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Mphasize This!

At the current valuations, Mphasis looks attractive
given its growth prospects
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 EVER since the ownership of software firin

" Mphiasis changed hands—first to EDS, and then ta
global giant Hewlett-Packard —its sakes have
doubled in three yearswhile the net profit trebled,
The company, whicl: has an assured one-third rev-
enue from parent HE yet fides a price-eamings
multiphe of 13 that stacks up against anindustoy av-
erage of 22, a reason for investors to take a fresh
look at Mphasts when they refig their portfolios,

Business: The Bangalone-based firm recentdy

acquined AIGSS, the captive back-office anm of AIG,

i EMPHATIC SHOW

which adds insumnce into Mphasis’
mainstay software development and
maintenance services, Infrastmome
MANAZEMEnt, CLSICINET SErvices,
technical helpdesk and transaction
processing services ane some of the
otherverticals that the company de-

Financials: The HP-EDS combination has so far
proven fo be effecive for Mphasis as its revenue has
grown dignificantly post the merger backed by
robust expansion in profiabilicy.

lisreyvenue in the July ‘09 quarer surged (o Rs
1105 6 crore from RS 688 crore a yearago. Net prof-
itrnare than mmebled to Rs 229.2 crore by similar
comparison, The dempany currently souraes 32%
ofits revenue throngh the HP and ERS and thisis
expected (o groven future,

Mphasis has seen a gradual improvement in
profit margins post HP-EDS deal. In the Jaly 02
quarter, its opetating margin expanded 15
21.6% from 17% a yeanago. It has also

rives its revenes fom.

The AIGSS acquisition is expected
1o donble Mphasis’s revenue from
banking and finaneial services
business. Among markets, the US

1854

aocounts for66% of its total revenue

486 hps

while Burope brings in 20% and
AsiaPacificand West Asta together
cuntribute the rest, Venticals
inchding lanking and finandal
services, technology and telecom contribute three-
fourthiod the total revenue, In necent quarters, it has
witnessed growth in othersegments incuding
Ingistics; healthcare and pharma.

Offshoring revenue accounts for three-out-of
every four rupees of Mphasis’s total sales. lis
share of offshoring s quite high when compared
to some of the top IT exporters who earn about
halfof their revenues from ofishoring, which
commands relatively higher operating margins.
The NYSE-listed Electronic Data Systems
Corporation had acquired management conirol
of Mphasisin June ‘06, EDS in furm merged
with HPin May '08, and currently owns a little:
over60% stake in Mphasis.

453 bps

increased its efficiency of collecting ouistanding
sales, s sales cutstanding reduced 1075 dayy
from 78 days a year ago,

Valuations: At the current level of Rs 517, the
stock is traded at a railing rwelve month P/E
multiple of 13, The valuationis lower when
compared to the P/Erange of 18-22 for other
bigger IT companies, Moreaver, this does not
take into account the aceretion in the
bottomline once the finandals of ATGSS are
consolidated with Mphasis. Givenits future
Prospects, investors can consider the stock of
Mphasis witha horizon of two vears.
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