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Rating BUY 

Price Rs179 

Target Price Rs250 

Implied Upside  39.7% 

Sensex  20,688 

(Prices as on October 13, 2010) 

 

Trading data 

Market Cap. (Rs bn) 17.9 

Shares o/s (m) 100.0 

3M Avg. Daily value (Rs m) 223.5 

 

 

Major shareholders 

Promoters  29.06% 

Foreign  13.38% 

Domestic Inst. 17.85% 

Public & Other  39.71% 

 

 

Stock Performance 

(%) 1M 6M 12M 

Absolute 0.6 1.1 22.5 

Relative  (7.1) (30.0) (20.4) 

 

 

Price Performance (RIC: POLS.BO, BB: POL IN) 

 

Source: Bloomberg 
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We initiate coverage on Polaris with a “BUY” rating and a target price of Rs250, offering 40% 

upside potential. We expect the demand environment in services business to witness 
improvement and forecast an acceleration in the licenses sales. As the recovery takes hold, 

the market should look at Polaris as more of a mature product/services company catering to 
BFSI. We expect an accelerated revenue growth, with margins in mid-teens. 

 Polaris 20%+ earnings growth outlook, stronger than peers: We believe management’s 

targets of 20%+ YoY looks well achievable for a cyclically recovering asset, along with 

maintenance cashflows. Given the sticky installed base, Polaris looks like a durable 
business. We believe that as banks move towards packaged software, unique positioning 
of Polaris’ Intellect (tier 2-4 banks) would drive 35% YoY growth for licenses sales. 

 Growth driven by Intellect would drive margins to mid teens: We believe Polaris’ 

Intellect platform is well positioned to take advantage of the buoyancy in BFSI demand. 
Growth in licenses sales will provide the much needed non-linearity to the revenue and 
operating leverage. Our checks indicate that Polaris’ platform is on a solid footing after 

two years of investment. As recurring revenue picks up along with maintenance and 
licenses sales, we see EBITDA margins rising to mid teens (PLe FY11: 14.6%, FY12: 14.7%). 

 Services business to grow in-line with industry average:  Focus on IP led growth didn’t 

decelerate other businesses (ADM (~57%), Testing Services (~15%), Consulting (5%)). We 

expect BFSI’s services business to act as referral for the product business and also an 
opportunity for Polaris to provide end-to-end IT services. We expect new business to be 
driven by product, whereas the increasing wallet-share from existing clients would help 

drive growth for services business at a CAGR of ~13% over the next 3 years. 

 Valuation: Services and IP business look undervalued— Polaris’ product business is a 

late-cyclical business, which is turning due to increased regulation from Central banks. 
Combined with operating leverage, we expect Polaris to be able to grow its earnings by 
20%+ organically in FY11 and FY12. At 8.4x FY11E EPS, we view Polaris as ‘Undervalued’. 

 

  
Key financials (Y/e March)   2009 2010 2011E 2012E 

Revenues (Rs m) 13,779 13,405 15,343 18,352 

     Growth (%) 25.3 (2.7) 14.5 19.6 

EBITDA (Rs m) 2,335 2,087 2,244 2,691 

PAT (Rs m) 1,298 1,528 2,107 2,403 

EPS (Rs) 13.2 15.4 21.3 24.3 

     Growth (%) 77.5 17.4 37.8 14.1 

Net DPS (Rs) 3.5 3.5 3.5 3.5 

Source: Company Data; PL Research 

 

Profitability & Valuation   2009 2010 2011E 2012E 

EBITDA margin (%) 16.9 15.6 14.6 14.7 

RoE (%) 18.2 18.6 21.9 20.9 

RoCE (%) 18.2 18.6 21.9 20.9 

EV / sales (x) 1.2 1.2 1.0 0.8 

EV / EBITDA (x) 7.1 7.9 6.8 5.2 

PE (x) 13.6 11.6 8.4 7.4 

P / BV (x) 2.3 2.0 1.7 1.4 

Net dividend yield (%) 2.0 2.0 2.0 2.0 

Source: Company Data; PL Research 
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Investment Highlights 

With 21% of revenues coming from Intellect, which is growing faster than the 

company average, Polaris is the leading supplier of software to BFSI customers 

worldwide. Based on the company’s local and global service-focused approach in the 

entry-level/lower-end, mid-market SME segment, a very strong market position in 

several geographies and its large SME customer base, we believe Polaris has an 

overall strong position. Due to strong referral from some of the largest banks in the 

world, Polaris’ product caters to the wide needs of Banking, financial services and 

insurance sectors. 

Our recommendation reflects an improved demand due to two factors: On the 

stronger side, we believe that Polaris’ product Intellect should perform well during a 

current macro environment due to lower cost componentization of products. It is 

clear that the risk of US macro impacting software demand has decreased materially 

over the last four quarters. Our target price is in line with the industry. This is 

notably still above the current stock price and top quartile of analyst’s 

recommendation. We initiate coverage with “BUY” recommendation. 

Why packaged software and more offshoring by BFSI sector? 

 

Source: PL Research 
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Banking on BFSI Spend 

We believe that Polaris stands to gain from banks moving from in-house custom core 

banking solutions to external packaged software – as has happened in other sectors. 

We believe that the trend is already visible in the growth of core-banking licenses 

sold in 2007-10.  

Polaris bucked the trend by delivering strong growth in licenses sales even during the 

financial crisis, and we expect it to accelerate, fuelled by increasing regulation and 

margin pressure on the banks themselves. 

IT spend led by BFSI vertical  

We believe that IT spend would focus on implementing and maintaining core 

banking solutions, specially by public sector banks and tier 2-4 banks, increased 

adoption of mobile/net banking, solutions to reduce transaction costs and 

compliance with various regulatory requirements. In case of the Insurance sector, IT 

deployments are expected in areas of claims management, policy administration, 

underwriting and sales/CRM, premium payment/renewals, etc. 

TPI TCV ($bn) – BFSI IT Spend continues to rule 
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Source: TPI, PL Research 

We believe that overall IT spends will continue to be driven by a revival in BFSI sector 

in Europe and North America, along with increased adoption in emerging markets 

such as APAC and India. BFSI sector retained its previous spend levels in absolute 

terms after suffering marginal decline in FY08-09. 

BFSI vertical is the primary spenders of IT accounting for a ~20% of overall IT 

spending (including both IT Services and Software Products). Since, global banking 

and financial institutions deal with huge volume of transactions, speed and accuracy 

is crucial and the software should be able to meet those requirements. There is an 
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increasing replacement demand of legacy systems in the global markets driven by 

competition, increasingly complex compliance requirements of new standards the 

demand of customers. BFSI is becoming extremely dynamic, with disruptive 

innovations changing the face of how the industry functions. We continue to believe 

that BFSI would be the leading IT spending growth. 

BFSI would continue to command lion’s share of IT expense across vertical 
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Source: IDC, PL Research 

The core banking market, although mature, throws significant percentage of banks 

having replaced their legacy systems with more efficient and flexible core banking 

systems. 

The demand in core banking across the geography is growing due increased demand 

of customer-centric services, adoption of multi-channel technologies and 

replacement of legacy systems. We expect markets to grow stronger more so for 

Emerging market like Asia Pacific and Latin America. 

Core Banking market Size – Market growth across the geography 
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Source: Celent, PL Research (numbers is in US$ bn) 
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Enterprise spending by banks fueled by regulation & margin pressure 

BFSi combined contributes about a quarter of overall IT spends on the enterprise 

software. Most of the software spends done by banking and financial institutions are 

on to maintain/build IT system/software. We believe that tier-1 banks are more 

reluctant to adopt externally developed software packages, due to higher 

investment in mainframe systems during 1970s and 1980s. However, smaller banks 

and banks in developing economy are early adopter of packaged software as they 

don’t have any legacy challenges. 

Enterprise IT Spend by verticals 
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Source: Gartner, PL Research 

Spend on software by banks  

Internal 

Development

81%

External Vendors
19%

 

Source: Temenos, Company Data 

We continue to believe that IT spends as a percent of revenue would continue to be 

high for BFSI industry due to its high dependence on legacy system. However, with 

pressure on margins, we believe that the companies would reduce their dependence 

on legacy system which fuels high operational cost. We believe that the companies 

will migrate towards operational expense model compared to capital expenditure. 
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Shift from internal development to external vendors 

US$ m 2008 2015e CAGR 

External Vendors         3,800           11,729  17.5% 

Internal Developments      15,701           17,954  1.9% 

Overall Market      19,501           29,683  6.2% 

    
Banking SW (External vs Internal 

   
% spend in external 19% 40% 

 
% spend on Internal Development 81% 60% 

 

Source: Temenos, Gartner, PL Research 

IT Spend as percentage of Revenue (CY09) 
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Source: Gartner, PL Research 
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Sharp rebound in BFSI vertical 

Revenue momentum getting stronger 

The impact of recession was felt maximum in the BFSI vertical, but IT spending has 

not suffered significantly. The large number of M&A in this segment has further 

fuelled IT spending, as companies seek to integrate diverse platforms and upgrade 

legacy systems. This uptake in the BFSI segment has positively impacted application 

development and maintenance segments, along with system integration services. 

Over the last 8 quarters, BFSI vertical has grown the fastest, with Polaris benefitted 

from the increased spending in BFSI. 

BFSI QoQ revenue growth: Polaris strength in the growing market 

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

Q1FY09 Q2FY09 Q3FY09 Q4FY09 Q1FY10 Q2FY10 Q3FY10 Q4FY10 Q1FY11

Polaris Infosys TCS Wipro HCLT

 

Source: Company Data, PL Research 

Intellect positioning to deliver accelerated growth 

Polaris’ focus on the tier 2-4 banks the market that is in general facing only a limited 

overlap, with larger global software companies like Temenos, Oracle etc.  

Polaris’ local and support-oriented approach from low-cost center like India has 

been a very successful strategy across the geography and created a regionally 

differentiated competitive landscape. The large entry-level customer bases in EMEA 

and Asia Pacific markets act as a ‘feeder’ to the mid-market and form.  

The number of licenses sales for Polaris has seen sharpest growth over the last 3 

years. We believe that the product portfolio makes it a unique selling point; hence, 

grew fastest among peers over the last 3 years. 
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Intellect acceptability in market is increasing – 38 deals in H1FY10 
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Source: IBS Journal, Company Data, PL Research - Temenos, Bancs (TCS), Flexcube (I-Flex), 
Finnacle (Infosys), FinnOne (Nucleus), Intellect (Polaris) 

Improved outlook for BFSI Sector  

Polaris’ Intellect business in the US and EMEA has won contracts in a more difficult 

environment and is gaining further momentum as the outlook is improving (11.2% in 

FY10 versus 4.4% in FY09). We believe the outlook for support revenues and new 

licences is more positive and we note the improvement in profitability.  

Despite a difficult environment, support new licenses sales in FY09-10 have shown 

steady improvements. Looking ahead, we believe growth opportunities should come 

from 1) volume effects, 2) service differentiation and 3) higher renewal rates.  

BFSI revenue bolstered by Intellect revenue growth 
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Source: Company Data, PL Research 
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Business mix would help deliver mid-teens margin 

We estimate that overall spend on banking software will grow faster than services 

revenue over the next few years as a result of banks expanding geographically, 

greater regulatory reporting requirement and control, and increasing financial 

complexity. We estimate Intellect licenses sales revenue to grow at CAGR of 35% 

whereas services revenue grows at a CAGR of 13% over the next three years (FY10-

13E). 

Services revenue to grow at a CAGR of 13% over next 3 years    ……..Intellect revenue will grow at a CAGR of 35% over next 3 years  
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Source: Company Data, PL Research 

It is evident that increasing revenue contribution from Intellect helped Polaris 

improving its EBITDA margin due high operational leverage. We believe that as the 

revenue contribution of Intellect increase, the margin of Polaris would become more 

firm. We expect EBITDA margin to be 14-15% over next 3 years due to improving 

business mix. 

Improving business mix with increased licenses sales lead to better BFSI margin 
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Growth accelerators 

Growth driven by both, product and services business 

Our analysis indicates that Polaris is currently valued at 2-3% CQGR growth; 

however, we would argue that it can roughly double this rate. The key items to 

accelerate this growth are: Licenses sales, pent-up demand, and growth in emerging 

vertical. 

Intellectual Property (~20% of total revs) 

Increased regulation in Banking and Financial sector will lead to “meaningful” 

increase in the use of packaged software like “Intellect”. Although licenses sales 

declined in Q1FY10 (QoQ basis) due to cyclical nature of the business, there are 

encouraging signs as its Intellect grew faster than industry average as acceptance of 

the product increases. Furthermore, Polaris’ Intellect is easy to install and 9 

platforms for different banking services makes its asset light catering to SME banks 

in the emerging markets. 

Intellect revenue continues to grow faster than group revenue 
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Source: Company Data, PL Research 

Pent-up demand in the vertical 

Growth in BFSI vertical across the industry has indicated that there is a pent-up 

demand in the market, which will “definitely be realized as markets recover”. While 

this opportunity is always difficult to quantify, we can see that Polaris experienced 

strong pent-up demand, which resulted in a sharp rebound in the last downturn. The 

recovery should be particularly strong in software, which was showing strength 

during downturn as well.  
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Top 10 clients’ growth going strong 

Top 10 clients of Polaris continue to drive business for the company. Contributing 

over ~50% of revenue for the company, top 10 clients grew at a 4% CQGR over FY08-

10 faster than company’s average. We expect growth in the services business to be 

driven by growth in the top 10 clients account. 

Top 10 clients jumps back in green 
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Source: Company Data, PL Research 

Our forecast still conservative  

We expect that the revenue of the company would grow at a CAGR of 17%, led by 

growth in licenses sales. We expect Intellect sales to be ahead of company’s growth, 

whereas we are factoring no improvement in EBITDA margin despite increased 

contribution from product. 

Revenue growth– still factoring modest expectation 
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Source:  Company Data, PL Research 
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Modest growth expectation would help meet the guidance 

Tier-1 Indian IT Services companies are delivering mid-to-high single digit volume 

growth with stable pricing, whereas Tier-2 IT companies managed to deliver low-to-

mid single digit volume growth. We are factoring in mid single digit volume growth, 

with stable pricing for Polaris. Although consensus volume estimates looks to be in 

line with our estimates, we believe the margin estimates are optimistic. We expect 

consensus margin estimates to come down. However, to meet the growth guidance 

of 20% YoY bottomline growth, the company needs to deliver in line with our 

expectation and touch below the street estimates. 

Expectation for FY11  

Consensus might come across Q1FY10 results as “glass-is-half-empty” view on 

Polaris. However, we believe that salary hike is behind us, also attrition would 

remain steady at this level before coming down in H2FY11. We argued that the after 

turmoil in BFSI vertical FY10-11 will witness the strongest growth. The market seems 

to agree with Polaris about the improving business mix, and the shares have moved 

in-tandem with the market.  However, we believe that market is undervaluing the 

improving business mix.  

Despite, below expectation performance in Q1FY10, the management was confident 

of achieving FY11 EPS guidance of Rs20.2-20.5 (19.5% YoY Growth). We believe that 

the revenue growth will see acceleration in Q2-Q4FY11. Also, we are not factoring 

another round of wage hike and after a weak Q1FY10 for licenses sales; we expect 

the Intellect licenses sales to accelerate further. 

Consensus margin expectation optimistic whereas growth expectation inline 

PLe Q1FY11 Q2FY11E Q3FY11E Q4FY11E 

Revenue  3,606   3,741   3,909   4,087  

QoQ Growth 2.7% 3.8% 4.5% 4.6% 

EBITDA Margin 13.4% 14.5% 15.0% 15.5% 

EPS  4.71   5.19   5.52   5.88  

Cons 
    

Revenue       3,606        3,749        3,917         4,090  

QoQ Growth 2.7% 4.0% 4.5% 4.4% 

EBITDA Margin 13.4% 16.3% 17.2% 18.1% 

EPS        4.71         4.80         5.35           5.90  

Source:  Company Data, PL Research 
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Inorganic strategy could give positive surprise 

Polaris grew over the last two years by acquiring platform and improving its product 

portfolio. The company has ~Rs5bn of cash and cash equivalents. According, to the 

management, the company is open to make more acquisitions to strengthen the 

service offering and geographical presence. 

Strong cash position – comfort for small sized acquisition 
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Source: Company Data, PL Research 

Inorganic strategy – improved service offerings 

Target 
Company 

Date Amount Paid Segment 

Indigo TX Mar-10 NA Saas Software Company (Brokerage Platform) 

Lasersoft Oct-09 Rs520m (Cash) Banking Platform 

SEEC Sep-08 >$1m 
Enterprise Soln (Product and component Service) 
(SoA) 

Source: Company Data, PL Research 

Stronger financial metrics – improving DSOs and hedge position 

Financial metrics like DSO has improved considerably, with the most of M&A 

integration work behind the company. This gives us confidence on the sustainability 

of the underlying EBITDA margin, particularly given that external pricing pressure 

from competition does not appear to be a feature in most markets.  



  

  

  Polaris Software Lab 

October 14, 2010 16 

Improved DSO due to shortened delivery cycle 
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Source: Company Data, PL Research 

The framework used by Polaris has shortened the delivery cycle, hence, helped 

deploy the software delivery on predicted date. During FY10, Polaris delivered over 

26% projects ahead of schedule, hence, reducing DSOs.  

DSO – lowest in the industry 

Polaris’ DSO of 45 days is the lowest in the industry. Given, continued uncertainty in 

the macro-economic environment, lower debtor days put lower earnings at risk. We 

believe that lower DSO is a functionality of improved clientele and lower 

implementation days for the projects.  

DSO – lowest among the peers 
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Forex hedging – Withstand currency appreciation  

Polaris has been proactive in taking the currency hedges during the FY10 and FY11 

that would help the company to withstand currency appreciation. It has got 

US$188m hedges mostly in long-term options. We believe that the company is 

adequately hedged, but a sudden appreciation in currency could impact the margin. 

Proactive hedging policy should help maintain margins at the current levels. 

 Proactive hedging – shield some impact of currency appreciation 

Q2FY09 Q3FY09 Q4FY09 Q1FY10 

$100m @ Rs48.20 (FY10) $25m @ Rs45.05 (FY10) $100m @ Rs48.28 (FY11) $75m @ Rs48.30 (FY11) 

$100m @ Rs48.20 (FY11) $100m @ Rs48.28 (FY11) $70m @ Rs48.30 (FY12) $74m @ Rs48.31 (FY12) 

 
$55m @ Rs48.38 (FY12) 

 
$39m @ Rs49.16 (FY13) 

Source: Company Data, PL Research 

Business from Citi – unfazed by Stake sale  

With the earnings downside risk surrounding the Citi’s stake sale, we believe that the 

mining of top 10 clients to counter the declining revenue is likely to prove a positive 

catalyst. Early indications are positive – possible problem areas have been identified 

and the management is addressing by increasing the wallet share of existing clients.  

Top 10 clients’ growth has been faster than company’s growth over the last 4 

quarters. 

Citi bringing down its stake 
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Source: Company Data, PL Research 



  

  

  Polaris Software Lab 

October 14, 2010 18 

Top 10 clients fared well despite Citi’s woes 
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Key Risks to Recommendation 

Where could we be wrong? 

Increasing competition from peers:  Packaged software market in BFSI is fiercely 

competitive market with products on offering from global players like Oracle, SAP, 

Misys, Temenos etc, along with domestic player like Infosys, TCS and OFSS. 

Banks’ reluctance to move from in-house core banking systems: Polaris strong 

focus on emerging economy could act as deterrent to growth as Banks decide to 

continue with its banking systems rather than an upgrade to packaged software.  

Company Specific 

Slower recovery in Europe and US: Polaris is a derivative play on demand of 

software product, hence, exposed to discretionary spend of its clients. A slow 

recovery or another dip could negatively impact the growth prospect of the 

company. Any increase in the uncertainty could lead to a delay in the investment in 

the business by clients which could lead to slower-than-anticipated growth. 

M&A integration risk: The company grew its service offerings by M&A. We believe 

that the string of pearls strategy has worked till date but exposes the company to 

the risk of integration. 

Volatile margins: Due to mid-size companies, the operating margins of the company 

continues to be volatile. Supply-side constraints could further put a dent on the 

margins and increase the cost base of the company. 

Sector specific 

Backlash against offshore outsourcing: There could be regulatory or visa restrictions 

and customers might defer decisions, leading to lengthening sales cycles. The 

possibility of such a backlash in the medium term looks low, in our view.  

Rupee appreciation – could eat into growth and margins: A sudden appreciation in 

rupee could erode operational growth delivered by the company. The margin 

erosion for each percentage point appreciation in rupee would be ~50bps.   
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Valuations – Target Price Rs250, Initiate with “BUY” 

DCF based model indicate fair value of Rs250 

Our DCF points to a base-case fair value of Rs250/share. This assumes an average 

Weighted Average Cost of Capital (WACC) of 13.4% and operating margin of 17% for 

the near term and 14.7% for the long term. 

DCF Valuation Summary of Polaris 

PV  of Cash Flow          10,904  58% 

Terminal Value            7,871  42% 

Firm Value           18,776    

Tax asset      

Less Net Debt/(Cash) (6,227)   

Equity Value 25002.7   

Number of Shares O/s 100.0   

Per Share  250.0   

Premium Disc     

Perpetuity growth rate 3.5%   

      

WACC  13.1%   

Source: PL Research 

DCF sensitivity (Beta v/s Terminal growth) 

 
Beta Sensitivity 
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 2.75%  267   257   248   240   233   226   220  

3.00%  269   259   250   242   234   227   221  

3.25%  272   262   252   244   236   229   222  

3.50%  275   264   255   246   238   230   224  

3.75%  279   267   257   248   240   232   225  

4.00%  282   270   260   250   241   234   227  

4.25%  286   273   262   252   244   236   228  

Source: PL Research 
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Key long-term model assumption 

Operating assumptions: We forecast strong revenue growth in the near term, driven 

by robust demand in product and &D services, with margins of 14.5% in the near 

term decreasing to 13% for terminal. Polaris’s strong position in services and IP 

brings sustainable strong returns. 

We do not forecast acquisitions: Our forecasts do not assume acquisitions. 

However, we note that the management follows strong acquisition policy (three 

acquisitions in last three years).  

Capital intensity remains consistent: We assume capex will remain stable between 

4.0-4.5% of sales in the near term due to strong growth in demand in software and 

services and 3.3% for long term. 

Cost of capital: We use a WACC of 13.6% based on the cost of equity at 13.6% and 

cost of debt at 9.0%, with debt-to-capital ratio stable at 10%. 

Terminal assumption: For the terminal value, we assume 3.5% growth in revenue at 

13% operating margin. 

Forecast Summary 

   '04-'06 '07-'09 '10-'14e '15e-'17e '9-'17e 

Sales CAGR  24.4% 15.5% 13.0% 10.5% 11.9% 

EBITA CAGR  -28.6% 27.2% 12.3% 5.6% 8.6% 

Average Operating Margin 10.9% 10.3% 12.5% 11.2% 12.2% 

ROIC  11.9% 16.0% 16.2% 12.9% 15.8% 

Return on Equity  9.7% 14.9% 18.8% 18.8% 18.6% 

Sales To Average WC                3.4                5.1              11.0                9.9              10.2  

Average Capex to Depn  1.9 0.8 1.4 1.1 1.1 

Operating Asset Turnover 1.1 1.3 1.2 1.2 1.2 

WACC  13.1% 13.1% 13.1% 13.1% 13.1% 

FCF Growth  -142.6% -33.9% -4.5% 19.7% 15.2% 

Source: PL Research 
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P/E – trading at steep discount to peers 

We expect Polaris’ business mix (more licenses sales growth) and a strong focus on 

expense growth to drive margin expansion over next three years. However, we 

believe that margins would be eaten up by currency appreciation and wage inflation. 

Polaris is currently trading at 8x FY12 earnings estimates, steep discount to peers 

average of 10.32x FY12 earnings estimates, despite delivering industry leading 

earning CAGR of 25% FY10-12E. 

As the company delivers, the growth going in FY11, we expect the company would 

get benefited from both P/E expansion and earnings upgrades. 

EPS CAGR not reflected in current P/E 
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Annexure 

Polaris’ core-BFSI platform “Intellect” is one the most recent challenger among all 

the products that exist in the market. The ability to customize the product based on 

the need of the customer resulted in increase in customer acceptability. The 

company has complete suite of products for the banking industry including Retail 

Banking, Credit Cards, Mortgages, Mutual Funds, Derivatives, Custody and Securities, 

Global Cash Management, Trade Finance, Treasury, Liquidity, Life Insurance, 

Property and Casualty Insurance, Reinsurance etc. Polaris developed these models 

during the year through its Proprietary methodology called ‘L0’.  

These platforms, unlike some the older platforms, are based on enterprise solution, 

thus, reducing dependency and total cost of ownership. However, the offering is 

different. Intellect is a complete rip and replaces strategy, while most of the other 

products in the market are sold as a black box. As Intellect platform is developed in 

2005-06, the platform is more flexible and inexpensive to own when compared to its 

other competitors. We expect the accelerated pace of the installed base to improve 

the recurring revenue, hence, the earnings visibility of the company. 

 

 

Source: PL Research 
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According to Celent, Intellect platform is challenging the leadership position of 

Alnova and Bancs across the breadth of the services and Profile, SAP and Bancs 

across the technical advancement. Intellect platform has started offering since the 

last 5 years and has already captured the market share from some of the leading 

brands. 

FUNCTIONALITY – Intellect all set to migrate to top quartile  
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Source: Celent, PL Research, Size of bubble corresponds to estimated total assets of customers, 
Colour of Ball (Depth of Service) – (Blue – Top Quartile, Red – Second Quartile, Grey – Third 
Quartile) 

Polaris has partnerships with Murex (capital markets solutions), Calypso (credit 

derivatives and hedge funds services), Algorithmics (risk management), and Turnkey 

Solutions (testing products for Oracle and SAP environments). For system 

integration, Polaris has alliances with IBM, HP, and regional partners. 

Strong competition to Finnacle and Flexcube in the Asia Pacific region 
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Source: Celent, PL Research  
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Intellect has the most balanced distribution across the asset 
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Banking deals in FY09 
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Financials 

Income Statement (Rs m) 

 Y/e March FY06 FY07 FY08 FY09 FY10 FY11E FY12E 

Total Revenues       8,251       10,324       10,993        13,779        13,405        15,343        18,352  

                

Software Development Expense       5,618         6,583         7,447         8,854         8,701        10,116        12,115  

Selling & Marketing Expense         817         1,107         1,251         1,368         1,450         1,653         1,966  

Total Expenditure       7,480         8,711         9,811        11,444        11,317        13,099        15,662  

                

Operating Profit (EBITDA)         771         1,613         1,182         2,335         2,087         2,244         2,691  

Operating Margin (EBITDA Margin) (%) 9.3 15.6 10.8 16.9 15.6 14.6 14.7 

                

Depreciation         494           481           460            505            350            335            368  

Depreciation (as % of sales) 6.0 4.7 4.2 3.7 2.6 2.2 2.0 

                

EBIT         276         1,132           722         1,830         1,737         1,909         2,322  

EBIT Margin (%) 3.3 11.0 6.6 13.3 13.0 12.4 12.7 

                

Interest Cost             8               8               8                7                9              10              10  

Other Income           83             72           179           (316)             56            565            692  

                

PBT         352         1,195           893         1,507         1,784         2,464         3,004  

PBT Margin (%) 4.3 11.6 8.1 10.9 13.3 16.1 16.4 

                

Prov. For Taxes         131           199           161            209            255            357            601  

Tax (as % of PBT) 37.4 16.7 18.0 13.8 14.3 14.5 20.0 

                

Net Profit         220           996           732         1,298         1,528         2,107         2,403  

                

Minority Interest & E.O.             7            (15)             (0)             -                -                -                -    

                

PAT         213         1,011           732         1,298         1,528         2,107         2,403  

NPM (%) 2.6 9.8 6.7 9.4 11.4 13.7 13.1 

                

Outstanding Equity Shares –Basic (m)        97.8          98.3          98.7           98.0           98.7           98.7           98.7  

Outstanding Equity Shares- Diluted (m)        98.2          99.1          99.2           98.1           99.4         100.0         100.0  

                

Basic EPS (Rs)          2.2          10.3            7.4           13.3           15.5           21.3           24.3  

Diluted EPS (Rs)          2.2          10.2            7.4           13.2           15.4           21.1           24.0  

Source: Company Data, PL Research 
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Balance Sheet (Rs m) 

 Y/e March FY06 FY07 FY08 FY09 FY10 FY11E FY12E 

Sources of Funds               

Shareholder's Funds               

Share Capital         491           493           493            493            495            495            495  

Share Application Money            -                -                 0              -                  0                0                0  

Reserves and Surplus       4,918         5,523         6,082         7,233         8,230         9,991        12,048  

Total Shareholder's fund       5,409         6,015         6,575         7,727         8,725        10,486        12,543  

                

Minority Interest            -                -                -                -                -                -                -    

Loan Funds               

Secured Loans           19             13               8                4              25              25              25  

Unsecured Loans            -                -                -                -                -                -                -    

                

Total Capital Employed       5,428         6,028         6,583         7,730         8,749        10,510        12,568  

                

Application of Funds               

Fixed Assets               

Gross Block       3,901         4,131         4,667         5,283         5,599         6,044         6,576  

Accumulated Depreciation       1,749         2,186         2,583         3,137         3,452         3,787         4,156  

Net Block       2,152         1,945         2,084         2,146         2,147         2,256         2,420  

Capital Work-in-Progress         224           286             50            143            125            207            248  

Total Fixed Asset       2,376         2,231         2,133         2,289         2,271         2,464         2,668  

                

Goodwill            -                -                -              199            506            506            506  

Investments         331           412           970         2,442         3,897         3,897         3,897  

Deferred Tax Assets, Net           26              (3)            11              30              34              34              34  

                

CURRENT ASSETS ,LOANS & ADVANCES 
       

Sundry Debtors       1,381         1,801         2,104         2,031         1,746         1,976         2,187  

Cash & Bank Balances       1,015           930           768         1,054         1,237         2,391         3,854  

Loans & Advances       1,474         2,186         2,445         2,194         2,084         2,396         2,640  

Total Current Assets       3,871         4,917         5,317         5,279         5,067         6,763         8,681  

                

CURRENT LIABILITIES AND PROVISIONS 
       

Current Liabilities         928         1,071         1,401         2,043         2,462         2,564         2,615  

Provisions         249           458           447            466            564            588            603  

Net Current Assets       2,694         3,388         3,469         2,769         2,041         3,610         5,463  

Total Capital Employed       5,428         6,028         6,583         7,730         8,749        10,510        12,568  

Source: Company Data, PL Research 
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Cash Flow (Rs m) 

 Y/e March FY06 FY07 FY08 FY09 FY10 FY11E FY12E 

PBT & Extra-ordinary items         345         1,210           893         1,516         1,784        2,464        3,004  

Depreciation         494           481           460           505           350          335          368  

Interest income          (21)           (31)           (44)           (16)           (16)            -               -    

Dividend income            -                -                -              (96)         (148)            -               -    

( Profit) / Loss on sale of fixed assets            (1)              1             13          (119)             (4)            -               -    

Provision for doubtful debts & Bad debts written off           78              (1)              4             91             36             -               -    

Share of loss/(profit) on associate companies             8            (24)              2              (9)              4             -               -    

Tax Paid         (203)         (223)         (245)         (301)         (290)        (357)        (601) 

Other Adjustments             3             10               1               1              -               -               -    

(Inc.)/Dec. in WC           80          (913)         (196)          931           829         (498)        (431) 

Cash from Operations         784           555           862         2,417         2,540        1,944        2,341  

                

Purchase of fixed assets and changes in CWIP        (720)         (356)         (390)         (355)         (347)        (445)        (532) 

Proceed from the sale of fixed assets           12             18             13               6               8             -               -    

Purchase of Business/Acquisition            -                -                -            (370)         (347)            -               -    

Interest Recd           21             31             44             16             16             -               -    

Sale/(Purchase) of Investments          (81)           (17)           (19)          231              -               -               -    

Other Investing Activities         363              -                -                -                -               -               -    

Cash from Investing Activities        (405)         (325)         (351)         (377)         (522)        (445)        (532) 

                

Issue of Equity Shares           15             35               8               0             24             -               -    

Interest Paid on loans            -                -                -                -                -               -               -    

Proceeds From Term Loans            (2)             -                -                (5)            14             -               -    

Repayment of Term Loans            -              (21)             (5)             -                -               -               -    

Proceeds/Repayments of Other Loans, Net            -                -                -                -                -               -               -    

Equity Dividend paid(incl tax)        (195)         (268)         (124)         (344)         (346)        (346)        (346) 

Others            -                (2)             (1)             (1)            24       (3,805)            -    

Cash from Financing Activities        (182)         (256)         (122)         (349)         (283)      (4,150)        (346) 

                

Effect Of Forex Differences           10            (19)           (11)          159            (93)            -               -    

                

Inc/(Dec) in Cash         206            (45)          378         1,850         1,642       (2,651)       1,463  

                

Cash At the beginning of the Period         809         1,217         1,172         1,550         3,400        5,042        2,391  

Cash From Acquisition            -                -                -                -                -               -               -    

Cash At the end of the period       1,015         1,172         1,550         3,400         5,042        2,391        3,854  

Source: Company Data, PL Research 
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Key Ratios 

 Y/e March FY06 FY07 FY08 FY09 FY10 FY11E FY12E 

P&L Ratios               

FV/Sales  2.0   1.6   1.5   1.2   1.2   1.0   0.8  

FV/EBITDA  21.5   10.4   14.3   7.1   7.9   6.8   5.2  

FV/EBITA  63.3   15.5   24.2   9.5   10.1   9.2   7.5  

FV/ Net Profit  82.1   17.3   23.9   13.5   11.4   8.3   7.3  

                

Price to Cash               

Price to Ops CF        22.3          31.5          20.3            7.2            6.9           9.0           7.5  

Price to FCF       274.0          87.9          37.0            8.5            8.0         11.7           9.7  

Price to Change in Cash        84.7        (389.1)         46.2            9.4          10.6          (6.6)        11.9  

                

Returns on Capital Ratios               

ROCE % 4.3% 17.2% 11.7% 18.2% 18.6% 21.9% 20.9% 

ROIC % 0.3% 12.3% 9.2% 12.3% 13.5% 16.8% 16.4% 

ROE % 4.2% 17.2% 11.6% 18.2% 18.6% 21.9% 20.9% 

ROA % 3.2% 13.4% 8.7% 12.7% 13.0% 15.4% 15.2% 

                

Earning Quality               

FCF/Sales          0.0            0.0            0.0            0.1            0.2           0.1           0.1  

FCF/EBITDA          0.1            0.1            0.4            0.9            1.1           0.7           0.7  

FCF/EBIT          0.2            0.2            0.7            1.1            1.3           0.8           0.8  

                

Per Share Ratios               

P/E (FD, pre excepts)  80.1   17.0   23.5   13.2   11.3   8.2   7.2  

Dividend Yield  NA  1.6% 0.7% 2.0% 2.0% 2.0% 2.0% 

Price to Book (FD)  NA   2.9   2.6   2.2   2.0   1.7   1.4  

                

Leverage & Solvency               

Current Ratio          3.3            3.2            2.9            2.1            1.7           2.1           2.7  

Quick Ratio          2.1            2.0            1.7            1.3            1.1           1.5           2.0  

Net Debt/(Cash) (Reported)   (1,327.3)    (1,329.2)    (1,729.0)    (3,492.8)    (5,109.4)   (6,263.2)   (7,726.4) 

Debt/Equity 0.3% 0.2% 0.1% 0.0% 0.3% 0.3% 0.2% 

Net Debt/Equity -24.5% -22.1% -26.3% -45.2% -58.6% -59.7% -61.6% 

Net Debt to EBITDA -172.2% -82.4% -146.3% -149.6% -244.8% -279.1% -287.2% 

Asset Turnover 124.9% 136.6% 130.4% 134.6% 113.8% 112.3% 116.3% 

Avg Total Assets/Avg. Total Equity 100.4% 100.2% 99.4% 98.9% 99.3% 89.7% 78.6% 

Source: Company Data, PL Research 
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Prabhudas Lilladher Pvt. Ltd. 

3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India 

Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 
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PL’s Recommendation Nomenclature   

BUY  : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months 

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months 

Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month 

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as 

information and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of PL. It should not be 

considered or taken as an offer to sell or a solicitation to buy or sell any security. 

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy 

or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information, 

statements and opinion given, made available or expressed herein or for any omission therein. 

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The 

suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an 

independent expert/advisor. 

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or 

engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication. 

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 

For Clients / Recipients in United States of America: 

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for informational 

purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information provided herein unless agreed to by 

all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside its intended use. Any questions should be directed to 

Gerard Visci at DAP at 212.850.8888. 

 

 

 


