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« Mphasis 2Q beats expectations; revenue up 13.2%, profits up 29.2% : Mphasis reported revenue of Rs6b,
up 13.2%QoQ, higher than our expectation of Rs5.6b. Software services and ITO business grew 15.2% and 17.1%
QoQ respectively. BPO grew slower at 5.6% QoQ. EBITDA margin declined 50bp on lower utilization rates and
higher than expected rupee appreciation. Other income was negative Rs15m v/s estimate of positive Rs10m. Net
profit grew up 29.2% to Rs645m v/s our estimate of 25.7%.

= US$1b order book to feed revenue growth post December 2007: Revenue from EDS continues to ramp up
strongly, with over 49% revenue contribution (including EDS India), up from 45% in 1QFY 08. The outstanding order
book stands at over US$1b for a period of five years. We expected continued deal flows to boost volume growth over
the next few quarters. The management expects strong ramp ups in volume growth post the October-December
budgeting season.

= Employee costs to remain high, expect marginal relief in FY08: The company is ramping up resources in order
to service deals starting from January 2008, which would also keep utilization rates subdued in 2HFY 08. We expect
increasing employee costs and rupee appreciation to kegp margins range bound over FY08-FY 09. We have reduced
our margin estimates for FY 08 and FY 09 by 30bp and 60bp respectively to reflect theincreased pressure on margins.

« Outlook and view: Following strong revenue traction in 2QFY 08 and management indications of continued volume
growth momentum, we have upgraded our EPS estimates by 3.8% and 5.7% to Rs12.9 and Rs16 for FY08 and FY 09
respectively. The stock trades at a P/E of 23.3x FY08E and 18.8x FYOQ9E. Maintain Buy.

QUARTERLY PERFORMANCE (Rs Million)
Y/E MARCH FYO7 FY08* FYO7 FYO8E
1Q 2Q 3Q 4Q 1Q 2Q 3QE 4QE
Revenues 2,607 2919 3,060 3,373 5316 6,017 6,378 6,697 11,958 24,408
Q-0-Q Change (%) 41 12.0 438 10.2 57.6 13.2 6.0 5.0 27.2 104.1
Direct Expenses 1,858 1,935 1,982 2,179 3,713 4,290 4,528 4,738 7,954 17,269
Sales, General & Admin. Expenses 434 499 489 547 626 648 684 712 1,969 2,670
Operating Profit 315 485 588 647 978 1,079 1,165 1,247 2,035 4,469
Margins (%) 12.1 16.6 19.2 19.2 18.4 17.9 18.3 18.6 17.0 18.3
Other Income 42 -56 -50 -6 -147 -15 10 10 -69 -141
Depreciation 150 157 161 163 305 340 364 382 631 1,390
PBT bef. Extra-ordinary 207 273 378 478 526 724 812 875 1,335 2,936
Provision for Tax 55 39 20 22 13 61 81 88 136 242
Rate (%) 26.7 14.2 5.3 4.6 24 8.4 10.0 10.0 10.2 8.3
PAT bef. Extra-ordinary 152 234 358 456 513 663 730 788 1,199 2,694
Q-0-Q Change (%) -56.8 54.0 52.9 27.4 12.7 29.2 10.1 7.8 -20.0 124.7

E: MOSt Estimates; *Consolidated with EDS (1)
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Mphasis 2Q beats expectations; revenue up
13.2%, profits up 29.2%

M phasis reported revenue of Rs6b, up 13.2%QoQ, higher
than our expectation of Rs5.6b. This was on account of
strong growth in software servicesand | TO business, which
were up 15.2% and 17.1% QoQ respectively. BPO grew
slower at 5.6% QoQ. Whilebilling ratesremained flat during
the quarter, blended price realizations were up 3% QoQ on
account of better service mix.

EBITDA margin declined 50bp v/s our estimate of flat
margins. Thiswas dueto lower utilization rates on account
of greater fresher recruitment during the quarter and 40bp
impact of rupee appreciation (lowered gross margins by
145bp). SG& A leverage helped neutralize some impact on
the margins, with a positive impact of 120bp during the
quarter.

Other income was negative at Rs15m v/s estimate of
positive Rs10m. However, tax rate was lower at 8.4%,
which boosted net profit to Rs645m, up 29.2% v/s our
estimate of 25.7%.

USUS$1b order book to feed revenue growth
post December 2007

Revenue from EDS continues to ramp up strongly, with
over 49% revenue contribution (including EDS India), up
from 45% in 1QFY08. Mphasis is the leading partner for
several application deals, wherein it has better positioning,
which is expected to add growth in the applications space.
In the ITO space, the management plans to leverage EDS’
strong presence for larger outsourcing deals. The
outstanding order book stands at over USUS$1b for a
period of five years. We expected continued deal flows to
add to the large outstanding order book, as well as boost
volume growth over the next few quarters. The
management expects strong ramp ups in volume growth
post the October-December budgeting season.

MphasiS

Strong employee ramp up to continue

We had earlier remarked that the company’s plansto recruit
around 8,000-10,000 (net) employees in CY 07 would tax
itsrecruitment resources significantly. The management has
started investing in creating training infrastructure, and has
already hired close to 1,900 freshers as part of its
recruitment for the year. Management expects to recruit
10,000-11,000 employees in CY08, of which 3,500 are
expected to be freshers. Any ramp ups higher than 10,000
employees in CY2008 could result in an upside to our
estimates.

Employee costs to remain high, expect marginal
relief in FY08

Employee costs have been rising every quarter with average
addition of around 800 employees (net) per month. While
the company has put in a fresher training programme and
has started hiring increased number of freshers (1,900 in
FY08; 3,500 planned in FY09), we expect this to reduce
utilization rates over the near term. Additionally, the
company is ramping up resources in order to service deals
starting from January 2008, which would also keep utilization
rates subdued in 2HFY08. While SG&A leverage would
help improve EBITDA margins over 2HFY 08, we expect
increasing employee costs and rupee appreciation to keep
margins range bound over FY08-FY 09. We have reduced
our margin estimatesfor FY 08 and FY 09 by 30bp and 60bp
respectively to reflect the increased pressure on margins.

Outlook and view

Following strong revenue traction in 2QFY08 and
management indications of continued volume growth
momentum, we have upgraded our EPS estimates by 3.8%
and 5.7% to Rs12.9 and Rs16 for FY08 and FY09
respectively. The stock trades at a P/E of 23.3x FY08E
and 18.8x FYO9E. Maintain Buy.
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MphasiS BFL: an investment profile

Company description

MphasiS BFL is one of the Top 20 integrated software
services vendors employing more than 24,000 people,
catering to more than 350 clients. It is one of the largest
BPO/IT services vendors in India. It is mainly focused on
the banking, financial services and insurance segments.
Some of itslargeclientsinclude Citibank, JP Morgan Chase
and FedEx.

Key investment arguments

= Most preferred Tier-2 vendor in the BFSI segment.

« EDS parentage to help Mphasis enter the big leaguein
terms of client wins and larger contract sizes.

Key investment risks

« [Faces intense competition in the BFSI segment from
thetop 6 playersin the industry.

« Lack of differentiation would keep pricing under
pressure.

COMPARATIVE VALUATIONS

MphasiS

Recent developments

= EDS Indiato be merged with Mphasis with effect from
July 2007 pending court approval.

« Named on the International Association of Outsourcing
Professionals (IAOP) 2006 Global Outsourcing 100 List.

Valuation and view

= We expect revenue CAGR of 61.1% and net profit
CAGR of 67.1% (incl EDS (India)) over FYO7-FY O9E.

« Vauationsat 18.8x FY 09E (consolidated) earnings offer
room for upside.

& Maintain Buy.

Sector view

« Various ClIO surveys indicate increasing share of
offshorespendingin I T budgets. However, CY 08 could
be cautious due to perceived slowdown in the US
€conomy.

= Sharp rupee appreciation continues to be cause for
concern over the near term.

= We prefer large companies, as they are better placed
to contain margin erosion due to rising rupee; niche
players are likely to benefit due to lack of offshore
competition.

EPS: MOST FORECAST VS CONSENSUS (RS)

MPHASIS* HEXAWARE 1-FLEX
P/E (X) FYOSE 23.3 13.7 50.1
FYO9E 18.8 11.0 39.1
P/BV (X) FYO8E 5.5 2.9 8.2
FYO9E 4.6 2.4 6.9
EV/Sales (x) FYO8E 2.5 3.0 7.7
FYO9E 1.8 3.0 6.2
EV/EBITDA (x) FYO8E 13.5 1.6 37.4
FYO9E 10.3 1.2 29.2
* Standalone
SHAREHOLDING PATTERN (%)
SEP-07 JUN-07 SEP-06
Promoter 60.9 50.5 51.2
Domestic Inst 9.0 114 7.4
Foreign 9.6 11.6 13.1
Others 20.5 26.5 28.3

MOST CONSENSUS VARIATION
FORECAST FORECAST (%)
FYO08 12.9 12.8 1.2
FYO09 16.0 17.0 -5.3
TARGET PRICE AND RECOMMENDATION
CURRENT TARGET UPSIDE RECO.
PRICE (RS) PRICE (RS) (%)
301 330 9.5 Buy

STOCK PERFORMANCE (1 YEAR)

— Mphasis (Rs) - LHS Rel. to Sensex (%) - RHS

360 40
320 20
280 Yo
240 v, Y ; -20
200 -40
Oct-06 Jan-07 May-07 Jul-07 Oct-07

30 October 2007



MoTiLAL OSWAL MphasiS
INCOME STATEMENT (Rs Million) RATIOS

Y/E MARCH 2005 2006  2007E 2008E 2009E Y/E MARCH 2005 2006  2007E 2008E 2009E
Revenues 7,656 9,401 11,958 24,408 31,044 Basic (Rs)

Change (%) 319 228 27.2 104.1 27.2 EPS 8.2 9.3 7.3 2.9 16.0
Cost Of Goods Sold 4,956 6,043 7954 [T269 22181 CashEPS 0.4 25 12 196 245
SG&A Expenses 1290 1378 1969 2,670 3330  Book Value 9.0 24.9 29.8 55.0 66.2

DPS 15 3.0 22 35 43
EBITDA 1,410 1,981 2,035 4,469 5,534 Payout %(Incl.Div. Taxes) 9.0 322 30.0 27.0 27.0

% of Net Sales B4 211 7.0 B3 17.8

Depreciation 396 518 631 1390 1770 Valuation (x)
Interest a1 7 57 0 o PIE 324 412 233 188
Other Income 72 77 -6 41 40  CashP/E 241210 B4 23
EV/EBITDA 24.0 23.7 B5 03
PBT 1127 1557 1335 2,937 3,805  Cv/Sales 51 40 25 18
Tax A 58 86 242 456 Price/Book Value 2.1 0.1 55 4.6
Rate (%) D4 a7 0.2 8.2 20 Dividend Yield (%) 10 0.7 12 14
Profitability Ratios (%)
PAT 1244 1,499 1199 2,695 3,349 RoE 30.4 43.8 27.4 332 26.6
Extra-ordinary items 0 0 0 0 % Roce 333 45.0 30.3 36.0 30.1
Net Income 1,244 1,499 1199 2,695 3,349
Change (%) 26.2 20.4 -20.0 4.8 24.3 Turnover Ratios
Debtors (Days) 87 80 81 102 86
BALANCE SHEET (Rs Million) Asset Turnover (x) 3.0 3.0 3.2 3.4 3.9
Y/E MARCH 2005 2006  2007E 2008E 2009E
Share Capital 786 161 1641 2,086 2,086  Leverage Ratio
Share Premium 2,464 1165 1476 1530 1,530 Debt/Equity Ratio(x) 0.0 0.0 0.0 0.0 0.0
Reserves -344 1154 1700 7,794  D0,B4
Net Worth 2,906 3,929 4,816 11,410 13,750  CASH FLOW STATEMENT (Rs Million)
M inority Interest 0 0 0 0 o Y/E MARCH 2005 2006  2007E 2008E 2009E
Loans 26 37 28 26 41  CFfrom Operations 1640 2,07 1534 4,083 5,13
Capital Employed 2,953 3,966 4,844 11,456 13,792  CashforWkg. Capital -665 723 581 -833 -39
Net Operating CF 2,305 1294 954 4,916 5,152
Gross Block 2,557 3,43 3,703 7,203 8,053
Less : Depreciation 1455 1802 2,381 3771 5541 NetPurchaseof FA 543 -605 688 -3458 -800
Net Block 1102 1341 1322 3.431 2,512 Net Purchase of Invest. -3,568 3R 0 0 0
cwip 9% " 242 200 o et Cashfrominvest. -4,110 -293 -688  -3,458 -800
Proceeds from Pvt. placeme 1651 -475 341 500 0
Curr. Assets 3,747 3,918 5,065 12,173 16,464 broceeds from LTB/STE N o . B s
Debtors 1835 200 2057 6839 7,280 Dividend Payments -236 -483 -360 728 -904
Cash & Bank Balance 955 989 1228 2,475 5,920 Net CF from Financing 1434 968 97 210 908
Loans & Advances 806 71 1055 2,606 2,981
Other Current Assets 52 169 ©6 253 283 Liee Cash Flow 1762 689 3B 2,670 4,452
Current Liab. & Prov 1,992 1407 1,785 4,349 5,335 Net Cash Flow 371 34 239 1,248 3,444
Sundry Liabilities 1602 767 1078 2,820 3,008
Provisions 390 640 707 1529 2,237 Opening Cash Balance 1,326 955 988 1,227 2,475
Net Current Assets 1,755 2,511 3,280 7,824 11,129 Add: Net Cash 371 34 239 1248 3,444
Application of Funds 2,953 3,966 4,844 11456 13,793 Closing Cash Balance 955 988 1227 2,475 5,919

E: MOSt Estimates; Standalone

30 October 2007



MoTiLAL OSWAL MphasiS

NOTES
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Motilal Oswal SecuritiesLtd, 3rd Floor, Hoechst House, Nariman Point, Mumbai 400 021

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The 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 such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement MphasiS
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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