
    

 

November 6, 2018 

ICICI Securities Ltd | Retail Equity Research 

 

Company Update 

 

 

 
 

Healthy margin expansion… 

 Majesco’s rupee revenues increased 5.7% QoQ and 21.8% YoY in 

Q2FY19 mainly led by 10.8% QoQ growth in life & annuities (L&A). 

Cloud revenues (38.7% of total revenues) increased 14.0% QoQ led 

by 34.5% QoQ increase in cloud subscription revenues and 6.4% 

QoQ growth in cloud implementation revenues. Geographically, UK 

(4.8% of total revenues) registered an increase of 22.9% QoQ and 

North America (88.0% of total revenues) increased 5.4% QoQ0 

 EBITDA margins expanded ~272 bps QoQ to 10.9% mainly led by 

forex gains, higher cloud revenues and cost rationalisation 

Healthy deal pipeline gives visibility in revenue growth… 

 The partnership with IBM has enabled the company to secure a new large 

deal with a Tier-1 property & casualty insurer (apart from the MetLife deal) 

and is also hopeful of conversion of a large deal in the L&A space (which 

is currently under proof of concept stage). This coupled with ~5-6 large 

deals in pipeline gives us the comfort of revenue visibility in coming 

years. However, we expect a ramp up in MetLife (deal won under IBM 

programme) to happen gradually. This coupled with two quarters of fall in 

order book (down 9.9% QoQ in Q1FY19, 9.6% in Q2FY19 as cloud 

revenues take time to ramp up) prompt us to believe revenue growth will 

be spread over many quarters. Hence, we expect H2 to be slower than H1 

and revise our dollar revenue CAGR to 11.4% to $152.5 in FY18-20E. 

Margin expansion key trigger… 

EBITDA margins have improved from 2.8% in FY18 to 10.9% in Q2FY19 

mainly led by a ramp up in cloud revenues, cost rationalisation and forex 

gains. Going forward, we expect this trajectory of margins to be 

sustainable mainly led by rupee depreciation and operating leverage. We 

expect margins to improve from 2.8% in FY18 to 11.6% in FY20E. A key 

risk to margins would be margin dilutive acquisition or aggressive 

marketing under the new CEO. 

Well poised to capture upcoming growth; reiterate BUY… 

The benefit of Majesco’s partnership with IBM is visible in its Tier-1 client 

wins. This coupled with ramp up in cloud revenues (led by migration from 

on premise to cloud) and healthy deal pipeline give significant comfort in 

terms of revenue visibility. Further, the company is expected to register a 

healthy margin trajectory, going forward, which will boost profitability 

(improving from | 6.3 crore in FY18 to | 75.7 crore in FY20E). Hence, we 

maintain our BUY rating on the stock. We value Majesco US (Majesco 

India holds 70% stake) at 4x Market-Cap/sales, which is at ~50% discount 

to global peers such as Guidewire to account for modest growth/margin 

profile. After considering holding company discount of 35%, Majesco 

70% stake in Majesco works out to be | 670/share. The revision in target 

price is mainly due to change in number of shares and revenues. 

Exhibit 1: Valuation 
 

Majesco US Majesco India

FY20 Revenues (| crore) 1,093.3           Stake in Majesco US (%) 70.0                

Market Cap/Sales (X) 4.0                  Holding Company Discount (%) 35.0                

Target Market Cap/Sales (| crore) 4,373.1           Target Mkt cap (| crore) 1,989.8           

No of shares outstanding* 3.0                  

Value per share (|) 670.0              

Source: Company, ICICI Direct Research,* Adjusted as per diluted shares 

 

Rating matrix 

Rating : Buy

Target : | 670

Target Period : 12-18 months

Potential Upside : 37%
 

 

What’s Changed? 

Target Changed from | 710 to | 670

EPS FY19E Changed from | 21.4 to | 20.4

EPS FY20E Changed from | 27.4 to | 25.6

Rating Unchanged
 

 

Key Financials   

| crore FY17 FY18 FY19E FY20E

Net Sales 826.2 806.0 952.0 1093.3

EBITDA 23.7 22.6 99.0 126.8

EBITDA margin (%) 2.9 2.8 10.4 11.6

PAT 5.0 6.3 60.2 75.7

EPS 2.1 2.5 20.4 25.6
 

 

Valuation summary 

FY17 FY18 FY19E FY20E

P/E 247.4 198.4 24.0 19.1

Target P/E 338.3 271.3 32.8 26.1

EV / EBITDA 53.9 46.5 10.2 7.5

P/BV 3.8 2.2 2.3 2.0

RoNW 1.7 1.2 10.0 11.1

RoCE 3.3 2.1 15.1 16.7
 

 

Stock data 

Particular Amount

Market Capitalization (| crore) 1380.4

Debt (| crore) 68.4

Cash and Cash Equivalent (| crore) 398.6

EV (| crore) 1050.2

52 Week High / Low (|) 604 / 401

Equity Capital 14.1

Face Value 5.0
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Conference Call highlights… 

 

 New CEO – The company has inducted Adam Elster as the new 

CEO of the company. Adam Ester has served as President, Global 

Field Operations of CA Technologies, a $4.5 billion Fortune 500 

organization. The new CEO has highlighted the good work done 

by the previous management and has said that its investment will 

be more directed towards building visibility of Majesco’s products 

and accelerate existing strategy. Further, he will focus on building 

capability in delivery, marketing and sales. The decision to 

increase investment in delivery, marketing and sales will be driven 

purely on the basis of data. 

 Merger & Acquisition: The company had raised | 231 crore via 

QIP in February 2018. The company plans to utilise the same for 

M&A to build its capability, expand in geographies and increase 

its speed to market or partner with other players. We believe the 

M&A will take time as the new CEO needs to be hands on to be 

comfortable with an M&A. Further, a key risk to M&A is that it may 

lead the company’s current healthy margin trajectory to taper 

 12 month order backlog- Order backlog to be executed over next 

12-month witnessed a decline of 9.6% QoQ and 5.0% YoY mainly 

due to delay in ramp up of cloud revenues. The management said 

an improving trajectory in coming quarters & sees a healthy 

pipeline 

 Cloud offering - Owing to transition from on premise to cloud 

based model, cloud revenue as a contribution to revenues 

continues to accelerate. It constituted 38.7% of revenue (vs. 

30.5% in Q2FY18) and witnessed strong growth of 14.0% QoQ 

and 54.8% YoY. The management expects to further increase the 

proportion of cloud revenues by end of FY19E. In overall cloud 

revenue, ~70% is cloud implementation revenue while ~30% 

forms subscription revenue. In case of on premise revenues, it 

accounts for 23.7% of revenues (down from 31% in Q2FY18). 

Further, of the 23.7% on premise revenues 50% is in P&C and rest 

is in L&A. The shift of on premise to cloud is faster in L&A while 

P&C is taking time 

 Revenue by line of business- Property & casualty (P&C) (71.6% of 

revenue) grew 4.1% sequentially. Life & annuities (27.6% of 

revenue) grew 10.8% QoQ 

 Geography update- UK (4.8% of revenues) led the growth for the 

quarter with 22.9% QoQ growth in rupee terms due to low base in 

last quarter. US (88.0% of revenues) witnessed an increase of 

5.4% QoQ. 

 Client Metrics- Top client (13.5% of revenues) grew 5.7% QoQ 

while top five clients grew 8.5% QoQ and top 10 clients grew 

4.6% QoQ 

 R&D expenses- The product R&D spends formed 13.7% of 

operating revenue (vs. 14.3% in Q1FY19) to | 33.1 crore 

 Employee Update- Employee strength was at 2,585 at end of 

September 30, 2018 (vs. 2,423 in Q2FY18) 

 Majesco India’s standalone has 14-15 clients and contributes 

~2% to consolidated revenues and also contributes other income 

from mutual funds to the bottomline 
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Financial summary 

Profit and loss statement | Crore 

(| crores) FY17 FY18 FY19E FY20E

 Net Sales 826.2 806.0 952.0       1,093.3 

Growth (%) 9.1 (2.4) 18.1 14.8 

Total Operating Expenditure 802.5 783.4 853.0 966.5 

 EBITDA 23.7 22.6 99.0 126.8 

Growth (%) 139.2 (4.6) 338.1 28.1 

Depreciation & Amortization 17.2 17.9 13.3 15.3 

Other Income incl interest income 1.8 6.0 32.9 36.7 

Interest costs 7.8 4.9 3.7 2.7 

 PBT before Exceptional Items 8.2 10.8 118.6 148.2 

Growth (%) (362.4) 30.8 1,000.2      24.9 

Tax (1.1) 18.5 35.6 44.5 

 PAT before Exceptional Items 9.4 29.3 83.0 103.7 

Exceptional items (2.7) 10.5 - - 

 PAT before MI 6.7 2.8 83.0 103.7 

Minority Int & Pft. from associates 1.7 (3.5) 22.8 28.0 

 PAT 5.0 6.3 60.2 75.7 

Growth (%) (26.8) 24.7 857.8 25.7 

EPS 2.1 2.5 20.4 25.6 

 EPS (Growth %) (26.8) 20.5          726.2 25.7 

Source: Company, ICICI Direct Research 

  Cash flow statement | Crore 

(| crores) FY17 FY18 FY19E FY20E

Net profit before Tax 8 11 119 148 

Depreciation & Amortization 18 18 13 15 

WC changes 48 (42) (31) (18) 

Other non cash adju. 22 15 (56) (65) 

Income taxes paid (5) (25) (36) (44) 

 CF from operations 90 (23) 9 36 

Capital expenditure - - - - 

Δ in investments (23) (295) 8 7 

Other investing cash flow (2) 48 - - 

 CF from investing Activities (25) (231) 8 7 

Issue& Proceeds of equity 4 232 - - 

Δ in debt funds - - (15) (15) 

Dividends paid - (3) - - 

Other financing cash flow (24) 3 19 25 

 CF from Financial Activities (20) 232 4 10 

Δ in cash and cash bank balance 42 (22) 21 53 

Effect of exchange rate changes 40 (19) 21 53 

Opening cash 115 158 90 111 

Other cash adjustments - - - - 

 Closing cash 158 90 111 164 

Source: Company, ICICI Direct Research 

Balance sheet | Crore 

(| crores) FY17 FY18 FY19E FY20E

 Equity  12 14 14 14 

Reserves & Surplus 281 529 589 665 

Networth 293 543 604 679 

Minority Interest 75 79 101 129 

LT liabilties & provisions 121 119 106 94 

 Source of funds 489 741 811 903 

Net fixed assets 39 30 45 63 

Intangible assets &Goodwill 224 226 226 226 

Deferred tax assets (net) 40 46 46 46 

Long term loans and advances 3 4 5 5 

Other non current assets 11 9 10 12 

Loans and advances 0 0 1 1 

Inventories - - - - 

Current Investments 18 309 309 309 

Debtors 83 128 151 174 

Cash & Cash equivalents 158 90 111 164 

Other current assets 79 94 111 127 

Current liabilities 158 182 190 208 

Provisions 7 12 15 17 

Net current assets 173 426 478 551 

 Application of funds 489 741 811 903 

Source: Company, ICICI Direct Research 

  Key ratios 

(Year-end March) FY17 FY18 FY19E FY20E

 Per share data (|) 

EPS-diluted 2.0 2.5 20.4 25.6 

Cash per share 69.2 37.1 39.5 58.3 

BV 115.1 213.3 204.4 230.1 

DPS - 1.0 - - 

 Operating Ratios (%) 

EBITDA Margin 2.9 2.8 10.4 11.6 

PBT Margin 1.0 1.3 12.5 13.6 

Adjusted PAT Margin 0.6 0.8 6.3 6.9 

 Return Ratios (%) 

RoNW 1.7 1.2 10.0 11.1 

RoCE 3.3 2.1 15.1 16.7 

RoIC 2.2 1.4 22.5 26.6 

 Valuation Ratios (x) 

P/E 247.4 198.4 24.0 19.1 

EV / EBITDA 53.9 46.5 10.2 7.5 

Price to Book Value 3.8 2.2 2.3 2.0 

EV/Total Revenues 1.5 1.3 1.1 0.9 

MCap/Total Revenues 1.7 1.7 1.4 1.3 

 Turnover Ratios 

Debtor days 37 58 58 58 

Creditors days 6 7 7 7 

 Solvency Ratios 

Total Debt / Equity 0.2 0.1 0.1 0.1 

Current Ratio 1.2 1.4 1.5 1.6 

Quick Ratio 1.2 1.4 1.5 1.6 

 Debt / EBITDA 3.0 3.0 0.5 0.3 

Source: Company, ICICI Direct Research 
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RATING RATIONALE 

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorises them as Strong 

Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional target price is 

defined as the analysts' valuation for a stock. 

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 

Buy: >10%/15% for large caps/midcaps, respectively; 

Hold: Up to +/-10%; 

Sell: -10% or more; 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

research@icicidirect.com 
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