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52-Week Range (Rs) 1,475/750

1,6,12 Rel. Perf. (%) 19/6/15

M.Cap. (Rs b) 100.9

M.Cap. (US$ b) 2.2

Y EA R N ET  SA LES PA T EPS EPS P/ E P/ B V R OE R OC E EV / EV /

EN D ( R S M ) ( R S M ) ( R S) GR OW TH ( %) R A TIO ( X ) ( %) ( %) SA LES EB IT D A

3/06A 14,835 2,190 28.7 5.9 45.9 7.4 17.6 21.8 6.2 31.1

3/07E 20,064 3,289 43.0 49.6 30.7 6.2 22.0 27.0 4.5 20.9

3/08E 25,851 4,304 56.3 30.8 23.4 5.1 23.9 29.3 3.5 15.8

QU A R TER LY  PER F OR M A N C E ( R s M il l io n)

Y / E M A R C H FY 0 6 FY 0 7E

1Q 2 Q 3 Q 4 Q 1Q 2 QE 3 QE 4 QE

Revenues 2,701 3,593 3,965 4,577 4,075 4,571 5,387 6,030 14,835 20,064
    Q-o-Q Change (%) -22.5 33.1 10.3 15.4 -11.0 12.2 17.9 11.9 30.1 35.2
Direct Expenses 1,743 2,074 2,051 2,279 2,605 2,687 2,855 3,051 8,148 11,199
Sales, General & Admin. Expenses 822 968 963 985 1,012 1,019 1,199 1,349 3,738 4,579
Operating Profit 135 551 950 1,313 458 866 1,333 1,630 2,950 4,286
    Margins (%) 5.0 15.3 24.0 28.7 11.2 18.9 24.7 27.0 19.9 21.4
Other Income 70 115 -12 105 200 100 75 79 277 454
Depreciation 113 113 127 152 160 166 181 201 505 708
Share of Associate Company Loss 3 -2 -3 -1 -2 -1 -2 -1 -3 -6
PBT 90 555 814 1,267 500 801 1,229 1,508 2,726 4,038
Provision for Tax 31 151 255 98 85 150 230 283 535 749
    Rate (%) 34.5 27.2 31.4 7.8 17.1 18.8 18.8 18.8 19.6 18.5
PAT 59 404 559 1,169 415 651 998 1,226 2,190 3,289
    Q-o-Q Change (%) -92.8 589.0 38.3 109.3 -64.5 57.0 53.4 22.8 7.8 50.2
E: MOSt Estimates

FY 0 7EFY 0 6

i-flex reported revenue decline of 11% QoQ to Rs4.08b, against our estimate of Rs4.14b. Product revenue declined
23.6% QoQ, with license fees dropping by 52.4%. Implementation revenue grew 3% QoQ while AMC revenue
grew 11.6%QoQ.
Services revenue grew 4.9% QoQ, driven by Top 10 customers (nonciti), which grew 14.5% QoQ versus 3.6%
growth in Citi.  KPO revenues grew 36.6% during the quarter to Rs92m, as against expectation of Rs73m.
The company added 243 (net) employees during the quarter, including 163 in the products business and 74 in KPO.
The employee base in services saw a decline of 45.
EBITDA margin declined to 11.2%in 3QFY06 as compared with 28.7% in 4QFY06, due to higher-than-expected
salary hikes. SG&A expenses increased 330bp during the quarter.
Other income at Rs200m was higher than our expectations of Rs84m. Net profit declined by 64.5%QoQ to Rs415m,
against our expectation of Rs592m due to higher-than-expected fall in margins.
We expect i-flex to report revenue growth of 35.2% and 28.8% and profit growth of 50.2% and 30.8% in FY07E and
FY08E respectively. On our revised EPS estimate of Rs56.3 in FY08E, the stock trades at a PE of 23.4x. Maintain
Buy with a target price of Rs1,440 considering expected outperformance in the product business in future considering
higher traction through Oracle and resulting robust performance beyond FY08.

Note: In the interest of timeliness, this report has not been edited.
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Seasonal slump in tank, license fee bookings
declining as well
Product revenue declined 23.6% QoQ growth, with license
fee dropping by 52.4% QoQ to 31.2% of product revenue
from 50% in the previous quarter. Implementation revenue
grew 3% QoQ while AMC revenue grew 11.6% QoQ.

PRODUCT REVENUE (RS M)

JUN-05 SEP-05 DEC-05 MAR-06 JUN-06

License Fees (%) 22.1 28.0 30.0 50.0 31.2
License Fees (Rs M) 252 482 626 1,309 624
QoQ Growth % -69.1 91.1 30 109 -52.4
Implementation Fees (%) 49.0 51.0 53.0 37.0 50.0
Implementation Fees (Rs M) 560 878 1,107 969 1,000
QoQ Growth % -17.4 56.7 26.1 -12.4 3.2
AMC (%) 29.0 21.0 17.0 13.0 19.0
AMC (Rs M) 331 361 355 340 380
QoQ Growth % 0.5 9.0 -1.8 -4.1 11.6

Source: Company/ Motilal Oswal Securities

Product revenues from Europe and the US declined 22%
and 6.2% QoQ due to a sharp decline in license fees.
Contribution to revenues from Europe, however, grew to
39% from 32% in the previous quarter, while contribution
from US stayed flat, indicating consistent traction from
developed economies. Revenue contribution from Asia
Pacific declined from 20% in 4QFY06 to 14% in 1QFY07.

PRODUCT REVENUE BY GEOGRAPHY (RS M)

JUN-05 SEP-05 DEC-05 MAR-06 JUN-06

USA 270 430 585 576 449
% change QoQ -20.9 59.2 35.9 -1.5 -22.0

Middle East and Africa 346 361 334 655 465
% change QoQ -29.1 4.6 -7.6 96.0 -29.0

Asia Pacific 234 344 292 524 277
% change QoQ -39.6 46.9 -15.1 79.2 -47.1

Europe 271 534 856 838 786
% change QoQ -53.8 96.8 60.5 -2.1 -6.2

Latin America & Caribbean 22 52 21 0 23
Source: Company/ Motilal Oswal Securities

The tank size at the end of 1QFY07 declined to US$64m
from a historical high of US$72.5m in 3QFY06. License
fee bookings also declined to US$13.6m from an alltime
high of US$29.5m in the previous quarter.

Source: Company/ Motilal Oswal Securities

Absence of milestone revenue results in slower
services growth
Services revenue grew 4.9% QoQ, slower than industry
average growth rates seen during the quarter. This was
due to lack of milestone payments during the quarter which
resulted in the proportion of revenue from fixed price
contracts declining sharply to 9% of services revenue from
14% in 4QFY06. This indicates that services revenues
growth could be robust in coming quarters on the back of
milestone achievement. The management has stated that
billing rates saw an increase during the quarter.

SERVICE REVENUES (RS M)

JUN-05 SEP-05 DEC-05 MAR-06 JUN-06

Service Revenues (Rs M) 1,509 1,825 1805.1 1890.8 1983.7
% change QoQ -5.9 20.9 -1.1 4.7 4.9

Source: Company/ Motilal Oswal Securities

The employee base in services declined to 3,533 from 3,578
in 4QFY06. Attrition, however, remained stable at 17%
during the quarter.

KPO (Equinox) revenue grew 36.6% QoQ to Rs92m during
the quarter. Equinox was selected in the leadership category
of the Global Outsourcing 100 by the International
Association of Outsourcing Professionals.

Higher-than-industry salary hikes, ESOP charges
impact margins
The company offered salary hikes of 15%-20% during the
quarter, along with variable incentives being offered to key
employees in the products business. Gross margins declined
to 36.1% from 50.2% in 4QFY06. In addition, the company

MOVEMENT IN TANK SIZE (US$ M)
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assimilated an ESOP charge of Rs20m during the quarter,
which also impacted margins. SG&A expenses also
increased by 330bp during the quarter.

SHARP DECLINE IN PRODUCT MARGINS IMPACTS OVERALL MARGINS

confirmation from each country. We expect that this would
result in higher additions to tank size as the year progresses
considering i-flex’s increasing involvement in Tier I banks
both in USA and Europe.

The replacement market for core banking solutions is gaining
momentum in developed markets such as US and Europe.
i-flex is also gaining traction in newer markets such as China
and Japan.  With the deadlines for Basel II implementation
approaching, Reveleus is also expected to gain greater
traction. With the market for risk solutions expected to touch
+US$20b in CY2008, we expect sales for Reveleus to pick
up over the coming quarters.

Additionally, the re-seller agreements with Oracle are
expected to start kicking in towards the end of the year.
We expect this to result in a significant upside to deal wins
for both FLEXCUBE and Reveleus in the coming quarters,
which would result in faster growth for the products
business.

While services revenue has been growing slower than
industry over the past few quarters, the company is confident
of achieving industry average growth rates. This is due to
expected traction from Tier I banks, where the company
has made significant inroads.  Equinox (the KPO arm of i-
flex) reported strong operational performance during the
quarter. Equinox is expected to achieve cash breakeven
during FY07, which would improve overall margins, albeit
marginally.

We expect i-flex to report revenue growth of 35.2% and
28.8% and profit growth of 50.2% and 30.8% in FY07E
and FY08E respectively. Considering higher-than-expected
salary hikes, we have revised our EPS estimates downward
by 5% for FY07 to Rs43 (earlier Rs45.5) and by 2% for
FY08E to Rs56.3 (from earlier Rs57.6). On our revised
EPS estimate of Rs56.3 in FY08E, the stock trades at a
P/E of 23.4x. Maintain Buy with a target price of Rs1,440
considering expected out performance in the product
business in future due to higher traction through Oracle and
resulting consistent robust performance beyond FY08.

Source: Company/ Motilal Oswal Securities

Product EBITDA margins declined to 14.9% during the
quarter from 43.9% in 4QFY06 due to the impact of
reduction in license fees and salary hikes. Services margins
declined by a lower rate to 14.7% from 17.3% in the previous
quarter. Operating loss in KPO declined significantly during
the quarter to Rs5m from Rs26m loss in the previous quarter.

Forex gains, higher interest income arrest
sharper fall in profits
i-flex had forex gains of Rs94m during the quarter. Interest
income also increased to Rs105m due to rising interest rates.
Other income, consequently, was up to Rs 200m, much
higher than our estimate of Rs84m. Net profit declined by
64.5% QoQ to Rs415m, against our expectation of Rs 592m
due to higher-than-expected fall in margins.

Outlook and view
While both tank size and license fee bookings have declined
during the quarter, deal wins continued to be robust during
the quarter. FLEXCUBE won 11 new clients, while
Reveleus signed 3 deals during the quarter. The management
has clarified that in certain Tier I deals, the master agreement
would cover a certain number of countries for rollout but
the license fees would be added to the tank only upon
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COMPARATIVE VALUATIONS

I-FLEX HEXAWARE MPHASIS BFL

P/E (x) FY07E 30.7 15.0 14.4
FY08E 23.4 11.4 11.0

P/BV (x) FY07E 6.2 2.3 4.3
FY08E 5.1 2.0 3.2

EV/Sales (x) FY07E 4.5 1.6 1.8
FY08E 3.5 1.2 1.3

EV/EBITDA (x) FY07E 20.9 9.8 8.6
FY08E 15.8 7.3 6.1

SHAREHOLDING PATTERN (%)

MAR.06 DEC.05 MAR.05

Promoters 47.7 43.1 43.1

Domestic Institutions 3.8 8.0 4.2

FIIs/FDIs 24.4 23.6 23.2

Others 24.0 25.3 29.6

STOCK PERFORMANCE (1 YEAR)

EPS: MOST FORECAST VS CONSENSUS (RS)

MOST CONSENSUS VARIATION

FORECAST FORECAST (%)

FY07 43.0 41.4 3.9

FY08 56.3 52.4 7.4

TARGET PRICE AND RECOMMENDATION

CURRENT TARGET  UPSIDE RECO.

PRICE (RS) PRICE (RS)  (%)

1,319 1,440 9.2 Buy

Company description
i-flex solutions, the 7th largest software exporter according
to Nasscom’s 2006 rankings, is the largest software
products company in India primarily focused on the BFSI
vertical. It was ranked as the largest seller of banking
software by IBS in 2002, 2003, 2004 and 2005. Its products
are used by over 280 financial institutions and its footprint
spreads across 200countries.

Key investment arguments
Winning larger deals and improving win-rate post Oracle
acquisition.
Re-seller agreements with Oracle could help the
company break into Tier I banks in US, Europe and
Japan, which account for 85% of IT spending in the
BFSI space.

Key investment risks
Slower growth in the services businesses as Oracle is
more of a product player
Oracle might take over management control, which
could lead to loss of entrepreneurship

Recent developments
Oracle increased its stake in i-flex to 50.6%.
Wins for FLEXCUBE include Tier I banks in US and
Europe
Reveleus wins deal with Tier I bank in North America

Valuation and view
32% CAGR in revenue and 40% CAGR in earning
over FY06-08.
We maintain Buy with a price target of Rs1,440, an
upside of  9.2% from current levels.

Sector view
Various CIO surveys indicate increasing share of
offshore spending in IT budgets
Large Banks depending on ‘in-house’ software
beginning to float RFPs for implementing third-party
software

i-flex solutions: an investment profile
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IN C OM E ST A T EM EN T ( R s M il l io n)

Y / E M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

Sa les 8,054 11,404 14,835 20 ,064 25,851

    Change (%) 25.7 41.6 30.1 35.2 28.8

Cost o f Goods So ld 3,656 5,948 8,148 11,199 14,632

Se lling Expens es 1,157 1,529 2,038 2,460 3,070

G&A Expens es 996 1,157 1,700 2,119 2,489

EB IT D A 2,244 2 ,770 2,950 4 ,286 5,660

    % o f Net Sales 27.9 24.3 19.9 21.4 21.9

Depreciation 147 337 505 708 902

Other Income 125 227 277 454 517

Share o f (Losses)/ P ro fits -3 -1 3 6 6

of Associate Companies

P B T 2 ,219 2 ,658 2,726 4 ,038 5,281

Tax 515 627 535 749 977

    Rate (%) 23.2 23.6 19.6 18.5 18.5

P A T 1,704 2,031 2 ,190 3 ,289 4,304

EO Item (net) 0 0 0 0 0

N et  Inco me 1,704 2,031 2 ,190 3 ,289 4,304

    Change (%) -3.8 19.2 7.8 50.2 30.8

B A LA N C E SHEET ( R s M il l io n)

Y / E M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

Share Capital 374 374 381 382 382

Reserves 8,565 10,923 13,241 15,909 19,379

N etwo rth 8,938 11,298 13,623 16,291 19,762

Loans 23 22 20 20 20

C apita l Emplo yed 8 ,961 11,320 13,642 16 ,311 19 ,781

Gross B lock 1,972 2,469 3,863 5,113 6,213

Less : Depreciation 847 1,184 1,689 2,397 3,299

N et  B lo ck 1,125 1,285 2 ,174 2,716 2,914

CWIP 17 970 893 803 703

Investments 380 66 59 199 249

C urr. A ssets 9 ,014 11,605 14,639 17 ,627 22,115

Debto rs 2,446 3,822 5,552 6,322 7,791

Cash & Bank Balance 5,662 6,631 6,864 8,845 11,592

Loans & Advances 559 454 798 1,000 1,250

Other Current Assets 347 698 1,425 1,460 1,482

C urrent Liab. &  P ro v 1,575 2 ,607 4 ,123 5 ,033 6,200

Credito rs 140 128 140 250 250

Other liabilites 1,410 2,398 3,915 4,698 5,850

Provisions 24 80 69 85 100

N et  C urrent   A sse ts 7,439 8 ,998 10 ,516 12 ,593 15 ,915

A pplicat io n o f  F unds 8 ,961 11,320 13,642 16 ,311 19 ,781

E: M OSt Estimates

R A TIOS

Y / E M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

B asic (R s)

EP S 22.8 27.2 28.7 43.0 56.3

Cash EPS 24.8 31.7 35.4 52.3 68.1

Book Value 117.3 148.3 178.8 213.0 258.4

DPS 3.5 4.2 5.0 7.5 9.8

Payout %(Incl.Div.Taxes) 3.5 4.2 5.0 7.5 9.8

Valuat io n (x)

P/E 48.6 45.9 30.7 23.4

Cash PE 41.7 37.3 25.2 19.4

EV/EBITDA 33.2 31.1 20.9 15.8

EV/Sales 8.1 6.2 4.5 3.5

Price/Book Value 8.9 7.4 6.2 5.1

P ro f itability R at io s (%)

RoE 20.5 20.1 17.6 22.0 23.9

RoCE 26.7 26.2 21.8 27.0 29.3

T urno ver R at io s

Debtors (Days) 111 112 117 115 110

Asset Turnover (x) 4.1 4.6 3.8 3.9 4.2

Leverage R at io

Debt/Equity Ratio  (x) 0.0 0.0 0.0 0.0 0.0

C A SH F LOW  STA TEM EN T ( R s M il l io n)

Y / E M A R C H 2 0 0 4 2 0 0 5 2 0 0 6 2 0 0 7E 2 0 0 8 E

Cash Flow from Oper. 1,802 2,438 2,695 3,997 5,206

Cash for Working Capital 756 607 1,335 139 652

N et Operat ing C F 1,046 1,832 1,360 3,859 4,554

Net Purchase o f FA -800 -1,450 -1,316 -1,160 -1,000

Net Purchase o f Invest. -123 419 7 -140 -50

N et C ash fro m Inv. -923 -1,031 -1,309 -1,300 -1,050

Proc. from Share Issue 30 411 564 1 0

Proceeds from LTB/STB 11 -1 -2 -4 -3

Dividend Payments -262 -242 -380 -576 -753

N et C F  fro m F inan. -221 168 182 -578 -756

Free Cash Flow 246 381 44 2,699 3,554

N et C ash F lo w -97 969 233 1,981 2,748

Open. C ash B alance 5,759 5,662 6,631 6,864 8,845

Add: Net Cash -97 969 233 1,981 2,748

C lo se C ash B alance 5,662 6,631 6,864 8,845 11,593
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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 i-flex solutions
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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