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Yet another stellar performance… 
 
3i Infotech’s Q2FY09 results were ahead of our expectations with revenues 
growing 28.4% QoQ to Rs 602 crore. This quarter saw the full impact of 
the Regulus acquisition done in Q109. This resulted in an inorganic growth 
of 20.2%. Organically the company grew at a robust 8.5%. The company 
has achieved its targeted one-third business from each of its business segment namely products, services and 
transactions. This has resulted in EBITDA margins falling by 50 bps QoQ to 19% due to higher contribution 
from the low margin transaction services business. Net profit grew 16.5% QoQ to Rs 68 crore. 
 
Growth on track 
3i Infotech’s higher-than-expected growth was driven by the transaction services segment, which saw a 92% 
QoQ growth driven primarily by the impact of the consolidation of Regulus done in Q109. Products grew at a 
robust 13.7% while services growth was comparatively muted at 7.8%. Gross margins were down by 100 bps at 
40.9% compared to 41.9% in Q109. On the positive side, products margins improved 3.3% QoQ. However, 
services margins declined by 1.7% QoQ whereas the transaction services margins remained relatively flat. On 
the EBIDTA front, margins were down by 50 bps QoQ due to higher contribution of the transaction services 
business and also consolidation of acquisitions done in the past, which have lower than company average 
EBIDTA margins. Net profits grew 16.5% to Rs 68 crore. If we exclude the impact of the inorganic growth the 
company has maintained its net profit margins in a narrow range (Exhibit 3).  
 
FCCB the only downside 
The company has outstanding FCCBs worth $120 million and €30 million. The conversion price for the same is in 
the range of Rs 115-Rs 166, with maturity latest by July 2012. Given the recent slump in the stock price this could 
act as a drag on the future profitability of the company. 
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Exhibit 1: Key Financials 

(Rs Crore) Q2FY09 Q1FY09 Q-o-Q Growth % Q2FY08 Y-o-Y growth % FY09E FY10E
Revenues 601.6 468.5 28.4 277.9 116.5 2188.9 2875.9
Operating expenses 487.4 377.3 29.2 219.0 122.5 1769.4 2326.2
EBIDTA 114.2 91.1 25.3 58.8 94.2 419.5 549.7
EBIDTA margin 19.0% 19.5% 21.2% 19.2% 19.1%
Other income 5.3 3.2 67.5 6.1 -13.1 14.4 14.0
Depreciation 15.3 11.8 29.6 5.2 196.2 58.5 85.0
Interest 23.6 18.0 30.9 13.1 80.7 90.2 102.9
PBT 80.6 64.4 25.1 46.7 72.7 285.3 375.8
Tax 8.6 6.3 36.5 3.6 138.3 33.1 56.4
PAT 71.9 58.1 23.8 43.0 67.1 252.2 319.4
Share of profit from associates 3.6 -0.6 -749.8 3.0 21.1 8.6 26.7
Net profit 68.4 58.7 16.5 40.1 70.5 243.5 292.8  

Source: Company, ICICIdirect.com Research 

WHAT’S CHANGED… 
PRICE TARGET……………………………………………Changed to Rs 43 from Rs 178 
EPS (FY09E)………………………………………...…Changed to Rs 14.1 from Rs 15.1  
EPS (FY10E)………………………………….……….Changed to Rs 16.9 from Rs 19.8  
RATING……………………………………………..Changed to Hold from Outperformer 
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Valuations 

The management has raised its full year revenue target to Rs 2200-2300 crore 
from the earlier estimate of Rs 1600-1700 crore. This includes the Rs 500 crore 
from the Regulus acquisition. On the EPS front, the management has increased 
its full year guidance from Rs 13-13.5 to Rs 14-14.5. The company has an 
outstanding order book worth Rs 1372 crore executable over the next 12 
months. Although the recent stock underperformance has made valuations 
fairly attractive, the high debt exposure of the company (including FCCBs) 
would cap the upside. Hence, we have changed our rating on the stock to 
HOLD.  
 

Exhibit 2: Segmental Break-up 

(Rs crore) Q2FY09 Q1FY09  growth % Q2FY08 growth %
Revenue
Software Products 212.5 186.9 13.7 129.8 63.6
IT Services 194.4 180.4 7.8 108.9 78.5
Transaction Services 194.8 101.2 92.4 39.1 397.6
Total 601.6 468.5 28.4 277.9 116.5

Gross Profit
Software Products 119.7 99.2 20.7 71.1 68.3
Margin 56.3% 53.1% 54.8%
IT Services 69.8 67.9 2.8 44.9 55.3
Margin 35.9% 37.6% 41.2%
Transaction Services 56.5 29.2 93.7 12.5 351.2
Margin 29.0% 28.8% 32.0%
Total 246.0 196.2 25.4 128.5 91.4
Margin 40.9% 41.9% 46.3%  

Source: Company, ICICIdirect.com Research 

 

Exhibit 3: Organic and Inorganic break-up 
(Rs Crore) Revenue Gross Profit NPM
Consolidated 1078.5 130.0 12.1%
Regulus Group LLC 185.6 6.2 3.4%
Taxsmile & Citizen Services 0.9 -4.7
Normal Business 892.0 128.5 14.4%

 

Source: Company, ICICIdirect.com Research 

Exhibit 4: Order Book 

GEOGRAPHIES\ BUSINESS LINES ERP INSURANCE
BANKING 
PRODUCTS

CAPITAL 
MARKETS SERVICES TOTAL

SOUTH ASIA 11.8 20.9 12.5 12.9 526.9 585.0
USA 13.0 5.2 72.1 - 420.4 510.6
MEARC 41.6 59.5 34.8 13.4 16.0 165.2
APAC 3.0 13.8 11.7 3.2 4.6 36.2
WE -                   -   0.6 74.2 0.6 75.4
TOTAL 69.3 99.3 131.7 103.6 968.5 1372.4  

Source: Company, ICICIdirect.com Research 
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RATING RATIONALE 

ICICIdirect endeavours to provide objective opinions and recommendations. ICICIdirect assigns 
ratings to its stocks according to their notional target price vs. current market price and then 
categorises them as Outperformer, Performer, Hold, and Underperformer. The performance 
horizon is two years unless specified and the notional target price is defined as the analysts' 
valuation for a stock. 
Outperformer: 20% or more; 
Performer: Between 10% and 20%; 
Hold: +10% return; 
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