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Price performance

Stock Update
Stable quarter despite headwinds

(%) 1m 3m 6m 12m

Absolute 0.2 17.1 -3.7 3.3

Relative to Sensex -6.8 13.3 -15.1 -15.4

Firstsource Solutions

Reco: Hold  |  CMP: Rs42

Key points

 �  Revenue inline, margins beat expectations: 
The numbers of  Firstsource Solutions Limited 
(FSL)  are not strictly comparable on QoQ basis 
as the company divested some of its domestic 
businesses during Q1FY2018. During Q2FY18, 
FSL reported another quarter of better-than-
expected operating performance against our 
modest estimates for Q2FY2018. Operating 
profit margin (OPM) improved by 110BPS QoQ 
(ahead of our estimates) despite Rs 3.5 crore 
(one-off) shutdown costs relating to domestic 
business, led by improved profitability in ISGN 
business along with 7.6% QoQ decline in 
operating expenses. Better-than-expected OPM 
resulted in net profit beat, that grew 5.1% QoQ to 
Rs68.8 crore in Q2FY18. The company’s revenue 
declined by 0.9% QoQ on constant currency 
(CC) basis, largely in-line with our expectation. 
On a reported basis, FSL’s revenue declined by 
0.5% QoQ to Rs.873.0 crore owing to divestment 
of domestic business. On comparable basis 
(excluding the domestic business), the revenues 
increased by 3.1%QoQ to Rs850.8 crore, while 
OPM expanded by 160bps QoQ to 13.2% in 
Q2FY2018.  

 �  Margin likely to improve, led by positive 
outlook in ISGN and exit of domestic business: 
Margins of the company are expected to improve 
in coming quarters on account of a turnaround 
in the ISGN business and the divestment 
of domestic business. The management 
highlighted that the ISGN business has already 
turned profitable, with an EBITDA margin of 
around 10%, and it expects margins of ISGN 
business to improve further in coming quarters. 
Further, a one-time cost of Rs 3.5 crore relating 
to exit of domestic business is unlikely incur 
in coming quarter.  However, the shutdown of 
domestic business will have negative impact of 
Rs70-80 crore (Rs 30 crore impact in Q2FY2018, 
incurred one-month revenues from  partial 
sale of domestic business) on its revenues in 
remaining period of FY2018. The changes in the 
Obamacare structure is expected to have strong 
traction for its payer business (supported by 
cost-cutting measures), while the new deal wins 
in the customer management segment likely to 
support revenue growth going ahead.         
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 �  Maintain Hold with the revised PT to Rs.45:  We 
have broadly maintained earnings estimates 
for FY2018E and FY2019E despite negative 
revenue impact due to pruning of domestic 
business, which will be largely offset by margin 
expansions and traction in healthcare and 
customer management verticals. We have 
introduced FY2020 numbers in this note. Given 

the absence of any near-term triggers for a re-
rating of multiples and seasonality impact in 
Q3FY2018, we maintain our Hold rating with 
a revised price target of Rs.45. However, any 
favourable corporate event to unlock the value 
for minority shareholders would be an upside 
trigger.

Results                                                                                                                               Rs cr

Particulars  Q2FY18  Q2FY17  Q1FY18  YoY (%)  QoQ (%) 

Revenue from operations 873.0 884.4 877.7 -1.3 -0.5

Employee expenses 594.1 595.0 594.2 -0.1 0.0

Gross profit 278.8 289.4 283.6 -3.6 -1.7

Operating expenses 169.1 176.8 183.0 -4.3 -7.6

EBITDA 109.7 112.6 100.6 -2.6 9.0

Depreciation and amortisation 16.2 16.0 15.3 1.1 6.2

EBIT 93.4 96.5 85.3 -3.2 9.5

Other income (net) -1.6 0.4 2.3 PL PL

Interest expenses 8.2 10.9 8.3 -24.7 -1.7

EBT 83.7 86.1 79.4 -2.8 5.4

Taxes 14.9 14.9 14.0 0.3 6.9

PAT 68.8 71.3 65.4 -3.5 5.1

EPS (Rs) 1.0 1.1 1.0 -3.5 5.1

Margin (%)     BPS  BPS

EBITDA 12.6 12.7 11.5 -17 110

EBIT 10.7 10.9 9.7 -21 98

NPM 7.9 8.1 7.5 -18 42

Valuation Rs cr

Particulars FY17 FY18E FY19E FY20E

Total revenue      3,555.6      3,528.3      3,800.2      4,145.0 

EBITDA margin (%) 12.3 12.7 13.2 13.3

Net profit 280.0 294.7 347.9 384.0

EPS (Rs) 4.2 4.4 5.2 5.7

P/E (x) 10.1 9.6 8.1 7.3

EV/EBITDA (x) 8.0 6.4 5.1 3.9

EV/Sales (x) 1.0 0.8 0.7 0.5

RoE (%) 14.5 13.3 13.7 13.2

RoCE (%) 12.3 11.8 12.9 13.0

Other result highlights: 

 �  FSL’s net long-term debt stood at $64.3 million 
in Q2FY2018 as against $76.2 million in  
Q1FY2018. 

 �  The cash and cash equivalent stood at Rs.134 
crore in Q2FY2018 compared to Rs.133 crore in 
Q1FY2018. Capital expenditure stood at Rs.21.5 

crore during the quarter. FSL has outstanding 
hedges of $36 million (37% covered at Rs.73.2 
per USD) and GBP77 million (79% covered at 
Rs.106.7 per GBP). 

 �  During Q2FY2018, 29.1% of total revenue was 
generated from SKY deal compared to 27.8% in 
Q1FY2018
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Operating metrics

Particulars Q2FY18 Q2FY17 Q1FY18 YoY (%) QoQ (%) Comments

Geographic mix (%)

North America 52.2 55.1 52.6 -6.5 -1.3 North America further 
declined by 1.3% QoQ, while 
India declined 58.3% QoQ 
due to exit of part of domestic 
business

in (Rs cr) 455.7 487.3 461.7

UK 45.2 38.1 41.2 17.1 9.1

in (Rs cr) 394.6 336.9 361.6

India 2.6 5.9 6.2 -56.5 -58.3

in (Rs cr) 22.7 52.2 54.4

Rest of the World 0.0 0.9 0.0 NM NM

in (Rs cr) 0.0 8.0 0.0

Industry verticals (%)

BFSI 29.2 35.5 27.1 -18.8 7.2 BFSI increased by 7.2% QoQ, 
while Healthcare declined by 
5.7% QoQ  

in (Rs cr) 254.9 313.9 237.9

Telecom and Media 34.7 29.8 36.6 14.9 -5.7

in (Rs cr) 302.9 263.5 321.3

Healthcare 36.0 34.5 36.2 3.0 -1.1

in (Rs cr) 314.3 305.1 317.7

Others 0.1 0.2 0.2 -50.6 -50.3

in (Rs cr) 0.9 1.8 1.8

Segment breakdown (%)

Customer management 53.7 51.3 49.5 3.3 7.9 Customer management grew 
by 7.9% QoQ in Q2FY2018. 
The company has added new 
logs in this segment during 
the quarter

in (Rs cr) 468.8 453.7 434.5

Healthcare 36.0 34.5 36.2 3.0 -1.1

in (Rs cr) 314.3 305.1 317.7

Collections 10.1 10.9 10.5 -8.5 -4.3

in (Rs cr) 88.2 96.4 92.2

Domestic 2.6 5.9 6.2 -56.5 -58.3

in (Rs cr) 22.7 52.2 54.4

Delivery mix

Offshore 21.3 20.6 20.7 2.1 2.3 Domestic revenue declined 
by 58.3% QoQ in Q2FY2018, 
owing to shutdown of some 
part of domestic business

in (Rs cr) 185.9 182.2 181.7

Domestic 2.6 5.9 6.2 -56.5 -58.3

in (Rs cr) 22.7 52.2 54.4

Onshore 76.1 73.5 73.1 2.2 3.5

in (Rs cr) 664.3 650.0 641.6

Client concentration (%)      

Top customer 29.1 19.8 27.8 45.1 4.1 Business from the top client 
further grew by 4.1% QoQ , 
led by SKY deal. 

in (Rs cr) 254.0 175.1 244.0

Top 5 customers 47.3 44.1 46.9 5.9 0.3

in (Rs cr) 412.9 390.0 411.7

Other than top 5 clients 52.7 55.9 53.1 -6.9 -1.3

in (Rs cr) 460.1 494.4 466.1

Other important metrics   

Total employees       19,194         24,910         25,013 -22.9 -23.3 Net reduction of 5,819 
employees in headcount on a 
sequential basis.

Net addition        (5,819)              762             (858)

Number of seats       17,215         22,797         23,136 -24.5 -25.6

Seat fill factor (%) 76.0 72.0 73.0 400BPS 300BPS

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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