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Parentage driven growth 

For Q1’09, MphasiS Limited (MphasiS) reported a stable operating 

performance despite the deteriorating business conditions. On a sequential 

basis, the Company's top line grew robustly by 9.3% to Rs. 9.8 bn, owing to 

a sharp depreciation of the rupee against the dollar, and a marginal 

improvement in the onsite billing rates. However, declining volume growth 

remains a key concern. Meanwhile, improved operating performance and 

cost containment boosted the EBITDA margin by 290 bps qoq to 26.5%. 

HP-EDS relation to drive growth: Currently, HP-EDS contribute 45% 

(~USD 90 mn in Q1’09) to overall revenues, up from 40% in quarter-ended 

Oct 2008, which is only 1% of HP’s total services revenue  

(USD 8.75 bn in Q1’09). In our view, HP may increase outsourcing of their 

work to MphasiS to cut costs, which may help support the falling sales 

volume. Besides, HP’s strong brand equity and global presence will improve 

MphasiS's bargaining power for renegotiating existing contracts and wining 

new deals. 

Margins expected to decline: We believe that the EBITDA margin might 

remain under pressure and decline from ~17% (in March 2008) to ~13.5% in 

2010, owing to an increasing pricing pressure and falling utilisation levels. 

However, cost containment, expected cut in the variable pay/bonuses, efforts 

to convert fixed cost into variable costs, and improved offshore contribution 

might help improve the EBITDA margin beyond 2010. 

 

 

 

 

 

 

 

 

 

 

 

MphasiS Limited Hold

Key Figures (Consolidated)

Quarterly Data Q1'08      Q4'08 Q1'09    YoY% QoQ%

(Figures in Rs mn, except per share data)

Net Sales 6,183      8,947      9,777      58.1% 9.3%

EBITDA 994         2,112      2,592      160.8% 22.7%

Net Profit 567         1,830      2,100      270.3% 14.8%

Margins(%)

EBITDA 16.1% 23.6% 26.5%

NPM 9.2% 20.5% 21.5%

Per Share Data (Rs.)

EPS 2.7 8.7 10.0 271.8% 14.8%

RESULTS REVIEW

Share Data

Market Cap Rs. 38.2 bn

Price Rs. 182.95

BSE Sensex 8,343.75

Reuters MBFL.BO

Bloomberg MPHL IN

Avg. Volume (52 Week) 0.11mn

52-Week High/Low Rs. 256.00 / 119.40

Shares Outstanding 208.9 mn

Valuation Ratios (Consolidated)

Year to 31 October 2009E 2010E

EPS (Rs.) 20.9 9.6

+/- (%) 6.8% (53.9%)

PER (x) 8.8x 19.0x

EV/ Sales (x) 1.1x 1.4x

EV/ EBITDA (x) 6.0x 10.1x

Shareholding Pattern (%)

Promoters 61

FIIs 15

Institutions 5

Public & Others 19

Relative Performance
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ITO business poised for long-term growth: MphasiS's ITO segment has 

shown resilience amid a deteriorating demand scenario as its revenue grew 

more than double on a yearly basis. Besides, headcount for the business 

segment went up by 571 during the quarter. Moreover, the segment is 

moving into high-end virtualisation services with the launch of Enterprise 

Labs. Subsequently, we believe the segment may become a strong growth 

driver once the market upturns in the next 12–15 months. 

 

Valuation 

At the current market price of Rs. 182.95, the stock trades at a forward P/E 

of 8.8x for 2009E. In our view, the Company stands to gain from its strong 

brand equity and the global presence of HP, which could provide an upside 

to our forecasts and the target price (TP). We have valued the stock at Rs. 

196, using DCF valuation assuming a 13.8% WACC and a 5% terminal 

growth rate. This provides an upside of 7.3% from the current levels; thus, 

we maintain our Hold rating on the stock. 

 

Sensitivity of Our Fair Value Estimates: 

 

 

 

 

 

 

Result Highlights and Outlook 

 

Marginal improvement in billing; uncertainty remains 

The Company recently changed its reporting period from April-March to 

November-October. For the quarter ended January 2009, the Company 

reported an increase of 9.3% qoq in its net sales to Rs. 9.8 bn. This is 

largely due to the sharp depreciation in the rupee against the dollar and the 

marginal improvement in the onsite billing rate for the Application business 

(up 2.9% qoq).  

In our view, an improvement in the billing rate is a quarterly aberration, 

considering the falling demand, and the cut in IT spending across the sector. 

Besides, the Company has a high degree of dependence on its large clients 

Weak pricing power coupled with 
deteriorating demand environment 

196.37 13.0 13.5 13.8 14.0 14.5

4.0 204 192 187 182 173

4.5 210 197 191 186 177

5.0 216 203 196 191 181
5.5 224 209 202 196 185

6.0 232 216 209 202 190
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(top 10 clients contribute ~50%), which can easily pressurize its pricing. 

Moreover, the Company has a few fixed-price projects (~6%), which might 

intensify the pricing pressure. However, we believe that HP’s strong brand 

equity and global presence will help the Company during the renegotiation 

of its existing contracts. 

All said, we expect revenue to fall by 10%–12% in the next two quarters, in 

INR terms. 

 

ADM and IMS growing strongly 

The Company posted strong quarterly results for its mainstay Application 

Maintenance (AM) and Application Development (AD) businesses, up 

11.1% and 11.7% qoq, respectively, which included stable revenue 

contribution (~65% together by AD & AM). Besides, revenues from 

Infrastructure Management Services (IMS) jumped 37.6% qoq, and thereby 

improved contribution by 2% qoq to 10%. This is largely due to the 

investment made in setting up the high-end service capabilities of Enterprise 

Labs.  

 

Expected weakness in the operating performance 

Despite the weak macroeconomic environment, the Company reported 

stable operating performance during the quarter. However, we expect a 

weak operating performance from the Company in the next 4–5 quarters. 

We also expect the Company to reduce its lateral hires in the coming 

quarters, as a measure to control the salary cost per employee. Besides, the 

utilization level is expected to drop by ~2.5% in the next 6–8 quarters. 

Nonetheless, we expect the offshore contribution to increase as HP might 

increase the outsourcing of their work to MphasiS with a view to cut costs. 

 

Key Risks 

The following factors can pose a threat to our rating: 

• Prolonged slowdown in the developed economies  

• Currency fluctuations 

• More-than-expected hike in wages 

 

 

Position for the future 
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 Key Figures (Consolidated)

FY06 FY07 FY08 2008* 2009E 2010E CAGR (%)

(Figures in Rs mn, except per share data) (2008-10E)

Net Sales 9,401   17,607 24,231 29,774 33,322 26,794 (5.1%)

EBITDA 1,981 3,061 4,194 5,658 6,235 3,677 (19.4%)

Net Profit 1,499 1,802 2,553 4,107 4,386 2,024 (29.8%)

Margins (%)

EBITDA 21.1% 17.4% 17.3% 19.0% 18.7% 13.7%

NPM 15.9% 10.2% 10.5% 13.8% 13.2% 7.6%

Per Share Data (Rs.)

EPS 9.3 8.6 12.2 19.6 20.9 9.6 (29.8%)

PER (x) 22.5x 32.8x 16.4x 7.8x 8.8x 19.0x

*The Company has changed its reporting period to Nov-Oct in 2008. Earlier it was following fiscal

year as its reporting period. We have calendarised the financials to arrive at 2008 nos.
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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. 
 

 


