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Higher license fees; pipeline remains healthy

17 AUG 2016

HOLD

Target Price: Rs 3,480

Quarterly Update

OFSS deliveredlicense fees of USD 30mn in Q1FY17 (Q1FY16:USD 25 CMP : _ : RS°3'7]3
mn, and higher than our estimate: USD 26 mn).Implementation/AMC Potential Upside 6%
revenue  in  product  segmentgrew6%/23%  YoY.Consolidated
rev/EBITDA/PAT delivered12%/11%/23% YoY growth. MARKET DATA

No. of Shares : 85 mn
Product revenue impressive; pipeline remains healthy: A Product license  Free Float . 26%
fee was highest since Q2FY15. Q1 is seasonally strong for license fees =~ Market Cap :Rs 315 bn

due to parental (Oracle) year-end. Management shared deal pipeline
remains healthy and is across geographies (Europe slow vs. other

52-week High / Low
Avg. Daily vol. (6mth) :

:Rs 4,447 / Rs 3,106

35,105 shares

regions but no Brexit effect seen as yet). We expectFY17 growth to be ~ Bloomberg C°°!e : OFSS B Equity
driven by North America (decent pick up) and MEA region.High-growth II:IrIo;ngt”ers el i ]73;’ e

engines (next-generation banks, digital investments, analytics and
risk/compliance)maintain strong momentum.

Management commentary on product business remains positive:Numbers this quarter shows OFSS is on a strong
trajectory for FY17. It haswon several marquee customers for its portfolio of products and continues to focus on ensuring
clients their Top 5
(32% share)/ Top 10clients (42% share) grew strongly at 14%/ 17% YoY reflecting increased momentum in large
clients. Qualitatively, few global Tier-1 banks have signed OFSS for analytics, risk, custodial and private cloud core

are  successful in innovation  and  transformation  business  objectives.

banking products.

Estimates and valuation: We expect FY17/18license fees of USD 95 mn/ USD 116 mn (no material change). Our
FY17E/18E EPS remains intact at Rs 171/ Rs 205. Our TP stands at Rs 3,480 (17x FY18E earnings).
Maintain HOLD given 6% downside from CMP ofRs 3,713. The stock trades at rich valuations of ~22x /18x
FY17E/18E EPS.

Key drivers

Financial summary (Consolidated)

Y/E March FY15 FY16 FY17E FY18E Revenues (Rs bn) FY16 FYI7E  FY18E
Sales (Rs mn) 39,049 40,928 46622 55990  Products- license fees ($ mn| 83 95 116
Adj PAT (Rs mn) 11,923 12,290 14,575 17,438 Predlugis 342 397 489
Con. EPS* (Rs.) 163 187 Services & BPO 66 69 70
EPS (Rs.) 141 144 171 205 Consolidated 409 466  56.0
Change YOY (%) (12.6) 2.5 18.6 19.6
P/E (x) 26.4 25.7 21.7 18.1 .
Price performance
RoE (%) 19.5 34.5 33.0 28.9 130
RoCE (%) 23.8 44.2 41.3 36.5 120 | Sensex Oracle Financial Services
EV/EBITDA (x) 18.0 17.2 14.6 1.4 110 -
100 -
: P 90
Source: *Consensus broker estimates, Company, Axis Capital 80
Jul15 Oct15  Jan-16  Apr16  Jul1é
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Exhibit 1: Results u

Quarter ended 12 months ended
Jun-15 % Chg Mar-16

Net Sales 11,771 10,483 12.3 10,130 16.2 46,622 40,928 13.9
EBIDTA 4,752 4,268 11.3 4,018 18.3 19,483 16,807 15.9
Other income 535 845 - 630 - 3,277 2,560 -
PBIDT 5,287 5113 34 4,648 13.7 22,760 19,367 17.5
Depreciation 192 142 - 132 - 676 529 -
PBT 5,095 4,971 2.5 4,516 12.8 22,084 18,837 17.2
Tox (1,631)  (1,729) - (1,476) i 7,508 6,547 i
Adjusted PAT 3,464 3,242 6.8 3,040 13.9 14,575 12,290 18.6
No. of shares (mn) 85 85 - 85 - 85 85 -
EBIDTA margin (%) 40.4 40.7 - 39.7 - 41.8 41.1

PBIDT margin (%) 44.9 48.8 - 45.9 - 48.8 47.3 -
Reported EPS (Rs.) 40.8 38.2 6.8 31.0 31.8 1711 144.3 18.6

Source: Company, Axis Capital.  Note: Reported PAT in Q1FY16 was Rs 2,804 mn

QITFY17 highlights:

¢ Product revenues (85% share): Llicense fees(20% of product revenue) at
USD 30 mn was higher than our expectations of USD 26 mn. Q1 is seasonally
strong for license fee bookings as it coincides with year-end of parent, Oracle.
While Implementation revenue (52% of product revenue) grew single-digit (6%
YoY), higher license fee bookings in Q1FY17 should see acceleration in the
coming quarters. AMC revenue (28% of product revenue) grew at a healthy

rate of 23% YoY. Product revenue (85% share) grew 14% YoY with margin at
45% (Q1FY16: 47%), partly due to ESOP accounting under Ind AS

¢ Services (13% share):grew 21% QoQ/ 4% YoY after declining substantially in
H2FY16.Services business remains a drag where focus on margin remains key
- Q1FY17 margin was 13% (up from 11% in Q1FY16 and 5% in Q4FY16)

¢+ Tax rate at 32% was lower vs. our expectation/QoQ/ YoY(Q1FY16: ~35%,
Q4FY16: 36%) as OFSS received approval for six of its R&D centers for
weighted deduction benefit under Indian Income Tax from the Department of
Science and Industrial Research, Gol. Attrition at 22% (similar for past
6 quarters) remains high and partly reflective of demand environment for
banking product companies.
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Exhibit 2: Segmental break-up

Q4'15 Q3'16 Q4'16 Q1'17
Revenues
Products 8,953 7,561 7,546 7,755 8,758 8,262 8,604 8,606 9,982 16% 14%
Services 1,543 1,683 1,497 1,470 1,443 1,478 1,310 1,233 1,497 21% 4%
KPO 243 201 334 273 282 294 284 291 292 0% 4%
Rev net of eliminations 10,739 9,445 9377 9,498 10,483 10,034 10,198 10,130 11,771 16% 12%
Operating Profit 4,856 3,519 3,430 3,703 4,268 4,406 4,032 4,018 4,752 18% 11%
PAT 3,944 3,178 2,497 2,303 2,804 3,226 2,895 2,627 3,462 32% 23%
No: of shares 85 85 85 85 85 85 85 85 85 - -
EPS (Rs) 46.5 37.4 29.4 271 33.0 38.0 34.1 30.9 40.8
EBITDA (%) 45.2% 37.3% 36.6% 39.0% 407% 43.9% 395% 397% 404%
NPM (%) 36.7% 33.7% 26.6% 24.3% 26.7% 32.2% 284% 259% 294% . .
Receivable days 39 68 63 51 46 51 44 68 68 - -
Employee Base (Nos) 8,854 8948 9,032 8928 8795 8876 8754 8733 8,733 - -
Products 5,794 5,947 6,072 6,072 6,065 6,248 6,143 6,150 6,150 - -
Services 2,121 2,036 1,998 1,925 1,821 1,696 1,657 1,645 1,645 . .
KPO 269 264 257 255 242 242 236 230 230 - -
Attrition Rates (%) 23% 24% 23% 22% 22% 22% 22% 22% 22%

Source: Company, Axis Capital

Exhibit 3: Operating metrics - Products

Q2'15 Q3'15 Q4'15 Q1'16 Q2'16 Q3'16 Q4'16 Ql'l7 %

chgQoQ

Revenue Break-up (%)

License Fees 20% 7% 13% 16% 18% 13% 18% 14% 16% -
Implementation Fees/Enhancement Fees 54% 62% 57% 57% 56% 59% 54% 58% 57% -
AMC 26% 31% 30% 27% 26% 28% 28% 28% 27% -

Client Addition (nos)

Client Concentration (%)

Top Customer 13% 16% 13% 15% 12% 13% 10% 14% 1% -

Top 5 Customers 33% 34% 32% 33% 32% 33% 34% 36% 32% -

Top 10 Customers 43% 41% 40% 43% 41% 43% 45% 47 % 42% -
Remaining Customers 57% 59% 60% 57% 59% 57% 55% 53% 58% -

Client Concentration (Rs mn)

Top Customer 1,164 1,210 981 1,163 1,051 1,074 860 1,205 1,098 9% 4%
Top 5 Customers 2,954 2,571 2,415 2,559 2,803 2,726 2,925 3,098 3,194 3% 14%
Top 10 Customers 3,850 3,100 3,018 3,335 3,591 3,553 3,872 4,045 4,192 4% 17%
Remaining Customers 5,103 4,461 4,528 4,420 5,167 4,709 4,732 4,561 5,790 27% 12%
Geography Concentration (%)

NAMER 26% 30% 28% 26% 31% 26% 28% 32% 29% -

JAPAC 37% 35% 36% 33% 33% 39% 34% 33% 35% -

EMEA 37% 36% 36% 40% 36% 36% 38% 35% 36%

Geography Conceniration (Rs mn)

NAMER 2,328 2,268 2,113 2,016 2,715 2,148 2,409 2,754 2,895 5% 7%
JAPAC 3,313 2,646 2,717 2,559 2,890 3,222 2,925 2,840 3,494 23%  21%
EMEA 3,313 2,722 2,717 3,102 3,153 2,974 3,270 3,012 3,594 19% 14%

Source: Company, Axis Capital
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Exhibit 4: License fees (USD mn) Exhibit 5: Consolidated revenuve
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/‘AXIS SECURITIES o



/‘AXIS SIRECT

17 AUG 2016 Quarterly Update

ORACLE FINANCIAL SERVICES SOFTWARE

IT - SERVICES
Financial summary (Consolidated)
Profit &loss (Rs mn) Cash flow (Rs mn)
Y/E March FY15 FY16 FY17E FY18ERY/E March FY15 FY16 FY17E FY18E
Net sales 39,049 40,928 46,622 55,990  Profit before tax 18,308 18,837 22,084 26,422
Other operating income - - - - Depreciation & Amortisation (681) (529) (676) (1,018)
Total operating income 39,049 40,928 46,622 55,990  Chg in working capital 22,531 (11,001) (8882) (775)
Cost of goods sold (18,479) (19,209) (21,816) (26,062)  Cash flow from operations 34,996 1,728 6,370 17,681
Gross profit 20,570 21,719 24,806 29,928 Capital expendliture 89 599 (1,207) (1,520)
Gross margin (%) 53 53 53 53 Cash flow from investing (609) 718  (1,182) (1,495)
Total operating expenses (5,062) (4,912 (5,323) (6,419)  Cash flow from financing (65,926) (10,009)
EBITDA 15,508 16,807 19,483 23,509  Nefchg in cash (31,540)  (7,563) 5,188 16,186
EBITDA margin (%) 40 41 42 42
Depreciation (681) (529) (676) (1,018)
EBIT 14,827 16,278 18,807 22,491
Net interest 3,481 2,560 3,277 3,930
Profit before tax 18,308 18,837 22,084 26,422  Key ratios
Total faxation 6,385) (6,547 (7,508 (8,983)
Tax rate (%) 35 35 34 34  OPERATIONAL
Profit after tax 11,923 12290 14575 17,438 FDEPS (Rs.) 141 144 171 205
Adjusted net profit 11,923 12,290 14,575 17,438  CEPS (Rs) 149 143 179 217
Adj. PAT margin (%) 37 30 37 37 GROWTH
Net non-recurring items (632) Net sales (%) 4 5 14 20
Reported net profit 11,923 11,658 14,575 17,438  EBITDA (%) 11 8 16 21
Adj net profit (%) (12) 3 19 20
FDEPS (%) (12.6) 2.5 18.6 19.6
PERFORMANCE
RoE (%) 19.5 34.5 33.0 28.9
Balance sheet (Rs mn) RoCE (%) 23.8 44.2 4.3 36.5
Y/E March FY15 FY16 FY17E AAKIS  EFFICIENCY
Paid-up capital 423 424 424 424 Asset turnover (x) 3.9 9.9 3.3 2.9
Reserves & surplus 34,018 36,330 51,164 68,602  Receivable days 56 74 67 67
Net worth 34,441 36,754 51,588 69,027  Payable days 113 98 118 118
Other non-current liabilities 1,081 1,336 1,361 1,386  FINANCIAL STABILITY
Total liabilities 62,707 56,770 63,631 83,205  Current ratio (x) 1.7 2.2 4.4 5.2
Gross fixed assets 13,920 13,277 14,477 15,977  VALUATION
Less: Depreciation (4,809) (4,539) (5,215) (6,232)  PE (%) 26.4 25.7 21.7 18.1
Net fixed assets 9,111 8,739 9,262 9,745 EV/ EBITDA (x) 18.0 17.2 14.6 11.4
Add: Capital WIP 3 48 55 75  EV/ Net sales (x) 7.1 7.1 6.1 4.8
Total fixed assets 9,114 8,786 9,317 9,820  PB (x) 9.1 8.6 6.1 4.6
Debtors 6,016 8,259 8,558 10,278
Cash & bank 35,638 27,307 32,754 48,940
Loans & advances 793 4,141 4,505 5,390
Current liabilities 27,185 18,679 10,681 12,792
Net current assets 19,536 22,206 36,535 53,495
Other non-current assets 6,872 7,098 7,098 7,098
Total assets 62,707 56,770 63,631 83,205
Source: Company, Axis Capital Source: Company, Axis Capital
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Disclosures:

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
products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the
details in respect of which are available on www .axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. 1/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the
subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the
end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial
service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies
mentioned in this report. I/we or my/our relative or ASL or its associate does not have any material conflict of interest. I/we have not served as director

/ officer, etc. in the subject company in the last 12-month period.

Research Team

Sr. No Name Designation E-mail
1 Sunil Shah Head of Research sunil.shah@axissecurities.in
2 PankajBobade Research Analyst pankaj.bobade@axissecurities.in
3 Priyakant Dave Research Analyst priyakant.dave@axissecurities.in
4 Akhand Singh Research Analyst akhand.singh@axissecurities.in
5 BuntyChawla Research Analyst bunty.chawla@axissecurities.in

5. ASL has not received any compensation from the subject company in the past twelve months. ASL has not been engaged in market making activity for

the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of

its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject
company of this research report and / or;

ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;

iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party

in connection with this report
Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential 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 ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared
solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. ASL will not treat recipients as customers by virtue of their receiving this report.
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Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, 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 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.
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