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KPIT TECHNOLOGIES LTD

IT - SERVICES

Value unlocking through complex demerger

05 FEB 2018

BUY

Target Price: Rs 250

Flash Note

Board of Directors of KPIT Tech has approved a composite scheme for ~ cmp - Rs 209
(a) amalgamation of Birlasoft (India) with KPIT (“proposed merger”); and  Potential Upside :19%
(b) demerger of engineering business of KPIT into KPIT Engineering Ltd
(KEL), and remaining KPIT-Birlasoft (IT Services business).

MARKET DATA
Value neutral merger despite strong growth of Birlasoft: Shareholders No. of Shares 197 mn
of Birlasoft will receive 22 equity shares of the combined KPIT-Birlasoft ~ Free Float :81%
for every 9 equity shares of Birlasoft. Both the demerged (KEL = Market Cap :Rs 41 bn

and KPIT-Birlasoft) entities would be listed on the exchange and
shareholding would be replicated. The existing promoters of the

52-week High / Low
Avg. Daily vol. (6mth) :

:Rs 216 / Rs 105

2.4 mn shares

company (KPIT - KEL; Birlasoft - KPIT-Birlasoft) propose to acquire sole sl Coo!e + KPIT1B Equity
. . . . . Promoters Holding 0 19%
control and shareholding subject to compliance with SEBI Regulations FIl / DIl - 44% ] 7%

2011. The deal valves Birlasoft at par with KPIT despite strong growth
(exhibit: 1, 2)

Value triad — Open offer, stronger businesses, and value unlocking: There will be fresh share issuance of 76.6 mn in
the merged entity (total share count: 265.6 mn). Birlasoft promoters would give open offer to KPIT shareholders at
Rs 180-182/share, which is much lower than intrinsic value of the combined entity. Moreover, the promoters would buy
each other’s stake in the respective companies that could trigger open offer, especially when KPIT promoters would buy
stake from Birlasoft's promoters in KEL. Further, CEO of KPIT-Birlasoft would be Mr. Anjan Lahiri (co-founder Mindtree)
who has strong execution track record, and Mr. Kishore Patil would be CEO of KEL. We see stronger businesses and
leadership for both the entities.

Demerged entity to offer share price of Rs 312/share: We see value unlocking for KPIT, as the demerged entity would
offer higher multiple for KEL, the engineering services businesses, due to strong growth, margin and return ratios, along
with low-teen multiple (in line with mid-cap IT) for KPIT-Birlasoft. Our pro-forma forecast for merged-demerged entity

indicates intrinsic value of Rs 312/share for KPIT shareholders. The deal is subject to regulatory approvals.

Financial summary (Consolidated)

FY18E FY19E FY20E

Y/E March Y17 FY17 FYI8E FYI9E FY20E
Soles (RS mn] 33,234 36,554 4] ,640 46,552 USD rev (mn) 494 563 628 702
Adi PAT (RS mn) 2,] 23 2,400 3,062 3,807 YOY % grOth 'I% ]4% ]2% ]2%
Con. EPS™ Rs] 12 14 17 EBITDA 10.5% 10.3% 11.5% 12.3%
EPS (Rs) 11 12 15 19
Change YOY (%) (27 .4) 14.4 26.6 24.3 .
Price performance
P/E (x) 19.7 17.2 13.6 10.9 200
Sensex e KPIT

RoE (%) 14.3 14.3 16.1 17 .4 150
RoCE (%) 15.8 16.0 19.2 21.5
EV/E (x) 1.7 10.5 8.1 6.4 100
DPS (Rs) 2 2 2 2 50 . . . .

Jan-17  Apr-17  Jul17 Oct17  Jan-18

Source: *Consensus broker estimates, Company, Axis Capital

Key drivers
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Exhibit 1: Birlasoft contributes ~29% EBITDA to the merged entity (P/L)

05 FEB 2018 Flash Note

KPIT TECHNOLOGIES LTD
IT - SERVICES

% contribution
of Birlasoft

Revenue 145 494
EBITDA 20.7 28.6%
EBITDA Margin 14.3% 10.5%
Net Profit 13.1 31.6 29.2%
Net Income Margin 9.0% 6.4%
Source: Company, Axis Capital ~ * as per KPIT’s disclosure
Exhibit 2: Birlasoft will hold ~29% stake in the merged entity

Post-Merger
(mn) e (Shareholding)
BirlaSoft 31.4 28.9%
KPIT 189.0 71.1%
Source: Company, Axis Capital
Exhibit 3: KPIT’s promoter buyout into KEL may trigger open offer again!

Share count (mn) % holding

KPIT's promoter stake in merged entity 13.5%
Birlasoft's promoter stake in merged entity 28.9%

Source: Company, Axis Capital

Conservative growth estimates

KPIT has guided for double digit (~12%) revenue growth for FY19, which implies
high-teen growth for the engineering services. However, we are factoring ~15%

growth over FY18-20E. Moreover, historical growth rate of Birlasoft has been in

low-to-mid-teens, but we are factoring only 10% revenue CAGR over FY18-20E for

IT Services.

Exhibit 4: IT Services (Pro-forma)

(USD m) FY18E*
Revenue 485
Revenue Gr. 10%
EBITDA 58
EBITDA Margin 12%
Net Income 44
Net Income Margin 9%

FY19E

Mkt Cap (12x)

633.9

Source: Company, Axis Capital ~ * as per KPIT’s disclosure

Exhibit 5: Engineering Services (Pro-forma)

(USD m) FY18E* FY19E
Revenue 241

Revenue Gr.

EBITDA 39

EBITDA Margin 16%

Net Income 34

Net Income Margin 14%

Mkt Cap (15x)

670

Source: Company, Axis Capital ~ * as per KPIT’s disclosure
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Exhibit 6: Intrinsic value of demerged entity Rs312/share

IT Service Mcap (in USD mn) 634
Engineering Services Mcap (in USD mn) 670
Total Mcap (in USD mn) 1,304
Exchange rate 63.54
Total Mcap (in INR mn) 82,865
Total Share count 265.6
Share Price 312

Source: Company, Axis Capital

Exhibit 7: Valuation comparison: Peers trade at premium

Cyient FY17 FY18E FY19E FY20E
USD rev growth 14% 12% 13% 1%
EBITDA % 13% 14% 16% 16%
P/E () 20 17 14 13

FY17 FY18E FY19E FY20E
USD rev growth 3% 19% 19% 16%
EBITDA % 18% 15% 16% 18%
P/E (x) 34 29 25 20

Midcap IT vendors

P/E (x) FY17 FY18E FY19E FY20E
L&T Infotech 23 20 17 15
Mphasis 23 21 18 15
Mindiree 31 24 20 17
Persistent 21 18 16 14
NIIT Tech 20 18 15 13
Zensar 18 18 13 11
Tata Elxsi (Engg services) 39 32 28 24

Source: Companies, Axis Capital
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Financial summary (Consolidated)
Profit & loss (Rs mn) Cash flow (Rs mn)
Y/E March FY17  FY18E FY19E FY20E @B Y/E March FY17  FYI18E FY19E FY20E
Net sales 33,234 36,554 41,640 46,552  Profit before tax 2,730 3,155 4,056 5,043
Other operating income = > = - Depreciation & Amortisation 827 791 832 852
Total operating income 33,234 36,554 41,640 46,552  Chg in working capital 47 (891)  (1,060)  (1,234)
Cash flow from operations 3,182 2,156 2,723 3,251
Capital expendliture (1,979)  [(1,124) (1,318  (1,417)
Cash flow from investing (2,225) (1,134) (1,386) (1,422
Total operating expenses (6,198) (6,908) (7,703) (8,493)  Equity raised/ (repaid) 83
EBITDA 3,486 3,776 4,776 5,720  Debt raised/ (repaid) 611) (250) (250) (250)
EBITDA margin (%) 10 10 11 12 Dividend paid (497) (5217) (579) (579)
Depreciation (827) (791) (832) (852)  Cash flow from financing (1,008) (788) (829) (829)
EBIT 2,659 2,985 3,944 4,867  Net chg in cash (51) 235 509 1,000
Net interest (136) (104) (133) (88)
Other income 207 274 245 263  Key ratios
Profit before fax 2730 3,155 4056 5043
Total taxation (606) (745) (994) (1,235)  OPERATIONAL
e 22 24 25 25 FDEPS (Rs) 1 12 15 19
Profit after tax 2,124 2,410 3,062 3,807  CEPS (Rs) 16 16 20 23
Minorities - (9) DPS (Rs) 2 2 2 2
Profit/ Loss associate co(s) Dividend payout ratio (%) 17 18 16 13
Adjusted net profit 2,123 2,400 3,062 3,807 GROWTH
Adj. PAT margin (%) 6 7 7 8  Net sales (%) 3 10 14 12
Net non-recurring items 261 26 EBITDA (%) (20) 8 26 20
Reported net profit 2,384 2,426 3,062 3,807  Adj net profit (%) (27) 13 28 24
FDEPS (%) (27.4) 14.4 26.6 24.3
Balance sheet (Rs mn) PERFORMANCE
Y/E March FY17  FY18E FY19E D@03 RoE (%) 14.3 14.3 16.1 17.4
Paid-up capital 376 376 376 376 RoCE (%) 15.8 16.0 19.2 21.5
Reserves & surplus 15,448 17,353 19,837 23,066  EFFICIENCY
Net worth 15,825 17,730 20,214 23,442  Asset turnover (x) 2.4 2.3 2.5 2.6
Borrowing 3,334 2,584 1,834 1,084  Sales/ total assets (x) 1.4 1.4 1.5 1.5
Other non-current liabilities 579 579 579 579
Total liabilities 19,755 20,893 22,627 25,106  Receivable days 86.1 85.0 83.0 83.0
Gross fixed assets 13,700 15,004 16,502 18,099  Inventory days
Less: Depreciation (5,616) (6,407) (7,239) (8,092)  Payable days 16.1 15.5 15.7 15.8
Net fixed assets 8,085 8,597 9,263 10,008  FINANCIAL STABILITY
Add: Capital WIP Total debt/ equity (x) 0.2 0.2 0.1
Total fixed assets 8,085 8,597 9,263 10,008
Total Investment Current ratio (x) 2.7 2.7 27 2.7
Debtors 7,843 8,513 9,469 10,586 Interest cover (x) 19.6 28.8 29.8 55.6
Cash & bank 3,902 4,137 4,645 5,646  VALUATION
Loans & advances PE (x) 19.7 17.2 13.6 10.9
Current liabilities 5,459 5,776 6,579 7,355  EV/ EBITDA (x) 11.7 10.5 8.1 6.4
Net current assets 9,173 9,798 10,866 12,600 EV/ Net sales (x) 1.2 1.1 0.9 0.8
Other non-current assets 2,498 2,498 2,498 2,498 PB (x) 2.6 2.3 2.1 1.8
Total assets 19,755 20,893 22,627 25,106  Dividend yield (%) 1.0 1.0 1.2 1.2
Source: Company, Axis Capital Source: Company, Axis Capital
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the
details in respect of which are available on www.axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. 1/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the
subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the
end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial
service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies
mentioned in this report. I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director,

officer or employee in the subject company.

Research Team

Sr. No Name Designation E-mail
1 Suvarna Joshi Research Analyst suvarna.joshi@axissecurities.in
2 Hiren Trivedi Research Associate hiren.trivedi@axissecurities.in

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not

been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of
its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject
company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party
in connection with this report

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared
solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. ASL will not treat recipients as customers by virtue of their receiving this report.
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DEFINITION OF RATINGS
Ratings | Expected absolute returns over 12-18 months
BUY | More than 10%
HOLD | Between 10% and -10%
SELL | Less than -10%

Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, in this report may not be suitable for all

investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report
(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain
transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not
suitable for all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and
bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to
future performance. Investors are advise necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking

statements are not predictions and may be subject to change without notice.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or 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 investment banker, 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. Each of

these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the
recipients of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL may have issued other reports

that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or
indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has
reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. 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 ASL 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.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document as may be
required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may not subscribe to all the

views expressed therein.
Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, SEBI Single Reg. No.- NSE, BSE & MSEI — INZ000161633, ARN No. 64610, CDSL-IN-DP-CDSL-693-2013, SEBI-Research Analyst
Reg. No. INH 000000297, SEBI Portfolio Manager Reg. No.- INP000000654, Main/Dealing off.- Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani
Junction, Kurla (west), Mumbai-400070, Tel No. — 18002100808, Reg. off.- Axis House, 8th Floor, Wadia International Centre, Pandurang Budhkar Marg,
Worli, Mumbeai - 400 025.Compliance Officer: Anand Shaha, E-Mail ID: compliance.officer@axisdirect.in,Tel No: 022-42671582.
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INDUSTRY IT
CMP (as on 01 Feb 2018) Rs 209
Target Price Rs 195
Nifty 11,017
Sensex 35,907
KEY STOCK DATA
Bloomberg KPIT IN
No. of Shares (mn) 197
MCap (Rsbn) / ($ mn) 41/646
6m avg traded value (Rsmn) 347
STOCK PERFORMANCE (%)
52 Week high / low Rs 223 /104
3M 6M 12M
Absolute (%) 43.0 615 59.8
Relative (%) 36.1 513 32.2
SHAREHOLDING PATTERN (%)
Promoters 18.93
FIs & Local MFs 8.02
FPIs 44.14
Public & Others 28.91

Source : BSE

Apurva Prasad
apurva.prasad@hdfcsec.com
+91-22-6171-7327

Amit Chandra
amit.chandra@hdfcsec.com
+91-22-6171-7345

Value accretive deal

KPIT Tech has re-structured its business to create
two entities of IT services and ER&D (separate
listing), by first merging with Birlasoft to create
~USD 700mn rev entity, and later demerging the
ER&D segment (USD 200mn rev) from it. Despite
value unlocking by demerging the ER&D business
(higher growth/margin and better valuations), the
deal is EPS neutral (but, 15% accretive assuming full
acceptance in open offer). Birlasoft valuations is in-
line with current midcap IT valuations (9x
EV/EBITDA and 20x P/E). The combined value based
on our assumptions work out to Rs 240/share (Rs
116 from KPIT-Birlasoft and Rs 124 from KPIT PES).

The deal timelines will be over 12-18 months and
will commence with open offer (@Rs 182/share) for
26% of KPIT (51.3mn shares), which is expected in
1QFY19. This will be followed by merger of KPIT
Tech with Birlasoft (KPIT-Birlasoft), and subsequent
demerger of the ER&D entity from KPIT-Birlasoft.

Financial Summary

RESULTS REVIEW 3QFY18 | 01 FEB 2018

KPIT Technologies

NEUTRAL

Synergies in KPIT’s IT services with Birlasoft include
(1) Service portfolio (high ADM in Birlasoft), (2)
Vertical addition (BFSI), (3) Geographical presence
(higher Europe presence in Birlasoft), and (4)
Limited client overlap between KPIT ITS and
Birlasoft (medical device customer with ~1% of
rev). Also, there is limited client overlap between
KPIT’s ITS and its PES division (2-3% client overlap),
de-risking the demerger further. Maintain NEUTRAL
with TP of Rs 195, 12x Dec-19E EPS.
Highlights of the quarter
®  3Q rev came at USD 141.1mn, -0.6/+14.9% QoQ/YoY
(FY18E rev guidance at 13-14% YoY). EBITDA% came
at 10.8%, +98bps QoQ supplemented by lower
SG&A% (+87bps impact). APAT stood at Rs 0.62bn,
2.6/14.7% QoQ/YoY supported by lower ETR%
(-310bps lower QoQ). Strategic-20 and Strategic-40
accounts grew 1.6/2.1% QoQ, respectively.
®  Near-term outlook: PES will continue to drive growth
and margin.

YE March (Rsbn) 3QFY18 3QFY17 YoY(%) 2QFY18 QoQ (%) FY16 FY17| FY18E  FY19E  FY20E
Net Revenue 9.13 8.31 9.9 9.16 (0.4) 3226  3323| 3644 4000  44.13
EBITDA 0.99 0.85 17.0 0.90 9.6 4.34 3.49 3.71 4.47 5.24
APAT 0.62 0.54 14.7 0.60 2.6 2.81 2.19 2.49 2.84 3.35
Diluted EPS (Rs) 3.1 2.7 14.7 3.1 2.6 14.2 11.1 12.5 14.4 17.0
P/E (x) 14.7 18.8 16.7 14.5 12.3
EV / EBITDA (x) 9.1 11.8 10.5 8.5 7.0
RoE (%) 21.0 14.8 14.9 15.2 16.1

Source: Company, HDFC sec Inst Research

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO>& Thomson Reuters




[- KPIT TECHNOLOGIES: RESULTS REVIEW 3QFY18

INSTITUTIONAL RESEARCH

®  Birlasoft (CK Birla company) currently has revenue of Current KPIT shareholding structure
USD 145mn (>4,000 employees) with 15% EBITDA Shares (mn) % of total
margin (~8.5% PAT margin) and is debt free (Rs 3bn KPIT Promoter 37 19%
net cash) with presence in verticals such as BFSI, Public 160 81%
Total 197 100%

Manufacturing, Life-science & healthcare and Media

& entertainment.

PES business at 14% EBITDA% Shareholding structure of KPIT-Birlasoft (assuming 26%

and expected to improve to ®  The combined IT services revenue will be USD 500mn acceptance in open offer)

16% ahead with ~50% share of revenue and the KPIT-Birla entity will be headed by Shares (mn) % of total

KPIT’s Strategic 20/40 Anjan Lahiri as CEO & MD (Mindtree co-founder and KPIT Promoter 37 16%

accounts former Sasken CEQO). The demerged PES/ER&D Birlasoft Promoter 41 17%
business (USD 220mn revenue) will be led by Kishor Public 160 67%
Patil. Total 238 100%

B KPIT’s PES business currently has EBITDA% of 14%

T ) Shareholding structure of KPIT-Birlasoft (assuming 0%
which is expected to be scaled higher to 16%. Among

acceptance in open offer)

verticals, Automotive is ¥95% of PES revenue. PES has

Shares (mn) % of total
~50% share of KPIT’s Strategic-20/40 accounts. KPIT Promoter 51 19%
Birla Promoter 78 29%
Public 145 53%
Total 274 100%

Valuation Scenario and Assumptions £ l
KPIT Tech ITS Birlasoft KPIT-Birlasoft C = PES Merged Entity
(A) (B) (A+B) (D) (C+D)
FY18E Revenue (USD mn) 350 145 495 210 705
FY18-20E Revenue CAGR % 8.0% 12.0% 9.2% 15.5% 11.2%
EBITDA% 9.0% 15.0% 10.8% 14.0% 11.8%
PAT CAGR% FY18-20E 7.7% 12.7% 10.0% 24.4% 15.5%
FY20E EPS (Rs) 9.7 6.9 16.6
Target P/E (x) 12.0 18.0 14.1
Value per share (Rs) 116 124 240

Source: Company, HDFC sec Inst Research
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INSTITUTIONAL RESEARCH

Revenue came at USD
141.2mn, -0.6% QoQ and
14.9% YoY and management
guided to 13 to 14% growth
for FY18E

EBITDAY% stood at 10.8%,
+98bps QoQ and expected to
improve ahead

KPIT TECHNOLOGIES: RESULTS REVIEW 3QFY18

Financials Snapshot (Consolidated)

Particulars (Rs bn) 3QFY18 3QFY17 YoY (%) 2QFY18 QoQ (%)
Net Revenues (USD mn) 141.2 122.9 14.9 142.0 (0.6)‘
Net Revenues 9.13 8.31 9.9 9.16 (0.4)
Employee Costs 5.71 5.31 7.4 5.74 (0.5)
SG&A and Other Operating Expenses 2.43 2.15 13.1 2.52 (3.5)
|EBITDA 0.99 0.85 17.0 0.90 9.6
Depreciation 0.20 0.19 6.4 0.19 57
EBIT 0.79 0.65 20.1 0.71 10.6
Interest Cost 0.02 0.07 (63.0) 0.03 (6.3)
Other Income 0.03 0.03 (13.2) 0.11 (77.7)
PBT 0.79 0.62 27.4 0.80 (1.5)
Tax 0.17 0.14 17.2 0.19 (14.0)
‘APAT 0.62 0.54 14.7 0.60 2.6‘
E/o (adj for tax) - 0.20 -

RPAT 0.62 0.74 (15.8) 0.60 2.6
Source: Company, HDFC sec Inst Research

Margin Analysis

MARGIN ANALYSIS 3QFY18 3QFY17 YoY (bps) 2QFY18 QoQ (bps)
Employee Cost % Net Revenues 62.5 63.9 (142) 62.6 (11)
SG&A and Other Expenses % Net Revenues 26.6 25.9 76 27.5 (87)
[EBITDA Margin (%) 10.8 10.2 66 9.9 98|
EBIT Margin (%) 8.6 7.9 73 7.8 85
Tax Rate (%) 21.3 23.2 (186) 24.4 (310)
APAT Margin (%) 6.8 6.5 29 6.6 19

Source: Company, HDFC sec Inst Research

Page | 3
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PES SBU led the growth at
2.7% QoQ and automotive &
transportation vertical at 1.3%
QoQ

KPIT TECHNOLOGIES: RESULTS REVIEW 3QFY18

SBU Split

SBU revenue (USD mn) 3QFY18 3QFY17 YoY (%) 2QFY18 QoQ (%)
‘ Product Engineering Services 55.0 39.1 40.8 53.6 2.7‘
Integrated Enterprise Solutions 38.0 36.3 4.5 38.3 (1.0)
SAP 28.2 28.8 (1.9) 29.1 (3.1)
| Digital Transformation 14.6 14.0 4.5 15.0 (2.9)]
Products & Platforms 5.4 4.8 134 5.9 (8.4)
Total Revenue 141.2 122.9 14.9 142.0 (0.6)
Source: Company, HDFC Sec Inst Research

Vertical Split

Verticals revenue (USD mn) 3QFY18 3QFY17 YoY (%) 2QFY18 QoQ (%)
Automotive & Transportation 62.3 48.9 27.5 61.5 1.3‘
Manufacturing 40.9 45.0 (9.0) 43.3 (5.5)
Energy & Utilities 25.8 17.3 49.3 24.7 4.7
Others 12.2 11.7 3.6 12.5 (2.8)
Total Revenue 141.2 1229 14.9 142.0 (0.6)

Source: Company, HDFC Sec Inst Research
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Onsite-offshore Revenue Break-up

(% of revenue) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18
Onsite 58.9 57.3 57.7 56.7 56.4 57.3 57.5
‘Offshore 41.1 42.7 42.3 433 43.6 42.7 42.5
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Source: Company, HDFC Sec Inst Research

Onsite-offshore Revenue Growth

(QoQ, %) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18
Onsite (3.2) 0.3 0.2 2.6 4.2 7.4 1.4
|Offshore (4.0) 7.0 (1.3) 6.9 55 34 05
Total (3.5) 3.0 (0.4) 4.4 4.8 5.7 1.0
Source: Company, HDFC Sec Inst Research

Onsite-offshore Volume Break-Up

(% of revenue) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18
Onsite 20.1 19.1 19.1 19.2 18.6 19.6 19.7
‘Offshore 79.9 80.9 80.9 80.8 81.4 80.4 80.3
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Source: Company, HDFC Sec Inst Research

Onsite-offshore Volume Growth

(QoQ, %) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18
Onsite (1.1) (0.4) 1.3 2.8 (0.7) 7.1 1.4
|Offshore 0.2 6.7 0.9 2.5 2.9 0.5 0.5
Total (0.0) 5.2 0.9 2.6 2.2 1.7 0.7

Source: Company, HDFC Sec Inst Research
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Headcount, Utilisation Data

(Nos.) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18
Total Headcount 11,288 11,666 11,881 12,110 12,261 11,946 12,211
Development Team 10,450 10,816 11,017 11,225 11,368 11,070 11,324
Support 604 608 616 629 635 630 636
Marketing 234 242 248 256 258 246 251
|Net Additions 378 378 215 229 151 (315) 265|
Onsite Utilisation (%) 89.0 89.6 89.1 89.4 89.4 92.6 93.2
Offshore Utilisation (%) 68.1 69.2 67.8 68.3 68.8 70.2 70.8
|Blended Utilisation (%) 71.5 72.3 71.1 71.5 71.9 73.7 74.3]
Source: Company, HDFC Sec Inst Research

Key Assumptions

Particulars FY14 FY15 FY16 FY17 FY18E FY19E FY20E
Volume Growth (%) 10.6 7.6 7.8 8.9 6.8 8.4 10.3
Pricing Change (%) (2.1) 2.6 (7.2) (7.4) 7.0 0.4 0.0
‘USD Revenue Growth (%) 8.3 10.1 0.3 0.8 13.9 9.3 10.3
USD/INR Rate 60.63 61.14 65.80 67.22 64.73 65.00 65.00
\ EBITDA Margin (%) 15.5 10.8 13.5 10.5 10.2 11.2 11.9

Source: Company, HDFC Sec Inst Research
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Change In Estimates

Particulars Earlier estimates Revised estimates % change
FY19E
Revenue (USD mn) 607.5 615.3 1.3
Revenue (Rs bn) 39.49 40.00 1.3
EBITDA (Rs bn) 4.42 4.47 1.2
EBITDA margin (%) 11.2 11.2 (1)bps
EPS (Rs) 14.1 14.4 1.7
FY20E
Revenue (USD mn) 671.5 678.9 1.1
Revenue (Rs bn) 43.65 4413 1.1
EBITDA (Rs bn) 5.29 5.24 (0.9)
EBITDA margin (%) 12.1 11.9 (23)bps
EPS (Rs) 17.1 17.0 (0.9)
Source: Company, HDFC Sec Inst Research
Peer Valuation
Company Mcap CMP Rating Target EPS (Rs) P/E (x) RoE (%)

(Rsbn)  (Rs) (Rs) | FY17 FY18E FY19E FY20E|FY17 FY18E FY19E FY20E|FY17 FY18E FY19E FY20E
LTI 222 1,294 BUY 1,400 | 56.9 64.7 733 819|227 200 17.7 158|369 321 306 293
Mphasis 170 878 BUY 980 388 428 49.2 57.1|227 205 179 154|134 143 166 17.7
LTT 133 1,305 BUY 1,130 | 41.8 440 553 669 31.2 296 23.6 195|333 282 274 27.2
Mindtree 127 754 BUY 735 249 271 377 449|303 278 200 16.8] 16.8 20.6 23.3 245
Hexaware * 112 382 BUY 380 139 173 19.0 224|275 221 202 17.1| 26.7 271 252 25.7
Cyient 72 641 BUY 670 329 375 431 494|195 171 149 13.0] 174 196 19.3 199
Persistent 63 784 BUY 875 388 422 482 569| 20.2 186 163 13.8| 17.0 16.7 169 17.7
eClerx 60 1,558 SELL 1,145 | 87.8 728 79.0 910|178 214 197 17.1| 30.8 264 26.6 27.7
KPIT Tech 41 209 NEU 195 111 125 144 17.0| 188 16.7 145 123|148 149 15.2 16.1
Zensar 43 945 BUY 1,050 | 51.6 528 656 779|183 179 144 12.1| 16.7 150 165 17.1
Sonata 31 297 BUY 300 146 15.7 188 22.1| 203 189 158 134 31.2 30.6 33.1 345

Source: HDFC sec Inst Research * YE Dec
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Consolidated Income Statement

Consolidated Balance Sheet
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Year ending March (Rs bn) FYle6 FY17 FY18E FY19E FY20E
Net Revenues (USD mn) 490.3 494.4 563.0 615.3 678.9
Growth (%) 0.3 0.8 13.9 9.3 10.3
Net Revenues 32.26 33.23 36.44 40.00 44.13
Growth (%) 7.9 3.0 9.6 9.8 10.3
Employee Expenses 19.34 20.91 22.60 24.57 26.76
SG&A Expenses 8.59 8.84 10.14 10.95 12.13
EBITDA 4.34 3.49 3.71 4.47 5.24
EBITDA (%) 13.5 10.5 10.2 11.2 11.9
EBITDA Growth (%) 339 (19.7) 6.4 20.6 17.1
Depreciation 0.69 0.83 0.79 0.90 0.98
EBIT 3.65 2.66 291 3.57 4.26
Other Income 0.17 0.47 0.50 0.37 0.39
Interest 0.17 0.14 0.16 0.16 0.18
PBT 3.65 2.99 3.26 3.78 4.47
Tax (incl deferred) 0.85 0.61 0.77 0.95 1.12
Minority Interest and associate profit - - - - -
RPAT 2.81 2.39 2.49 2.84 3.35
APAT 2.81 2.19 2.49 2.84 3.35
APAT Growth (%) 185  (22.0) 13.6 14.1 18.1
EPS 14.2 11.1 12.5 14.4 17.0
EPS Growth (%) 17.5 (22.0) 12.7 14.9 18.1

Source: Company, HDFC sec Inst Research

Year ending March (Rs bn) FYle6 FY17 FY18E FY19E FY20E
SOURCES OF FUNDS

Share Capital - Equity 0.38 0.38 0.38 0.38 0.38
Reserves 13.43 15.45 17.24 19.26 21.68
Total Shareholders' Funds 13.81 15.82 17.61 19.63 22.05
Minority Interest - 0.02 0.02 0.02 0.02
Total Debt 2.17 3.20 3.56 3.97 4.46
Net Deferred Taxes (0.52) (0.52) (0.52) (0.52) (0.52)
Long-term Provisions & Others 0.52 0.71 0.78 0.86 0.94
TOTAL SOURCES OF FUNDS 1597 19.23 2145 2396 26.96
APPLICATION OF FUNDS

Net Block 1.96 2.07 2.18 2.36 2.57
CWIP 0.04 0.74 0.77 0.84 0.92
Goodwill & Other Intangible Assets 4.87 5.27 5.33 5.43 5.55
Investments 0.26 0.40 0.42 0.45 0.49
LT Loans & Advances, Others 1.52 2.12 2.23 2.41 2.63
Total Non-current Assets 8.65 10.60 10.92 11.50 12.17
Inventories 0.27 0.43 0.30 0.33 0.36
Debtors 6.86 7.84 8.59 9.42 10.40
Cash & Equivalents 3.95 4.02 5.75 7.23 9.03
Other Current Assets 1.70 1.79 1.88 2.03 2.22
Total Current Assets 12.78 14.09 16.51 19.02 22.01
Creditors 1.23 1.31 1.43 1.56 1.71
Other Current Liabilities & Provns 4.22 4.15 4.55 4.99 5.51
Total Current Liabilities 5.46 5.46 5.98 6.56 7.22
Net Current Assets 7.32 8.63 10.53 12.46 14.79
TOTAL APPLICATION OF FUNDS 1597 19.23 2145 2396 26.96

Source: Company, HDFC sec Inst Research
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Consolidated Cash Flow
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Year ending March (Rs bn) FY16 FY17 FY18E FY19E FY20E
Reported PBT 3.65 2.99 3.26 3.78 4.47
Non-operating & EO items 099 (0.62) (0.05) (0.15) (0.17)
Interest expenses 0.17 0.14 0.16 0.16 0.18
Depreciation 0.69 0.83 0.79 0.90 0.98
Working Capital Change 0.70 (1.24) (0.18) (0.45) (0.53)
Tax paid (0.85) (0.61) (0.77) (0.95) (1.12)
OPERATING CASH FLOW (a) 5.35 1.49 3.21 3.31 3.82
Capex (1.25) (1.94) (1.03) (1.25) (1.39)
Free cash flow (FCF) 4.11  (0.46) 2.18 2.05 2.42
Investments 1.31 (0.78) 0.82 - -
Non-operating income - - - - -
INVESTING CASH FLOW (b)) 0.07 (2.72) (0.21) (1.25) (1.39)
Debt Issuance/(payment) (2.29) 1.03 0.36 0.41 0.49
Interest expenses (0.17) (0.14) (0.16) (0.16) (0.18)
FCFE 1.66 0.44 2.39 2.30 2.73
Share capital Issuance 0.02 - - - -
Dividend (0.51) (0.51) (0.70) (0.82)  (0.93)
FINANCING CASH FLOW ( c) (2.95) 0.38 (0.50) (0.57) (0.62)
NET CASH FLOW (a+b+c) 2.48 (0.85) 2.50 1.48 1.80
Closing Cash & Equivalents 3.95 4.02 5.75 7.23 9.03

Source: Company, HDFC sec Inst Research

Key Ratios

FY16 FY17 FY18E FY19E FY20E
PROFITABILITY (%)
EBITDA Margin 13.5 10.5 10.2 11.2 11.9
APAT Margin 8.7 7.2 6.8 7.1 7.6
RoE 21.0 14.8 14.9 15.2 16.1
RolC or Core RoCE 16.4 11.6 111 12.7 14.1
RoCE 17.6 14.2 12.8 13.0 13.7
EFFICIENCY
Tax Rate (%) 23.1 20.3 23.6 25.0 25.0
Fixed Asset Turnover (x) 7.6 6.9 6.9 6.8 6.7
Inventory (days) 0 3 3 5 3
Debtors (days) 91 85 78 86 86
Payables (days) 14 16 14 14 14
Cash Conversion Cycle (days) 78 72 67 77 75
Net Debt/EBITDA (x) (0.4) (0.2) (0.6) (0.7) (0.9)
Net Debt/Equity (x) (0.1) (0.1) (0.1) (0.2) (0.2)
Interest Coverage (x) 22.1 19.6 18.4 21.9 23.4
PER SHARE DATA
EPS (Rs/sh) 14.2 111 12.5 14.4 17.0
CEPS (Rs/sh) 17.7 15.3 16.6 18.9 21.9
DPS (Rs/sh) 2.2 2.2 3.0 3.5 4.0
BV (Rs/sh) 69.9 80.1 89.2 99.4 1117
VALUATION
P/E 14.7 18.8 16.7 14.5 12.3
P/BV 3.0 2.6 23 2.1 1.9
EV/EBITDA 9.1 11.8 10.5 8.5 7.0
OCF/EV (%) 13.6 3.6 8.2 8.7 10.4
FCF/EV (%) 10.4 (1.1) 5.6 5.4 6.6
FCFE/mkt cap (%) 4.0 1.1 5.8 5.6 6.6
Dividend Yield (%) 1.1 1.1 1.4 1.7 1.9

Source: Company, HDFC sec Inst Research
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Date CMP Reco Target

28-Apr-17 129 NEU 130

20-Jul-17 130 NEU 125

4-Oct-17 123 NEU 125

2-Nov-17 146 NEU 140

21-Dec-17 172 NEU 170

10-Jan-18 202 NEU 182

1-Feb-18 209 NEU 195
Rating Definitions
BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period

Page | 10



[- KPIT TECHNOLOGIES: RESULTS REVIEW 3QFY18

INSTITUTIONAL RESEARCH

Disclosure:

We, Apurva Prasad, MBA & Amit Chandra, MBA, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject
issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities
Ltd. or its associate does not have any material conflict of interest.

Any holding in stock -No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon
information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its
accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their
securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or
other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement
within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced,
distributed or published for any purposes without prior written approval of HSL.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition,
investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL 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.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report,
including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other
deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve
months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or
co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor
Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or
brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022)
2496 5066
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE-INB/F/E 231109431, BSE-INB/F 011109437, AMFI Reg. No. ARN: 13549, PFRDA Reg. No. POP: 04102015, IRDA Corporate Agent License No.: HDF 2806925/HDF
C€000222657, SEBI Research Analyst Reg. No.: INH000002475, CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Page | 11


mailto:complianceofficer@hdfcsec.com

[- KPIT TECHNOLOGIES: RESULTS REVIEW 3QFY18

INSTITUTIONAL RESEARCH

HDFC securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
SenapatiBapat Marg, Lower Parel,Mumbai - 400 013

Board : +91-22-6171-7330www.hdfcsec.com

Page | 12



	Value accretive deal

