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MphasiS buys US Data Analytics
Firm Digital Risk for $200m

LISON JOSEPH

BANGALORE

MphasiS, owned by computer-mak-
er Hewlett-Packard, has acquired
Florida, US-based data analytics
company Digital Risk LLC, for $200
million (about Rs 1,100 crore) in an
all-cash deal, a senior executive of
the company said.

The transaction value also in-
cludes about $25-30 million in mile-
stone-based payments that are stag-
gered over the next 2-3 years.

“For the past 15 months or so, we
have been looking for a specialised
company in the banking and capital
markets space and Digital Risk pre-
sented the best opportunity,” said
Ganesh Ayyar, chief executive of
MphasiS, which over the past year
or two has beenfocusing more on ca-
tering to the financial services in-
dustry. MphasiS’ discussions with
Digital Risk have been ongoing for
about two months.

Thetransactionisexpected toclose
byJanuary 31,2013 subjecttoregula-
tory approvals. Upon completion,

SPECIALISED TRANSACTION

Digital Risk will operate as a standa-
lone business unit within MphasiS§,
retaining its brand identity. Digital
Risk’s current chief executive and
chairman Peter Kassabov will re-
portto Ayyar.

Digital Risk, which owns a patent-
pending data analytics software
platform called Veritas, specialises
in offering services in the risk and
compliance area, especially to the

mortgage industry. Its business is
limited to the US. With expected rev-
enues of about $127 million in 2012,
Digital Risk has been growing at
about 70% over the past three years
and has profit margins that are in
theteens, accordingto MphasiS.

MphasiS’ purchase of Digital Risk
offered anexitroute for private equi-
ty firm Century Capital, which own-
ed about 40% inthe company.

There is no overlap in clients and
the new company complements its
existing business in the financial
services industry, and presents sig-
nificant cross-selling opportunities,
accordingto MphasiS.

“This is not a generic acquisition,
it is a highly specialised, domain-
specific transaction. We will see
more of similar deals in the coming
months,” said Amit Singh, execu-
tivedirector and head of technology
practice at home-grown investment
bank Avendus, which advised
MphasiS on the deal.

Deal will Help MphasiS De-risk its Reve-
nue Portfolio»» 5
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MphasiS
Buys US Co
for $200m

LISON JOSEPH

BANGALORE
Bangalore-based IT compa-
ny MphasiS has acquired
Florida, US-based data ana-
lytics company Digital
Risk, for $200 million (about
%1100 crore) in an all-cash
deal, a senior executive of
the company said.

The transaction value also
includes about $25-30 mil-
lion in milestone-linked
payments that are stag-
gered over the next 2-3
years. “For the past 15
months or so, we have been
looking for a specialised
company in banking and
capital markets space and
Digital Risk presented the
best opportunity,” said Ga-
nesh Ayyar, chief executive
of MphasiS, which over the
pastyearortwo, hasbeen fo-
cusing more on catering to
the financial services in-
dustry. MphasiS, owned by
computer-maker Hewlett-
Packard, was in discus-
sions with Digital Risk for
about two months.
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The transaction is expected to close by Janu-
ary 31, 2013, subject to regulatory approvals.
Upon completion, Digital Risk will operate as
a standalone business unit within MphasiS,
retainingits brandidentity. Digital Risk’s cur-
rent chief executiveand chairman Peter Kas-
sabov will report to Ayyar.

Digital Risk, which owns a patent-pending
data analytics software platform called Veri-
tas, specialises in offering services in therisk
and compliance area, especially to the mort-
gage industry. [tsbusinessislimitedtothe US.
With expected revenues of about $127 million
in 2012, Digital Risk has been growing at
about 70% over the past three years and has
profitmargins that areintheteens, according
to MphasiS. MphasiS’ purchase of Digital
Risk will offer an exit route for private equity
firm Century Capital, which owned about
40% inthe company.

There is no overlap in clients and the new
company complements its existing business
in financial services industry, and presents
significant cross-selling opportunities, ac-
cordingto MphasiS.

“Thisisnotagenericacquisition, itisahigh-
ly specialised, domain-specific transaction.
We will see more of similar deals in the com-
ing months,” said Amit Singh, executive di-
rector and head of technology practice at
home-grown investment bank Avendus,
which advised MphasiS on the deal.

Earlier this year, Wipro had acquired Aus-
tralian analytics company Promax Applica-
tions for $36 million. Industry body Nasscom
recently flagged analytics as an area where
Indian IT companies will find big opportuni-
ties. In a September study, Avendus had esti-
mated global data analytics outsourcingbusi-
nessto be worth about $500-550 million in 2010
and nearly $375 million worth of it was deliv-
eredfrom India.
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MphasiS: Acquisition will help reduce risk, but only a bit

Mphasls Ltd has agreed
to buy US-based Digital
Risk Llc for $175 million
(around %955 crore). Digital
Risk provides risk, compliance
and transaction management
solutions to the US mortgage
market, and is expected to
close the year with revenue of
$127 million.

The acquisition will help
Mphasi$ lower its dependence
on its parent firm and largest
customer, Hewlett Packard
Co. (HP). MphasiS is expected
to have earned revenue of
about $1.05 billion in its fiscal
year that ended in November,

with HP accounting for about
57% of this. The Digital Risk
acquisition will lower HP's
contribution to 50%.

Even so, MphasiS's growth
is still expected to lag peers. A
recent report by Barclays Re-
search titled De-Mphasis says,
“HP’s loss of market share and
diversion of business towards
its local subsidiary has slowed
MphasiS's revenue growth.
With 57% of YTD (year-to-
date) FY12 revenues linked to
HP, a projected decline of 10%
in fiscal year 2012-13 from HP
would keep MphasiS a laggard
versus peers. Margin risks are

The acquisition of
Digital Risk will
lower parent firm
HP’s revenue
contribution to 50%

a concern as Mphasi$ resorts
to flexible pricing in order to
secure new and retain existing
business.”

It's important to note here
that the acquisition will also

be margin dilutive as Digital
Risk operates at profit margins
of 12%, lower than MphasiS'’s
margins of 19-20%.

Mphasi$ shares rose by over
4% on Monday after the an-
nouncement, further increas-
ing its valuation gap with mid-
cap peers. It trades at a premi-
um to other mid-cap firms
such as MindTree Ltd and at
a relatively lower discount to
Infosys Ltd. This is despite a
significant drop in earnings in
recent years, and continued
pressure on the HP front.

Investors seem to be hoping
that HP will buy out minority

shareholders and that the re-
turns during the delisting
process could be handsome.

But, as pointed in this col-
umn earlier, minority inves-
tors of Digital Globalsoft Ltd
didn't have a great experience
when HP offered to buy them
out. Six months before HP
made the open offer, it an-
nounced a scheme to merge
its captive software services
business called HP-ISO (Indi-
an Software Operations) with
that of Digital.

The announced merger ra-
tio was blatantly in favour of
HP-ISO, and since then, Digit-

al's shares underperformed its
peers (CNX IT index) by 25%.

Analysts at Barclays say HP
trades at a 186% discount to
MphasiS and the amount re-
quired to buy out minority
shareholders, at $600 million, "
is not trivial.

It’s unlikely that the parent
company will pay a packet to
buy out minority shareholders
in an Indian unit.

It may well turn out that
there will be further value ero-
sion at Mphasi$ through price
cuts and lower volumes before
HP decides to go for an open
offer. In this backdrop, it
seems foolhardy for investors
to expect a delisting offer at
high valuations.

MOBIS PHILIPOSE
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Street Cheers
MphasiS’ Digital
Risk Acquisition

OURBUREAU
BANGALORE

Shares of Bangalore-based MphasiS rallied 3.2%
on the Bombay Stock Exchange adding about %320
crore to its market valuation on Monday; as inves-
tors reacted favourably to the company’s acquisi-
tion of Florida-based dataanalyticscompany Dig-
ital Risk.

MphasiS will pay $200million (1,100 crore)— in-
cluding earn out payments of $25million — to ac-
quire the US company in an all-cash deal, as first
reported by ET on Monday. “We began our jour-
ney of transformation in 2010 focusing on the fi-
nancial services industry. Thisacquisition is cen-
tral to our strategy of offering specialised
services in chosen segments,” said Ganesh Ayyar,
CEO, MphasiS. Digital Risk is expected to clock
revenues of $127 million in 2012, growing at an av-
erage of 70% over the past three years.

The US company offers risk and compliance ser-
vices to mortgage industry and employs about
1,500 specialists. The buy will help the Hewlett-
Packard-owned company de-risk its falling reve-
nue from parent HP, which owns 60% of the com-
pany and contributes a little over 50 % of  its $1-bil-

lion revenue.

Financial performance
MphasiS has been under
pressure for at least a
year now following re-
ducing revenues from
HP.

Digital Risk will func-
tion asastandalone busi-
ness unit within Mpha-
sis, with the current
chief executive and
chairman Peter Kassa-
bovreportingto Ayyar.
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Business Standard
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IT outsourcing services provider, MphasiS on
Monday said the company had signed a
definitive agreement to acquire US-based
Digital Risk, for about $175 million (about

$958 crore).
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Mphasi$ to snap up
US firm for 958 cr

BS REPORTER
Bangalore, 3 December

MphasiS on Monday said the

company had signed a definitive
agreement to acquire US-based
Digital Risk, for $175 million (3958
crore).

There is also an addi-

I T outsourcing services provider,

The acquisition is expected to bol-
ster MphasiS’s presence in the bank-
ing and capital market segment that
accounts for 26 per cent of its overall
revenues,

"We began our journey of trans-
formation in 2010, focusing on the
financial services industry. This
acquisition is central to our strategy of

offering specialised serv-

tional earn-out compo- Move to bolster ices in chosen segments,"
nent, which would be paid MphasiS’ presence Ganesh Ayyar, CEO said.
onacertain milestone, the in banking and According to the com-
Bangalore-based compa- capital market pany, the transaction is
ny said. that account for expected to close by

Digital Risk, which pro- 26% of revenues  January 31, subject to reg-

vides risk, compliance and
transaction management solutions to
mortgage companies in the US,
employs over 1,500 people in its
offices located in the US.

The company has been growing at
a compound annual growth of 70 per
cent in the last three years.

In 2012, the company expects to
report revenues of $127 mllyn“‘

ulatory approvals and cus-
tomary closing conditions.

On its completion, the acquired
entity will operate as a standalone
business unit, retaining its brand
identity.

MphasiS, which reported revenues
0f¥5,098 crore for its accounting year
ended 31 October, had a cash reserve
0&&,575 crore quarter ended July 31.
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Mphasis
Reco price/date: ¥404/December 3
Current/target price: ¥400.90/Under review
The analyst observes that he has been regularly empha-
sising on tthe fact that good performance in the direct
channel was almost mandatory for the company to gain
momentum in its financial performance. This acquisition
is a sizable step towards that direction. However, it is |
important to consider that the company has been
under-peirforming compared to its peers in terms of rév-
enues growth since the past eight quarters. Going
ahead, he: does not expect a hockey stick kind of recov-
ery in growth rates as HP would still contribute 50 per
cent to the total revenues and remain @ major over-
hang. The: company is expected to report its October
quarter and year-end numbers on Wednesday. Hence, it
would be wise to read this acquisition further in on-
junction with the revenue performance in the October
ending quarter. Until then, he keeps recommendation
for Mphasiis UNDER REVIEW.

ASIT C MEHTA INVESTMENT INTERRMEDIATES LIMITED
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MphasiS to buy US-based
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Digital Risk for $175 m

Our Bureau
Bangalore, Dec. 3

In a move that would ensure
less reliance on parent compa-
ny HP, Bangalore-based
MphasiS has decided to ex-
pand into mortgage-related
software segment.

The company said on Mon-
day that it will acquire US-
based Digital Risk, a privately-
held company that provides

regulatory software solutions
for the mortgage industry, for
$175 million in an all-cash deal.

Further, the remaining
amount will be paid out of the
earnings over the next 30
months. This acquisition, anal-
ysts opine, will ensure that
MphasiS, a company that be-
longs to HP, would rely less on
its parent for business and im-
prove performance.

This year, MphasiS has been
experiencing growth pres-
sures as HP is battlirg sluggish
performance in its 2nterprise
business, and which in turn
contributes in excess of 50 per
cent to MphasiS’ revenues.

In the third quaiter, man-
agement commentary indicat-
ed that Mphasis continued to
see challenges in getting more
business from HP.
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K. Venkatasubramanian

BL Research Bureau
Mphasi$’ acquisition of Digital
Risk would help the former
strengthen its sales from direct
channels and reduce depend-
ence on its principal Hewlett
Packard (HP) apart from
strengthening its US footprint.
The valuation too appears
quite reasonable in compari-
son to past acquisitions made
by Indian IT companies.

The deal, valued at $175 mil-
lion, amounts to about 1.4
times Digital Risk’s likely CY12
revenues. This means the deal

The Hindu Business Line

MPHASIS' ACQUISITION OF DIGITAL RISK

Deal to help cut dependence on HP

Valuation among cheapest by any Indian IT firm paying for overseas buys

Mphasis Ltd Rs388
424 return 2%

24
404
394
384

Sep4, 12 Nov 30, 12

is among the cheapest by an
Indian IT company for acqui-
sition of a company overseas.
Inthe case of earlier deals such
as HCL-Axon, Infosys-Lode-
stone and Wipro-Infocrossing,

the price-to-revenue multiple
has generally tended to be 1.8
to 2.6 times.

HIGHER VALUE SERVICE
From a service offering per-
spective, the acquisition would
give Mphasi$ access to higher
value services catering to the
mortgage market such as risk,
compliance and transaction
solutions.

Given that there is greater
emphasis on risk management
after the financial crisis that
began with the collapse of the
US housing market in 2008,

these offerings might be in
high demand. Evidence to this
is the fact that Digital Risk’s
revenues have grown at a com-
pound annual rate of 70 per
cent over the past three years.

SLOWING SALES THRU HP
Mphasis derives about 55 per
cent of its revenues currently
from HP The rest comes from
its own direct channels. For
MphasiS, sales from the HP
channel have been slowing
over the past few quarters.
This deal is likely to reduce
dependence on the HP chan-

Chennai, Thiruvananthapuram, Delhi, Mumbai , Kolkata, Bangalore, Hyderabad, Pune

nel and also provide growth
impetus.

Being focussed on the US
market, Digital Risk is also
likely to increase MphasiS’
proportion of revenues from
the North American region —
now at 64 per cent.

The only point of concern
is the fact that these offerings
may not be shifted offshore,
which could create a high-
cost structure for MphasiS as
manpower expenses  get
escalated.

venkatasubramanian.k

@thehindu.co.in
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MphasiS tobuy US’
Digital Risk for $175m

SRIRAM SHANKAR
New Delhi

IT firm MphasiS on Mon-
day announced its decision
to acquire US-based mort-
gage market firm Digital
Risk in an all cash deal val-
ued at $175 million. Mpha-
sis said the acquisition will
help it attain leadership po-
sition in the US mortgage
services market.

MphasiS said the acqui-
sition significantly enhances
MphasiS’ onshore presence
in the US. It indicated plans
to expand its footprint in the
US and create up to 500
new jobs in the near future.

Florida-based Digital
Risk provides risk, compli-
ance and transaction man-
agement solutions to the US
mortgage market. MphasiS
said that Digital Risk is ex-
pected to register revenues
of $127 million in calendar
year 2012.

The transaction will close
by January 31, 2013 subject

to regulatory approvals and
other closing conditions.
MphasiS said Digital Risk
would continue to operate
as a standalone lbusiness
unit under its founders. Pe-
ter Kassobov, Digital Risk,
CEO and chairman will re-
port to MphasiS, CEOQO,
Ganesh Ayyar.
MPHASIS/BSE Rs 400.90 A
NSE Rs 402.55 A
sriramshankar
@mydigiitalfc.com
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MphasiS to acquire US
firm for $175 million

MphasiS, a Hewlett Packard controlled IT
company has announced the acquisition of
US-based Digital Risk, a provider of risk
compliance and transaction management
solutions to the mortgage market, in an all
cash deal valued at $175 million.Digital Risk is
expected to register revenues of $127 million
inCY2012 and has grown at revenue CAGR of
70% in the last three years. This acquisition
will enhance MphasiS’ onshore presence in
the US and the company plans to expand its
footprintinthat country by creating up to 500
new jobs in the near future, the company said.
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MphasiS to
buy US co
for $175m

New Delhi: IT firm MphasiS
on Monday said it will acquire
US-based Digital Risk for $175
million (about Rs 960 crore) in
all-cash deal, a move that will
help it attain leadership posi-
tion in the trillion dollar US
mortgage services market.

The Florida-based Digital
Risk is one of the largest inde-
pendent providers of solutions
related torisk, compliance and
transaction management to
the US mortgage market that is
pegged at $1.3 trillion. The ac-
quisition is an all-cash deal val-
ued at $175 million with an ad-
ditional earn-out component.

“We have worked out an
earn-out plan spread over 30
months. All put together, the
deal will be marginally in excess
of $200 million,” MphasiS CEO
Ganesh Ayyar said. “Mortgage
market in the US is $1.3 trillion
segment, of which 1-2% isIT ser-
vices that in itself is $13-26 bil-
lion. An area which is becoming
increasingly important is risk
and compliance.”

This acquisition significant-
ly enhances MphasiS’s onshore
presence in the US, the company
said. MphasiS along with Digital
Risk is looking at expanding
footprint in the US, creating up
to 500 new jobs in the “next 18-24
months”. Acencies
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MphasiS acquires
Digital Risk

Bangalore: Mphasis will ac-
quire Florida-based Digital
Risk,aprovider of risk, compli-
ance and transaction manage-
ment solutions to the mortgage
marketinthe US, foranall-cash
deal valued at $175 million.
There will also be milestone-
based payments.

Mphasis has been strug-
gling for some time on account
of parent Hewlett-Packard’s
woes. Almost 50% of Mphasis’s
revenues come from HP. Mpha-
sis said the acquisition was
part of its strategy to offer spe-
cialized services in chosen seg-
ments. TNN
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MphasiS to buy
Digital Risk

Special Correspondent

BANGALORE: MphasiS, part of
Hewlett-Packard, announced
on Monday that it had reac-
hed a “definitive agreement”
to acquire Florida-based Dig-
ital Risk LLC in a deal worth
$175 million. A statement re-
leased by MphasiS said Dig-
ital Risk’s expertise in risk,
compliance and transaction
management solutions would
enable MphasiS to target the
mortgage services market in
the U.S.

It pointed out that Digital
Risk ha licence to operate in
46 states. The deal is expected
to be consummated by Janu-
ary 31, 2013.

“Digital Risk is ranked
number 11 among the fastest
growing private financial ser-
vices companies in the U.S.,
in 2012,” observed MphasiS.
Digital Risk is expected to
earn revenues of $127 million
in 2012. The company had
registered a compound an-
nual rate of 70 per cent in the
last three years, it noted.

MphasiS CEO Ganesh Ay-
yar said the company’s trans-
formation in 2010 was based

Ganesh Ayyar

on focussing on the financial
services industry, while offer-
ing “specialised services to
chosen segments.” The acqui-
sition of Digital Risk fits with
this focus because the target
company offers specialised
services to the mortgage in-
dustry, Mr. Ayyar said. “Their
analytics platform, combined
with 1,500 mortgage special-
ists, makes them unique and
differentiated,” he added.
MphasiS said it had plans
to “expand its footprint in the
U.S. by creating up to 500
new jobs in the near future.”
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MphasiS to
buy Digital
Risk for
$175 million

BANGALORE, DHNS: MphasiS
(an HP company) on Monday
announced a definitive agree-
ment to acquire US-based
provider of mortgage risk and
compliance management solu-
tion company Digital Riskin an
all-cash deal valued at $175 mil-
lion with an additional earn-
I outcomponent.

Digital Risk is expected to
register revenues of $127 mil-
lion in calendar 2012. The com-
pany has grown at a revenue
CAGR of 70 per cent in the last

B 3years.
“We began our journey of
transformation in 2010 focus-
¥ ingon thefinancial services in-
dustry. This acquisition is cen-
tral to our strategy of offering
B gspecialised services in chosen
segments. Digital Risk offers
highly specialised services in
¥ riskand compliance area, spe-
cific to mortgage industry.
Their analytics platform com-
" bined with 1,500 mortgage
specialists makes them unique
and differentiated,” MphasiS
Chief Executive Officer Ganesh
Ayyar said.

The transaction is currently
expected to close by January
31, 2013.
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MPHASIS TO ACQUIRES
U.S. I.T. FIRM FOR $175M

New Delhi: IT firm MphasiS on
Monday said it would acquire US-based
Digital Risk for $175 million (about 960
crore) in all-cash deal, a move that will
help it attain leadership position in the
trillion dollar US mortgage services
market.

The Florida-based Digital Risk is one
of the largest independent providers of
solutions related to risk, compliance
and transaction management to the US
mortgage market that is pegged at $1.3
trillion.

“We have worked out an earn-out plan
spread over 30 months. All put together,
the deal will be marginally in excess of
USD 200 million,” MphasiS chief execu-
tive Ganesh Ayyar said.

Digital Risk is expected to register
revenues of $127 million in this year
and has grown at revenue CAGR of 70
per cent in the last three years.

— PTI
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Mphasi$S to
buy Digital
Risk for
$175 mn

PRESS TRUST OF INDIA
NEW DELHI, DECEMBER 3

I'T firm MphasiS today said it
will acquire US-based Digital
Risk for $175 million (about
Rs 960 crore) in all-cash deal, a
move that will help it attain
leadership position in the tril-
lion dollar US mortgage serv-
icesmarket.

Florida-based Digital Risk
is one of the largest independ-
ent providers of solutions re-
lated to risk, compliance and
transaction management to
the US mortgage market.

“We have worked out an
earn-out plan spread over 30
months. All put together, the
deal will be marginally in ex-
cess of $200 million,” Mpha-
siS CEO Ganesh Ayyar said.
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Mphasi$ to Buy Digital Risk

Bangalore: Global services company, MphasiS, an-
nounced a definitive agreement to acquire Florida(USA)
based risk compliance and transaction management
company, Digital Risk LLC for an all cash deal valued
at $175 million with an additional earn-out component.
Digital Risk provides specialised risk, compliance and
transaction management solutions for the mortgage
industry is licensed to operate in 46 states in the US
and employs 1500 people. Digital Risk was expected
to register revenue of $127 million in CY2012 and also
pointed out that they had grown at revenue CAGR of
70% in the last 3 years. Ganesh Ayyer, CEO of the com-
pany said that they were on the lookout for more ac-
quisitions but added that this would be mostly small-
er companies. The transaction is currently expected to
close by January 31, 2013 subject to regulatory approv-
als and other customary closing conditions. Upon
completion of the transaction, Digital Risk will operate
as a standalone business unit to avoid burdening them
with the MphasiS model, Ayyer said. ENS
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MphasiS underlines micro
verticals with US co buy

Acquisition of Digital Risk
will cut dependence on HP,
but may affect its rumoured
share buyback plan

Beryl Menezes » MUMBAI

On Monday, Bangalore-based software
services firm MphasiS announced it has
acquired US-based analytics firm Digital
Risk in an all-cash deal for $175 million
(1,100 crore). What impressed both
markets and IT industry observers more,
however, was the assertion by Mphasis
CEO Ganesh Aiyyar that thisis nota deal
inisolation but part of a pattern that be-

gan last year with the buyout of Wyde.
Mphasis is confident the deal - it has
an additional earn-out component of
$25-30 million, payable over the next
2-3 years — will help improve its quar-
terly revenues (whichanyway have been
clocking $40-50 million or 3219-274
crore), given that Digital Risk is the larg-
estindependent provider of risk, compli-
ance and transaction management solu-
tions to the $1.3 trillion US mortgage
market. Coupled with its September-end
cash reserves of $462 million (32,530
crore), MphasiS
ill cut more

eals, Aiyyar said.
The transaction
is expected toclose

» Mphasi$
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by January 31, 2013, subject to regula-
tory approvals; and then, Digital Risk will
operate as a standalone business unit
within MphasiS, retaining its brand iden-
tity. Some 1,500 MphasiS employees and
three directors will be absorbed by Digi-
tal Risk.

Aiyyar said most business process
outsourcing firms work on a work-flow
based platform unlike Digital Risk which
is into the new analytics vertical that
promises tremendous growth potential.
MphasiS, he said, has been keen to focus
on micro verticals in the fields of capital
markets, banking and financial services,
as borne out by last year’s acquisition of
Wyde.

The US debt market opportunity ac-
counts for 1% of its size or $13 billion for
IT services firms. Digital Risk is expected
to generate revenues of about $127 mil-

lion (3695.45 crore) in 2012, coasting on
its over 70% growth of the past three
years. What's more, its operating profit
margin of 12.2% compares well with
MphasiS's 19.7%. “We expect to be EPS-
accretive in the first 12 months, post the
close of the deal,” Aiyyar said. (EPS =
earnings per share.)

The Street's reactions to the deal were
mixed. Shares in MphasiS closed at
%400.90 on the BSE, up 3.22%. Observers
said the deal will likely lower HP's con-
tribution to MphasiS's revenues to 50%
from 57%, which is seen as a positive,
given that the poorly performing HP has
been dragging down MphasiS's on-quar-
ter profits.

Withits expertise in analytics and sev-
eral other platforms, and complimentary
set of clients, Digital Risk will help pro-
vide non-linear growth as well as cross-
selling opportunities to Mphasis.

But not everyone was impressed.
“The acquisition is expected to result in
justa4-5% increase in earnings next fis-
cal, which means the deal is not hugely
earnings-accretive, and thus does not
add much from the financial perspec-
tive,” said an analyst seeking anonym-
ity.

Others said chances of a rumoured
share buyback will reduce considerably,
thus continuing the ‘sell’ rating on the
stock. MphasiS will announce its third
quarter (Jul-Sep) results tomorrow.

beryl. menezes@dnaindia.net
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MphasiS buys US

firm for X960 crore
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MUMBAI: Bangalore-based IT
services and back-office sup-
port provider MphasiS, now a
unit of Hewlett-Packard, said
on Monday that it would acquire
Florida-based Digital Risk for
S175 million (X960 crore) in an
all-cash deal to gain a foothold
in an exploding market for
mortgage services.

Digital Risk provides spe-
cialised risk, compliance and
transaction management solu-
tions for the mortgage industry.
HP, better known for making
computers and printers, is on
an aggressive drive to promote
services revenue.

Digital Risk has a com-
pounded revenue growth of 70%
for the last three years and is
expected to earn revenue of

MPHASIS
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around $127 million this year.

“Digital Risk’s analyties plat-
form combined with 1,500 mort-
gage specialists makes them
unique,” said Ganesh Ayyar,
chiel executive ollicer, MphasiS
in a statement to BSE.

The deal is expected to be
completed by January.

Shares of MphasiS closed at
3400.9, up by X12.5, or 3.33%, [ol-
lowing the announcement.
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MphasiS’ Digital Risk buy
fails to enthuse analysts

May not reduce its dependence on Hewlett-Packard quickly

Venkatesh Ganesh
Bangalore, Dec. 4
MphasiS may still have to de-
pend on HP to drive most of its
growth in spite of the recent
acquisition of the Florida-

based Digital Risk.

Analysts say that though the
recent acquisition was to re-
duce dependence on HP, it
may not pan out as expected in
the short-term.

The Bangalore-based
MphasiS paid $175 million to
buy Digital Risk, a company
that provides regulatory soft-
ware solutions for the mort-
gage industry.

At present, MphasiS gets in
excess of 50 per cent of its
revenues from HP.

Research firm

UBS has

sounded out a sell rating on
MphasiS with a target price
of Rs 285 that is almost 30 per
cent less than its Monday’s
close. UBS, in its report, fur-
ther added that the Digital
Risk acquisition is likely to be
margin dilutive or reduce
earnings per share and may
have a minimal near-term im-
pact on earnings.

BEARISH STANCE

Others share a similar senti-
ment. “Going ahead, we do
not expect a hockey stick kind
of growth recovery as HP
would still contribute half of
MphasiS’ total revenues and
remain a major overhang,”
Vimal Gohil, Analyst, Asit C.
Mehta Investments Interme-
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diates. The brokerage house
has put Mphasi$ stock ‘under
review’.

MphasiS will report its Oc-
tober quarter numbers on De-
cember 5 and, according to
analysts, the acquisition
should be read in conjunction
with the performance in the
quarter ending October. On
Tuesday, MphasiS shares

closed 2.97 per cent lower at
Rs 389.

Despite this bearish stand,
some analysts are positive on
the company’s prospects go-
ing ahead.

Ashwin Mehta and Pinku
Pappan of Nomura in a note
said that the acquisition is
strategically in the right di-
rection as it reduces exposure
to the HP business.

At the end of the third
quarter, MphasiS had Rs
2,575 crore of cash on its
books and it is under increas-
ing pressure as it relies huge-
ly on business from HP and
continues to lag behind its
peers.
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