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Market Cap Rs4.5bn/US$93mn  Year to March FY08 FY09E FY10E FY11E
Reuters/Bloomberg ADIS.BO/ALDS IN  Revenue (Rs mn) 2,973  6,137 8,072 9,843 
Shares Outstanding (mn) 18.04  Net Income (Rs mn) 429  1,017 1,388 1,645 
52-week Range (Rs) 1078/241  EPS (Rs) 24.8  56.4 77.0 91.2 
Free Float (%) 36.3  % Chg YoY 38.3  127.0 36.5 18.5 
FII (%) 10.2  P/E (x) 10.1  4.4 3.2 2.7 
Daily Volume (US$'000) 180  CEPS (Rs) 27.4  60.5 82.5 98.0 
Absolute Return 3m (%) (66.3)  EV/E (x) 6.3  3.1 2.2 1.7 
Absolute Return 12m (%) (49.2)  Dividend Yield (%) 0.5  0.5 0.5 0.5 
Sensex Return 3m (%) (32.6)  RoCE (%) 34.1  34.8 29.3 26.4 
Sensex Return 12m (%) (52.4)  RoE (%) 35.8  40.1 35.0 30.4 

 

Allied Digital Services BUY
 Maintained
Better bet Rs250
Reason for report: Management meet and earnings revision 
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Technology 

Earnings revisions 
(%) FY09E FY10E FY11E 
Sales ↓  2.4 ↓  13.7 ↓  21.6 
EBITDA ↓  7.0 ↓  18.2 ↓  24.7 
EPS ↓  0.2 ↓  13.1 ↓  25.2 

Shareholding pattern 

 
Mar 
‘08 

Jun 
‘08 

Sep 
‘08 

Promoters 64.8 64.6 63.7 
Institutional  
investors 22.0 21.8 23.0 
  MFs and UTI 11.9 11.9 12.8 
  Insurance Cos. 0.0 0.0 0.0 
  FIIs 10.1 9.9 10.2 
Others 13.2 13.6 13.3 

Source: www.nseindia.com 
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INDIA 

Key takeaways from our management meet with Allied Digital Services (ADSL)
are: i) the company has not been significantly affected by the slowdown till date,
except the complete freeze of capex IT budget by most Indian private sector 
banks (but significant opportunities available in PSU banks), ii) consolidation of
clients creating new opportunities in migration and integration – ADSL has been 
positively impacted by mergers/acquisitions of Nomura-Lehman, DSPML-
Blackrock & Kingfisher-Deccan, iii) increased opportunities in maintenance-
system integration (SI) as clients prefer to extend current infrastructure rather
than replacement, iv) increased traction in healthcare, ITES, airline for network 
operating centre (NOC)/security operating centre (SOC) offerings with significant 
deal wins in the past three months adding to the strong pipeline, v) improving 
revenue visibility from the recently acquired EnPointe (visibility increased to
US$57mn from US$40mn at the time of acquisition) and vi) ADSL expects overall 
margins to improve 100-150bps per annum as the business mix changes in favour 
of RIMS offerings. We maintain BUY with revised price target of Rs525/share. 

 IMS & RIMS – Key growth drivers. ADSL is witnessing good traction in its IMS and 
RIMS offerings and has added many new clients recently. Mandatory compliance
requirement and significant cost savings in an uncertain environment are the prime
reasons for this healthy growth. New NOC/SOC facility is expected to be operational
by Q4FY09, by when (March ’09) ADSL expects to manage +4,000 devices (upside
risk to our FY09E & FY10E estimates of 2,100 & 3,900 devices respectively). 

 Better margins from EnPointe The management expects EnPointe’s FY10E 
EBITDA margin to improve from the current 10% to 20% (I-Sec 15%) via increased 
offshoring (over 60% of clients have agreed to offshoring).  

 Maintain BUY; we lower our price target to Rs525. Factoring in the expected
slower growth in project-based SI business, we have reduced our FY10E revenue 
and EPS estimates 13.7% and 13.1% respectively. Our revised target price is Rs525
at which the stock will trade at FY10E P/E of 6.8x and EV/EBITDA of 4x (Table 4).
With strong earnings visibility (EPS CAGR of 54% over FY08-11E), changing 
business mix and improving margins, FY10E P/E of 3.2x and EV/EBITDA of 2.2x are
attractive. Maintain BUY. 
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Q2FY09 results as expected 
ADSL’s standalone Q2FY09 revenues grew 14.8% QoQ to Rs1.03bn, in line with our 
expectations, backed by 15.4% growth in solutions and 13.2% surge in services. 
Revenues stood at Rs1.48bn, including the recent acquisition of EnPointe Global 
Services (only 80.5% consolidated on a pro-rata basis) effective July 10, ’08. EnPointe 
reported EBITDA margins of 10.2%, resulting into consolidated EBITDA margin 
declining 560bps QoQ to 18.8%. With higher other income (including Rs15mn forex 
gain) and lower taxes (16.7% of PBT versus 26.7% in Q1FY09), consolidated PAT 
grew 53% QoQ to Rs241mn (I-Sec Rs220mn). 

Table 1: Earnings revision 
(Rs mn) 

  FY09E FY10E FY11E 
  New Old % chg New Old % chg New Old % chg 

Revenues 6,137 6,290 (2.4) 8,072 9,356 (13.7) 9,843 12,550 (21.6) 
EBIDTA 1,374 1,478 (7.0) 1,954 2,389 (18.2) 2,530 3,361 (24.7) 
EPS (Rs) 56.4 56.5 (0.2) 77.0 88.6 (13.1) 91.2 121.9 (25.2) 

Source: I-Sec Research 
 

Table 2: Revenue CAGR at 27% over FY09E-11E 
(Rs mn, year ending March 31) 

 FY08 FY09E FY10E FY11E 
Revenues      
Solutions  2,343 3,234  3,861 4,593 
 - Enterprise Solutions 2,013 2,727  3,190 3,737 
 - Integrated Solutions 330 507  671 856 
Services 630 1,493  2,266 3,170 
 -T-BPO + IMS 496 682  899 1,146 
 -NOC + SOC  134 811  1,368 2,024 
Digicomp - 163  202 244 
EnPointe - 1,247  1,742 1,835 
Total  2,973 6,137  8,072 9,843 
Growth Rate (%)     
Solutions  88.5 38.0  19.4 19.0 
- Enterprise Solutions 80.0 35.5  17.0 17.1 
- Integrated Solutions 165.0 53.6  32.4 27.6 
Services 100.9 137.1  51.9 39.9 
- T-BPO + IMS 58.2 37.5  31.8 27.6 
- NOC + SOC  - 506.2  68.7 47.9 
Digicomp - - 23.8 20.9 
EnPointe - - 39.8 5.3 
Total  91.0 106.4  31.5 21.9 
Revenue breakup (%)     
Solutions  78.8 52.7  47.8 46.7 
- Enterprise Solutions 67.7 44.4  39.5 38.0 
- Integrated Solutions 11.1 8.3  8.3 8.7 
Services 21.2 24.3  28.1 32.2 
- T-BPO + IMS 16.7 11.1  11.1 11.6 
- NOC + SOC  4.5 13.2  16.9 20.6 
Digicomp 0.0 2.7  2.5 2.5 
EnPointe 0.0 20.3  21.6 18.6 
Total  100.0 100.0  100.0 100.0 

Source: Company, I-Sec Research 
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Table 3: EBITDA CAGR at 36% through FY09E-11E 
 FY08 FY09E FY10E FY11E 
EBITDA (Rs mn)     
Solutions  349 465  550 656 
TBPO + IMS + Digicomp 228 353  455 547 
NOC + SOC  78 406  686 992 
EnPointe 0 150  262 336 
Total 655 1,374  1,954 2,530 
EBITDA (%)     
Solutions  14.9 14.4  14.3 14.3 
TBPO + IMS + Digicomp 46.1 41.7  41.4 39.3 
NOC + SOC  58.1 50.1  50.2 49.0 
EnPointe - 12.1  15.0 18.3 
Total 22.1 22.4  24.2 25.7 

Source: Company, I-Sec Research 
 

Table 4: Valuations based on FY10E EV/EBITDA 
(Rs mn) 

Business Segments   EBITDA % of 
EBITDA 

Old target 
multiple 

New target 
multiple 

EV % to EV 

Enterprise Solutions  550 28 5 3  1,513 19 
TPO + IMS + Digicomp 455 23 7 4  1,752 22 
NOC + SOC  686 35 10 6  3,775 48 
EnPointe 262 13 6 3  865 11 
Total EV 1,954 100 7.4 4.0  7,905 100 
Add Cash      2,371  
Less Debt      814  
Equity Value          9,462   
No. of Shares outstanding (mn)     18.04  
Per Share Value (Rs)          525   

Source: Company, I-Sec Research  
 
Maintain BUY; we lower our price target to Rs525/share 
Factoring in the expected slower growth in project-based SI business, we have 
reduced our FY10E revenue and EPS estimates 13.7% and 13.1% respectively. Our 
revised target price is Rs525 at which the stock will trade at FY10E P/E of 6.8x and 
EV/EBITDA of 4x (Table 4). With strong earnings visibility (EPS CAGR of 54% over 
FY08-11E), changing business mix and improving margins, FY10E P/E of 3.2x and 
EV/EBITDA of 2.2x are attractive. Maintain BUY. 
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Financial Summary 
Table 5: Profit and Loss Statement 
(Rs mn, year ending March 31) 

 FY08 FY09E FY10E FY11E
Operating Income (Sales) 2,973 6,137 8,072 9,843 
  of which Solutions  2,343 3,234 3,861 4,593 
  of which Others 630 2,903 4,211 5,250 
Operating Expenses 2,310 4,763 6,118 7,313 
EBITDA 662 1,374 1,954 2,530 
  % margins 22.3 22.4 24.2 25.7 
Depreciation & Amortisation 33 61 81 98 
Gross Interest expense 14 40 52 58 
Other Income 30 53 68 93 
Recurring PBT 646 1,325 1,889 2,466 
Less: Taxes 217 278 453 765 
Less: Minority Interest 0 30 47 57 
Net Income (Reported) 429 1,017 1,388 1,645 
Recurring Net Income 429 1,017 1,388 1,645 
Source: Company data, I-Sec Research 
 

Table 6: Balance Sheet 
(Rs mn, year ending March 31) 
 FY08 FY09E FY10E FY11E
Assets         
Total Current Assets 1,666 3,392 5,171 7,443 
  of which cash & deposits 414 1,062 2,071 3,538 
Total Current Liabilities & 
Provisions 553 1,019 1,580 2,420 
Net Current Assets 1,114 2,373 3,592 5,023 
Investments 501 351 301 251 
Strategic/Group 1 1 1 1 
Other Marketable 500 350 300 250 
Net Fixed Assets 234 1,505 1,774 2,076 
 Intangibles 0 920 920 920 
Capital Work-in-Progress 57 72 87 102 
Total Assets 1,906 4,301 5,754 7,452 
of which cash and equivalents 914 1,412 2,371 3,788 
          
Liabilities         
Borrowings 80 784 814 834 
Deferred Tax Liability 12 25 44 69 
Minority Interest 0 80 117 147 
Equity Share Capital 173 180 180 180 
  Face Value per share (Rs) 10 10 10 10 
Reserves & Surplus* 1,642 3,232 4,599 6,222 
Net Worth 1,814 3,412 4,779 6,403 
Total Liabilities 1,906 4,301 5,754 7,452 
*excluding revaluation reserves  
Source: Company data, I-Sec Research  
 

Table 9: Quarterly trends 
(Rs mn, year ending March 31) 
  Dec-07 Mar-08 Jun-08 Sep-08
Net sales 793 820 911 1,489
% growth (YoY) 83.2 69.5 39.9 110.3
EBITDA 163 201 223 281
Margin (%) 20.6 24.6 24.5 18.8
Other income 16 9 6 31
Net profit 121 124 158 241
Source: Company data, I-Sec Research  

 

Table 7: Cash Flow Statement 
(Rs mn, year ending March 31) 

 FY08 FY09E FY10E FY11E
Operating Cash flow before 
Working Capital changes 

662 1,374 1,954 2,530 

Working Capital Inflow / (Outflow) (264) (846) (523) (456)
Taxes Paid (137) (60) (169) (305)
Operating Free Cash flows  262 468 1,262 1,769 
Capex (220) (1,347) (365) (415)
Changes in Traded Investments (473) 150 50 50 
Interest income 30 53 68 93 
Interest Paid  (14) (40) (52) (58)
Issue of Share Capital/Dividend paid 799 581 (21) (21)
Process from Borrowings 0 784 67 49 
Increase/(Decrease) in Cash  385 648 1,009 1,467 
Source: Company data, I-Sec Research 
 
Table 8: Key Ratios 
(Year ending March 31) 

 FY08 FY09E FY10E FY11E
Per Share Data (Rs)         
EPS(Basic Recurring) 24.8 56.4 77.0 91.2 
Diluted Recurring EPS 24.8 56.4 77.0 91.2 
Recurring Cash EPS  27.4 60.5 82.5 98.0 
Dividend per share (DPS) 1.2 1.2 1.2 1.2 
Book Value per share (BV) 104.9 189.2 265.0 355.0 
          
Growth Ratios (%)         
Operating Income 91.0 106.4 31.5 21.9 
EBITDA  102.9 107.5 42.2 29.5 
Recurring Net Income 87.3 143.8 37.1 18.6 
Diluted Recurring EPS 38.3 127.0 36.5 18.5 
Diluted Recurring CEPS 50.7 120.7 36.3 18.8 
          
Valuation Ratios (x)         
P/E 10.1 4.4 3.2 2.7 
P/CEPS 9.1 4.1 3.0 2.6 
P/BV 2.4 1.3 0.9 0.7 
EV / EBITDA 6.3 3.1 2.2 1.7 
EV / Operating Income 1.4 0.7 0.5 0.4 
EV / Operating FCF (Post-Capex) NA 17.2 NA 3.7 
          
Operating Ratio         
Direct operating exps / Sales (%) 67.2 57.1 54.1 51.7 
SG&A/Sales (%) 3.1 5.8 6.1 6.1 
Other Income / PBT (%) 4.7 4.0 3.6 3.8 
Effective Tax Rate (%) 33.5 21.0 24.0 31.0 
NWC / Total Assets (%) 58.4 55.2 62.4 67.4 
Asset Turnover (x) 12.7 4.1 4.5 4.7 
Receivables (days) 110.0 105.0 103.0 100.0 
Payables (days) 30.0 30.0 30.0 30.0 
D/E Ratio (x) 0.0 0.2 0.2 0.1 
          
Return/Profitability Ratio (%)         
Recurring Net Income Margins  14.4 16.6 17.2 16.7 
RoCE  34.1 34.8 29.3 26.4 
RoNW  35.8 40.1 35.0 30.4 
Dividend Payout Ratio  4.7 2.1 1.5 1.3 
Dividend Yield  0.5 0.5 0.5 0.5 
EBITDA Margins  22.3 22.4 24.2 25.7 
Source: Company data, I-Sec Research 
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We /I, Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA analysts and the authors of this report, hereby certify that all of the views expressed in this 
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, 
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might 
not be an associated person of the ICICI Securities Inc. 

Disclosures: 
ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing 
group.  We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India.  We and our affiliates have 
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department.  Our research 
professionals provide important input into our investment banking and other business selection processes.  ICICI Securities generally prohibits its analysts, persons 
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts 
cover. 
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained 
herein is strictly confidential and meant 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 prior written consent of ICICI Securities. While we would endeavour to update the information 
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no 
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or 
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances. 
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its 
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document 
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all 
customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report 
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. 
The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their 
own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any 
recipient. The recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign 
exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past 
performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are 
not predictions and may be subject to change without notice.    
ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and 
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for 
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and 
affiliates expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research 
report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed 
that Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA research analysts and the authors of this report have not received any compensation from the 
companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which 
include earnings from Investment Banking and other business.  
ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month 
preceding the publication of the research report.   
It is confirmed that Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA research analysts and the authors of this report or any of their family members 
does not serve as an officer, director or advisory board member of the companies mentioned in the report. 
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities 
and affiliates may act upon or make use of information contained in the report prior to the publication thereof. 
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 ICICI Securities and affiliates 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 document may come are required to inform themselves of and to observe such restriction.  
This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. 

 


