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Zensar Technologies
cmp Rs550  Bloomberg/Reuters ZENT IN/ZENT.BO
Margins healthy waiting for revenue growth Potential upside/downside  -4%  Sector IT Services
Summary Market cap. (Rs mn) 124,516
- o _ )
Zensar’s strong Q2 growth in profitability was led by one off reversal of bonus of FES [FERETIERCE (6, .
. ) . -1m 3m -12m 3M daily average value (Rs mn) 60.3
190 bps. In addition, the company’s deal wins of US$194 mn (1.3x book to bill) )
had some spillover of Q1 and pre deal wins of Q3. Hence, normalized EBITDA Absolute 42 253 1561 S2weekhigh/low 5575202
a P P ) ! Rel to Sensex 63 255 1424  Sensex/Nifty 66,428 / 19,812

margins stood at 17% and order book could be lower than reported. This

coupled with company’s intention to invest in capability building, sales and Shareholding Pattern (%)

large deals, we have tapered our expectation for FY25E margins to 16.7% (down EPS (Rs) FY24E FY25E  Promoters 49.2
140 bps from 18.1% in FY24E). As a result we maintain our EPS expectation for IDBI Capital 28 29 FI 16.7
FY25E. In addition, we believe that we are yet to see some growth acceleration Consensus 25 27 DI 16.2
from company’s end. Hence, with recent run up in price prompt us to % difference 133 70  Public 17.9
downgrade the stock from BUY to HOLD with same target price of Rs530 (18x . .
Financial snapshot (Rs mn)
FY25E EPS).
Year FY21 FY22 FY23 FY24E FY25E
Key Highlights and Investment Rationale Revenue 37,814 42,437 48,483 50,051 56,257
. . . Change (yoy, %) (10) 12 14 3 12
u :
Revenue growth to lag in near term but improve in longer term: The EBITDA 6.848 6.565 5523 9,076 9,412
company is taking right steps to improve revenues in long run like 1) Change (yoy, %) 35 (4) (16) 64 4
incentivising sales for large deals & cross sell 2) restructuring of organisation EBITDA Margin(%) 18.1 15.5 11.4 18.1 16.7
from Geo focus to Vertical focus and 3) hired COO and CBO to drive growth. Adj.PAT 3,491 4,162 3,275 6,316 6,513
Further, Zensar’s plan to focus on client mining via cross sell will further boost EPS (Rs) 15 18 14 28 29
th H . ; i int ; Change (yoy, %) 33.0 19.5 (21.1) 93 3
revenue growth. However in near term we are cautious in terms of revenue PE(x) 358 300 38.0 20 19
growth due to uncertain macro & client specific challenges. Hence, we have Dividend Yield (%) 0.2 0.9 0.9 2 2
built in revenue CAGR of 5.9% over FY23-FY25E. EV/EBITDA (x) 17.3 17.7 21.2 12.5 11.6
. ] _ _ RoE (%) 15.8 16.6 11.8 20 18
= Margin to taper in FY25E: The company saw a lot of one offs in margins & cost ROCE (%) 18.6 16.4 12 22 20
efficiency levers in H1FY24 which will lead to EBITDA margin improvement of Source: IDBI Capital Research:
674 bps to 18.1% in FY24E. Further with absence of one offs, investments and
revenue acceleration, we expect margins to taper by 140 bps to 16.7% in Devang Bhatt
FY25E devang.bhatt@idbicapital.com
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Concall Highlights

Total revenue for the quarter stood at $150.2mn 0.6%/0.2% QoQ/YoY in CC terms. Services revenue
(excluding pass through revenue) stood at USS 149.2mn +2.4% QoQ in CC terms. Sequential revenue
growth in CC terms was led by followed by Manufacturing & consumer services (+6.7%), BFSI (+3.0%),
However, hitech & healthcare industries which form ~36.7% of the total revenue declined by 8.3% and
1.7% respectively. In terms of services revenue, QoQ growth was led by Europe & UK (11.3% QoQ in CC)
followed by SA (+7.9% QoQ in CC). European & SA is seeing good traction from old and new clients.

Gross margin stood at 31.8%, 180bps QoQ decline mainly due to wage hike (190bps), reversal of one-time
benefit (80bps), it was partially offset by the exchange gain (30bps) and utilisation benefit of 50bps.
EBITDA for the quarter was at 18.6% which was lower by 10bps against Q1FY24. There was an impact of
one time net off then, it would have been 17%.

Order book stood at USD 194.8 mn vs USD 141.8 mn in Q2FY23 (+26%/+37% QoQ/YoY). Management
informed that the order book contains spill over from the previous quarter and some deals were expected
to get signed in Q3, however got confirmed in Q2 itself. Management was confident that the order book
shall convert into deals.

Demand environment — 4-5 new large deal (TCV - $25mn) are in pipeline which are mostly of cost take out
and can be margin dilutive. The company is putting more focus on Health care & life sciences vertical
which yields higher dividends. As per management Hitech industry would remain weak as clients are
reducing discretionary spends and reprioritized their expenses. The company expects turnaround in Hi
Tech led by 8 new logo addition and improvement in salesforce. The company is targeting greater than
USS2 bn clients which have greater potential for mining & cross sell. The company has done 100 POC in
generative Al.

The company expects furloughs in Q3 to be in line with past 2-3 years.

Long term growth prospects remain strong with technologies like data, cloud and gen Al expected to drive
growth. In terms of margin, Zensar aims to maintain EBITDA margin in the same range of mid-teens(14%-
16%) despite in demand softness and by focusing on levers like utilization and pyramid optimization,
control in attrition, reduce in subcontracts.
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Exhibit 1: Financial snapshot (Rs mn)
Year-end: March Q2FY24 Q1FY24 QoQ (%) Q2FY23 YoY (%)
Revenues (USS mn) 150.2 149.3 0.6 155.0 (3.1)
Revenues 12,408 12,272 1.1 12,346 0.5
COGS 8,463 8,146 3.9 9,218 (8.2)
Gross profit 3,945 4,126 (4.4) 3,128 26.1
SG&A 1,637 1,825 (10.3) 2,074 (21.1)
EBITDA 2,308 2,301 0.3 1,054 119.0
Depreciation & amortization 366 423 (13.5) 492 (25.6)
EBIT 1,942 1,878 3.4 562 245.6
Other income 306 224 36.6 207 47.8
PBT 2,248 2,102 6.9 769 192.3
Tax 510 540 (5.6) 202 152.5
Minority interest 0 0 n.m. 0 n.m.
Adjusted net profit 1,738 1,562 11.3 567 206.5
Exceptional item 0 0 n.m. 0 n.m.
Reported net profit 1,738 1,562 11.3 567 206.5
Diluted EPS (Rs) 7.7 6.9 11.3 2.5 205.7

As % of net revenue

Gross profit 31.8 33.6 25.3
SG&A 13.2 14.9 16.8
EBITDA 18.6 18.8 8.5
EBIT 15.7 15.3 4.6
Reported net profit 14.0 12.7 4.6
Tax rate 22.7 25.7 26.3

Source: Company; IDBI Capital Research
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Exhibit 2: Earnings Revision

FY24F FY25F

Year-end: March New oid Chg (%) New oid Chg (%)
Revenue (USS mn) 605 622 -2.7% 678 697 -2.8%
Revenue (Rs bn) 50,051 50,986 -1.8% 56,257 57,338 -1.9%
EBIT 7,557 6,895 9.6% 7,817 7,970 -1.9%
EBIT margin (%) 15.1% 13.52% 158 bps 13.9% 13.90% 0 bps
EPS (Rs) 27.9 25.2 10.7% 28.8 28.8 -0.1%

Source: Company; IDBI Capital Research

Exhibit 3: Actual vs. estimates
Year to March Q2FY24 Q2FY24E Variance (%)
Revenue (USS mn) 150.2 149.7 0.3%
Revenue (Rs mn) 12,408 12,377 0.3%
EBIT (Rs mn) 1,942 1,642 18.3%
EBIT margin (%) 15.7% 13.3% 240bps
Recurring PAT (Rs mn) 1,738 1,364 27.4%
Recurring PAT margin (%) 14.0% 11.0% 300 bps
EPS (Rs) 7.6 6.0 26.3%
Source: Company; IDBI Capital Research

Exhibit 4: Large clients trend

Year-end: March Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24
USS1 mn+ 81 83 86 87 87 84 87 84
USS5 mn+ 25 27 26 28 28 29 29 29
USS$10 mn+ 11 11 13 13 15 14 14 14
US$20 mn+ 4 4 4 3 4 4 4 4

Source: Company; IDBI Capital Research
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Exhibit 5: Q2FY24 Revenue growth was in line with our estimates.
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Source: Company; IDBI Capital Research

Exhibit 6: Q2FY24 EBIT margin has slightly improved by 40 bps QoQ
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Exhibit 7: Revenue growth across various segments (%)

Parameters % of revenue  QoQ growth (in CC)
Total revenue 0.6%
Geography QoQ growth (in CC)
us 66.1% -4.2%
Europe 21.6% 13.2%
Africa 12.3% 8.5%
Service-Line QoQ growth
AMS 81.8% 0.7%
IMS 18.2% 0.1%
Hi Tech 27.1% -8.3%
Manufacturing & Consumer services 25.9% 6.7%
BFSI 37.4% 3.0%
Healthcare 9.6% -1.7%

Source: Company; IDBI Capital Research
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Exhibit 8: Utilisation improved QoQ

15,000 ~ 83.30 8250 83.10 [ 84.00
7990 8150  80.70 8070  77.60 81.40 L 8200
10,000 -~ 80.00
- 78.00

5,000 - o
by L 76.00

o

—
0 1 T T T T T T T T T ~ 74-00

Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24
B Software professionals —e—Linear Utlization (Blended) (%)

Source: Company; IDBI Capital Research

Exhibit 9: One-year forward PER trend
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales
Change (yoy, %)
Operating expenses
EBITDA
Change (yoy, %)
Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax
Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit
Change (yoy, %)
EPS
Dividend per sh
Dividend Payout %

FY20
41,817
5.4
(36,746)
5,071
2.9
12.1
(1,592)
3,479
(605)
884
3,758
(1,042)
27.7
(81.8)
2,634
2,634
(16.0)
11.5
5.2
45.5

FY21
37,814
(10)
(30,966)
6,848
35
18.1
(1,747)
5,101
(535)
255
4,820
(1,260)
26.1
(69.5)
3,491
3,491
33
15.3
1.2

7.8

FY22
42,437
12
(35,872)
6,565
(4)
15.5
(1,848)
4,717
(353)
1,377
5,741
(1,525)
26.6
(54.0)
4,162
4,162
19
18.3
5.0
27.3

FY23
48,483
14
(42,960)
5,523
(16)
11.4
(1,830)
3,693
(280)
1,028
4,441
(1,166)
26.3

3,275
3,275
(21)
14.5
5.0
35

FY24E
50,051
3
(40,975)
9,076
64

18.1
(1,519)
7,557
(232)
1,130
8,455
(2,139)
25.3

6,316
6,316
93
27.9
9.8
35

(Rs mn)

FY25E
56,257
12
(46,845)
9,412
4

16.7
(1,595)
7,817
(232)
1,181
8,765
(2,253)
25.7

6,513
6,513
3
28.8
10.1
35
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY20
20,900
451
20,449
2,886
3,771
8,162
6,481
1,681
14,819
35,956

13,340
2,039
20,576
941
6,656
5,166
2,670
35,956

Fy21
23,423
451
22,972
3,239
7,384
5,880
1,505
10,623
34,334

11,330
3,076
19,928
5,888
6,986
3,633
34,334

FY22
26,592
452
26,140
3,544
8,299
6,693
1,606
11,843
38,712

12,858
3,226
22,628
7,967
8,559
1,636
38,712

FY23
28,984
453
28,531
2,866
8,582
6,248
2,334
11,448
41,210

11,735
6,291
23,184
7,298
7,280
4,509
41,210

FY24E
33,089
453
32,636
2,866
8,747
6,338
2,409
11,613
45,480

11,567
6,372
27,541
7,534
11,311
4,509
45,480

(Rs mn)
FY25E
37,322
453
36,869
2,866
9,363
6,655
2,708
12,229
50,329

11,428
6,545
32,356
8,468
14,983
4,509
50,329
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Cash Flow Statement
Year-end: March

Pre-tax profit
Depreciation

Tax paid

Chg in working capital
Other operating activities

Cash flow from operations (a)

Capital expenditure
Chg in investments
Other investing activities

Cash flow from investing (b)

Equity raised/(repaid)
Debt raised/(repaid)
Dividend (incl. tax)

Chg in minorities

Other financing activities

Cash flow from financing (c)

Net chg in cash (a+b+c)

FY20
3,758
1,137

(1,092)
143
864

4,811

(4,860)
3,924
(936)

0
308
(1,197)
(14)
(1,064)
(1,968)

1,907

Fy21
4,820
1,677

(1,255)
(30)
5,551
10,764

333
(4,605)
(4,272)

0
(2,886)
(271)
(19)
(1,496)
(4,671)

1,821

FY22
5,741
1,803

(1,572)
832
(1,031)
5,772

(3,330)
1,121
(2,209)

1
(1,135)
(64)
(792)
(1,991)

1,573

FY23
4,441
1,838

(1,585)
(1,921)

2,773

(715)
(1,920)
(2,635)

1
(1,132)
501
(787)
(1,417)

(1,279)

FY24E
8,455
1,659

(2,1270)

(71)
36
7,909

(1,491)

(1,491)

(2,210)

(176)

(2,386)

4,031

(Rs mn)
FY25E
8,765
1,561
(2,375)
(319)

7,632

(1,422)

(1,422)

(2,279)

(258)
(2,537)

3,673

10
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Financial Ratios

Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E

Book Value (Rs) 91.5 103 117 128 146 165
Adj EPS (Rs) 11.5 15.3 18.3 14.5 27.9 28.8
Adj EPS growth (%) -17.3 33 20 -21 93 3
EBITDA margin (%) 12.1 18.1 15.5 11.4 18.1 16.7
Pre-tax margin (%) 9.0 12.7 13.5 9.2 16.9 15.6
Net Debt/Equity (x) -0.1 -0.3 -0.3 -0.3 -0.3 -0.4
ROCE (%) 13.7 19 16 12 22 20
ROE (%) 13.1 16 17 12 20 18
DuPont Analysis
Asset turnover (x) 1.3 1.1 1.2 1.2 1.2 1.2
Leverage factor (x) 1.7 1.6 1.5 14 14 1.4
Net margin (%) 6.3 9.2 9.8 6.8 12,6 11.6
Working Capital & Liquidity ratio
Inventory days 8 0 0 0 0 0
Receivable days 58 57 69 55 55 55
Payable days 26 26 32 24 25 25
Valuations
Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E
PER (x) 47.7 35.8 30.0 38.0 19.7 19.1
Price/Book value (x) 6.0 5.3 4.7 43 3.8 3.3
EV/Net sales (x) 2.9 3.1 2.7 2.4 2.3 1.9
EV/EBITDA (x) 243 17.3 17.7 21.2 12.5 11.6
Dividend Yield (%) 1.0 0.2 0.9 0.9 1.8 1.8

Source: Company; IDBI Capital Research

11
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
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IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital 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 report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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