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Mphasi\ is treading
a very different path

phasiS Ltd has
defied the slowdown
in information

technolngy spending thanks
to its ownership by
Hewlett-Packard Co. (HP)
MphasiS has reported a 43%
increase in reverues o

Rsd, 264 crore Tor the year
eiided 30 October. Top Indlan
IT firms have grawn at an
average rate of 15% during
the same period.

MphasiS was originally
acquired by software services
firtn EDS in mid-2006, which
in turn was acquired by HP in
2008, Starting thie year,
MphasiS had changed its
reporting period to align itself
with that of HP's.

Now, HP and its software
services arm EDS outsource
work to Mphasi$ to cut costs
and the proportion of this has
been inereasing, In the latest
12 month period, services
rendered to the parent
company accounted for F9%
of total revenues. In the
preceding 12 months, they
accounted for about 56% of
revenues, This translates inlo
a growth of about 78%
SErvices to rrmn;):ulil‘s
affiliated to HP last year aud
v mere 1% grown in non-HP
revenues

Put simply, work
aufsourced by HP has been
driving growth, And the trend

is likely to continue. Work
outsourced by HP accounted
fur about $635 million
[around Rs2,940 crore) for
the year ended October, less
than 2% of HP's total software
sErvices revenues of 534.7
billion during the same
period. What's more, most of
the outsourced work comes
from EDS and the HP source
hasn't really been tapped yet.
Besides, growth has been
led by infrastructure services
and applicatinn-related
services, which enjoy higher
marging compared with the
third segment the company
operates in—business process
outsaurcing (BPO]. While (he

W phasis’ better parformance
has been rawarded by Investors.
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applications segment grew at
the company average rate of
13%, Infrastructure
technology outsourcing grew
by 84.5% and BP'O grew by
15.4%.

Apart irom this, MphasiS
also benetited from a large
improvement in employee
utilization. The net result of
this was thart profit margins
rose by about 7.5 percentage
points and net profit jumped
by 121% last year

While the growth in
FEVenLes may continue to
nutpace the industry average,
margins are likely tu Lome
under pressure this year due
tn various factors. For one,
employee utilization 1s at (1s
peak of about B0% and is
likely to come down
marginally. Besides, HP is
likely to lower billing races
and analvsts at Metilal Oswal
are factoring in a pricing
decline of about 4% this year
because of this. Alse, the
rupee has been appreciating
and even wages are expected
to be higher year-on-year.

Keeping this in mind,
MphasiS’ current valuation of
about 15.5 times past
earnings more thao captures
its growth potential. Besides,
the stock has risen by 364%
from its 52-week laws and it
seems time investors booked
profits.
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MphasiS W

Mphasis declined 4% after reporting
results for the quarter ended October on
Tuesday, Morgan Stanley says the
Information technology firm's growth rates
have been eroding, from a high 15%
quarter-on-quarter growth in October
2008 to 2% In October.




