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                                                     ‘Services’ segment continues to drag 

In Q2’08, i-flex considerably improved upon its performance in the first 

quarter. Higher ‘Products’ segment revenue pushed up topline by  

12.2% qoq to Rs. 5.8 bn. EBITDA and EBIT margin increased by 3.1% and 

2.9% qoq, to stand at 16.6% and 13.2%, respectively. PAT went up by  

138.1% qoq to Rs. 874.0 mn, on account of a lower effective tax rate.  
 

Though i-flex showed a better performance in Q2’08 with respect to Q1’08, 

yet the results remain lacklustre when compared with the corresponding 

quarter in the last fiscal year. The Company’s mainstay segment ‘Products’ 

continues to grow at a fast pace. However, the ‘Services’ segment has 

witnessed a sluggish growth with deteriorating operating margins. Our 

outlook on the future prospects of this segment is quite bleak, considering 

the slowdown in the US economy. The KPO business is still incurring 

losses. We believe that i-flex needs to focus on enhancing its overall 

margins, spurring the growth rate of its ‘Services’ segment and deriving 

value from the KPO business. 
 

We project revenue and net profit CAGR of 25.9% and 14.8%, respectively 

over the period FY07-09E. The stock is currently trading at a forward 

EV/Sales of 4.4x for FY08E and at a forward P/E of 32.8x for the same 

year. Considering the valuations the stock seems overpriced, hence we 

maintain our Sell rating. 

 

 

 

 

 

 

 

 

 

 

 

 

Key Figures (Consolidated)

Quarterly Data Q2'07 Q1'08 Q2'08    YoY% QoQ% H1'07 H1'08    YoY%

(Figures in Rs mn, except per share data)

Net Sales 4,992   5,133   5,758   15.3% 12.2% 9,025   10,891 20.7%

EBITDA 1,098   692      954      (13.1)% 37.9% 1,618   1,646   1.7%

Net Profit 935      367      874      (6.5)% 138.1% 1,286   1,241   (3.5)%

Margins(%)

EBITDA 22.0% 13.5% 16.6% 17.9% 15.1%

NPM 18.7% 7.1% 15.2% 14.2% 11.4%

Per Share Data (Rs.)

EPS 11.9 4.4 10.4 (12.2)% 137.7% 16.3 14.8 (9.3)%

i-flex Solutions Limited                                                                HoldSellRESULTS REVIEW

Share Data

Market Cap Rs. 123.28 bn

Price Rs. 1,472.30

BSE Sensex 19,162.57

Reuters IFLX.BO

Bloomberg IFLEX IN

Avg. Volume (52 Week) 0.02 mn

52-Week High/Low Rs. 2,630 / 1,225

Shares Outstanding 83.73 mn

Valuation Ratios (Consolidated)

Year to 31 March 2008E 2009E

EPS (Rs.) 45.0 58.6

+/- (%) (1.8)% 30.2%

PER (x) 32.8x 25.1x

EV/ Sales (x) 4.4x 3.6x

EV/ EBITDA (x) 23.7x 18.2x

Shareholding Pattern (%)

Promoters 81

FIIs 1

Institutions 2

Public & Others 17

Relative Performance
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Result Highlights 
 

Topline, at Rs. 5.8 bn, increased 12.2% qoq and 15.3% yoy, primarily due 

to higher ‘Products’ segment revenue. Strong deal inflow resulted in higher 

license and implementation fees, thereby enhancing the ‘Products’ revenue 

by 18.0% qoq to Rs. 3.3 bn. The Company added eight new clients under 

the product business segment, with the introduction of the latest version of 

its product FLEXCUBE 10.0.  

 

Revenues from the Company’s ‘Services’ segment stood at Rs. 2.3 bn, 

marginally up 5.3% qoq, primarily on account of an increase in the billing 

rate to the tune of 2.0-2.5%. Revenue contribution of the non-Citigroup 

clients to the ‘Services’ segment jumped from 54% in Q1’08 to 65% in 

Q2’08, thus enabling the improvement in pricing. However, contribution of 

the ‘Services’ segment to the total revenues has consistently declined from 

49.0% in Q1’07 to 40.2% in Q2’08. Further, during the period H1’07 to 

H1’08 revenues from this segment grew by a meagre 4.9%. We believe that 

this sluggish growth is likely to continue in the near term considering the 

slowdown in the US economy.  

 

The Company’s KPO business has been incurring losses ever since the 

acquisition of Equinox Corporation in FY05. In Q2’08 this segment recorded 

an operating loss of 34.6 mn in Q2’08. Management expects this business 

to break-even by the end of FY08. 

 

EBITDA improved by 37.9% qoq to Rs. 954.0 mn, with a reduction in 

employee cost and G&A as a percentage of the total revenue. However, 

EBITDA was still lower by 13.1% when compared with the corresponding 

quarter last year. Though, the EBITDA margin went up by 309 bps qoq to 

16.6%, it declined by 543 bps yoy. Similarly the EBIT margin, at 13.2%, 

registered a slump of 565 bps yoy, while it increased by 290 bps qoq. The 

operating margins of the ‘Products’ business continue to improve; however, 

the overall margins were down because of a tremendous decline in the 

‘Services’ business margin from 15.1% in Q1’08 to 9.3% in Q2’08. Going 

Overall margins low due to poor 
operating performance of the 
‘Services’ segment    

‘Products’ business fuels topline 
growth; FLEXCUBE continues to 
gain traction  

Sluggish growth trend witnessed 
by the ‘Services’ segment 
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forward, we predict the margins to improve slightly. However, the outlook 

for the ‘Services’ business remains bleak.   

  

PAT was higher by 138.1% qoq to Rs. 874.0 mn. This is attributable to the 

decline in the effective tax rate from 17.7% in Q1’08 to 9.7% in Q2’08 on 

account of MAT credit and lower effective tax rate for the Company’s 

European subsidiary. However, PAT declined by 6.5% yoy. While the PAT 

margin went up by 8.0% qoq to stand at 15.2%, it dipped by 3.6% yoy.  

 

With the addition of eight new clients, the Company’s client tally stood at 

131. i-flex increased its employee base by 1,245 to 10,778 at the end of 

Q2’08.  Attrition rate, though went down by 1.5% qoq, is still on the higher 

side in comparison to its peers and stood at 19.5%. However, days of sale 

outstanding (DSO) increased from 102 in the last quarter to 110 in the 

present quarter, which indicates a downward trend on the collection front.  

 

 

Key Events 
 

• i-flex successfully completed the rollout of FLEXCUBE in 67 countries 

for the Citigroup’s Markets & Banking division.  

• The Company increased its stake in Canada-based Castek Software 

from 59.9% to 100%. Castek provides core insurance business 

processing systems for large and mid-sized property and casualty 

insurers.  

• i-flex entered into a partnership with the US-based Tyfone, a producer 

of software and hardware platform for mobile banking. The two 

companies will have West Coast Bank, headquartered in the US, as 

their first client.   

• The Company sealed an agreement with IZB Informatik-Zentrum, a 

Munich-based IT and telecommunication service provider, to provide a 

range of banking application services to German banks. 

 

 

 

 

PAT jumps on account of lower 
effective tax rate  

Employee strength crosses the 
10,000 mark  
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Key Risks 
 

Any significant slowdown in the US economy leading to lower IT financial 

services spending and more than anticipated appreciation of the rupee 

against the dollar pose a risk to our rating. 

 

Outlook 
 

Though i-flex improved upon its performance in Q2’08 with respect to 

Q1’08, the results are lacklustre when compared with the corresponding 

quarter in the last fiscal year. The Company’s traditional stronghold -

‘Products’ segment has led the growth in topline, with growing traction of its 

flagship product FLEXCUBE. However, the ‘Services’ segment has been 

sluggish growing by just 4.9% yoy for H1’08. Its revenue contribution has 

deteriorated from 49.0% in Q1’07 to 40.2% in Q2’08. Moreover, i-flex has 

been unable to arrest the consistent decline in the operating margin of this 

segment. Going forward, there seems to be low visibility on the growth 

prospects of this segment, considering the slowdown in the US economy. 

The Company’s KPO division continues to incur losses. We believe that  

i-flex needs to focus on enhancing its overall margins, spurring the growth 

rate of its ‘Services’ segment and deriving value from the KPO business. 

We project topline and bottomline to grow at a CAGR of 25.9% and 14.8%, 

respectively over the period FY07-09E. The stock is currently trading at a 

P/E of 32.2x and at a forward P/E of 32.8x for FY08E. Considering the 

valuations the stock seems overpriced, hence we maintain our Sell rating.  

 

 

 

 

 

 

 

 

 

 

Key Figures (Consolidated)

Year to March FY05 FY06 FY07 FY08E FY09E CAGR (%)

(Figures in Rs mn, except per share data) (FY07-09E)

Net Sales 11,386    14,823    20,609    26,415    32,649    25.9%

EBITDA 3,001      3,262      4,425      4,887      6,367      20.0%

Net Profit 2,324      2,474      3,723      3,764      4,903      14.8%

Margins(%)

EBITDA 26.4% 22.0% 21.5% 18.5% 19.5%

NPM 20.4% 16.7% 18.1% 14.2% 15.0%

Per Share Data (Rs.)

EPS 30.2 31.9 45.8 45.0 58.6 13.1%
PER (x) 19.6x 41.5x 32.2x 32.8x 25.1x
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Disclaimer 
 
This report is not for public distribution and is only for private circulation and use. The Report should not be reproduced 
or redistributed to any other person or person(s) in any form. No action is solicited on the basis of the contents of this 
report. 
  
This material is for the general information of the authorized recipient, and we are not soliciting any action based upon it. 
This report is not to be considered as an offer to sell or the solicitation of an offer to buy any stock or derivative in any 
jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Indiabulls 
Securities Limited. It does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. You are advised to independently evaluate the investments 
and strategies discussed herein and also seek the advice of your financial adviser. 
 
Past performance is not a guide for future performance. The value of, and income from investments may vary because of 
changes in the macro and micro economic conditions. Past performance is not necessarily a guide to future 
performance. 
 
This report 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 as such. Any opinions expressed here in reflect judgments at this date and are subject to 
change without notice. Indiabulls Securities Limited (ISL) and any/all of its group companies or directors or employees 
reserves its right to suspend the publication of this Report and are not under any obligation to tell you when opinions or 
information in this report change. In addition, ISL has no obligation to continue to publish reports on all the stocks 
currently under its coverage or to notify you in the event it terminates its coverage. Neither Indiabulls Securities Limited 
nor any of its affiliates, associates, directors or employees shall in any way be responsible for any loss or damage that 
may arise to any person from any error in the information contained in this report. 
 
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal 
views about the subject stock and no part of his or her compensation was, is or will be, directly or indirectly related to 
specific recommendations or views expressed in this report. No part of this material may be duplicated in any form 
and/or redistributed without Indiabulls Securities Limited prior written consent.  
 
The information given herein should be treated as only factor, while making investment decision. The report does not 
provide individually tailor-made investment advice. Indiabulls Securities Limited recommends that investors 
independently evaluate particular investments and strategies, and encourages investors to seek the advice of a financial 
adviser. Indiabulls Securities Limited shall not be responsible for any transaction conducted based on the information 
given in this report, which is in violation of rules and regulations of National Stock Exchange or Bombay Stock Exchange. 
 

 


