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Challenges persist

We hosted Mr Ganesh Murthy, CFO, Mphasis for investor meetings in Mumbai
recently. We present key takeaways:

Challenges within core HP Enterprise Svcs continue, co
expects increased traction in HP Technology Svcs and HP
Imaging and Printing Group

Direct channel revenue growth to remain strong. Recent
deal wins in domestic business lend visibility

Co targeting EBIT margins of 15-18% in FYOct’12. Lower
investments in Javelina, absence of RSU charge, fresher
hiring and consolidation of facilities to drive margins up

Inexpensive valuations at ~9x FYOct’11/0Oct’12E EPS with
cash at ~26% of mktcap limits downsides. Improvement in
op performance needs to preclude stock upsides

Core HP struggles to continue, traction in other segments strong

Mphasis mgmt indicates that business within core HP (read Enterprise Svcs) is
expected to be sluggish (note that rev from Enterprise Svcs are down by ~10% over
the past 2 qtrs) albeit stable ahead citing formation of a governance council at HP
which is taking the relationship forward with Mphasis. Co continues to aggressively
target opportunities within HP outside of Enterprise Svcs and is targeting rev of US$
100 mn in FYOct'12( V/s US$ 35 mn in FYOct'11 implying a tough CQGR of 30%+).
Mphasis has recently won a US$ 25 mn ACV business from HP Tech Svcs and
expects to gain traction within HP Imaging and Printing Group as well. Strong growth
within Direct Channel business is expected to continue (co has recently won 2 large
deals in the emerging geographies, albeit we see working capital stretching on
account of these deals). We highlight that co wide revenue growth for Mphasis might
still be low single digits, far cry lower than industry/peers growth

Margins to improve ahead after the sharp decline in 2 yrs

Mphasis's EBITDA margins( ex one offs and hedging gains) have continued to decline
since April’09 ( down ~1200 bps over the period) before recovering in Oct'1l gtr to
18.5% aided by lower currency, improved utilization and lower investments in the
Javelina platform. Over the next few quarters, we see margin tailwinds in the form of
(1) lower investments in the Javelina platform, (2) absence of RSU charge (co is now
issuing ESOP’s at current market price unlike in the past when RSU’s were issued at
face value), (3) broadening of employee pyramid(co has hired ~1,300 freshers in the
past 2 gtrs and plans to hire ~1,600 freshers in FYOct'12) and (4) consolidation of
delivery centers. However we note that currency depreciation will be a less
meaningful margin tailwind for the company ahead on account of INR based
billing for nearly 45% of revenues and hedges at ~Rs 48/$

Inexpensive valuations, however improvement in performance needs to
preclude stock upsides

Valuations at ~9x/8.5xOct'11/Oct’'12 P/E with ~27% of market cap in cash will limit
sharp downsides. Several quarters of disappointing performance has driven ~50%
decline in stock over the past 1 yr. In our view, an improvement in operational
performance needs to preclude any stock upsides.

Y/E, Oct Net EBITDA PAT EPS ROE P/E EV/ P/B
(in Rs mn) Sales Core % (Rs) % (x) EBITDA (x)
FY10 50,366 12,649 25.1 10,908 51.9 38.6 6.2 4.1 2.1
FY11 50,980 9,846 19.3 8,216 39.0 22.0 8.3 5.1 1.7
FY12E 55,173 10,148 184 7,452 354 18.7 9.2 4.5 1.5
FY13E 59,741 10,913 183 8,030 38.1 17.6 8.5 3.7 1.3
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Mphasis’s margins benefited during late CY08-early CY09 aided by INR depreciation given negligible hedging and ~60 bps
margin sensitivity to every 1% change in currency then. Currency depreciation will be a marginal tailwind this time around
given ~45% of INR billing and reasonable hedge positions

(All fig in Rs mn except %) April'09  July'09 Oct'09 Jan'l0 April'l0 July'l0 Oct'l0 Jan'll  April'ld July'll Oct'll
Reported Revenues 10,485 11,056 11,322 11,916 12,205 12,791 13,454 12,335 12,571 12,936 13,138
Hedging Gains/(Losses) -240 15 107 357 338 210 272 171 110 125 -104
Revenues(ex Hedging) 10,724 11,041 11,215 11,559 11,867 12,581 13,182 12,164 12,461 12,811 13,242
Reported EBITDA 2,818 2919 2946 3,135 3150 3,159 3204 2,574 2,406 2514 2,351
Reported Mgns, % 26.9 264 260  26.3 25.8 247 238 209 19.1 194  17.9
EBITDA ex Hedging gains/(losses) 3058 2,904 2,839 2778 2812 2,949 2932 2403 2,296 2,389 2,455
EBITDA mgns(ex hedging), % 28.5 263 253 240 23.7 234 222 198 18.4 187 185
e D e Hedging and Provision 3058 2,904 2839 2572 2812 2949 2702 1,969 2020 1,808 2,455
EFO';ZQ rr]“f]er\‘lse(res’;gfigmg and 28.5 263 253  22.3 23.7 234 205  16.2 16.2 141 185

Source: Company, Emkay Research
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Key Financials

Income Statement Balance Sheet
Y/E, Oct (Rs. m) Oct'l0 Oct'llE Oct'12E  Oct'13E Y/E, Oct (Rs. m) Oct'l0 Oct'llE Oct'12E  Oct'13E
Net Sales 50,366 50,980 55,173 59,741 Equity share capital 2,099 2,100 2,089 2,089
Growth (%) 18 1 8 8 Reserves & surplus 30,892 36,898 42,606 48,758
Total Expenditure (37,717)  (41,134) (45,024) (48,828) Minority Interest - - - -
Growth (%) 20 9 9 8 Networth 32,992 38,998 44,697 50,848
EBIDTA 12,649 9,846 10,148 10,913 Secured Loans - - - -
Growth (%) 12 (22) 3 8 Unsecured Loans 454 2,924 2,924 2,924
EBIDTA % 25.1 19.3 18.4 18.3 Loan Funds 454 2,924 2,924 2,924
Other Income 581 665 - - Deferred Tax Liabilities 3 22 22 22
Depreciation (1,637)  (1,550)  (1,783)  (1,997) Total Liabilities 33,449 41,944 47,643 53,794
EBIT 11,011 8,295 8,365 8,916 Goodwill - - - -
Interest 8 (22) 1,440 1,650 Gross Block 14,145 20,037 22,037 24,037
EBT 12,100 10,043 9,805 10,566 Less: Depreciation 7,836 8,495 10,278 12,275
Tax (1,192)  (1,827)  (2,353)  (2,536) Net block 6,309 11,542 11,759 11,762
EAT 10,908 8,216 7,452 8,030 Capital WIP 89 102 102 102
Growth (%) 20 (25) 9) 8 Investment - - - -
EAT (%) 21.7 16.1 135 13.4 Current Assets 37,886 43,375 49,166 56,504
Inventories - - - -
Sundry debtors 12,054 13,072 13,907 15,058
Cash & bank balance 1,784 2,896 7,367 12,715
Loans & advances 9,446 9,641 10,128 10,966
Other current assets 2 1 - -
Current Liab & Prov 11,590 14,050 14,360 15,549
Current liabilities 8,094 9,098 9,069 9,820
Provisions 3,497 4,952 5,291 5,729
Net current assets 26,296 29,325 34,806 40,955
Misc exps - - - -
Deferred Tax 754 975 975 975
Total Assets 33,448 41,944 47,642 53,794
Cash Flow Key ratios
Y/E, Oct (Rs. m) Oct'l0 Oct'1lE Oct'12E  Oct'13E Y/E, Oct Oct'l0 Oct'1llE Oct'12E  Oct'13E
Net Profit after Tax 10,908 8,216 7,452 8,030 EPS (Rs) 51.9 39.0 354 38.1
Add : Depreciation 1,637 1,550 1,783 1,997 CEPS (Rs) 59.7 46.3 43.8 47.6
Add : Misc exp wi/off - - - Book Value Per Share (Rs) 157.1 185.0 212.0 241.2
Net changes in WC (2,443) (2,460) (310) (1,189) Dividend Per Share (Rs) 4.0 6.5 7.1 7.6
Operational Cash Flows 9,170 10,812 8,225 9,226 Valuations Ratios (x)
Capital expenditure (1,799) (6,796) (2,000) (2,000) PER 6.2 8.3 9.2 8.5
Investments (6,988) (3,165) - P/CEPS 10.0 13.0 13.7 12.6
Investing Cash Flows (8,787) (9,961) (2,000) (2,000) P/BV 2.1 1.7 1.5 1.3
Borrowings 421 2,470 - EV/EBIDTA 4.1 5.1 4.5 3.7
dividend paid (858) (980) (1,605) (1,744) EV/Sales 1.0 1.0 0.8 0.7
Issue of shares 1 (11) - - M-Cap/sales 1.3 1.3 1.2 11
Share Premium (135) - - -
Financing Cash Flows (385) 261 (1,754) (1,878) Profitability Ratios (%)
changes in cash 2 1,112 4,471 5,348 RoCE 38.7 22.0 18.7 17.6
Opening balance 1,786 1,784 2,896 7,367 RoNW 38.6 22.8 17.8 16.8
Closing balance 1,784 2,896 7,367 12,715 EBITDA Margin 25.1 19.3 18.4 18.3
EBIT Margins 21.9 16.3 15.2 14.9
Net Profit Margin 21.7 16.1 13.5 13.4
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Company Update
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required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This
report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay
Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material 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. Neither Emkay Global Financial Services Ltd., nor any person connected
with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own professional advice. Opinions expressed are
our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this material, there may be regulatory, compliance,
or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.
We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this material may; (a) from time to time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a
market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment banking services for such company(ies)or act as advisor or lender /
borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and opinions. The same persons may have acted upon the
information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Global Financial Services Ltd.'s prior written consent. No part of this document
may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable, although its accuracy and
completeness cannot be guaranteed.
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