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Rating: ACCUMULATE | CMP: Rs960 | TP: Rs1,042 

New Gen capabilities - Strategic pillars for future 
growth & profitability 

We attended Mpahsis analyst meet where the management highlighted the 

key growth drivers in direct core & new growth areas in the DXC/HP Channel. 

Mpahsis management mentioned that speed, flexibility, domain expertise, 

scalability, solution architecting, strong eco system of alliance partners is 

helping them to drive sustainable growth.  Mpahsis has developed core 

capabilities in sub-verticals especially in BFSI, where regardless of industry 

weakness in the segment management maintains its strong outlook for the 

same. Mpahsis is more focused in wealth management & mortgage services 

in BFSI which is helping them to build digital inroads in this verticals. BFS 

accounts for 44.7% of Mphasis’ revenues and is higher relative to peers. 

Management was quite confident of driving growth from new logos and wallet 

share gain in existing accounts. Further, Mphasis reported that it does not 

have a meaningful exposure to the capital markets segment. Also, 

management was confident on revenue uptick in Digital Risk. The segment 

can reach US$25-30 mn revenue band in FY2020E on ramp-up of deal wins. 

Revenue from new clients, largely BFSI-focused, grew 91% in FY2019 and 

104% in 1QFY20 and is another growth driver.  

Mpahsis has been one of the few mid-tier IT company over the last few 

quarters which has not seen in downward revision on margins, growth 

visibility is stable & it has best cash generation among its peers & RoE in 

excess of 20%. We expect Mpahsis to post 11/12% growth in revenues for 

FY20E/21E & our EBIT margin estimates stands at ~16.6% for FY20E/21E. We 

believe recovery in digital business will be gradual while direct core business 

will be the key growth driver. Good growth in the core business and growing 

revenue contribution from the Blackstone portfolio provide visibility on 

growth. We have fine tune our estimates & value Mphasis at 15x FY21E 

earnings to arrive at revised target price of Rs1042. The stock currently trades 

at attractive valuation of 14.8/12.7x FY20E/FY21E earnings. 

 BFSI spends have strong tailwind for growth: Mpahsis analyst provided us 

with a session by an industry analyst for outlook on BFSI spends. The key 

takeaways are 1) BFSI IT outsourcing spends grew 2.8% in 2018 led by strong 

growth in insurance, 2) Technology spends are fueled by change initiatives 

with shift in mix from run to change, 3) Lack of talent in new technologies, new 

skills will help in outsourcing growth, 4) Insourcing trend will continue as 

companies view new digital technology important foe their business, 5) BFSI 

technology spending can accelerate in the medium term on the back of growth 

in the BFSI business, regulatory driven by spending and ITO expansion. 

 New gen services driving direct core growth: Mphasis has strong traction 

in next-gen services. Management reported that cloud and cognitive portfolio 

of services has enabled rapid growth in next-gen services and have helped the 

company win large strategic deals. Mphasis reported that 80% of net new deal 

wins in the Direct International segment were in the area of new-gen services. 

New client wins have fueled growth in Direct Core. In FY19, new client 

acquisition grew ~91% and Blackstone accounts grew ~98%. For 1QFY20, 

new client acquisition grew ~104% YoY and Blackstone accounts grew ~55% 

YoY.Direct Core business delivered a healthy CQGR of 3.8% over the period 

3QFY18 –1QFY20. Direct core posted a strong growth of 17.2% YoY CC in 

Q1FY20, strongest in last 2 years.  
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Change in Estimates 

                               Current           Previous 

 FY20E FY21E FY20E FY21E 

Rating  ACCUMULATE  ACCUMULATE 

Target Price  1,042  1,042 

Sales (Rs. m) 87,995 99,541 87,995 99,541 

     % Chng.  -  -   

EBITDA (Rs. m) 15,826 17,832 15,826 17,832 

     % Chng.  -  -   

EPS (Rs.) 62.9 73.1 62.9 73.1 

     % Chng.  -  -   

Key Financials - Standalone 

Y/e Mar       FY18 FY19 FY20E FY21E 

Sales (Rs. m)  65,458  77,310  87,995  99,541 

EBITDA (Rs. m)  10,624  13,238  15,826  17,832 

  Margin (%)  16.2  17.1  18.0  17.9 

PAT (Rs. m)  8,505  10,712  11,717  13,596 

EPS (Rs.)  43.3  55.4  62.9  73.1 

  Gr. (%)  13.8  27.9  13.6  16.1 

DPS (Rs.)  19.7  26.0  19.0  19.0 

   Yield (%)  2.0  2.7  2.0  2.0 

RoE (%)  14.6  20.0  21.0  21.3 

RoCE (%)  17.0  23.3  25.7  25.9 

EV/Sales (x)  2.5  2.2  1.8  1.5 

EV/EBITDA (x)  15.7  12.7  9.9  8.3 

PE (x)  22.2  17.3  15.3  13.1 

P/BV (x)  3.4  3.5  3.0  2.6 
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 Mphasis has capability to grow DXC channel further: DXC reported 4.5% 

revenue decline in US$ terms in FY2019. The company has increased focus 

on cost optimization and has indicated cutting down on subcontractor spends 

and reduction in vendor count. Despite challenges faced by DXC, Mphasis is 

confident of gaining share and growing in the account. Management mentioned 

that spend is of $3bn & they are still just at 10% of that spend. They will plan 

to use multiple levers such as insourcing etc to gain traction. Mphasis also does 

not expect pricing pressures from expiry of minimum revenue contribution in 

2021 as per MSA with DXC due to the strategic nature of relationship.  

 Blackstone portfolio to grow further: Blackstone has a very strong presence 

in the BFS segment. It spends ~ USD1.5b every year in the US BFS space. 

Revenues from Blackstone portfolio accounted to 6% of Mphasis’s direct core 

revenues in Q1FY20 (5% in Q4FY19). Management expects Blackstone 

portfolio companies to reach 10% of its overall revenues over next few 

quarters.  

 Focus on talent management as technologies are changing rapidly: 

Mpahsis has developed technical trainings for ~25 competencies focusing on 

next age skills. Mpahsis employees gets certifications & ranking based on this 

skill.  Employees’ progress on learning new skills is tracked on the company’s 

Talent Next platform. The platform employs gamification elements to increase 

engagement. The platform also enables personalized skill development. 

Employees are given recommendations for new skills based on their existing 

capabilities and company requirements. 

 

 Shift in technology consumption 

 

Source: Company, PL 
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 Deal sizes have decreased in the last 2 years 

 

Source: Company, PL 

 Industries are in Different Stages of Digital Adoption 

 

Source: Company, PL 
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 FY19 New Gen TCV Wins – By Tribes – DC 

 

Source: Company, PL 

 DXC-Mphasis Relationship Transformation 

 

Source: Company, PL 
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 Re-Skilling the Workforce: Traditional Systems Development Life Cycle (SDLC) 

 

Source: Company, PL 

 Creating a Next Gen Talent Pool 

 

Source: Company, PL  
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Financials 
 

Income Statement (Rs m) 

Y/e Mar    FY18 FY19 FY20E FY21E 

Net Revenues  65,458  77,310  87,995  99,541 

   YoY gr. (%)  7.7  18.1  13.8  13.1 

Employee Cost  47,309  55,755  62,334  70,289 

Gross Profit  18,149  21,555  25,660  29,252 

   Margin (%)  27.7  27.9  29.2  29.4 

SG&A Expenses  3,333  3,529  4,501  5,274 

Other Expenses (33)  -   -   -  

                          

EBITDA  10,624  13,238  15,826  17,832 

   YoY gr. (%)  9.7  24.6  19.6  12.7 

   Margin (%)  16.2  17.1  18.0  17.9 

                          

Depreciation and Amortization  709  759  1,476  1,265 

                          

EBIT  9,915  12,479  14,351  16,567 

  Margin (%)  15.1  16.1  16.3  16.6 

                          

Net Interest   -   -   -   -  

Other Income  1,490  1,592  1,389  1,748 

                          

Profit Before Tax  11,405  14,071  15,740  18,315 

   Margin (%)  17.4  18.2  17.9  18.4 

                          

Total  Tax  2,900  3,339  4,023  4,718 

   Effective tax rate (%)  25.4  23.7  25.6  25.8 

                          

Profit after tax  8,505  10,732  11,717  13,596 

Minority interest  -   20  -   -  

Share Profit from Associate  -   -   -   -  

                          

Adjusted PAT  8,505  10,712  11,717  13,596 

   YoY gr. (%)  6.4  25.9  9.4  16.0 

   Margin (%)  13.0  13.9  13.3  13.7 

Extra Ord. Income / (Exp)  -   -   -   -  

                          

Reported PAT  8,505  10,712  11,717  13,596 

  YoY gr. (%)  6.4  25.9  9.4  16.0 

  Margin (%)  13.0  13.9  13.3  13.7 

                          

Other Comprehensive Income  -   -   -   -  

Total Comprehensive Income  8,505  10,712  11,717  13,596 

Equity Shares O/s (m)  196  193  186  186 

EPS (Rs)  43.3  55.4  62.9  73.1 

Source: Company Data, PL Research 

 

 

 

 
 

Balance Sheet Abstract (Rs m) 

  Y/e Mar    FY18 FY19 FY20E FY21E 

Non-Current Assets                         

                          

Gross Block  6,955  7,357  8,391  9,144 

  Tangibles  6,955  7,357  8,391  9,144 

  Intangibles  -   -   -   -  

                          

Acc: Dep / Amortization  -   -   -   -  

  Tangibles  -   -   -   -  

  Intangibles  -   -   -   -  

                          

Net fixed assets  6,955  7,357  8,391  9,144 

  Tangibles  6,955  7,357  8,391  9,144 

  Intangibles  -   -   -   -  

                          

Capital Work In Progress  -   -   -   -  

Goodwill  17,015  19,585  19,533  19,533 

Non-Current Investments  -   -   -   -  

Net Deferred tax assets  1,057  814  969  969 

Other Non-Current Assets  5,367  4,925  10,900  10,900 

                          

Current Assets                         

  Investments  -   -   -   -  

  Inventories  -   -   -   -  

  Trade receivables  8,116  9,554  8,438  9,545 

  Cash & Bank Balance  21,719  17,116  21,788  30,625 

  Other Current Assets  -   -   -   -  

Total Assets  69,853  73,711  82,337  94,650 

                          

Equity                         

  Equity Share Capital  1,932  1,862  1,863  1,863 

  Other Equity  52,886  50,636  57,359  66,818 

Total Networth  54,818  52,498  59,223  68,682 

                          

Non-Current Liabilities                         

  Long Term borrowings  -   -   -   -  

  Provisions  -   -   -   -  

  Other non current liabilities  1,016  1,275  6,595  6,595 

                          

Current Liabilities                         

  ST Debt / Current of LT Debt  -   -   -   -  

  Trade payables  14,020  19,937  16,519  19,373 

  Other current liabilities  -   -   -   -  

Total Equity & Liabilities  69,853  73,711  82,337  94,650 

Source: Company Data, PL Research 
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Cash Flow (Rs m)     

Y/e Mar    FY18 FY19 FY20E FY21E Year 

PBT  11,405  14,071  15,740  18,315  

 Add. Depreciation  709  759  1,476  1,265  

 Add. Interest   130  155  259  80  

Less Financial Other Income  1,490  1,592  1,389  1,748  

 Add. Other  -   -   -   -   

Op. profit before WC changes  12,244  14,985  17,475  19,659  

Net Changes-WC  4,766  446 (916)  130  

Direct tax (2,900) (3,339) (4,023) (4,718)  

Net cash from Op. activities  14,110  12,092  12,535  15,071  

Capital expenditures (8,365) (3,731) (2,458) (2,017)  

Interest / Dividend Income  -   -   -   -   

Others  -   -   -   -   

Net Cash from Invt. activities (8,365) (3,731) (2,458) (2,017)  

Issue of share cap. / premium (173) (69)  1  -   

Debt changes  -   -   -   -   

Dividend paid (4,648) (6,045) (4,137) (4,137)  

Interest paid (130) (155) (259) (80)  

Others (7,921) (6,694) (1,011)  -   

Net cash from Fin. activities (12,871) (12,964) (5,406) (4,217)  

Net change in cash (7,127) (4,602)  4,671  8,837  

Free Cash Flow  5,744  8,361  10,077  13,054  

Source: Company Data, PL Research   

Quarterly Financials (Rs m)     

Y/e Mar    Q2FY19 Q3FY19 Q4FY19 Q1FY20 

Net Revenue  19,149  19,710  20,250  20,626 

   YoY gr. (%)  19.3  18.7  16.1  7.7 

Raw Material Expenses  13,770  14,204  14,815  14,771 

Gross Profit  5,379  5,506  5,435  5,855 

  Margin (%)  28.1  27.9  26.8  28.4 

EBITDA  3,329  3,306  3,404  3,743 

   YoY gr. (%)  33.5  20.6  10.0  12.4 

   Margin (%)  17.4  16.8  16.8  18.1 

Depreciation / Depletion  184  196  200  550 

EBIT  3,145  3,110  3,204  3,193 

  Margin (%)  16.4  15.8  15.8  15.5 

Net Interest  -  -  -  - 

Other Income  441  471  273  342 

Profit before Tax  3,586  3,581  3,477  3,535 

  Margin (%)  18.7  18.2  17.2  17.1 

Total Tax  877  801  815  888 

  Effective tax rate (%)  24.5  22.4  23.4  25.1 

Profit after Tax  2,709  2,780  2,662  2,647 

Minority interest  -  -  -  - 

Share Profit from Associates  -  -  -  - 

Adjusted PAT  2,709  2,780  2,662  2,647 

   YoY gr. (%)  37.0  29.3  6.2 (2.3) 

  Margin (%)  14.1  14.1  13.1  12.8 

Extra Ord. Income / (Exp)  -  -  -  - 

Reported PAT  2,709  2,780  2,662  2,647 

   YoY gr. (%)  37.0  29.3  6.2 (2.3) 

Margin (%)  14.1  14.1  13.1  12.8 

Other Comprehensive Income  -  -  -  - 

Total Comprehensive Income  2,709  2,780  2,662  2,647 

Avg. Shares O/s (m)  193  193  193  186 

EPS (Rs)  14.0  14.4  13.8  14.2 

Source: Company Data, PL Research 

  Key Financial Metrics 

Y/e Mar    FY18 FY19 FY20E FY21E 

Per Share(Rs)                         

EPS  43.3  55.4  62.9  73.1 

CEPS  46.9  59.3  70.9  79.9 

BVPS  279.2  271.5  318.2  369.0 

FCF  29.3  43.2  54.1  70.1 

DPS  19.7  26.0  19.0  19.0 

Return Ratio(%)                         

RoCE  17.0  23.3  25.7  25.9 

ROIC  21.7  31.3  34.0  31.4 

RoE  14.6  20.0  21.0  21.3 

Balance Sheet                         

Net Debt : Equity (x) (0.4) (0.3) (0.4) (0.4) 

Debtor (Days)  45  45  35  35 

Valuation(x)                         

PER  22.2  17.3  15.3  13.1 

P/B  3.4  3.5  3.0  2.6 

P/CEPS  47.3  59.9  71.5  80.6 

EV/EBITDA  15.7  12.7  9.9  8.3 

EV/Sales  2.5  2.2  1.8  1.5 

Dividend Yield (%)  2.0  2.7  2.0  2.0 

 Source: Company Data, PL Research  
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Price Chart Recommendation History   

 

 

No. Date Rating TP (Rs.) Share Price (Rs.) 

1 26-Jul-19 Accumulate 1,042 930 

2 4-Jul-19 Accumulate 1,111 994 

3 10-Jun-19 Accumulate 1,111 955 

4 28-May-19 Accumulate 1,111 952 

5 5-Apr-19 Accumulate 1,090 975 

6 25-Jan-19 Accumulate 1,260 921 

7 7-Jan-19 Accumulate 1,220 925 

8 21-Oct-18 Accumulate 1,220 1,068 

9 5-Oct-18 Accumulate 1,250 1,148 
 

 

Analyst Coverage Universe 

Sr. No. Company Name Rating TP (Rs) Share Price (Rs) 

1 Cyient Hold 500 544 

2 HCL Technologies BUY 1,210 1,023 

3 Hexaware Technologies Hold 347 371 

4 Infosys Accumulate 782 727 

5 L&T Technology Services Accumulate 1,693 1,599 

6 Larsen & Toubro Infotech Accumulate 1,701 1,576 

7 Mindtree Reduce 755 750 

8 Mphasis Accumulate 1,042 930 

9 NIIT Technologies Accumulate 1,445 1,354 

10 Persistent Systems Hold 520 561 

11 Redington (India) BUY 114 107 

12 Sonata Software Accumulate 400 352 

13 Tata Consultancy Services BUY 2,291 2,133 

14 TeamLease Services Hold 3,203 3,079 

15 Tech Mahindra Reduce 610 640 

16 Wipro Reduce 238 260 

17 Zensar Technologies Accumulate 260 217 

 

PL’s Recommendation Nomenclature (Absolute Performance) 

Buy  : > 15% 

Accumulate : 5% to 15% 

Hold : +5% to -5% 

Reduce : -5% to -15% 

Sell : < -15% 

Not Rated (NR) : No specific call on the stock 

Under Review (UR) : Rating likely to change shortly 
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 ANALYST CERTIFICATION 

(Indian Clients) 

We/I, Mr. Aniket Pande- MBA, Mr. Rajat Gandhi- MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this 
research report accurately reflect our views about 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. 

(US Clients) 

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately 
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific 
recommendation or views expressed in this research report. 

DISCLAIMER 

Indian Clients 

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for 
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, 
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com. 

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported 
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security. 

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness 
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made 
available or expressed herein or for any omission therein.  

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or 
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor. 

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions 
of securities of companies referred to in this report and they may have used the research material prior to publication. 

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014 

PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities. 

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.  

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month 
immediately preceding the date of publication of the research report.  

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report. 

PL or its associates might have received compensation from the subject company in the past twelve months. 

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any 
other assignment in the past twelve months.    

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months. 

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject 
company in the past twelve months 

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report. 

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or 
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest 
at the time of publication of this report. 

It is confirmed that  Mr. Aniket Pande- MBA, Mr. Rajat Gandhi- MBA  Research Analysts of this report have not received any compensation from the companies mentioned in the report 
in the preceding twelve months 

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its 
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. 

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity 
for the subject company 

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary 
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed 
herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest.  

PL and its associates, their directors and employees may  (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company 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 subject company or act as an 
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. 

US Clients 

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) 
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are 
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or 
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account. 

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major 
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted 
onward to any U.S. person, which is not the Major Institutional Investor.  

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major 
Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").  

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer. 
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3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 
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