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Market Cap Rs1.8bn/US$44.5mn  Year to March 2008 2009E 2010E 2011E
Reuters/Bloomberg NSEL.BO/NCS IN  Revenue (Rs mn) 2,887  3,299 3,748 3,911 
Shares Outstanding (mn) 32.3  Net Income (Rs mn) 616  353 434 355 
52-week Range (Rs) 298/44  EPS (Rs) 19.1  10.9 13.4 11.0 
Free Float (%) 30.4  % Chg YoY 11.4  (42.8) 23.1 (18.3)
FII (%) 10.4  P/E (x) 2.9  5.0 4.1 5.0 
Daily Volume (US$'000) 90  CEPS (Rs) 22.7  14.8 18.1 16.3 
Absolute Return 3m (%) (21.1)  EV/E (x) 1.1  1.3 1.2 1.3 
Absolute Return 12m (%) (80.3)  Dividend Yield (%) 2.7  1.8 1.8 1.8 
Sensex Return 3m (%) (8.7)  RoCE (%) 31.7  14.8 15.9 11.5 
Sensex Return 12m (%) (47.0)  RoE (%) 31.8  14.8 15.9 11.5 

 

Nucleus Software  HOLD
 Maintained
Above expectations, though concerns persist Rs55
Reason for report: Q3FY09 results review and earnings revision 

 

Equity Research 
January 19, 2009 
BSE Sensex: 9330 

Technology 

Earnings revisions 
(%) FY09E FY10E FY11E 
Sales ↑  1.9  0.0 ↓ 4.6 
EBITDA ↑ 12.5  ↑ 12.2  ↓  3.8 
EPS ↑ 14.7  ↑ 13.0  ↓  4.1 

Shareholding pattern 

 
Jun 
‘08 

Sep 
‘08 

Dec 
‘08 

Promoters 59.6 59.6 59.6 
Institutional  
investors 16.8 16.5 14.5 
  MFs and UTI 5.9 5.6 4.1 
  Insurance Cos. 0.1 0.0 0.0 
  FIIs 10.9 10.8 10.4 
Others 23.6 24.0 25.9 

Source: www.nseindia.com 
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INDIA 

Nucleus Software’s (Nucleus) Q3FY09 revenues are up 11.6% QoQ to Rs843mn 
(I-Sec: Rs800mn) on the back of 22% QoQ increase in services revenue (ramp-up 
of deals announced in Q2FY09) and rupee depreciation. Products revenues 
remained flat in constant currency terms. Also, overall order book position is also 
flat at Rs3.59bn (US$76.4mn), with order book of products declining 4% in rupee 
terms (6% QoQ decline in US dollar terms) to Rs2.83bn. Most delayed projects in 
H1FY09 have commenced/are expected to commence. In the current challenging 
macro environment, large order wins (which could replace revenues from ACOM) 
by Nucleus seem unlikely in the short term. At current market price of 
Rs55/share, the stock is trading at FY09E P/E of 5x. Net cash of Rs32/share would 
restrict the downside. Based on bleak revenue visibility and risk of high client 
concentration (top 5 clients contributing 72%), we maintain HOLD. Continual 
large-order wins providing long-term visibility remains an upside risk. 

 Bleak revenue visibility. Contracts with ACOM, one of the company’s top clients, 
would expire by December ’09; though implementation and maintenance would 
continue beyond expiry, there would be significant loss of licensing revenues. Some 
of the recently awarded services contracts are project-based and for 9-15 months. 
Coupled with these and on account of Nucleus having various large troubled BFS 
clients, revenue visibility post December ’09 seems bleak, unless Nucleus wins 
large orders. 

 EBITDA margin expansion of 700bps QoQ. Despite bad debts & RDD of 
Rs24.3mn, EBITDA margin expanded 700bps to 18.1% (I-Sec: 15%) owing to 
higher productivity, cost rationalisations and rupee depreciation. Other Income was 
higher at Rs38.7mn due to premature withdrawal of FMPs and re-investing these in 
FDs, thereby leading to higher PAT at Rs105mn (I-Sec: Rs82mn). 

 Earnings revision; maintain HOLD. With better-than-expected Q3FY09 results, 
we are upgrading our FY09E & FY10E EPS estimates 14.7% & 13% respectively. 
However, factoring in increased bleak visibility beyond FY10E, we have reduced our 
FY11E revenue and EPS estimates 4.6% and 4.1% respectively. Maintain HOLD. 
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Table 1: Q3FY09 results review  
(Rs mn, year ending March 31) 

Consolidated Income  Q3FY09 Q2FY09 Q3FY08 % chg 
(QoQ)  

% chg 
(YoY)  

I-Sec 
estimates 

% 
variance 

Total revenue 842 755 736 11.7 14.4 800 5.3 
Product revenue 557 521 517 6.9 7.7 552 0.9 
Project revenue 285 234 219 22.2 30.3 248 15.3 
Software Development Exp 542 529 435 2.3 24.6 551 (1.6) 
Gross Profit 301 225 302 33.6 (0.3) 249 20.6 
Selling & Marketing Exp 66 72 63 (8.6) 4.4 68 (3.5) 
General & Admin Exp 82 69 53 19.9 54.6 61 36.2 
EBIDTA 152 84 185 81.1 (17.8) 120 26.6 
EBIDTA (%) 18.1 11.1 25.1   15.0 20.2 
Add: Other Income 28 10 13 171.2 111.7 19 46.0 
Less: Depreciation 32 36 31 (10.8) 1.2 38 (15.8) 
Less: Tax 43 18 11 140.1 273.0 19 118.7 
PAT 106 41 155 158.6 (32.0) 82 28.8 
PAT (%) 12.5 5.4 21.1   10.2  

Source: Company data, I-Sec Research 
 

Chart 1: Consolidated revenues and margins 
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Source: Company data, I-Sec Research 
 

Chart 2: Products revenues  
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Source: Company data, I-Sec Research 

Revenues were up 
11.6% QoQ mainly 
due to increase in 
services revenues 
and rupee 
depreciation. EBITDA 
margin increased a 
whopping 700bps 
QoQ 

Products revenues 
registered 6.9% 
QoQ rise, primarily 
on account of rupee 
depreciation 
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Chart 3: Services revenues 
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Source: Company data, I-Sec Research 
 

Chart 4: Order book position 
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Source: Company data, I-Sec Research 
 

Table 2: Revenues – Geographical 
(%) 

 Q1FY08 Q2FY08 Q3FY08 Q4FY08 Q1FY09 Q2FY09 Q3FY09
India 14.4 9.6 11.3 9.5 9.4 12.3 10.6
Far East 45.1 48.3 53.5 53.8 53.1 50.8 49.8
South East Asia 16.3 15.2 12.3 14.3 14.9 15.6 16.8
Europe/UK 6.1 7.8 3.0 4.8 8.1 5.9 6.5
USA & Canada 1.6 1.5 0.9 0.4 0.3 0.3 0.3
Middle East 12.0 12.3 8.8 7.5 8.7 6.9 8.8
Africa 2.5 1.8 6.1 7.7 3.8 4.7 3.1
Rest of World 2.0 3.4 4.2 2.0 1.8 3.5 3.9

Source: Company data, I-Sec Research 

 

Services revenues 
were up 22.2% QoQ 
owing to ramp-up of 
some of the deals 
that were awarded in 
Q2FY09 with an 
existing client 

Order book remained 
flat at Rs3.59bn; 
products order book 
was down 4% to 
Rs2.83bn, while that 
of services was up 
25% QoQ to 
Rs760mn due to 
additional orders 
from existing clients 

As regards overall 
revenues, Europe, 
Middle East and 
RoW are witnessing 
increased traction; 
the Far East and 
India are almost flat 
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Financial summary 
Table 3: Profit and Loss Statement 
(Rs mn, year ending March 31) 

 FY08 FY09E FY10E FY11E
Operating Revenues (Sales) 2,887 3,299 3,748 3,911 
  of which Products  1,974 2,235 2,546 2,816 
  of which Services  913 1,064 1,203 1,095 
Operating Expenses 2,152 2,751 3,131 3,377 
EBITDA 735 548 617 535 
  % margins 25.4 16.6 16.5 13.7 
Depreciation & Amortisation 118 135 151 171 
Other Income 70 46 83 92 
Recurring PBT 686 459 549 455 
Add: Extraordinaries 0 0 0 0 
Less: Taxes 70 107 115 101
Net Income (Reported) 616 353 434 355 
Recurring Net Income 616 353 434 355 
Source: Company data, I-Sec Research 
 

Table 4: Balance Sheet 
(Rs mn, year ending March 31) 
 FY08 FY09E FY10E FY11E
Assets       
Total Current Assets 1,401 2,549 2,890 3,000 
  of which cash and deposits 225 1,043 1,199 1,268 
Total Current Liabilities & 
Provisions 675 858 900 821 
Net Current Assets 727 1,691 1,990 2,179 
Investments 905 25 25 25 
of which Strategic/Group 139 0 0 0 
of which Other Marketable 766 25 25 25 
Net Fixed Assets 561 677 825 954 
Capital Work-in-Progress 30 50 0 0 
Other Long Term Assets        
Total Assets 2,223 2,443 2,840 3,158 
  of which cash and equivalents 991 1,068 1,224 1,293 
   
Liabilities       
Borrowings 0 0 0 0 
Deferred Tax Liability 3 (93) (93) (93)
Equity Share Capital 330 330 330 330 
  Face Value per share (Rs) 10 10 10 10 
Reserves & Surplus* 1,890 2,206 2,603 2,921 
Net Worth 2,220 2,536 2,933 3,251 
Total Liabilities 2,223 2,443 2,840 3,158 
*excluding revaluation reserves  
Source: Company data, I-Sec Research  
 

Table 7: Quarterly trends 
(Rs mn, year ending March 31) 
  Mar-08 Jun-08 Sep-08 Dec-08
Net sales 781 829 755 842 
% growth (YoY) 29.8 24.4 7.2 14.4 
EBITDA 209 142 84 152 
Margin (%) 26.8 17.1 11.1 18.1 
Other income 11 (12) 10 28 
Extraordinaries Inc / (Loss) 0 0 0 0 
Recurring Net Income 159 80 41 106 
Source: Company data, I-Sec Research  

 

Table 5: Cash Flow Statement 
(Rs mn, year ending March 31) 

 FY08 FY09E FY10E FY11E
Operating Cash flow before W 
Cap changes 735 391 586 526 
Working Capital Inflow / (Outflow) (339) (129) (143) (120)
Capex (159) (270) (250) (300)
Free Cash flow  236 (7) 193 106 
Cash Flow from other Invst Act 
(Ex Capex) (215) 880 0 0 
Proceeds from Issue of Share 
Capital 0 0 0 0 
Inc/(Dec) in Borrowings 0 0 0 0 
Divided paid (64) (55) (37) (37)
Others 0 0 0 0 
Increase/(Decrease) in Cash  (43) 817 156 69 
Source: Company data, I-Sec Research 
 
Table 6: Key Ratios 
(Year ending March 31) 

 FY08 FY09E FY10E FY11E
Per Share Data (Rs.)      
EPS(Basic Recurring) 19.1 10.9 13.4 11.0 
Diluted Recurring EPS 19.1 10.9 13.4 11.0 
Recurring Cash EPS  22.7 14.8 18.1 16.3 
Dividend per share (DPS) 1.5 1.0 1.0 1.0 
Book Value per share (BV) 67.2 76.8 88.8 98.4 
       
Growth Ratios (%)      
Operating Income (Sales) 30.5 14.3 13.6 4.3 
EBITDA  16.2 (25.4) 12.7 (13.4)
Recurring Net Income 11.8 (42.8) 23.1 (18.3)
Diluted Recurring EPS 11.4 (42.8) 23.1 (18.3)
Diluted Recurring CEPS 17.1 (34.8) 22.5 (10.2)
       
Valuation Ratios (x)      
P/E 2.9 5.0 4.1 5.0 
P/CEPS 2.4 3.7 3.0 3.4 
P/BV 0.8 0.7 0.6 0.6 
EV / EBITDA 1.1 1.3 1.2 1.3 
EV / Sales 0.3 0.2 0.2 0.2 
EV / FCF  3.3 (97.0) 3.7 6.7 
       
Operating Ratio      
Software Development 
Expenses/Sales (%) 60.4 66.4 66.2 68.2 
SG&A/Sales (%) 14.1 17.0 17.3 18.1 
Other Income / PBT (%) 10.2 10.1 15.2 20.2 
Effective Tax Rate (%) 10.1 23.2 20.9 22.1 
NWC / Total Assets (%) 25.1 51.2 53.2 54.8 
Fixed Asset Turnover (x) on 
average 5.9 5.3 5.0 4.4 
Receivables (days) on average 78 83 84 85 
Payables (days) on average 30 30 30 30 
D/E Ratio (x)  0.0 0.0 0.0 0.0 
       
Return/Profitability Ratio (%)      
Recurring Net Income Margins  21.4 10.7 11.6 9.1 
RoIC (Based on Avg) 59.4 26.1 27.3 21.8 
RoCE (Based on Avg) 31.7 14.8 15.9 11.5 
RoNW (Based on Avg) 31.8 14.8 15.9 11.5 
Dividend Payout Ratio  9.0 10.5 8.5 10.4 
Dividend Yield  2.7 1.8 1.8 1.8 
EBITDA Margins  25.4 16.6 16.5 13.7 
Source: Company data, I-Sec Research 
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ANALYST CERTIFICATION  
We /I, Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA analysts and the authors of this report, hereby certify that all of the views expressed in this 
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, 
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might 
not be an associated person of the ICICI Securities Inc. 

Disclosures: 
ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing 
group.  We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India.  We and our affiliates have 
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department.  Our research 
professionals provide important input into our investment banking and other business selection processes.  ICICI Securities generally prohibits its analysts, persons 
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts 
cover. 
The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information 
contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in 
whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the 
information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) 
are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from 
doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable 
regulations and/or ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other 
circumstances. 
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its 
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer 
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not 
all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this 
report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific 
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, 
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent 
judgement by any recipient. The recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in 
interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use 
of this report. Past performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-
looking statements are not predictions and may be subject to change without notice.    
ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and 
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for 
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and 
affiliates expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research 
report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed 
that Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA research analysts and the authors of this report have not received any compensation from the 
companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which 
include earnings from Investment Banking and other business.  
ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month 
preceding the publication of the research report.   
It is confirmed that Krupal Maniar, CFA, Sandeep Shah, CA and Sagar Thakkar, CA research analysts and the authors of this report or any of their family members 
does not serve as an officer, director or advisory board member of the companies mentioned in the report. 
ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities 
and affiliates may act upon or make use of information contained in the report prior to the publication thereof. 
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any 
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain 
category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.  
This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical 
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed. 

 


