 39,176 46,175 44,275 41,584 44,234
Change (%) 17.8 24.0 13.1 16.5 8.6 17.9 (4.1) (6.1) 6.4
Cost of Services 12,756 17,129 20,083 23,647 25,387 30,125 28,964 27,720 28,350
SG&A Expenses 5,208 6,217 6,626 7,569 8,296 9,606 9,352 8,626 9,650
EBITDA 4,101 4,014 4,247 4,850 5,493 6,444 5,959 5,238 6,233
% of Net Sales 18.6 14.7 13.7 13.4 14.0 14.0 13.5 12.6 14.1
Depreciation 720 713 893 953 1,051 1,113 1,878 1,835 1,911
Interest 29 80 199 189 232 362 517 430 441
Other Income 187 1,236 1,065 873 1,439 1,340 1,251 1,422 1,160
PBT 3,538 4,457 4,220 4,581 5,649 6,309 4,815 4,396 5,041
Tax 1,030 1,096 986 1,047 1,381 1,427 1,076 1,053 1,190
Rate (%) 29.1 24.6 23.4 22.9 24.4 22.6 22.3 24.0 23.6
Eq. in earnings of affiliates 152 150 121 123 44 1 0 0 0
Minority Interest 0 0 -6 43 -21 17 -13 1 0
PAT 2,660 3,511 3,349 3,700 4,291 4,900 3,726 3,344 3,852
Extraordinary 0 0 97 -261 0 -112 0 0 0
Net Income 2,660 3,511 3,446 3,439 4,291 4,788 3,726 3,344 3,852
Change (%) 15.1 32.0 -1.9 -0.2 24.8 11.6 -22.2 -10.3 15.2
Balance Sheet (INRm)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Share Capital 560 562 562 563 563 552 552 552 552
Reserves 15,325 17,879 18,536 20,610 22,876 25,070 27,008 28,746 30,749
Net Worth 15,885 18,441 19,098 21,173 23,439 25,622 27,560 29,298 31,301
Minority Interest 0 122 128 26 3 0 0 0 0
Loan 433 1,300 1,467 1,874 2,263 3,375 3,475 3,575 3,575
Capital Employed 16,318 19,863 20,693 23,073 25,705 28,997 31,035 32,873 34,876
Gross Block 7,976 9,318 10,511 11,107 12,217 11,091 12,091 13,091 14,091
Less : Depreciation -4,634 -5,696 -6,535 -6,875 -7,791 -5,528 -7,406 -9,241 -11,151
Net Block 3,342 3,622 3,975 4,232 4,426 5,563 4,685 3,850 2,940
CWIP 71 96 108 265 515 0 450 450 450
Other LT Assets 1,605 6,372 5,339 6,154 5,929 7,476 7,576 7,419 7,419
Curr. Assets 14,448 15,696 17,947 20,713 23,456 25,853 29,144 32,051 35,452
Current Investments 400 336 790 925 1,130 278 478 678 878
Inventories 0 606 979 935 1,312 1,833 2,108 2,424 2,788
Debtors 4,800 5,336 6,145 6,496 4,139 8,137 7,399 6,950 7,392
Cash & Bank Balance 6,886 5,704 6,833 8,781 9,807 9,705 9,884 12,823 14,922
Loans & Advances 786 1,356 1,089 0 0 0 0 0 0
Other Current Assets 1,575 2,358 2,111 3,576 7,068 5,900 9,275 9,176 9,472
Current Liab. & Prov 3,147 5,923 6,676 8,291 8,621 9,895 10,820 10,897 11,385
Current Liabilities 1,802 3,566 4,253 5,180 5,593 5,849 6,474 6,251 6,439
Other Liabilities 721 1,401 1,843 2,876 2,799 3,333 3,533 3,733 3,933
Provisions 625 956 579 235 229 713 813 913 1,013
Net Current Assets 11,300 9,773 11,271 12,422 14,835 15,958 18,324 21,154 24,067
Application of Funds 16,318 19,863 20,694 23,073 25,705 28,997 31,035 32,873 34,876
17 July 2020 7



MoTiLAL OSWAL Cyient
Financials and valuations
Ratios
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Basic (INR)
EPS 23.7 31.3 30.7 30.6 38.2 43.4 33.8 30.3 34.9
Cash EPS 30.1 37.6 38.7 39.1 47.6 53.5 50.8 46.9 52.2
Book Value 141.5 164.3 170.2 188.7 208.9 232.1 249.6 265.4 283.5
DPS 5.0 8.0 7.0 10.5 13.0 13.0 13.0 13.0 13.0
Payout % 21.0 25.6 22.8 34.3 34.0 30.0 38.5 42.9 37.3
Valuation (x)
P/E 11.9 9.0 9.2 9.2 7.4 6.5 8.3 9.3 8.1
Cash P/E 9.4 7.5 7.3 7.2 5.9 5.3 5.6 6.0 5.4
EV/EBITDA 5.9 6.7 6.1 4.9 4.3 3.9 4.1 4.1 3.1
EV/Sales 1.1 1.0 0.8 0.7 0.6 0.5 0.6 0.5 0.4
Price/Book Value 2.0 1.7 1.7 1.5 1.3 1.2 1.1 1.1 1.0
Dividend Yield (%) 1.8 2.8 2.5 3.7 4.6 4.6 4.6 4.6 4.6
Profitability Ratios (%)
RoE 16.7 19.0 18.0 16.2 18.3 18.7 13.5 11.4 12.3
RoCE 15.5 17.2 16.4 15.9 17.3 17.8 13.3 11.2 12.0
ROIC 28.5 21.9 19.3 23.1 24.5 24.8 16.2 13.2 17.6
Turnover Ratios
Debtors (Days) 99 91 92 84 64 64 88 88 88
Fixed Asset Turnover (x) 1.1 1.1 1.1 1.1 1.1 1.2 1.1 1.0 1.0
Cash Flow Statement (INRm)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
CF from Operations 2,941 3,282 3,715 3,833 4,622 5,411 5,422 5,194 6,204
Cash for Working Capital -669 335 -931 366 -1,659 -1,710 -1,987 567 -615
Net Operating CF 2,272 3,617 2,785 4,199 2,963 3,701 3,435 5,760 5,588
Net Purchase of FA -761 -803 -1,282 -1,038 -1,469 -1,440 -1,450 -1,000 -1,000
Free Cash Flow 1,511 2,814 1,503 3,161 1,494 2,261 1,985 4,760 4,588
Net Purchase of Invest. 585 -4,479 434 -765 600 -767 499 214 -200
Net Cash from Invest. -176 -5,282 -848 -1,803 -869 -2,207 -951 -786 -1,200
Proc. from equity issues 52 66 22 15 9 -1,609 0 0 0
Proceeds from LTB/STB 41 399 490 -203 526 549 -517 -430 -441
Dividend Payments -521 -784 -1,619 -746 -1,894 -1,261 -1,788 -1,605 -1,849
Cash Flow from Fin. -427 -319 -1,107 -934 -1,359 -2,321 -2,305 -2,035 -2,290
Exchange difference 279 802 300 488 502 929 0 0 0
Net Cash Flow 1,947 -1,183 1,129 1,950 1,237 102 179 2,940 2,099
Opening Cash Bal. 4,939 6,886 5,704 6,831 8,570 9,603 9,705 9,884 12,823
Add: Net Cash 1,947 -1,183 1,129 1,950 1,237 102 179 2,940 2,099
Closing Cash Bal. 6,886 5,704 6,833 8,781 9,807 9,705 9,884 12,823 14,922
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
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