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Deal wins strong; margin confidence high 
Mphasis’ Q1FY17INR revenue was lower than expected, but EBITat 
~15.2% was higher than our estimate, led by higher utilization and cost 
efficiencies. Higher EBIT led to better PAT. 
 
Multiple triggers: Deal wins were stronger at USD 96 mn (vs. USD 76/ 
USD 61 mn in Q4/Q3FY16). Management expects Direct International 
(73% share) to grow higher than the industry. HP (23% share) declined 
~4.4% QoQ due to client ramp-downs and will stabilize from Q2FY17 
(commentary status quo).EBIT guidance for FY17 stands at 14-16% 
(indicating higher confidence on H2, earlier guidance was for H1FY17). 
Revenue opportunity from Blackstone portfolio cos.to accrue from FY18. 
Blackstone transaction to close in Sep-16. Interim trigger – dividend. 
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CMP : Rs 540 
Potential Upside : 3% 
  
  
MARKET DATA  

No. of Shares : 210 mn 

Free Float : 40% 

Market Cap : Rs 114 bn 

52-week High / Low : Rs 622 / Rs 382 

Avg. Daily vol. (6mth) : 231,412 shares 

Bloomberg Code : MPHL IB Equity 

Promoters Holding : 60% 

FII / DII : 22% / 10% 

 

Concall highlights 
♦ Strong deal winsat USD 96 mn (75% in Digtial, GRC and next generation services) will drive growth. These wins 

will reflect from Q3 onwards. Clients are reducing spends in traditional areas and investing in next gen services. 

Note: The worst in HP business is behind and revenue from Wyde (insurance) will start contributing from Q4  

♦ Direct International (73% of revenue) will grow higher than industry and remain a growth engine: Direct 

International businessgrew1.4% QoQ (reported basis) led by ramp-up in deal wins. Growth engines are– GRC, 

Digital, next generation services. Digital Risk (15-16% share;USD 33-35mn revenue quarterly run-rate)has 

stabilizedand is expected to do better in FY17 

♦ Multiple levers to maintain EBIT margin at 14-16% (earlier for H1FY17) showcasing better confidence on H2 

despite salary headwinds in Q3. Management believes margin levers exist through leverage on S&M (20-30 bps), 

better quality of deal wins, automation in delivery and increasing share of IMS/ next generation services 

. 

 

Financial summary (Consolidated) 
Y/E March FY15 FY16 FY17E FY18E 

Sales (Rs mn) 57,949 60,847 64,207 71,864 

Adj PAT (Rs mn) 6,778 7,214 8,717 10,599 

Con. EPS* (Rs.) - 39 43 47 

EPS (Rs.) 32 34 41 50 

Change YOY (%) 119.3 6.4 20.8 21.6 

P/E (x) 16.8 15.7 13.0 10.7 

RoE (%) 12.8 12.3 13.0 13.8 

RoCE (%) 11.0 11.2 12.6 13.8 

EV/EBITDA (x) 13.7 13.3 9.9 7.2 

DPS 16 - - - 

Source: *Consensus broker estimates, Company, Axis Capital 

 

 

Key drivers 
Revenue mix Jun-15 Mar-16 Jun-16 

HP 29% 24% 23% 

Non-HP 71% 76% 77% 

 

Price performance 
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Exhibit 1: Results update (Rs mn) 
  Quarter ended 

 
12 months ended 

 
Jun-16 Jun-15 % Chg Mar-16 % Chg  FY17E  FY16 % Chg 

Net sales 15,167  14,945  1.5  15,160  0.0  64,207  60,847  5.5  

EBIDTA 2,308  1,896  21.7  2,200  4.9  9,759  8,261  18.1  

Other income 519  373  -  443  -  2,274  1,636  -  

PBIDT 2,827  2,269  24.6  2,643  7.0  12,033  9,897  21.6  

PBT 2,827  2,269  24.6  2,643  7.0  12,033  9,897  21.6  

Tax  784  611  -  723  -  3,316  2,683  -  

Adjusted PAT 2,043  1,658  23.2  1,920  6.4  8,717  7,214  20.8  

No. of shares (mn) 210  210   -  253   -  210  210   -  

EBIDTA margin (%) 15.2  12.7  - 14.5  - 15.2  13.6  - 

PBT margin (%) 18.6  15.2  - 17.4  - 18.7  16.3  - 

EPS - annualized (Rs.) 9.7  7.9  23.5  7.6  28.5  41.5  34.3  20.8  
 

Source: Company, Axis Capital 

 

Estimation and valuation 
We expect 7% USD revenue CAGR over FY16-18E. Our FY17E/18E EPS remains 

largely intact at Rs 41/50. Our TP of Rs 555 (11x FY18E) implies 3% upside from 

CMP of Rs540 given the recent appreciation in the stock (20% since Blackstone’s 

announcement). Maintain HOLD. The stock trades at 13x/ 11x FY17E/FY18E.  

Exhibit 2: Revenue growth led by Direct International 
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Source: Company, Axis Capital 

 

Exhibit 3: Revenue growth (% change QoQ) 
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Source: Company, Axis Capital 
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Exhibit 4: Fixed price – low vs. industry, source of operating leverage 
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Source: Company, Axis Capital 

 

Exhibit 5: Blended utilization across services (excluding trainees) 
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Source: Company, Axis Capital 

 

Exhibit 6: Billing rates – Onsite 
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Source: Company, Axis Capital 
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Exhibit 7: Billing rates – Offshore 
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Source: Company, Axis Capital 

 

Exhibit 8: Revenue concentration across top clients and client buckets 
 

  Q1FY15 Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 
Top Client 10.0% 9.0% 8.0% 8.0% 9.0% 9.0% 10.0% 11.0% 11.0% 

Top 5 Clients 35.0% 35.0% 35.0% 34.0% 35.0% 36.0% 37.0% 38.0% 39.0% 

Top 10 Clients 49.0% 50.0% 49.0% 48.0% 47.0% 47.0% 48.0% 51.0% 53.0% 

          
USD 1 mn revenues  110 104 100 102 98 100 102 103 102 

USD 5 mn revenues  42 41 42 39 36 39 35 35 28 

USD 10 mn revenues  17 17 17 19 20 19 18 14 15 

USD 20 mn revenues  10 10 8 9 8 7 8 8 9 
 

Source: Company, Axis Capital 

 

Exhibit 9: Revenue across services lines; steady margin in BFSI  
 

  Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 
Banking and Capital Markets            6,616             7,273             7,516             7,336             7,376  

Insurance            2,314             2,357             2,375             2,445             2,297  

IT, Communication &Ent            2,135             1,975             1,511             1,626             1,545  

Emerging Industries            3,854             3,914             3,720             3,760             3,872  

Total          14,919           15,519           15,122           15,167           15,090  

      
% share 

     
Banking and Capital Markets 44.3% 46.9% 49.7% 48.4% 48.9% 

Insurance 15.5% 15.2% 15.7% 16.1% 15.2% 

IT, Communication &Ent 14.3% 12.7% 10.0% 10.7% 10.2% 

Emerging Industries 25.8% 25.2% 24.6% 24.8% 25.7% 

      
Gross Margin (%] 

     
Banking and Capital Markets 17.2 19.9 20.8 22.7 23.8 

Insurance 26.6 21.9 20.9 24.1 24.6 

IT, Communication &Ent 27.9 31.4 33.4 36.9 30.3 

Emerging Industries 34.4 35.6 30.3 32.6 33.0 

Total 24.6 25.6 24.4 26.9 27.0 
 

Source: Company, Axis Capital 
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Exhibit 10: Revenue by service lines (%) 
 

  Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 
Application Maintenance & Other Services  29.2 30.3 32.8 34.1 35.8 

Application Development  24.8 24.0 22.7 24.5 23.2 

Customer Service  5.3 4.3 2.3 2.0 1.9 

Service / Technical Help Desk  2.0 1.8 1.7 2.3 2.1 

Transaction Processing Service  6.5 6.7 7.0 7.1 7.0 

Infrastructure Management Services  14.9 15.0 14.9 13.6 13.6 

Knowledge Processes  17.2 17.9 18.7 16.3 16.2 

License Income 0.0 0.0 0.0 0.1 0.2 

Total 100.0 100.0 100.0 100.0 100.0 
 

Source: Company, Axis Capital 

 

Exhibit 11: Revenue by Geographies 
 

  Q1FY16 Q2FY16 Q3FY16 Q4FY16 Q1FY17 
Americas 73% 75% 76% 77% 77% 

EMEA 10% 9% 10% 11% 11% 

India / RoW 17% 16% 14% 12% 12% 
 

Source: Company, Axis Capital 
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Financial summary (Consolidated) 

Profit &loss (Rs mn) 

Y/E March FY15 FY16 FY17E FY18E 

Net sales 57,949 60,847 64,207 71,864 

Other operating income - - - - 

Total operating income 57,949 60,847 64,207 71,864 

Cost of goods sold (43,424) (45,295) (46,691) (51,654) 

Gross profit 14,525 15,552 17,516 20,211 

Gross margin (%) 25 26 27 28 

Total operating expenses (6,804) (7,291) (7,757) (8,250) 

EBITDA 7,721 8,261 9,759 11,961 

EBITDA margin (%) 13 14 15 17 

Depreciation - - - - 

EBIT 7,721 8,261 9,759 11,961 

Net interest (280) (242) (53) - 

Other income 1,681 1,671 2,243 2,760 

Profit before tax 9,408 9,897 12,033 14,721 

Total taxation (2,630) (2,683) (3,316) (4,122) 

Tax rate (%) 28 27 28 28 

Profit after tax 6,778 7,214 8,717 10,599 

Minorities - - - - 

Profit/ Loss associate co(s) - - - - 

Adjusted net profit 6,778 7,214 8,717 10,599 

Adj. PAT margin (%) 12 12 14 15 

Net non-recurring items - - - - 

Reported net profit 6,778 7,214 8,717 10,599 

Balance sheet (Rs mn) 

Y/E March FY15 FY16 FY17E FY18E 

Paid-up capital 2,101 2,102 2,102 2,102 

Reserves & surplus 52,590 60,442 69,159 79,758 

Net worth 54,691 62,544 71,261 81,860 

Borrowing 5,753 4,608 4,608 4,608 

Other non-current liabilities 500 730 730 730 

Total liabilities 73,926 78,974 88,594 100,427 

Gross fixed assets 10,055 9,300 11,675 13,184 

Less: Depreciation (8,499) (8,128) (9,669) (11,394) 

Net fixed assets 1,556 1,172 2,006 1,791 

Add: Capital WIP 318 953 1,200 1,000 

Total fixed assets 1,874 2,125 3,206 2,791 

Total Investment 36,212 44,165 37,942 37,942 

Debtors 6,306 6,530 7,036 7,876 

Cash & bank 13,209 8,682 21,807 31,570 

Loans & advances 10,332 10,762 11,434 12,580 

Current liabilities 12,875 10,922 11,824 13,058 

Net current assets 22,139 20,979 34,839 45,853 

Other non-current assets 826 783 783 783 

Total assets 73,926 78,974 88,594 100,427 

                          

Source: Company, Axis Capital 

 

Cash flow (Rs mn) 

Y/E March FY15 FY16 FY17E FY18E 

Profit before tax 9,408 9,897 12,033 14,721 

Depreciation & Amortisation - - - - 

Chg in working capital (1,024) (3,367) (735) (1,251) 

Cash flow from operations 5,942 3,761 9,576 11,073 

Capital expenditure 599 120 (2,622) (1,310) 

Cash flow from investing 4,655 (7,603) 3,601 (1,310) 

Equity raised/ (repaid) - 1 - - 

Debt raised/ (repaid) 1,439 (1,145) - - 

Dividend paid (3,931) - - - 

Cash flow from financing (2,665) (1,323) (53) - 

Net chg in cash 7,932 (5,165) 13,125 9,763 

Key ratios 
Y/E March FY15 FY16 FY17E FY18E 

OPERATIONAL                         

FDEPS (Rs) 32 34 41 50 

DPS (Rs) 16 - - - 

Dividend payout ratio (%) 50 - - - 

GROWTH                         

Net sales (%) 123 5 6 12 

EBITDA (%) 98 7 18 23 

Adj net profit (%) 119 6 21 22 

FDEPS (%) 119.3 6.4 20.8 21.6 

PERFORMANCE                         

RoE (%) 12.8 12.3 13.0 13.8 

RoCE (%) 11.0 11.2 12.6 13.8 

EFFICIENCY                         

Asset turnover (x) 1.2 1.1 1.1 1.3 

Sales/ total assets (x) 0.8 0.8 0.8 0.8 

Receivable days 40 39 40 40 

FINANCIAL STABILITY                         

Current ratio (x) 2.7 2.9 3.9 4.5 

VALUATION                         

PE (x) 16.8 15.7 13.0 10.7 

EV/ EBITDA (x) 13.7 13.3 9.9 7.2 

EV/ Net sales (x) 1.8 1.8 1.5 1.2 

PB (x) 2.1 1.8 1.6 1.4 

     

                          

                          

                          

                          

                          

                          

                          

                          

Source: Company, Axis Capital 
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The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations). 

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the 

Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial 
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business activity. 
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This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such 

investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this report 

(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain transactions, 

including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for 

all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to 

the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the 

currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to future performance. 

Investors are advise necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated 

before investing in the securities markets. 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. 

 

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of 

the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a 

market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or investment banker, lender/borrower to such 

company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. Each of 

these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document. 

 

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the 

recipients of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of 

Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL may have issued other reports 

that are inconsistent with and reach different conclusion from the information presented in this report.  

 

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or 

indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has 

reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. 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 ASL 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.  

 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as 

endorsement of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document as may be 

required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may not subscribe to all the 

views expressed therein. 

Copyright in this document vests with Axis Securities Limited. 

Axis Securities Limited, Corporate office: Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. – 

18002100808/022-61480808, Regd. off.- Axis House, 8th Floor, Wadia International Centre, PandurangBudhkarMarg, Worli, Mumbai – 400 025. Compliance 

Officer: AnandShaha, Email: compliance.officer@axisdirect.in, Tel No: 022-42671582. 

 

 

 

 

 


