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1QFY12 results – margin beats surprises, revenue performance in line with expectation 

Polaris reported recurring (excluding proceeds from surplus real estate monetization) net income of 
Rs426 mn (down 11% qoq, down 9% yoy), 10% higher than our estimate. Net income 
outperformance was driven by a 200 bps beat on EBITDA margins, even as revenues came 
marginally below estimate. Revenues of US$100.7 mn (versus our estimate of US$101 mn) 
included acquisition contribution of US$1.5 mn – +4.1% qoq on reported basis, +2.5% organic. 
Margin performance was surprising given headwinds in the form of wage hikes and Rupee 
appreciation. Management attributed margin improvement to better realizations, lower SI 
revenues, and one-off provision reversals. 

Sustainability of margins key to stock performance; our confidence remains low 

Polaris has shown reasonable revenue traction for the past several quarters and indicates that the 
momentum remains strong. The company has also raised its FY2012E revenue guidance to 
US$430-440 mn from US$425-435 mn earlier. Even as we believe revenue momentum for the 
company can sustain, we have reservations on building in margin improvement from 1QFY12 
levels. Margin headwinds in the form of stronger Rupee and tight supply-side environment in the 
industry continue and the company has limited levers to improve margins – utilization remains 
high at 81%, there is little leverage on the SG&A front (the company has also communicated its 
intent to keep investing in the S&M engine). 

Raise EPS estimates, maintain SELL 

We have revised our FY2012E and FY2013E EPS estimates to Rs19.5 and Rs22.3 from Rs18.9 and 
Rs20.9, earlier, respectively. We note that our EPS estimates represent recurring earnings and do 
not factor in surplus real estate sales proceeds that the company is building into its FY2012E EPS 
guidance of Rs21.95-Rs22.35. Revision in EPS estimates is primarily driven by (1) increase in margin 
assumptions, and (2) change in Re/US$ rate – to 44.7 and 45.6 for FY2012E and FY2013E versus 
45.5 and 44 earlier, respectively. Our target price of Rs175/share implies P/E of 8X FY2013E 
earnings, reflecting the risks associated with our margin assumptions, as discussed earlier. 
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In-line revenues; one-offs aid margins. Polaris’ reported recurring net income of 
Rs426 mn beat our estimate by 10% on the back of better-than-expected margin 
performance. Revenue growth (+4% qoq reported, +2.5% organic) was in line with our 
expectations. We understand that one-off provision reversals aided margin 
improvement, even as the management did not quantify the extent of reversal. 
Sustainability of margins remains key and we would wait for a quarter or two before 
turning positive on the stock. Maintain SELL with an unchanged TP of Rs175/share. 

 

Polaris Software Lab
Stock data Forecasts/Valuations 2011 2012E 2013E

52-week range (Rs) (high,low) EPS (Rs) 19.3 19.5 22.3
Market Cap. (Rs bn) 17.5 EPS growth (%) 25.7 0.9 14.2

Shareholding pattern (%) P/E (X) 9.1 9.0 7.9
Promoters 29.0 Sales  (Rs bn) 15.9 19.4 22.8
FIIs 24.5 Net profits (Rs bn) 1.9 1.9 2.2
MFs 11.6 EBITDA (Rs bn) 2.1 2.5 3.0

Price performance (%) 1M 3M 12M EV/EBITDA (X) 5.8 4.5 3.5
Absolute 6.7 (14.1) (4.5) ROE (%) 20.2 17.3 17.1
Rel. to BSE-30 0.9 (9.6) (7.7) Div. Yield (%) 2.1 2.2 2.3

Company data and valuation summary
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Polaris Software Interim Results - 1QFY12 (Rs mn) 
 

qoq yoy
1QFY11 4QFY11 1QFY12 % chg. % chg. KIE

Revenues (US$ mn) 78.9       96.7          100.7        4.1           27.6         101.0           (0.4)            
Total Revenues 3,606      4,375        4,502        2.9           24.9         4,531           (0.7)            
Cost of Revenues (2,430)     (3,022)       (3,085)       2.1           27.0         (3,203)          (3.7)             
Gross Profit 1,176      1,354        1,417        4.7           20.4         1,329           6.6             
SG&A Expenses (694)        (827)          (838)          1.3           20.7         (835)             0.3              
EBITDA 482        527           579           9.9           20.1         494              17.2           
Other income 142         133           116           (12.6)        (18.4)        123              (5.9)             
Interest expense (2)            (4)              (5)              (4)                 
EBDT 622         656           691           5.3           11.0         614              12.5            
Depreciation (78)          (87)            (96)            10.1         22.5         (89)               7.5              
Minority interest
Pretax profits 544        569           595           4.5           9.4           525              13.3            
Provision for Tax (79)          (90)            (169)          89.0         115.4       (137)             23.2            
Net Profit 465        480           426           (11.2)        (8.5)          388              9.8             
Extraordinaries 1             96             20             90                
Net Profit reported 466        576           446           (22.6)        (4.4)          478              (6.7)            

EPS - recurring (Rs) 4.7         4.8            4.3            (11.2)        (8.5)          3.9               
Margins (%)
Gross margin 32.6        30.9          31.5          29.3             
SG&A expenses 19.3        18.9          18.6          18.4             
EBITDA margin 13.4        12.0          12.9          10.9             
EBIT margin 11.2        10.1          10.7          8.9               
Net profit margin 12.9        13.2          9.9            10.5             
Tax rate 16.9        18.7          39.8          35.4             

% Deviation

 

Source: Company, Kotak Institutional Equities estimates 

 

Key changes to estimates, FY2012E-13E 
 

FY2012E FY2013E FY2012E FY2013E FY2012E FY2013E
Revenues (US$ mn) 434              500              432              501              0.5               (0.3)              
Revenues (Rs mn) 19,418         22,799         19,641         22,064         (1.1)              3.3               
Revenue growth, US$ (%) 24.6             15.1             24.0             16.1             

EBITDA (Rs mn) 2,541           2,978           2,471           2,639           2.8               12.9             
EBIT (Rs mn) 2,143           2,514           2,093           2,199           2.4               14.3             
Net profit (Rs mn) 1,943           2,219           1,884           2,088           3.1               6.3               
EPS (Rs) 19.5            22.3            18.9            20.9            3.1              6.3              

EBITDA margin (%) 13.1             13.1             12.6             12.0             
EBIT margin (%) 11.0             11.0             10.7             10.0             

Re/US$ rate 44.7             45.6             45.5             44.0             (1.6)              3.7               

Change (%)EarlierRevised

 

Source: Kotak Institutional Equities estimates 
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Condensed consolidated financials for Polaris, 2010-2013E, March fiscal year-ends (Rs mn) 
 

FY2010 FY2011 FY2012E FY2013E
Profit & Loss Model
Revenues 13,538             15,863             19,418             22,799             
EBITDA 2,220               2,139               2,541               2,978               
Depreciation (350)                 (337)                 (399)                 (464)                 
EBIT 1,870               1,802               2,143               2,514               
Other Income (73)                   494                  515                  527                  
PBT 1,788               2,285               2,639               3,022               
Tax (255)                 (359)                 (696)                 (803)                 
Net Profit 1,533               1,926               1,943               2,219               
Balance Sheet (Rs mn)
Total Equity 8,725               10,325             12,074             13,814             
Borrowings 25                    83                    83                    83                    
Total capital 8,749               10,408             12,156             13,897             
Net fixed Assets 2,271               2,937               3,341               3,794               
Investments 3,897               3,843               3,843               3,843               
Goodwill 506                  644                  644                  644                  
Working Capital 2,041               2,891               4,235               5,522               
 - Cash 1,237               1,423               2,373               3,262               
 - Current Assets 3,830               5,274               6,482               7,642               
 - Current Liabilities 3,026               3,805               4,621               5,382               
Total assets 8,749               10,408             12,156             13,897             
Free Cash Flow (Rs mn)
Cash generated from operations 2,163               2,085               2,220               2,139               
Working Capital Changes 871                  (914)                 (393)                 (399)                 
Capital expenditure (429)                 (941)                 (803)                 (917)                 
Tax (290)                 (359)                 (696)                 (803)                 
Free Cash Flow 2,315               (129)                 328                  19                     

Source: Company, Kotak Institutional Equities estimates 
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"I, Kawaljeet Saluja, hereby certify that all of the views expressed in this report accurately reflect my personal views about the 
subject company or companies and its or their securities. I also certify that no part of my compensation was, is or will be, 
directly or indirectly, related to the specific recommendations or views expressed in this report." 
 
 
 
Kotak Institutional Equities Research coverage universe
Distribution of ratings/investment banking relationships

Source: Kotak Institutional Equities As of March 31, 2011

* The above categories are defined as follows: Buy = We expect 
this stock to outperform the BSE Sensex by 10% over the next 12 
months; Add = We expect this stock to outperform the BSE Sensex 
by 0-10% over the next 12 months; Reduce = We expect this stock 
to underperform the BSE Sensex by 0-10% over the next 12 
months; Sell = We expect this stock to underperform the BSE 
Sensex by more then 10% over the next 12 months. These ratings 
are used illustratively to comply with applicable regulations. As of 
31/03/2011 Kotak Institutional Equities Investment Research had 
investment ratings on 164 equity securities.

Percentage of companies covered by Kotak Institutional Equities, 
within the specified category.

Percentage of companies within each category for which Kotak 
Institutional Equities and or its affiliates  has provided investment 
banking services within the previous 12 months.
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Ratings and other definitions/identifiers 

Definitions of ratings 

BUY. We expect this stock to outperform the BSE Sensex by 10% over the next 12 months. 

ADD. We expect this stock to outperform the BSE Sensex by 0-10% over the next 12 months. 

REDUCE. We expect this stock to underperform the BSE Sensex by 0-10% over the next 12 months. 

SELL. We expect this stock to underperform the BSE Sensex by more than 10% over the next 12 months. 

Our target price are also on 12-month horizon basis. 

Other definitions 

Coverage view. The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following 
designations: Attractive, Neutral, Cautious. 

Other ratings/identifiers 

NR = Not Rated. The investment rating and target price, if any, have been suspended temporarily. Such suspension is in compliance with applicable 
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or strategic 
transaction involving this company and in certain other circumstances.  

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.  

NC = Not Covered. Kotak Securities does not cover this company.  

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock 
and should not be relied upon.  

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.  

NM = Not Meaningful. The information is not meaningful and is therefore excluded. 
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the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We and our affiliates, officers, directors, and 
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