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MphasiS BFL Group 
Significant Opportunities 
From EDS But Lack of Clarity 
& Rich Valuations 
 

Quick Comment: MphasiS’ F4Q results were strong 
though net income was in line with estimates. IT 
services volume growth was robust, BPO revenue and 
margins spiked up and headcount addition was strong. 
There has not been too much disclosure about 
consolidated (with EDS India) numbers yet, barring the 
full year revenue and net income numbers. EDS India’s 
net margins fell in F2007 resulting in net income lower 
than our estimates. 

What's New: Operational highlights of the quarter 
include a 10% QoQ volume growth in IT services, 24% 
QoQ revenue growth in BPO and 320 bps expansion in 
BPO gross margins. Net income was Rs456 mn, up 27% 
QoQ and in-line with our estimate of Rs458 mn. 
MphasiS added nearly 2,000 employees to take total 
headcount to 14,679 - headcount including EDS India 
has crossed 20,000. The combined entity plans to add 
8,000 to 10,000 employees in C2007. EDS India’s 
revenue rose 77% in F2007 but net margins dropped 
from 13% in F2006 to about 10% in F2007. 

Implications: MphasiS undoubtedly can benefit from 
the volumes that EDS can pass along. However, there is 
not much clarity yet on the transfer pricing mechanism. 
Valuations seem rich as well, in our view, at 36x 
consolidated F2007 actual earnings. The richness of the 
stock’s valuations is accentuated by the fact that 65% of 
the stand-alone headcount and 25% of gross profits 
accrues from the relatively lower-end BPO business 
which had 70% of its F2007 revenue from voice 
processes.  

We maintain an Equal-weight rating. Any attempt by 
EDS to increase its stake in the company at a price 
higher than the current market price poses upside risk. 

Morgan Stanley does and seeks to do business with 
companies covered in its research reports. As a result, 
investors should be aware that the firm may have a 
conflict of interest that could affect the objectivity of this 
report. Investors should consider this report as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section. 
+= Analysts employed by non-U.S. affiliates are not registered pursuant to NASD/NYSE rules. 
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Good F4Q07 Numbers, In-Line Net Income 
MphasiS reported a strong set of standalone numbers, key 
highlights being: 

 IT services revenue rose 5% QoQ though volume growth 
was impressive at nearly 10%. Gross margins dropped by 
about 30 bps and the rupee appreciation during the quarter 
would have been a key reason. 

 BPO revenue spiked up to 24% QoQ in F4Q07 and gross 
margins rose 320 bps to the highest level in the past two 
years. The revenue mix appears to be improving as well. 
While voice-based processes still constituted a high 61% of 
revenue in F4Q07, it has come down from 69% in F3Q07 
and from 82% 12 months ago. 

 Net income rose 27% QoQ, although net income has 
dropped 20% YoY in F2007. 

 The company added 23% to its IT services headcount and 
12% to BPO headcount during the quarter. 

Significant Volumes Possible From EDS 
We believe that MphasiS can benefit significantly from work 
passed on by EDS.  In a way, the recent headcount addition 
could reflect such opportunity.  The company has also 
indicated that the combined entity will add at least another 
6,000 employees in the next nine months, representing 
approximately 30% addition to the headcount. 

Not Enough Disclosure Yet Related to EDS India 
EDS India’s detailed financials are not yet available. The 
company has released only its annual revenue and net income 
numbers. F07 revenue rose 77% but net margins declined from 
13% to slightly over 10%. Exact details of the likely transfer 
pricing between EDS and MphasiS are also not clear. The 
merger formalities between EDS India and MphasiS are likely 
to be completed by July, as against an earlier expectation of 
March 2007.

 

 

Company Description 
MphasiS Group designs and builds information technology 
architecture and applications for Fortune 500 companies in the 
financial services, logistics and technology industries. The 
company's services range from IT architecture to application 
development and integration; maintenance, enhancement, 
testing and transformation of legacy systems; contact centers; 
and business processes outsourcing. 

India Software 
Industry View: Attractive 
 

MSCI Country: India 
Asia Strategist's Recommended Weight: 1.9% 
MSCI Asia/Pac All Country Ex Jp Weight: 6.6% 
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Exhibit 1 
Consolidated Quarterly Financials (Rs Mn) 

Quarter Ending Jun-06 QoQ YoY Sep-06 QoQ YoY Dec-06 QoQ YoY Mar-07 QoQ YoY 
 
IT Services 1,828 6% 24% 2,057 12.5% 32% 2,185 6.2% 32% 2,291 4.8% 33% 
ITES 779 0% 8% 862 10.7% 21% 874 1.4% 14% 1,081 23.7% 39% 
Revenues  2,607 4% 19% 2,919 12.0% 28% 3,060 4.8% 26% 3,373 10.2% 35% 
             
Cost of revenues  1,987 14% 27% 2,070 4% 35% 2,124 3% 29% 2,324 9% 34% 
             
IT Services 489 -18% 5% 653 33% 18% 721 11% 21% 748 4% 25% 
Gross margin - IT services 26.8% -780 bps -467 bps 31.7% 496 bps -367 bps 33.0% 128 bps -289 bps 32.7% -35 bps -192 bps 
ITES 131 -22% -22% 196 50% 7% 215 9% 15% 300 40% 79% 
Gross margin - ITES 16.8% -477 bps -663 bps 22.8% 596 bps -297 bps 24.6% 180 bps 28 bps 27.8% 322 bps 621 bps 
Gross Profit  620 -19% -2% 849 37% 15% 936 10% 20% 1,049 12% 37% 
Gross Margin 23.8% -675 bps -503 bps 29.1% 529 bps -329 bps 30.6% 152 bps -163 bps 31.1% 50 bps 55 bps 
             
Selling expenses  197 24% 29% 237 21% 74% 217 -9% 59% 267 23% 68% 
% of revenue 7.6% 120 bps 58 bps 8.1% 58 bps 215 bps 7.1% -104 bps 147 bps 7.9% 83 bps 157 bps 
General and admin exp 254 9% 31% 278 9% 27% 288 4% 37% 297 3% 28% 
% of revenue 9.7% 46 bps 94 bps 9.5% -23 bps -7 bps 9.4% -9 bps 75 bps 8.8% -60 bps -47 bps 
Provision for doubtful debts  5 502% -32% 6 20% 259% 4 -31% -17% 1 -86% -32% 
Operating Profit   165 -56% -41% 328 99% -14% 427 30% -1% 483 13% 30% 
Operating Margin 6.3% -855 bps -642 bps 11.2% 493 bps -548 bps 14.0% 271 bps -378 bps 14.3% 37 bps -54 bps 
             
Foreign exchange gain, net    30 148% -50% -69 -333% -273% -60 -13% 132% -26 -57% -313% 
Other income     0 -117% -104% 1 533% -106% -2 -404% -131% 0 -115% -149% 
Interest, net  12 21% 587% 13 3% 438% 12 -3% 320% 19 56% 89% 
 
Profit before taxation  207 -48% -39% 273 32% -34% 378 39% -9% 478 26% 21% 
Income taxes  55 30% 5559% 39 -30% 330% 20 -49% 249% 22 10% -49% 
Tax rate 26.7% 1591 bps 2643 bps 14.2% -1252 bps 1201 bps 5.3% -893 bps 389 bps 4.6% -68 bps -621 bps 
             
Net Profit 152 -57% -55% 234 54% -42% 358 53% -12% 456 27% 30% 
 

Source: Company Data, Morgan Stanley Research
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Exhibit 2 
MphasiS (IT Services) Operating Metrics 
 Jun-05 Sep-05 Dec-05 Mar-06 Jun-06 Sep-06 Dec-06 Mar-07 
 
Revenue Breakdown by Geography         
USA  69% 73% 73% 76% 76% 77% 76% 76% 
Europe  23% 18% 19% 15% 16% 15% 15% 15% 
Asia Pacific  2% 3% 2% 3% 3% 3% 3% 3% 
Japan  2% 2% 2% 2% 1% 1% 2% 2% 
India & Middle East  4% 4% 4% 4% 4% 4% 4% 4% 
         
Revenue Breakdown by Domain         
Financial Services  52% 53% 55% 58% 57% 59% 58% 57% 
Retail, Logistics and Transportation 20% 18% 18% 17% 17% 14% 15% 15% 
Technology  28% 29% 27% 25% 26% 27% 27% 28% 
         
Size of Clients         
$1 Million Customers  25 27 28 27 29 35 35 36 
$5 Million Customers  9 9 9 8 7 7 8 9 
$10 Million Customers  3 3 3 4 5 5 5 5 
 
Client Concentration 
Top Client  16% 17% 17% 19% 16% 13% 12% 12% 
Top 5  45% 45% 45% 49% 48% 46% 44% 43% 
Top 10  61% 61% 62% 64% 63% 60% 59% 60% 
         
Billing Rates (US$/Person-Hour)         
Onsite  66 63 63 65 65 66 67 67 
Offshore  21 21 21 20 21 21 22 22 
         
Headcount 2854 2971 3467 3533 3670 3966 4237 5194 
         
Utilization 76% 77% 75% 73% 73% 74% 78% NA 
         
Revenue Breakdown by Delivery         
Onsite  60% 58% 57% 60% 57% 55% 55% 52% 
Offshore  40% 42% 43% 40% 43% 45% 45% 48% 
         
Revenue Breakdown by Project Type         
Time & Material  85% 81% 83% 81% 86% 90% 90% 91% 
Fixed Price  15% 19% 17% 19% 14% 10% 10% 9% 
 
DSO 55 63 62 65 61 60 58 60 
 

Source: Company Data, Morgan Stanley Research 



 

 
 5 

 
JM MORGAN STANLEY 

M O R G A N  S T A N L E Y  R E S E A R C H  

May 2, 2007 
MphasiS BFL Group 

Exhibit 3 
MsourcE (BPO) Operating Metrics 
 Jun-05 Sep-05 Dec-05 Mar-06 Jun-06 Sep-06 Dec-06 Mar-07 
 
Revenue Breakdown by Geography         
USA  49% 49% 43% 42% 41% 43% 43% 53% 
Europe  49% 47% 43% 42% 42% 38% 38% 31% 
Asia/Pacific  2% 2% 2% 2% 2% 2% 2% 1% 
India & Middle East  0% 2% 12% 14% 15% 17% 17% 15% 
         
Revenue Breakdown by Domain         
Financial Services  69% 65% 57% 57% 55% 58% 54% 47% 
Insurance  10% 10% 10% 11% 12% 12% 13% 14% 
Retail, Logistics and Technology  21% 25% 33% 31% 33% 30% 33% 39% 
         
Size of Clients         
$1 Million Customers  13 13 12 13 14 15 17 17 
$5 Million Customers  7 5 6 7 7 6 6 6 
$10 Million Customers  1 1 1 1 1 1 2 4 
 
Client Concentration 
Top Client  20% 17% 14% 16% 15% 16% 17% 15% 
Top 3  40% 38% 38% 39% 40% 42% 40% 40% 
Top 5  58% 56% 56% 57% 59% 60% 58% 60% 
         
Billing Rates (US$/Person-Hour) 11 10 9 9 9 8 9 10 
         
Staff 5319 6541 7404 7881 7564 8447 8482 9485 
         
Utilization 
Process Utilization 71% 72% 66% 71% 69% 69% 65% 66% 
         
DSO 61 63 51 48 58 60 55 50 
 
Source: Company Data, Morgan Stanley Research 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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The research analysts, strategists, or research associates principally responsible for the preparation of this research report have received 
compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and 
overall investment banking revenues. 
Morgan Stanley & Co. Incorporated makes a market in the securities of Infosys Technologies. 
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions. 
 



 

 
 7 

 
JM MORGAN STANLEY 

M O R G A N  S T A N L E Y  R E S E A R C H  

May 2, 2007 
MphasiS BFL Group 

STOCK RATINGS 
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. For example, Morgan 
Stanley uses a relative rating system including terms such as Overweight, Equal-weight or Underweight (see definitions below). A rating system using 
terms such as buy, hold and sell is not equivalent to our rating system. Investors should carefully read the definitions of all ratings used in each 
research report. In addition, since the research report contains more complete information concerning the analyst's views, investors should carefully 
read the entire research report and not infer its contents from the rating alone.  In any case, ratings (or research) should not be used or relied upon as 
investment advice. An investor's decision to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) 
and other considerations. 
 

Global Stock Ratings Distribution 
(as of April 30, 2007) 
For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside 
our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. 
Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see 
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we 
correspond Equal-weight and Underweight to hold and sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category

Overweight/Buy 850 38% 291 42% 34%
Equal-weight/Hold 1008 45% 303 44% 30%
Underweight/Sell 368 17% 97 14% 26%
Total 2,226  691   
 
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-adjusted 
basis over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted basis, 
over the next 12-18 months. 
More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years.  Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We note 
that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. 
 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
 
Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your 
local investment representative.  You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research 
Management), New York, NY, 10036 USA. 
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Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, please 
refer to the latest relevant published research on these stocks.  Research is available through your sales representative or on Client Link at www.morganstanley.com and 
other electronic systems. 

This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of persons 
who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate particular 
investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will depend on an 
investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain 
investors may not be eligible to purchase or participate in some or all of them. 

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy.  The "Important US 
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common securities 
of the companies.  For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of securities of 
companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in the preparation 
of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different from those 
discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons. 

Morgan Stanley and its affiliate companies do business that relates to companies covered in its research reports, including market making and specialized trading, risk 
arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to 
and buys from customers the securities/instruments of companies covered in its research reports on a principal basis. 

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report 
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses for 
such visits. 

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational or 
financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past performance 
is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise stated, the cover 
page provides the closing price on the primary exchange for the subject company's securities. 

To our readers in Taiwan:  Information on securities that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such information is for your reference 
only.  The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the 
public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on securities that do not trade in Taiwan is for 
informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities. MSTL may not execute transactions for clients in 
these securities. 

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Dean Witter Asia Limited as part of its 
regulated activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives. 

Certain information in this report was sourced by employees of the Shanghai Representative Office of Morgan Stanley Dean Witter Asia Limited for the use of Morgan 
Stanley Dean Witter Asia Limited. 

This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Dean Witter Asia Limited (which accepts 
responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia 
(Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in 
Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts responsibility 
for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch; in India by JM Morgan Stanley Securities Private Limited; in Canada by Morgan 
Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan Stanley Bank 
AG, Frankfurt am Main, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley, S.V., S.A., a Morgan Stanley group company, 
which is supervised by the Spanish Securities Markets Commission (CNMV) and states that this document has been written and distributed in accordance with the rules of 
conduct applicable to financial research as established under Spanish regulations; in the United States by Morgan Stanley & Co. Incorporated, which accepts responsibility 
for its contents.  Morgan Stanley & Co. International plc, authorized and regulated by Financial Services Authority, disseminates in the UK research that it has prepared, and 
approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its affiliates.  Private U.K. 
investors should obtain the advice of their Morgan Stanley & Co. International plc representative about the investments concerned. In Australia, this report, and any access 
to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. 

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make no warranties or representations of any 
kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  The Global 
Industry Classification Standard ("GICS") was developed by and is the exclusive property of MSCI and S&P. 

Morgan Stanley has based its projections, opinions, forecasts and trading strategies regarding the MSCI Country Index Series solely on publicly available information. MSCI 
has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or control over 
MSCI's index compilation decisions. 

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 

Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities is available on request. 
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Company (Ticker) Rating (as of) Price (04/30/2007)

Anantha Narayan 
HCL Technologies (HCLT.BO) E (01/30/2004) Rs334.1
Hexaware Technologies Limited 
(HEXT.BO) 

O (06/22/2006) Rs169.7

Infosys Technologies (INFY.BO) O (04/17/2006) Rs2,049.35
MindTree Consulting Limited 
(MINT.BO) 

U-V (04/10/2007) Rs793.9

MphasiS BFL Group (MBFL.BO) E (03/15/2004) Rs313.65
Patni Computer Systems 
(PTNI.BO) 

O (08/08/2005) Rs474.35

Polaris Software Lab Ltd. 
(POLS.BO) 

E (02/20/2007) Rs171.65

Satyam Computer Services 
(SATY.BO) 

O (03/18/2002) Rs473.1

Tata Consultancy Services 
(TCS.BO) 

O (09/29/2004) Rs1,265.7

Wipro Ltd. (WIPR.BO) E (03/22/2002) Rs571.25
i-flex Solutions Ltd. (IFLX.BO) E (10/31/2005) Rs2,519.15

Stock Ratings are subject to change. Please see latest research for each company. 
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