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Cyient Limited

Steep valuation warrants better execution

= 3QFY24 revenue was in line while the EBIT margin was modestly below our
estimate.

= Management retained its medium-term EBIT margin aspiration of 18-20%.
= Retain ADD rating on the stock with a higher target price of Rs2,228.

Earnings summary

The digital engineering and technology (DET) segment’s revenue performance in 3QFY24
was in line while the EBIT margin performance was 16bp below our estimate. Likely
recovery in the Connectivity vertical and momentum in the Sustainability vertical could aid
growth but softness in the Automotive & Rail vertical and short-term uncertainty in the
Aerospace vertical is a key headwind. We lower our FY24F-26F revenue CAGR estimate
by 70bp to 11.5%, vs. 12.2% earlier, to account for the same.

Strong order intake led by seasonality

At US$297.3m, the DET segment’s order inflow was up 61.7% qoq and 21.9% yoy. Cyient
signed eight large deals having a total contract potential of US$136.8m, with four from the
Aerospace segment, two from Communications, and one each from Sustainability and new
growth area. Order inflow is likely to remain strong in 4QFY24F due to strong seasonality
in 2H, although deal wins and ramp-up in the Aerospace vertical remains a key
monitorable.

Resilient margin performance likely to continue

The DET segment’s normalized EBIT margin performance (down 50bp qoq at 16% but up
205bp yoy) was impacted by a partial wage hike, lower billing days and investments.
Management has retained its EBIT margin aspiration of 18-20% in the medium term led by
growth leverage, offshoring and operational efficiency initiatives. We model an average
16.5% EBIT margin over FY25F-26F.

Retain ADD rating with a higher target price of Rs2,228

We retain our ADD rating on Cyient with a higher target price of Rs2,228 (Rs1,947 earlier).
We now model a 11.5% US$ revenue CAGR over FY24F-26F and a ~19.6% PAT (Rs)
CAGR (vs. 16.1% earlier). The higher PAT CAGR is due to a provision related to class
action settlement in the base year. We retain our 1.2x target PE/G multiple for Cyient’s
DET business to arrive at a P/E multiple of ~24x and apply a holding discount to the target
price of Cyient DLM. Sustained recovery in the Aerospace vertical, strong momentum in
the Automotive vertical (new growth area) and order book conversion could help achieve
our revenue/EBIT margin assumptions. Improving cash conversion and stable dividend
payout provides cushion, in our view. Any higher-than-anticipated decline in the organic
portfolio, delay in the aerospace business recovery and inferior margin execution are key
downside risks.

Financial Summary Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Revenue (Rsm) 45,344 60,159 59,309 67,070 76,545
Operating EBITDA (Rsm) 8,178 10,031 12,112 13,682 15,615
Net Profit (Rsm) 5,223 5,143 6,491 7,994 9,283
Core EPS (Rs) 475 50.0 59.1 72.8 84.6
Core EPS Growth 43.6% 5.2% 36.7% 23.2% 16.1%
FD Core P/E (x) 4251 40.41 34.15 27.73 23.88
DPS (Rs) 24.0 26.0 32.0 38.9 47.3
Dividend Yield 1.19% 1.29% 1.59% 1.93% 2.34%
EV/EBITDA (x) 25.89 22.18 17.43 15.21 13.07
P/FCFE (x) 50.92 27.44 43.93 33.45 28.38
Net Gearing (33.0%) 1.2% (1.3%) (5.9%) (10.5%)
P/BV (x) 7.12 6.41 5.77 5.23 4.74
ROE 17.2% 16.7% 20.1% 20.3% 21.6%
% Change In Core EPS Estimates (6.0%) 0.5% (0.4%)

InCred Research/Consensus EPS (x)
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Figure 1: Quarterly performance

Y/E Mar (Rs m) 3QFY24 3QFY23 YoY (%) 2QFY24  QoQ (%) 3QFY24F Var. (%)
Revenue (US$ m) 179.2 167.9 6.7 178.4 0.4 178.8 0.2
Revenue (Rs m) 14,914 13,796.0 8.1 14,762.0 1.0 14,890 0.2
USD-Rs realization 83.2 82.2 1.3 82.7 0.6 83.3 0.1)
EBITDA 2,981 2,563.0 16.3 3,037.0 (1.8) 3,008 (0.9)
EBITDA margin (%) 20.0 18.6 141 bp 20.6 (59 bp) 20.2 (21 bp)
EBIT 2,385 2,062.0 15.7 2,440.0 (2.3) 2,405 (0.8)
EBIT margin (%) 16.0 14.9 105 bp 16.5 (54 bp) 16.2 (16 bp)
Depreciation 596 501.0 19.0 597.0 (0.2) 603 1.2)
Net other income -139 126.0 (210.3) -180.0 (22.8) -175 (20.7)
PBT 2,246 2,188.0 2.7 2,260.0 (0.6) 2,229 0.7
Provision for tax 519 500.0 3.8 531.0 (2.3) 524 (0.9)
% tax rate 23.1 22.9 26 bp 23.5 (39 bp) 23.5 (39 bp)
Net profit 1,727 1,688.0 2.3 1,729.0 0.2) 1,706 1.3
EPS (Rs) 12.2 135 2.3 15.3 0.1) 155 13

Conference-call takeaways

Continuing macroeconomic challenges from the economic slowdown, higher
interest rates and inflationary pressure are impacting customer decision-
making. However, management expects green shoots in 2ZHCY24F.

Cyient has entered into an agreement to settle a civil class action antitrust
lawsuit for an amount of US$7.4m (provisioned US$6m in 3QFY24). The
company would utilize the insurance amount available towards payment of the
settlement amount. Management highlighted that settlement would not have
any material adverse effect on the company’s operations and financials going
ahead.

Cyient has entered into a partnership with Japan’s Skydrive Inc (eVOTL
manufacturer) for Urban Air Mobility (UAM) solutions. The collaboration would
enable SkyDrive to cater to the global UAM market, including India.

Connectivity vertical (23% of revenue) witnessed stability in 3QFY24 (up 0.2%
goq in constant currency or CC terms vs. a decline of 8.1%/2.4% qgoq in
2QFY24/1QFY24, respectively) and is likely to gradually witness growth aided
by government programs for fibre expansion, premium customer experience
programs in the wireless segment and cost-reduction projects.

Aerospace vertical's yoy CC growth was 24% in 3QFY24 vs. overall
Transportation (30% of revenue) vertical’'s yoy CC growth of 16.9%. Supply
chain issues could ease over the next 12-18 months in the Aerospace vertical.
The growth would be aided by MRO activity, as production is likely to grow
significantly over the next two years. The rail segment could continue to
witness softness in the short term.

Management highlighted that recent challenges at Boeing could drive process,
compliance, certification, documentation, automation, and digital tracking-
related work for service providers.

Challenges in the semiconductor & hi-tech segments impacting new growth
(17% of revenue) areas (down 3.4% qgoq and 5.5% yoy in CC terms).
Management expects a turnaround in the semi-conductor segment in
2HCY?24F led by traction in high-performance computing and generative Al.
Software defined vehicle-led demand is likely to fuel growth in the automotive
segment in FY25F. However, the vertical may witness softness in 4QFY24F
after a strong 25% growth in 9MFY24.

Sustainability segment (30% of revenue) momentum (up 8.8% goq and 25%
yoy in CC terms) could continue, led by sustainability initiatives, cost reduction
and asset management in the energy, mining and utilities vertical.

Cyient won deals in Generative Al in verticals such as Automotive, Aerospace
& Energy. The company has trained 1,500 employees on GenAl capabilities
and is likely to train more employees in FY25F.
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Figure 2: DET segment’s revenue trend
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Figure 3: DET segment’s adjusted order book up 14.8% yoy in CC terms in 3QFY24 vs.
the reported 21.9%
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Figure 4: SOTP valuation of Cyient
DET business

Target P/E 24.1
Target price (Rs per share) 2,037
DLM business

Target market cap (Rs m) 69,784
Cyient stake in DLM 66.7%
Holding co. discount 55%
DLM value (Rs m) 20,946
Cyient

DET business market cap (Rs m) 2,23,624
DLM value (Rs m) 20,946
Target market cap (Rs m) 2,44,569
Target price (Rs per share) 2,228

SOURCE: INCRED RESEARCH

Figure 5: Change in earnings estimate

YIE, March (Rs m) FY24F FY25F FY26F

' New Old % change New Old % change New Old % change
US$ revenue 716 719 -0.4 798 808 -1.2 890 905 -1.6
Revenue 59,309 59,575 -0.4 67,070 67,857 -1.2 76,545 77,810 -1.6
EBIT 9,696 9,837 -1.4 11,000 11,061 -0.6 12,630 12,761 -1.0
EBIT Margin (%) 16.3 165 (16)bp 164  16.3 10bp 165 16.4 10 bp
Net PAT 6,491 6,907 -6.0 7,994 7,956 0.5 9,283 9,318 -0.4
EPS (Rs) 59.1 63.0 -6.0 72.8 72.5 0.5 84.6 85.0 -0.4

SOURCES: INCRED RESEARCH, COMPANY REPORTS




IT Services | India

Cyient Limited | January 28, 2024

Equities

BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD
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Rolling P/BV (x) (Ihs) ROE (rhs) @ 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
Profit & Loss
(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Net Revenues 45,344 60,159 59,309 67,070 76,545
Gross Profit 23,048 30,505 23,825 26,962 30,771
Operating EBITDA 8,178 10,031 12,112 13,682 15,615
Depreciation And Amortisation (1,922) (2,566) (2,416) (2,684) (2,985)
Operating EBIT 6,256 7,465 9,696 11,000 12,630
Financial Income/(Expense) 93 (701) (568) (550) (496)
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense) 635 514
Profit Before Tax (pre-El) 6,984 7,278 9,127 10,450 12,134
Exceptional Items (467)
Pre-tax Profit 6,984 6,811 9,127 10,450 12,134
Taxation (1,761) (1,668) (2,117) (2,456) (2,852)
Exceptional Income - post-tax
Profit After Tax 5,223 5,143 7,010 7,994 9,283
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax (519)
Net Profit 5,223 5,143 6,491 7,994 9,283
Recurring Net Profit 5,223 5,496 6,491 7,994 9,283
Fully Diluted Recurring Net Profit 5,223 5,496 6,491 7,994 9,283
Cash Flow
(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
EBITDA 8,178 10,031 12,720 14,441 16,617
Cash Flow from Invt. & Assoc.
Change In Working Capital (973) (3,485) (2,850) (2,199) (2,661)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow
Net Interest (Paid)/Received
Tax Paid (1,652) (1,288) (2,056) (2,817) (3,297)
Cashflow From Operations 5,553 5,258 7,814 9,426 10,659
Capex (647) (675) (2,756) (2,784) (2,831)
Disposals Of FAs/subsidiaries 21 23
Acg. Of Subsidiaries/investments
Other Investing Cashflow (3,197) (9,675) 544 775 939
Cash Flow From Investing (3,823) (10,327) (2,213) (2,008) (1,892)
Debt Raised/(repaid) (545) 3,511
Proceeds From Issue Of Shares 121 79
Shares Repurchased
Dividends Paid (2,952) (2,630) (3,542) (4,279) (5,202)
Preferred Dividends
Other Financing Cashflow (2,069) (2,053) (1,124) (1,152) (1,152)
Cash Flow From Financing (5,445) (1,093) (4,666) (5,431) (6,354)
Total Cash Generated (3,715) (6,162) 936 1,986 2,413
Free Cashflow To Equity 4,361 8,094 5,058 6,642 7,828
Free Cashflow To Firm 1,730 (5,069) 5,601 7,417 8,767
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Cash And Equivalents 13,532 8,912 9,848 11,834 14,247
Total Debtors 10,319 15,394 18,004 20,565 23,664
Inventories 2,790 4,358 5,284 6,035 6,945
Total Other Current Assets 2,331 3,249 3,249 3,249 3,249
Total Current Assets 28,972 31,913 36,384 41,683 48,105
Fixed Assets 6,921 7,278 7,321 7,086 6,443
Total Investments 3,582 3,463 3,463 3,463 3,463
Intangible Assets 6,662 21,413 21,413 21,413 21,413
Total Other Non-Current Assets 1,736 1,414 1,414 1,414 1,414
Total Non-current Assets 18,901 33,568 33,611 33,376 32,733
Short-term Debt 3,241 4,397 4,397 4,397 4,397
Current Portion of Long-Term Debt
Total Creditors 5,259 7,142 7,828 8,941 10,289
Other Current Liabilities 4,123 8,692 8,692 8,692 8,692
Total Current Liabilities 12,623 20,231 20,917 22,030 23,378
Total Long-term Debt 23 4,939 4,939 4,939 4,939
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 4,093 5,676 5,676 5,676 5,676
Total Non-current Liabilities 4,116 10,615 10,615 10,615 10,615
Total Provisions
Total Liabilities 16,739 30,846 31,532 32,645 33,993
Shareholders Equity 31,166 34,667 38,496 42,446 46,877
Minority Interests (32) (32) (32) (32) (32)
Total Equity 31,134 34,635 38,464 42,414 46,845
Key Ratios

Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Revenue Growth 9.7% 32.7% 16.4% 13.1% 14.1%
Operating EBITDA Growth 42.2% 22.7% 30.5% 13.0% 14.1%
Operating EBITDA Margin 18.0% 16.7% 20.4% 20.4% 20.4%
Net Cash Per Share (Rs) 93.44 (3.85) 4.65 22.71 44.64
BVPS (Rs) 283.60 315.12 349.93 385.83 426.11
Gross Interest Cover 15.92 7.47 8.90 9.92 11.41
Effective Tax Rate 25.2% 24.5% 23.2% 23.5% 23.5%
Net Dividend Payout Ratio 37.7% 39.3% 37.6% 38.7% 40.2%
Accounts Receivables Days 61.82 56.44 62.80 63.77 63.55
Inventory Days 35.82 43.99 49.42 50.64 50.46
Accounts Payables Days 80.14 76.32 76.72 75.02 74.76
ROIC (%) 21.7% 26.9% 21.0% 21.2% 23.2%
ROCE (%) 13.9% 14.7% 17.1% 17.1% 18.1%
Return On Average Assets 14.9% 13.8% 14.6% 15.6% 16.8%
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