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Revenue and EBIT margin above estimates

Our view

Reported strong financial performance with both revenue and EBIT margin above
estimates. Deal booking remains strong and would support growth momentum. There
are near term margin headwind as employee attrition has sharply picked up. We expect
it to report revenue CAGR of 14.9% with average EBIT margin of 24.7% over FY22-
FY24. We maintain BUY Rating in the stock with revised target price of Rs 2026.

Result Highlights

Reported revenue of Rs 468.7bn ( $6.3bn), (up 3.2% QoQ in INR terms; up 2.9%
QoQ in USD terms) which was slightly below consensus estimate of 473

Reported revenue of Rs 296 bn(up 6.1% QoQ in INR terms; up 5.7% in USD terms;
The growth was broadbased across verticals with Digital services recording 43%
YoY growth and now forms 56.1% of revenue. CC revenue growth was 6.3% QoQ.

EBIT margin came above expectation and declined only 11 bps QoQ to 23.6, even
after absorbing wage hike and higher attrition, led by cost optimisation.

Demand environment remains robust as it recorded large deal signings of $2.15bn
compared to $2.6bn in Q1FY22.

Utilization (excluding trainees) increased by 70 bps QoQ to 89.2%. Attrition
increased by 620 bps QoQ to 20.1% led by higher demand for talent in the
industry.Net addition of 11,800 employees in the quarter. Has guided for around
45,000 hiring in FY22.

Offshore effort mix increased by 50 bps QoQ to 76.4% as per industry trend.

Valuation

The stock trades at PER of 23.7x on FY24E EPS. Robust deal booking and growing share
of digital revenue provides strong visibility about revenue and margin outlook. It is
expected to meet its FY22 revenue growth guidance of 16.5-17.5% YoY in cc terms
with EBIT margin band of 22-24%. We rollover to FY24 estimates and value the stock
at 15% discount to TCS, i.e at 28x on FY24 earnings, arriving at target price of Rs
2,026/share

Exhibit 1: Result table

Particulars (Rs mn) Q1FY22 Q1FY21 yoy% Q4FY21 qoq%
Sales ($ mn) 3,998 3,312 20.7 3,782 5.7
Sales (Rs mn) 296,020 245,700 20.5 278,960 6.1
EBITDA 78,310 70,830 10.6 74,320 5.4
EBITDA % 26.5 28.8 -237 bps 26.6 -19 bps
Depreciation 8,590 8,550 0.5 8,290 3.6
EBIT 69,720 62,280 11.9 66,030 5.6
EBIT Margin % 23.6 25.3 -180 bps 23.7 -12 bps
Other income 5,240 5,700 -8.1 6,220 (15.8)
Interest (480) (480) 0.0 (490) 0.0
PBT 74,480 67,500 10.3 71,760 3.8
Tax 20,200 18,920 6.8 19,750 2.3
PAT 54,280 48,580 11.7 52,010 4.4
NPM (%) 18.3 19.8 -144 bps 18.6 -31 bps
EPS 12.9 11.0 11.9 12.0 4.3

Source: Company, YES Sec
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KEY CON-CALL HIGHLIGHTS

The revenue growth of 19.4% YoY in cc terms for the quarter was fastest in 11 years.
DSO was 66 days, improved by 4 days QoQ.
Demand environment and deal pipeline remains strong for the company.

Expect attrition to remain high for next two quarters. Has been doing targeted employee
intervention to reduce attrition. Also has increased fresher hiring to manage the supply
constrained environment.

Q3 will have seasonality due to furlough and holidays.
There would be another wage hike for seniors in Q3FY22.

It has increased its revenue growth guidance for FY22 from 14-16% to 16.5- 17.5% with
unchanged EBIT margin band of 22- 24%.

Demand environment remains robust as it recorded large deal signings of $2.15bn compared
to $2.6bn in Q1FY22.

Utilization (excluding trainees) increased by 70 bps QoQ to 89.2%.
Offshore effort mix increased by 50 bps QoQ to 76.4% as per industry trend.

Attrition increased by 620 bps QoQ to 20.1% led by higher demand for talent in the
industry.Net addition of 11,800 employees in the quarter. Has guided for around 45,000
hiring in FY22.

Exhibit 2: Manufacturing saw highest sequential growth Exhibit 3: Maintains revenue growth momentum
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FINANCIALS

Exhibit 4: Balance Sheet

Y/e March 31 (Rs mn) FY17 FY18 FY19 FY20 FY21
Share capital 11,440 10,880 21,700 21,220 21,240
Reserves & surplus 678,380 638,350 628,360 637,220 746,580
Shareholders' funds 689,820 649,230 650,060 658,440 767,820
Non-current liablities 3,600 8,610 10,940 60,680 77,390
Other non-current liabilities 3,600 8,610 10,940 60,680 77,390
Current liabilities 140,130 141,060 186,380 208,560 238,650
Other current liabilities 140,130 141,060 186,380 208,560 238,650
Total (Equity and Liablities) 833,550 798,900 847,380 927,680 1,083,860
Non-current assets 296,500 298,730 318,600 381,920 476,530
Fixed assets (Net block) 124,920 123,900 140,470 155,990 156,950
Non-current Investments 710 0 0 0 0
Other non-current assets 170,870 174,830 178,130 225,930 319,580
Current assets 537,050 500,170 528,780 545,760 607,330
Cash & current investment 325,950 262,250 261,950 233,040 270,560
Other current assets 211,100 237,920 266,830 312,720 336,770
Total (Assets) 833,550 798,900 847,380 927,680 1,083,860

Exhibit 5: Income Statement

Y/e March 31 (Rs mn) FY17 FY18 FY19 FY20 FY21
Net sales 684,850 705,220 826,760 907,910 1,004,730
Operating expenses (498,800) (515,120) (617,870) (685,240) (725,830)
EBITDA 186,050 190,100 208,890 222,670 278,900
Depreciation (17,030) (18,620) (20,100) (28,930) (32,680)
EBIT 169,020 171,480 188,790 193,740 246,220
Other income 30,490 31,930 28,830 28,030 22,010
Finance cost 0 0 0 (1,690) (1,950)
Profit before tax 199,510 202,700 210,410 220,080 266,280
Tax (current + deferred) (55,980) (42,420) (56,310) (53,680) (72,050)
Reported Profit / (Loss) 143,530 160,280 154,150 166,400 194,230
Adjusted net profit 143,530 160,280 154,150 166,400 194,230

FY22E
21,240
843,033
864,273
78,499
78,499
258,248
258,248
1,201,020
485,938
159,072

0
326,867
715,082
313,454
401,628
1,201,020

FY22E
1,183,714
(865,428)
318,286
(35,751)
282,535
25,765
(1,91¢6)
306,385
(83,384)
223,001
223,001

FY23E
21,240
957,221
978,461
79,664
79,664
287,443
287,443
1,345,568
495,710
161,212
0

334,498
849,858
397,188
452,670
1,345,568

FY23E
1,340,885
(965,972)
374,913
(39,534)
335,379
31,511
(1,835)
365,055
(99,008)
266,047
266,047

FY24E
21,240
1,105,600
1,126,840
80,886
80,886
320,802
320,802
1,528,528
505,865
163,371

0

342,493
1,022,663
510,645
512,018
1,528,528

FY24E
1,523,640
(1,094,581)
429,059
(44,186)
384,873
35,806
(1,763)
418,916
(113,616)
305,300
305,300
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Exhibit 6: Cash Flow Statement

Y/e March 31 (Rs mn) FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Profit before tax 199,510 202,700 210,410 220,080 266,280 306,385 365,055 418,916
Depreciation 17,030 18,620 20,100 28,930 32,680 35,751 39,534 44,186
Change in working capital (14,130) (25,890) 16,410 (23,710) 6,040 (45,260) (21,847) (25,989)
Total tax paid (56,510) (46,500) (55,900) (54,440) (66,520) (83,493) (99,119)  (113,728)
Others (30,490) (31,930) (28,830) (26,340) (20,060) (23,850) (29,676) (34,043)
Cash flow from operations (a) 115,410 117,000 162,190 144,520 218,420 189,533 253,947 289,342
Capital expenditure (26,800) (17,600) (36,670) (44,450) (33,640) (37,872) (41,674) (46,345)
Change in investments (98,630) 36,340 (2,200) 19,720 23,130 (937) (974) (1,013)
Others (20,700) 20,980 39,720 1,410 (70,170) 18,589 23,990 27,922
Cash flow from investing (b) (146,130) 39,720 850 (23,320) (80,680) (20,221) (18,658) (19,436)
Free cash flow (a+b) (30,720) 156,720 163,040 121,200 137,740 169,312 235,290 269,905
Equity raised/(repaid) 1,150 (22,260) 12,920 1,560 3,950 0 0 0
Dividend (incl. tax) (141,251)  (116,358)  (108,620) (86,053) (109,404) (126,549) (151,859) (156,920)
Others 70,101 (46,172) (69,840) (45,897) 28,364 (806) (671) (541)
Cash flow from financing (c) (70,000) (184,790)  (165,540) (130,390) (77,090)  (127,355) (152,529) (157,461)
Net change in cash (a+b+c) (100,720) (28,070) (2,500) #REF! 335,710 41,957 82,760 112,444
Exhibit 7: Ratio Analysis
Y/e March 31 FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Growth (%)
Revenue Growth 9.7 3.0 17.2 9.8 10.7 17.8 13.3 13.6
EBITDA Growth 8.9 2.2 9.9 6.6 25.3 141 17.8 14.4
EBIT Growth 8.2 1.5 10.1 2.6 27.1 14.7 18.7 14.8
Net Profit Growth 6.4 11.7 (3.8) 7.9 16.7 14.8 19.3 14.8
Profitability Ratios (%)
EBITDA Margin 27.2 27.0 25.3 24.5 27.8 26.9 28.0 28.2
EBIT margin 247 24.3 22.8 21.3 24.5 23.9 25.0 25.3
Net Profit margin 21.0 22.7 18.6 18.3 19.3 18.8 19.8 20.0
RoA 21.3 21.0 22.9 21.8 24.5 247 26.3 26.8
RoE 22.0 23.9 23.7 254 27.2 27.3 28.9 29.0
RoCE 25.7 254 28.6 28.1 31.5 31.6 335 34.0
Liquidity Ratios
Net debt/Equity (x) (0.5) (0.4) (0.4) (0.4) (0.4) (0.4) (0.4) (0.5)
Current ratio (x) 3.8 3.5 2.8 2.6 2.5 2.8 3.0 3.2
Quick ratio (x) 3.8 3.5 2.8 2.6 2.5 2.8 3.0 3.2
Valuation Ratios
PER(x) NA NA NA 40.0 37.0 32.3 27.0 23.6
PCE(x) NA NA NA 34.1 31.7 27.8 23.5 20.6
Price/Book(x) NA NA NA 10.1 9.4 8.3 7.4 6.4
EV/EBITDA(x) NA NA NA 28.8 24.8 21.6 18.1 15.6

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity.D No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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 certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst’s truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Piyush Pandey

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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company in the past twelve months

YSL has received any compensation for investment
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the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company in
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No

No
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Since YSL and its associates are engaged in various businesses in the financial
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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