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NIIT Limited

Company
Update

Management exudes confidence on prospects

We met up with Mr Vijay Kumar, Group Executive Vice President, NIIT Limited to
appraise ourselves on business developments and the company’s financials going
forward. NIIT continues to witness strong growth in the retail training business (expects
the ‘to be concluded Bhavishya Jyoti Scholarship-08’ to reaffirm the same) while
seeing improved performance from the Corporate training business (co’s Achilles heels
given high exposure to US training market, co reported only breakeven in Q1FY09)
during subsequent quarters. We highlight that the company remains sound on achieving
the earlier envisaged financial targets for FY09 (our growth and margin assumptions
for the business segments are lower than company’s internal targets, for details
please refer table). We would look to review our ratings and target price post Q2FY09
results; however believe that there is little risk to our FY09 earnings estimates of Rs 5.4.
Maintain BUY with a price target of Rs 132.

Other Highlights

Retail IT training business continues to be on a strong wicket

NIIT’s retail IT training business continues to do well, with no let up in enrollments
(management expects further confidence in growth prospects for the segment to
be reaffirmed from registrations for the ‘to be soon concluded’ Bhavishya Jyoti
Scholarship-08). We note that we build in revenue growth of 28.4% and margin
improvement of ~70 bps YoY to 21.2% for FY09 V/s Company’s indication of 30%+
growth and margin expansion of 150-200 bps for the segment (in Q1FY09, NIT
reported ~34% revenue growth and margin increase of 110 bps YoY in the retail training
business. Further we wish to highlight that the retail IT training business would be less
adversely impacted as compared with early 2000’s because the demand for ‘IT as a
career still remains buoyant.

School business performance on track

NIIT management indicated that the performance in the School Business has
been on track with company expecting to book some revenues post
implementation on the AP govt school order (~2,005 school wins announced in
Q1FY09) in the government schools business. Besides the company has done
a soft launch for it's new product, an interactive learnings offering ‘eGuru’ (in 25
schools currently) and has received good response for the same. The company
intends to launch this offering in a full fledged manner in October' 08 with
significant cross sell opportunities in the form of ~1,100 private schools and
sees an opportunity of ~15-20k schools for eGuru over the next 3 years.

We highlight that we have built in ~30% revenue growth from the segment for
FY09 with margin increase of ~150 bps YoY to 14.6% from 40%+ revenue
growth being targeted by company with margin expansion of 100-150 bps YoY.

Corporate Training remains under pressure; co sticking to initial target
for now

NIIT’s corporate training business continues to be it's Achilles Heels albeit it
continues to maintain it’s initial target for the segment at ~8-10% growth in
revenues with margins at 6/7% for FY09. The company maintained that custom
content development budgets in the US remained under pressure. We note
that corporate training budgets are seeing a greater shift towards e-learning
and training outsourcing. NIIT remains confident of improving on Q1FY09
performance wherein it just broke even in the segment on account of greater
SG& A expenses and salary hikes. We note that we have modeled in revenue
growth of 4% for this segment with margins at 3.8% for FY09.
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Little downside risk to our earnings estimates for FY09; Maintain BUY

We highlight that there is little downside risk to our earnings estimates as we
build in lower than company management’s indication on each of the segments.

(please refer table below).

Segment

Co's target

Our assumptions

Retail IT Training business

School Learning Solutions

Corporate Training Business

New businesses

30% + revenue growth, margin expansion of

150-200 bps YoY

40%+ revenue growth, 100-150 bps
increase in OPM's

8-10% revenue growth, OPM's of 6-7%

28.4% revenue growth, margin expansion of 70 bps Y

28.8% revenue growth, margin expansion of 150 bps YoY

4% revenue growth, OPM's of 3.8%

Revenues of Rs 700-800 mn, OPM's of 10%

Revenues of Rs 476 mn, OPM's of 6.9%

Source: Company, Emkay Research

Further we note that the company’s retail training business is less cyclical as
compared to early 2000’s because the IT Industry has matured significantly with
demand for ‘IT as a career’ remaining buoyant. Thus we believe the significant
stock correction of ~30% over the past 1 month overly discounts the worst. We
would watch out for company’s performance during the September’08 results
and review our rating and target price post then though appear confident that our
estimates would be met.

Segmental Revenue Breakup Q4FY07 Q1FY08 Q2FY08 Q3FY08 Q4FY08 Q1FY09
Individual 673 638 975 728 900 854
% to sales 26.2 28.3 36.1 30.5 33.0 32.9
YoY growth 52% 29% 31% 30% 34% 34%
Institutional 228 177 242 213 379 252
% to sales 8.9 7.9 9.0 8.9 13.9 9.7
YoY growth -18% 4% 10% -6% 66% 42%
Corporate including Element K 1631 1394 1409 1371 1334 1400
% to sales 63.5 61.9 52.1 574 49.0 53.9
YoY growth 279% 218% 34% -5% -18% 0%
New Business 35 44 76 76 112 90
% to sales 1.4 2.0 2.8 3.2 4.1 3.5
YoY growth 0.0% 0.0% 590.9% 204.0% 220.0% 104.5%
Net sales 2567 2253 2702 2388 2725 2596
YoY growth 123.4% 104.3% 33.1% 6.1% 6.2% 15.2%

Source: Company, Emkay Research
Segmental EBITDA breakup Q4FY07 Q1FY08 Q2FY08 Q3FY08 Q4FY08 Q1FY09
Individual EBITDA 133 106 232 130 195 151
Individual EBITDA, % 19.8 16.6 23.8 17.9 21.7 17.7
Institutional EBITDA 24.6 23.0 35.0 30.0 44.0 34.6
Institutional EBITDA mgns, % 10.8 13.0 14.5 14.1 11.6 13.7
Corporate EBITDA 73 51 90 65 60 3
Corporate EBITDA mgns, % 4.5 3.7 6.4 4.7 4.5 0.2
New Business EBITDA -26.1 -35 1 2 6 2
New Business EBITDA mgns, % -74.6 -79.5 1.3 2.6 54 22
Company wide Operating profits 204.5 145.0 358.0 227.0 305.0 190.6
Company wide EBITDA margins, % 8.0 6.4 13.2 9.5 11.2 7.3

Source: Company, Emkay Research
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Financials

Income Statement

Balance Sheet

YIE, Mar (R=. mj) FYoT FY03 FY03E FY10E YE, Mar {Rs. m) FYoT FY03 FYO9E FY10E
Het Sales 7,950 10,063 11 BEG 13,723 Equity share capital 198 396 396 396
Growth 35 27 16 158 Fezerves & surplus 2945 3,501 4157 4 853
Total Expenditure 7 A7E) 19,0331 10,3431 11,973 Minority Interest 4 4 4 4
Growth [36) 26 15 16 Hetworth 3149 3.901 4,557 5.383
EBIDTA 7S 1,035 1,324 1,750 Secured Loans 2,255 2,255 2,355 2455
Frowth (9a) 34 28 32 Unzecured Loans 4473 5 5 5
ERIDTA % 97 10.3 11.3 128 Loan Funds 2,698 2,260 2,360 2,460
Cther Income [54) (7} (85) [120) Total Liabilities 5,847 6,161 6,917 1.843
Depreciation 474 529 E20 7E9 Goochill 2,356 2,356 2,356 2,356
EBIT 301 506 T04 981 Gross Block 3,346 4,229 9,133 5173
Irterest - - - - Lezs: Depreciation 1,989 2,518 3,138 3,907
EBT 576 833 9Th 1,260 Het block 3,13 4,067 4,352 4,625
Tax [4) 77 (67 [129) Capital WIP 134 130 120 100
EAT 572 756 902 143 Investment 611 611 611 611
Frowth (9a) 32 19 25 Current Assets 4.511 5,380 6,746 8,367
EAT (%) 72 7.5 7T g.2 Inventories 132 130 130 130
Sundry debtars 2,204 2,758 3,516 4512
Caszh & bank balance 736 390 G52 349
Loans & advances 1137 1,510 1,808 2168
Cther currert assets 302 291 G40 o3
Current Lialy & Prov 3,203 4,108 4,993 5,942
Current liabilties 2818 3,624 4,433 5,283
Provisionz 386 453 SE0 G593
Het current assets 1,307 1,272 1,752 2,425
Misc exps 1 1 1 1
Deferred Tax | | | |
Total Assets 5847 6. 161 6,917 T1.843
Cash Flow FYoT FYi3 FY03E FY10E Key ratios FYoT FY03 FYO9E FY10E
Met Profit after Tax 572 756 902 1,131 EPZ (R=) 37 4 5 5.4 6.5
Add : Depreciation [474) [529) (620) (7E3) CEPS (R=) E.Y Ty 9.2 114
Add : Misc exp wioff - - - - Book “alue Per Share (R=) 203 235 275 324
Het changes in WC {1.915) {304} {885} {949} Dividend Per Share (Rz) o4 1.0 1.3 16
Operational Cash Flows 1,527 973 1,304 1,424 Valuations Ratios (x)
Capital expenditure {2,934) {879} {B95) {1,022} PEFR: 171 138 11 6 9.2
Investments - - - - PICEPS 161 140 118 9.4
Investing Cash Flows {2,934) {879} {B95) {1,022} PEY 31 27 23 1.9
Borrowings 1,952 [438) 100 100 EYIEBIDTA, 186 1348 107 .0
dividend paid [1E7) [201) [247) [305) EviSales 1.8 1.4 1.2 1.0
lzzue of shares 104 193 1] 1] M-Caplzales 16 1.2 14 o4
Share Premium 97 - - -
Financing Cash Flows 1,493 {440} {147} {205) Profitability Ratios (%)
changes in cash 86 {346) 262 197 RoCE 59 79 100 123
Opening balance G650 736 390 652 Roky 197 24 2.3 228
Closing balance T36 390 652 849 EBITDA hargin 97 103 113 125
EBIT Margins 358 5.0 5.0 71
Met Profit Margin 72 7a Ty G2
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner
of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are
required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This
report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay
Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material is based upon
information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services Ltd., nor any person connected
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are
our 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, there may be regulatory, compliance,
or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in,
and buy or sell the securities thereof, of 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 may perform or seek to perform investment banking services for such company(ies)or act as advisor or lender /
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document
may be distributed in Canada or used by private customers in the United Kingdom. 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.

Emkay Global Financial Services Ltd.
Paragon Center, H-13 -16, 1st Floor,
Pandurang Budhkar Marg, Worli, Mumbai — 400 013.
Tel no. 6612 1212. Fax: 6624 2410
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