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Mphasis reported a decent growth this quarter over the same period last year. As compared to the January 2009
guarter, the topline grew by ~21% and the bottomline by ~27%. The topline grew from Rs. 9,776 Mn to Rs. 11,915 Mn
over a bottomline growth of Rs. 2,100 Mn to Rs. 2,682 Mn. The bottomline growth is inclusive of the forex gain this
quarter.

Margins for the services business have been averaging at ~33% but the margins for the BPO & ITO business have
shown a decline of ~5% each. This may be attributed to the clients re-negotiating their contracts with the company.
Although Mphasis still has margins above the industry average for most of their service lines. The drop in the margin
must be looked over a period of few quarters or even years to get an actual idea of how the segement performs in the
long run. This might also be a quarter effect. Also the attrition rate, this quarter seemed higher than normal for the ITO
business, going from 8% on an average to 16%. A trend cannot be associated, but this metric can be studied vis-a-vis
the margins & its over all impact on the utlization rates of individual segments over an extended timeline. Utilization
rates are also higher than the industry average.

The cash position of the company is at ~$250Mn. The management have chalked out a growth strategy not unlike any
business with loads of cash at their disposal. They believe in growing the business by ramping up offshore
development centers and real-estate or even through some strategic acquisition.

As of now, 71% of the revenue comes from / through HP. It remains to be seen how the company will grow along its own
capability acquiring its own client and not just enjoying the business from its parent.

Valuation:

Currently Mphasis trades at a PE of 14 (TTM). But looking apart from a pure valuation perspective, we need to ask if
anything has changed in the basic assumption of this company ever since we have been tracking it. Most of the
expectations have beenin line except for the de-listing angle to the story. The probability of that happening is still on the
horizon, but no one can say for sure when that would be played. The business with all its segments is growing on
account of a positive influence of its parent.

Concerns about the company's business from its various segments and its relationship with the parent and the rival
subsidiary might come up. But even taking that into the picture, the quantitative reality cannot be disregarded.

We recommend a BUY for Mphasis.
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Quarterly Financials

Earnings Statement

YE October (Rs. Mn.) QE Jan 10 QE Oct 09 Q-Q (%) QE Jan 09 Y-Y (%)
Net Revenues 11,915.6 11,321.8 5.24% 9,776.6 21.88%
Cost of Revenues 7,793.6 7,241.8 7.62% 6,117.6 27.40%
Gross Profit 4,122.0 4,080.0 1.03% 3,659.0 12.65%
SG&A 983.4 1,134.5 -13.32% 1,067.3 -7.86%
Provision for Doubtful debts 3.1 0.0 0.0

Total Expenditure 8,780.1 8,376.3 4.82% 7,184.9 22.20%
Operating Profit 3,135.5 2,945.5 6.45% 2,591.7 20.98%
OPM (%) 26.31% 26.02% 1.15% 26.51% -0.74%
Forex Gain/(Loss) 239.8 153.0 30.9

Other Income 89.9 72.2 24.54% 33.6 167.61%
Depreciation 457.7 470.5 -2.72% 485.8

PBT 3,465.2 3,170.7 9.29% 2,656.2 30.46%
Tax 324.8 250.6 29.63% 70.2 362.68%
PAT Before Ml 2,682.7 2,449.6 9.51% 2,100.2 27.74%
PAT 2,682.7 2,449.6 9.51% 2,100.2 27.74%
Equity Capital 2,096.6 2,095.8 0.04% 2,089.4 0.34%
EPS 12.7 11.7 8.80% 10.0 27.17%

Ratio Analysis

YE October (Rs. Mn.) QE Jan 10 QE Oct 09 Q-Q(bps) QE Jan 09 Y-Y(bps)
GPM (%) 34.59% 36.04% (144.3) 37.43% (283.3)
OPM (%) 26.31% 26.02% 29.8 26.51% (19.5)
PBT (%) 29.08% 28.01% 107.6 27.17% 191.2

PAT (%) 22.51% 21.64% 87.8 21.48% 103.2

Particulars (Rs. Mn.) QE Jan 10 QE Oct 09 Q-Q(%) QE Jan 09 Y-Y (%)
Revenues

Application Services 8,095.9 7,180.9 12.74% 6,414.5 26.21%
BPO Services 1,849.4 1,943.3 -4.83% 1,770.5 4.46%
ITO Services 1,970.3 2,1215 -7.13% 1,667.7 18.14%
Total 11,915.6 11,245.7 5.96% 9,852.7 20.94%
Profits

Application Services 2,721.3 2,308.3 17.89% 2,217.0 22.75%
BPO Services 3324 460.7 -27.85% 404.0 -17.72%
ITO Services 652.5 805.0 -18.94% 652.8 -0.05%
Total 3,706.2 3,574.0 3.70% 3,273.8 13.21%
Margins QE Jan 10 QE Oct 09 Q-Q(bps) QE Jan 09 Y-Y(bps)
Application Services 33.61% 32.14% 146.8 34.56% (94.9)
BPO Services 17.97% 23.71% (573.4) 22.82% (484.5)
ITO Services 33.12% 37.94% (482.8) 39.14% (602.7)
Total 31.10% 31.78% (67.7) 33.23% (212.4)
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Mphasis: Q1FY10

Financials

Earnings Statement

YE October (Rs. Mn.) FY06 FYO07 FY08 7ME Oct 08 Oct09
Net Sales 9,401.1 17,606.2 24,230.7 19,065.2 42,638.8
Cost of Revenues 6,485.6 13,187.7 18,735.7 14,254.6 28,793.2
Selling Expenses 584.6 918.4 952.7 727.7 1,804.0
Genaral & Admin Expenses 868.1 1,456.7 1,750.5 1,203.6 2,781.2
Total Expenditure 7,938.3 15,562.8 21,438.9 16,185.9 33,386.4
Operating Profit 1,462.8 2,043.4 2,791.8 2,879.3 9,252.4
Other Income/Forex Gain 76.5 - 135.4 - 215.1 172.4 447.2
EBIT 1,539.3 1,908.1 2,576.7 3,051.7 9,699.6
Interest (17.5) (75.1) (84.9) (45.4) (27.9)
PBT 1,556.8 1,983.2 2,661.6 3,097.1 9,727.5
Tax 58.2 182.5 108.7 142.7 640.7
PAT 1,498.6 1,800.7 2,552.9 2,954.4 9,086.8

Ratio Analysis

YE October (Rs. Mn.) FY06 FYO07 FY08 7ME Oct 08 Oct09
OPM (%) 15.6% 11.6% 11.5% 15.1% 21.7%
EBITDA (%) 16.4% 10.8% 10.6% 16.0% 22.7%
PBIT (%) 16.4% 10.8% 10.6% 16.0% 22.7%
PAT (%) 15.9% 10.2% 10.5% 15.5% 21.3%
EPS (Rs.) 8.9 8.4 11.9 13.7 434
P/E (X) 75.6 80.3 56.6 49.0 15.5
P/BV (X) 17.2 14.3 12,5 10.1 6.0
BVPS (Rs.) 39.2 46.9 53.9 66.8 111.9
Market Cap (Rs. Mn.) 113,332.6 144,632.1 144,562.2 144,696.4 141,045.9
M Cap/Sales (x) 12.1 8.2 6.0 7.6 3.3
EV (Rs. Mn.) 113,369.5 144,660.5 144,619.0 144,750.2 141,079.1
EV/EBITDA (x) 73.6 75.8 56.1 47.4 14.5
EV/Sales (x) 12.1 8.2 6.0 7.6 3.3
ROCE (%) 23.2% 18.9% 22.2% 21.2% 41.3%
RONW (%) 22.7% 17.9% 22.1% 20.6% 38.7%
Debtors T/o Days 82.3 87.5 87.4 98.4 77.6
Advances T/o Days 27.6 31.3 44.5 375 62.0
Creditors T/o Days 325 41.0 45.6 47.3 54.9
Working Cap T/o Days 91.0 97.6 79.6 77.9 76.6
Fixed Assets T/o (Gross) 3.0 3.1 3.1 2.0 2.0
DPS (Rs.) 2.9 2.3 3.3 1.9 35
Dividend Payout (%) 32.5% 27.5% 27.8% 14.2% 8.1%
Dividend Yield (%) 0.4% 0.3% 0.5% 0.3% 0.5%
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Disclaimer

Disclosure of Interest Statement Mphasis
1. Analyst Ownership of the scrip YES
2. PPFAS ownership of the scrip YES
3. PMS ownership of the scrip YES

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Parag Parikh Financial Services Ltd. (PPFAS).
PPFAS is disseminated and available primarily electronically, and, in some cases, in printed form. Additional information on recommended securities is
available onrequest.

PPFAS is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and so it is regulated by SEBI. This report is not and should
notbe construed as an investment advice to any client to acquire, subscribe, purchase, sell, dispose of, retain any securities or an offer to sell or the solicitation
of an offer to purchase or subscribe for any investment or as an official endorsement of any investment.

If'Buy’, 'Sell', or 'Hold' recommendation is made in this report such recommendation or view or opinion expressed on investments in this report is notintended
to constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The views
expressed in this report are those of the analyst which are subject to change and do not represent to be an authority on the subject. PPFAS may or may not
subscribe to any and/ or all the views expressed herein.

PPFAS makes best endeavour to ensure that the analyst(s) use current, reliable, comprehensive information and obtain such information from sources,
which the analyst(s) believes to be reliable. However, such information has not been independently verified by PPFAS or the analyst(s).

The information, opinions and views contained within this report are based upon publicly available information and rates of taxation at the time of publication,
which are subject to change from time to time without any prior notice. reports may be updated anytime without any prior notice to any and/ or all client(s).

PPFAS makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or
currentness of the information in this report.

Please note that past performance is not necessarily a guide to evaluate future performance.

PPFAS and its affiliates and their respective officers directors and employees may hold positions in any securities mentioned in this report (or in any related
investment) and may from time to time add to or dispose of any such securities (or investment).

This report should be read and relied upon at the sole discretion and risk of the client.

The value of any investment made at your discretion based on this report or income therefrom may be affected by changes in economic, financial and/ or
political factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments
involve substantial risk and are not suitable for all investors.

This reportis being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person
or published, copied in whole or in part, for any purpose. Neither this report nor any copy of it may be taken or transmitted or distributed, directly or indirectly
within India or into any other countries or to any resident thereof. The distribution of this report in other jurisdictions may be strictly restricted and/ or prohibited
by law, and persons into whose possession this report comes should inform themselves about such restriction and/ or prohibition, and observe any such
restrictions and/ or prohibition.

Neither PPFAS nor its affiliates or their directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or indirectly, for
views or opinions expressed in this report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the report or
inability to use or access our service or this report or for any loss or damages whether direct or indirect, incidental, special or consequential including without
limitation loss of revenue or profits or any loss or damage that may arise from or in connection with the use of or reliance on this report or inability to use or
access our service or this report.
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