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Coforge Ltd

Shrugging off near-term headwinds
IT & ITeS Sharekhan code: COFORGE

CMP: Rs. 3,647  Price Target: Rs. 4,680
\l/ Downgrade
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Summary

¢ Ourinteraction with Coforge’s management indicated that demand stays strong even amid geopolitical
tensions. Further, it noted that its clients have negligible exposure to Russia and Ukraine and its
European exposure is largely limited to the UK.

¢+ We expect the company’s travel vertical to recover strongly in FY2023E, while growth in BFS space
is set to outpace other verticals. Strong order intake, recovery in travel vertical, robust execution and
investments in building capabilities will drive growth.

¢ With a higher-than-usual wage revision effective April 2022, margins are expected to stay stressed
g-0-q in Q1FY2023, but improve y-o-y. Management remains confident in improving gross margin in
FY2023 given higher offshore revenue.

+ We maintain a Buy on Coforge with a revised PT of Rs. 4,680, given strong earnings visibility, robust
executable order booking and stable margin outlook.

Our interaction with Coforge’s management revealed that the company does not see any slowdown
in IT spending due to the ongoing macro-economic environment. Though the company has significant
exposure in Europe, the company noted that the recent geopolitical tensions would negligibly affect
revenues given its higher exposure in UK and very marginal exposure of its clients in Russia and Ukraine.
Coforge reiterated its confidence in achieving strong FY2023 revenue growth guidance of 20% (on a CC
basis) with continued investments in capabilities across the selected verticals, sales team and partnership
ecosystems. With a strong rebound in the travel vertical, we expect a strong pick-up in its travel,
transportation and hospitality (TTH) vertical in FY2023. The company’s fresh order intakes remained
strong at the beginning of FY2023E as compared to the start of last fiscal, grew by 47% y-o-y to $1.15
billion (implied record-high book-to-bill ratio of 1.3x), providing strong revenue growth visibility in the
medium-term. EBITDA margin is likely to improve marginally in FY2023E, largely in line with its guidance.

+ Resilient outlook: optimistic of strong growth in FY2023E: Coforge’s management remains optimistic
on delivering strong revenue growth as it believes that the reduction in technology budgets in a post-
pandemic world is limited even in case of deteriorating macro environment. Further, the company noted
that it has lower exposure towards clients’ discretionary spends and its exposure in Europe is largely
confined to the UK. We believe the company is well poised to deliver another year of strong organic
revenue growth in FY2023 on the back of strong order intake, robust deal pipeline, investment in sales
team and a recovery in travel vertical. Further, management has doubled down its growth engines to
achieve $2 billion revenue milestone at a rapid pace.

+ Strong travel recovery in FY2023E; BFS likely to outpace among verticals in medium-term: Even after
the smart recovery in its TTH vertical in FY2022, management sounded confident of delivering strong
revenue growth in its TTH vertical in FY2023 given the anticipated recovery in the travel industry. The
growth in its TTH vertical would be driven by its increased investments in building capabilities around
touchless travel, higher business travelling, cross-selling opportunities and rising wallet share in existing
relationships. In addition, Coforge’s BFS growth is set to outpace its TTH vertical given ramp-up of large
deals won earlier ($50 million+ deal in Q4), improving wallet share, deep domain expertise and strong
deal pipeline.

+ Margins to stay stressed in Q1, but it would be higher on y-o-y: With higher than usual wage revision
effective April 2022, margins are expected to remain under pressure in Q1FY2023, but at the same time
be significantly better on a y-o-y basis given a sharp improvement in margin (of 200 bps+) over last four
quarters. The company is confident in improving gross margin in FY2023 on the back of sustainable
elevated offshore revenue mix and higher portion of offshoring in the large deals won earlier. Management
reiterated its adjusted EBITDA margin guidance of 18.5-19% for FY2023E versus 18.7% in FY2022. We
forecast EBITDA margins would be at 18% and 18.2% for FY2023E and FY2024E respectively, implies
an increase of 90 bps over FY2022-24E, aided by higher offshoring, operating leverage and flattening
pyramid.

Our Call

Valuation — Price correction offers an attractive entry point, maintain Buy: Coforge is well placed to
deliver strong revenue growth in FY2023E given its investments on building capabilities and sales team,
strong executable order bookings (70% of our FY2023E revenue estimates), and recovery in travel vertical.
Coforge is expected to clock a revenue/earnings CAGR of 17%/24%, respectively over FY2022-24E, implies
a market leading growth among the mid-tier peers. At CMP, the stock is trading at a valuation of 26x/22x
of its FY2023E/FY2024E earnings. Coforge’s share price has corrected sharply by 39% on a YTD basis and
underperformed CNX IT index by 11%, owing to rising macro concerns and higher European exposure. We
believe that the recent correction in stock price provides a good long-term investment opportunity, given
strong earnings visibility, robust deal wins and differentiated positioning in its focused verticals. We have
slashed our earnings estimates for FY2023E-24E as we factor in adverse cross currency movements and
also lowered our target multiples in-line with our reduction in target multiples of large peers. Thus, we
maintain a Buy rating on Coforge with a revised price target of Rs. 4,680.

Key Risks

Any integration issues in ongoing M&A activities, especially IP-related transactions, could impact earnings.
Further, high dependence on IMS could create challenges to its revenue growth trajectory.

Valuation (consolidated) Rs cr
Revenue 4,662.8 6,432.0 7,917.8 9,269.9
OPM (%) 16.9 17.3 18.0 18.2
Adjusted PAT 473.5 6617 837.0 1,017.3
% YoY growth 5.0 397 26.5 216
Adjusted EPS (Rs.) 747 109.0 1377 167.2
P/E (x) 48.8 334 26.5 21.8
P/B (x) 9.0 81 6.6 5.6
EV/EBITDA (x) 27.2 19.9 15.2 12.6
RoNW (%) 19.5 255 275 27.8
RoCE (%) 227 27.3 28.2 297

Source: Company; Sharekhan estimates
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Resilient outlook: optimistic in delivering strong growth

Coforge believes that demand is robust and it does not see any slowdown in IT spending from the ongoing
macro-economic environment. The company also noted that it does not see any concerns around its key
clients, and verticals. Further, the company indicated that it has lower exposure towards discretionary spends
of its clients and Eastern Europe (higher presence in the UK and western Europe). Coforge’s management
remains optimistic on sustenance of revenue growth momentum as it believes the reduction of technology
budgets in a post-pandemic world due to the economic slowdown is limited because of strong growth
opportunities. FY2023 is expected to be a normal year where Q2 would be a seasonally strong quarter,
followed by Q4. Usually Q3 is a seasonally soft quarter, while growth remains decent in Q1. We believe the
company is well poised to deliver another year of strong organic revenue growth in FY2023 on the back of
strong order intake, robust deal pipeline, investment in sales team and recovery in travel vertical. Further,
management expects to double down its growth engines such as investing in capabilities and sales, strong
client mining and diversifying into new emerging verticals to achieve $2 billion revenue milestone at a rapid
pace ($866.5 million in revenue in FY2022).

Set to rapidly add another $1 bn in revenues

Particular ‘ Coforge ‘ Mindtree ‘ LTI
Revenue (Q4FY22) - $ mn 232 384 570
Annual revenue 930 1,535 2,282
Time taken to reach from $1-1.5 bn (quarters) 10* 14 1
Client Metrics

No of active clients 137 276 486
New client wins (Q4FY22) 12 il 25
Revenue per active/billed client ($ mn) 6.8 5.6 47
Number of clients

No of US$ 1mn+ clients 100 139 198
No of US$ 5mn+ clients 19 56 74
No of US$ 10mn+ clients 18 32 44
Employee data

Employees 22,500 33,206 46,648
Sales staff 1,206 1,865 2,082
Sales % of total staff 5.4% 5.6% 4.5%
New deals signed (TTM) 1,151 1,612 -

Source: Company, Sharekhan research *estimates

Q2 usually the strongest quarter in a year, while Q3 is the weakest; FY2023 likely to be a normal year
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Strong recovery in TTH to continue in FY23; BSFI to grow faster than travel in the medium-term

Coforge’s travel, transportation and hospitality (TTH) vertical’s revenue contribution came down to 19%
in FY2022 from 27%-32% in pre-pandemic times (FY2017-FY2020), due to significant disturbances in the
travel/airline segment because of prolonged lockdowns and mobility restrictions across the world. Notably,
the company’s TTH vertical reported 14.5% CAGR in revenue growth over FY2018-FY2020.However, the
company’s TTH vertical saw a sharp drop in revenue during the initial period of the pandemic (Q4FY2020 and
Q1FY2021) owing to higher exposure to airline segment. Despite sharp decline in TTH vertical (, the company
reported growth in its overall revenues during FY2021 (up 6% y-o-y) and FY2022 (up 38% y-o-y, including
inorganic revenues). Even after the smart recovery in its TTH vertical (up 38% y-o-y in FY20220), management
sounded confident of delivering sustainable revenue growth momentum in its TTH vertical in FY2023 driven
by increased investments in building capabilities around touchless travel, higher business travelling, cross-
selling opportunities and rising wallet share in existing relationships. Further, the company became an AWS
Travel and Hospitality Competency Partner in Q4FY2022, which would open-up more opportunities in digital
transformation area, Coforge’s BFSI vertical growth is expected to outpace its TTH vertical given ramp-up of
large deals won earlier (a $50 million+ deal in Q4), improving wallet share, deep domain expertise and strong
deal pipeline.

BFS growth (y-o-y) outpaced TTH growth; BFS is set to outgrow other verticals in FY2023
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Source: Company, Sharekhan Research

Strong order intake to drive growth

Coforge witnessed healthy fresh order intake, robust addition of logos including Fortune-1000, higher large
deal win rate and strong executable order book (over the next 12 months) in FY2022. The company was able
win large deals in each quarter during the year. The company’s fresh order intakes remained strong at the
beginning of FY2023E compared to the start of last fiscal, grew by 47% y-o-y to $1.15 billion. This translates
book-to-bill ratio of 1.3x, which is the highest since FY2017 and it provides strong revenue growth visibility
in coming quarters. Further, the company’s executable order booking over next 12 months grew by 39%
y-o-y to $720 million, which is around 70% of our revenue forecast for FY2023E. The company won 11 large
deals during FY2022, including one $105 million+ TCV and three $50 million+ TCV. We believe continued
improvement in deal size and velocity positions the company to report strong revenue growth in FY2023E.

June 24, 2022 4
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Fresh order book trend; grew 50% y-o-y Executable orders* is 70% of FY23E revenue

720
520
468
£ 390
N 339 I I

FY17 FY18 FY19 FY20 Fy21 FY22

318
285 301

247

186 201 197 201

aiFv22

Smn
QiFy21 S
Q2rv21 S
Q3Fv21
Q4rv21
azrv22 [
Q3ry22 [
Q4Fv22

Source: Company, Sharekhan Research Source: Company, Sharekhan Research

Wage revision to weigh on margin in Q1; however, margins set to remain stable in FY2023E

Coforge saw EBIT margin expand sequentially in each quarter in FY2023 despite higher costs to backfill
attrition and supply-side challenges, aided by strong growth, higher offshore revenues, recovery in gross
margin of travel business and pyramid rationalisation. As the company has implemented compensation
revision higher than usual across the company effective April 1, 2022, margins for Q1FY2023 would be hit
significantly g-o-g. However, Q1FY2023 margins would be significantly better on y-o-y basis given sharp
improvement (of over 200 bps) in Q4FY2022. The company is confident in improving gross margin in FY2023
on the back of sustainable elevated offshore revenue. The company offshore revenue mix increased to 47%
Q4FY2022 from 39.2%in Q4FY2021. The management believes the offshore revenue mix would be sustainable
in FY2023 given higher portion of offshoring in the large deals won during FY2022. This would be one of key
drivers for sustainable expansion in margins in the medium term. Levers for margin improvement in FY2023
are (1) strong revenue growth, (2) higher offshoring, (3) greater revenue contribution from the AdvantageGO,
(4) utilisation improvement, (5) pyramid rationalisation, (6) absence of acquisition related expenses and (7)
currency tailwinds. Management reiterated its adjusted EBITDA margin guidance of 18.5-19% for FY2023.
We forecast EBITDA margins would be at 18% and 18.2% for FY2023E and FY2024E respectively, implies an
increase of 130 bps over FY2021-24E.

Offshore revenue mix (%) trend EBIT margins improved in each quarter on q-o-q in FY2022
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Revenue (Rs. crore) trends and estimates
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Gross and EBIT margin trends and estimates
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Geography-wise contribution

Source: Company, Sharekhan Research

Vertical-wise contribution

11

33.1 29.2 28.1 25.4 26.5

Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22
mROW mEMEA H America Others mTTH mBFS M Insurance
Source: Company, Sharekhan Research Source: Company, Sharekhan Research
Non-top 10 revenue ($ mn) & growth (%) RoE and RoCE trends (%)
17.0 151.1 35 1
160 - 142.6 141.6 r 18
140 4 - 16 29.7
- 14 30 -
120 + 12
- 10
100 -+ o
E -8 X 25 -
80 A -6
. - 4
60 - 20 J
40 -
-0 202 19.5
20 n T T T T r '2 15 . . . : .
Q4FY21 QI1FY22 Q2FY22 Q3FY22 Q4FY22 FY20 FY21 FY22 FY23E FY24E
mm Non top 10 revenue ($ mn) —i— QoQ growth (%) —&— ROCE (%) —0— ROE (%)

Source: Company, Sharekhan Research

June 24,2022

Source: Company, Sharekhan Research

Stock Update




Powered by the Sharekhan Sharekhan
3R Research Phllosophg by BNP PARIBAS

Outlook and Valuation

B Sector view - Strong demand environment here to stay

Broad-based spending on digital transformation and cloud-related technologies across the industries and
geographies is expected to maintain demand momentum in CY2022. Industry analysts such as Gartner
estimate that IT services spending would grow by 8-8.5% in the next four years as compared to the average
of 4.3% achieved over 2011-20. Consulting (+11%) and application implementation and managed services
(+9%) are expected to grow faster than BPO (+7%) and infra implementation and managed services (+4%)
in CY2022E. Forecasts indicate higher demand for Cloud infrastructure services, a potential increase
in specialised software, potential investments in transformation projects by clients, and increased online
adoption across verticals.

B Company outlook - Well-prepared for next leg of growth

Coforge has successfully transformed and re-organised itself into one of the fastest-growing mid-sized IT
services provider under a revamped management in the past few years. A strong leadership, deep domain
capability in select verticals, improved capability and marquee client base would help the company to sustain
the growth momentum. Further, strategic focus on diversifying the business into new emerging verticals,
improvement in client metrics, strong executable orders and sharp recovery in travel segment would further
aid growth. Strong growth, better digital mix and operating efficiencies should drive margin expansion in the
next two years.

B Valuation - Maintain Buy with a revised PT of Rs. 4,680

Coforge is well placed to deliver strong revenue growth in FY2023E given its investments on building
capabilities and sales team, strong executable order bookings (70% of our FY2023E revenue estimates), and
recovery in travel vertical. Coforge is expected to clock a revenue/earnings CAGR of 17%/24%, respectively
over FY2022-24E, implies a market leading growth among the mid-tier peers. At CMP, the stock is trading at
a valuation of 26x/22x of its FY2023E/FY2024E earnings. Coforge’s share price has corrected sharply by
39% on a YTD basis and underperformed CNX IT index by 11%, owing to rising macro concerns and higher
European exposure. We believe that the recent correction in stock price provides a good long-term investment
opportunity, given strong earnings visibility, robust deal wins and differentiated positioning in its focused
verticals. We have slashed our earnings estimates for FY2023E-24E as we factor in adverse cross currency
movements and also lowered our target multiples in-line with our reduction in target multiples of large peers.
Thus, we maintain a Buy rating on Coforge with a revised price target of Rs. 4,680.
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Peer Comparison

CMP o/s P/E (x) | EV/EBITDA(x) | P/BV(XY) |  RoE (%)
. MCAP
Companies (Rs/| Shares
(RsCr)| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E
Share) (Cr)
LTI 4,034 18 70725 25.4 216 193 155 9.0 7.0 317 372
Persistent 3,266 8 24962 291 233 199 152 6.4 55 237 254
Coforge 3,647 6 22215 26.5 218 152 126 6.6 56 275 278

Source: Company, Sharekhan Research

June 24,2022 7

Stock Update



Powered by the Sharekhan Sharekhan
3R Research PhllOSOphg by BNP PARIBAS

About company

Established in 1981, Coforge (earlier known as NIIT Technologies) is one of the leading mid-sized Indian IT
services company, engaged in providing services in cloud, managed services, data & analytics, automation,
application development & maintenance and Business Process Management. The company focuses on
three key industries such as insurance, travel, transportation & hospitality and BFS. The company has
started focusing on other industries such as manufacturing, healthcare, hi-tech, public sector to capture
the opportunity. Digital technologies revenue, including product engineering, intelligent automation, data,
integration and cloud, stood around 71% of total revenue. Coforge has over 22,000 professionals serving
customers in North America, Europe, Asia and Australia.

Investment theme

Coforge’s deep-domain expertise in select industry verticals and sub-verticals with heavy investments
on technology, proprietary products and resources position it to participate in customers’ transformation
journey. Further, the company has reinvested its excess profitability in enhancing the technical capabilities
by adding management/sales bandwidth. The company has also started scaling up the sub-segments such
as healthcare within other verticals to drive its growth. We believe the company’s differentiated positioning in
select verticals, strong leadership, robust executable orders and mining of strategic accounts would position
the company to deliver strong revenue growth going ahead.

Key Risks

(1) Any hostile development against current visa regime and higher attrition would affect employee expenses;
(2) rupee appreciation or/and adverse cross-currency movements might affect earnings; (3) Delay in travel
segment recovery; (4) a churn in senior management.

Additional Data

Key management personnel

Sudhir Singh Chief Executive Officer & ED
Ajay Kalra Chief Financial Officer

Madan Mohan EVP & Global Head - TTH
Gautam Samanta EVP & Global Head - BFS
Rajeev Batra EVP & Global Head - Insurance

Source: Bloomberg

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Axis Asset Management 6.08
2 UTI Asset Management 3.92
3 Capital Group Cos Inc 3.82
4 Life Insurance Corp of India 3.39
5 Aditya Birla Sun Life Asset Management 1.67
6 Goldman Sachs Group Inc 1.58
7 Vanguard Group Inc 1.42
8 Emirates of Abu Dhabi UAE 1.20
9 Ashoka India OPP FD 116
10 DSP Investment Managers 1.00

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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