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IMS business to drive 29% revenue CAGR over FY10-12 
The experience and expertise in system integration (SI), technological 
depth, wide onsite reach and sizeable remote infrastructure make ADSL a 
leading IMS player in the domestic market. The company has gained a 
strong foothold in the US market with the acquisition of EPGS in mid-
FY09. After struggling initially, EPGS is now on a sturdy growth path with 
FY11 revenue expected at US$55mn, a growth of 28% yoy despite 
offshoring. Overall IMS revenues of the company are expected to witness 
FY10-12 CAGR of 38% v/s 16% for SI segment. Resultantly, IMS 
revenue share would increase from 56% in FY10 to 64% in FY12.        
 

EBIDTA to expand 200bps over FY10-12; to reach 22% in FY12 
ADSL’s margin improved significantly by 200bps in FY10 driven by 
implementation of hybrid delivery model in EPGS, cross-selling of value-
added services to EPGS clients, revenue mix shift in the domestic 
business towards high-margin IMS segment and towards RIM within. As 
per the management, EPGS operating margin has improved to 7% from 
near 0% when acquired. We expect ADSL’s OPM to expand by 100bps 
each in FY11 and FY12 on further expansion in EPGS OPM (to 17-18% 
over next two years), continued revenue mix shift towards IMS/RIM and 
contribution from recently entered Lenovo deal.  
 

To turn FCF positive in FY11; growth without dilution/leverage  
We estimate ADSL to have turned CFO positive in FY10 and become FCF 
positive in FY11. Augmentation in CFO and FCF over FY10-12 would be 
driven by robust revenue growth, margin expansion, reduction in working 
capital intensity (due to decline in SI revenue share) and no significant 
capex (current NOC/SOC utilization is low). This and the robust Cash 
balance (Rs2.2bn, 20% of m-cap) eliminate the need for equity issuance 
and balance sheet leverage to fund growth over the next 3-4 years. 
Another pleasant feature about ADSL is its pure RoE of 20%+ (driven by 
high RoA) as the company has negligible leverage. The utilization of 
significant C&E would only improve RoE in the coming years.         
 

Robust 34% earnings CAGR; valuations cheap at 5.6x FY12 P/E  
A strong revenue growth of 29% over FY10-12 and material margin 
expansion (200bps) would drive robust 34% earnings CAGR for ADSL. 
Given the strong earnings growth, significant improvement in cash flows 
and a robust/liquid balance sheet, we believe that current valuation of 
ADSL at 7.5/5.6x FY11/12 P/E is extremely attractive. Further, concerns 
with respect to EPGS growth/profitability may lessen considerably over 
the next couple of quarters through demonstrated performance. We see 
significant valuation re-rating to 7.5-8x FY12 P/E over the next 6 months. 
 

Valuation summary 
Y/e 31 Mar (Rs m) FY09 FY10E FY11E FY12E 
Revenues 5,557 6,980 9,059 11,550 
yoy growth (%) 86.9 25.6  29.8 27.5 
Operating profit 996 1,387  1,919 2,544 
OPM (%) 17.9 19.9  21.2 22.0 
Reported PAT 774 1,060 1,417 1,893 
yoy growth (%) 75.7 36.9  33.7 33.5 
     
EPS (Rs) 20.6 22.8 30.4 40.6 
P/E (x) 11.1 10.0 7.5 5.6 
Price/Book (x) 2.6 1.6 1.4 1.1 
Debt/Equity (x) 0.1 0.1 0.1 0.1 
RoE (%) 29.8 21.9 19.8 21.7 

Source: Company, India Infoline Research 
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IMS is touted to be one of the key 
growth engines in this decade  
 
 
 
In FY10, IMS was the only segment in 
IT services to record a double-digit 
growth  
 
 
 
IMS revenues of Infosys, TCS and 
Wipro have been growing faster than 
the company   
 
 
 
 
 
 
 
 
By 2013, global offshore IMS market 
to reach ~US$26-28bn; India to 
capture 50% of the incremental 
opportunity   
 
 
 
 
 
 
 
 
Complex IT systems demand more 
resources to maintain existing service 
levels 
 
 
 
 
 
 
 
 
 

IMS as a service line has been witnessing robust growth   
Infrastructure Management Service (IMS) helps companies to 
optimize/improve the utilization of IT assets and simultaneously 
reduces the total cost of ownership (TCO). Companies outsourcing 
IMS save cost and are able to focus on strategic functions.  
 

In the last decade Application Development Maintenance (ADM) and 
Business Process Outsourcing (BPO) dominated the Indian IT 
offshoring growth and this decade, IMS is touted to be one of the 
key growth engines.  
 

As per the NASSCOM Strategic Review 2010, IMS was the only 
segment within IT services to record a double-digit growth of 10.6% 
in FY10 mainly driven by offshoring of value-added and more 
complex services. It also highlights the higher resilience of this 
service line as compared other IT services in a macro downturn. 
Another trend that emphasizes on the high growth of IMS is the 
significant increase in its share in revenues of large companies, 
Infosys, Wipro and HCL Tech.  Indian IMS industry has reached a 
size of US$4.3bn, having witnessed a CAGR of 39% over FY07-10.  
 

Within IMS, Remote IMS (RIMS) has witnessed increased traction. In 
RIMS, the services are provided from remote (not onsite) low cost 
locations like India NOC to provide a cost advantage to the clients 
while maintaining/improving the service levels. 
 

As per NASSCOM-Mckinsey, global offshore IMS market would grow 
to US$26-28bn by 2013. India’s share of the above opportunity is 
projected to reach US$13-15bn. Domestically, system integration 
and infrastructure outsourcing segments are expected to grow at 
15%pa each.  
 
Drivers of IMS & RIMS  
a) Increasing complexity of IT systems 
A strong technology focus of enterprises in the last decade has led to 
increasingly complex IT systems with host of business applications, 
which if not maintained, can lead to operational bottlenecks. 
Complex IT systems demand more resources to maintain existing 
service levels and thus become less responsive to the business.  
 
Global studies show that a substantial portion of IT budgets now 
goes towards maintaining current IT systems. Dependency of 
businesses on technology to become competitive has made it a 
necessary investment. The key challenge for an enterprise today is 
to evolve an IT infrastructure management strategy that leverages 
the existing investments and achieves increased service levels for 
the end customers, improved end-user response time through 
proactive management and reduced costs and increased flexibility. 
 
 
 
 
 
 
 
 
 



 

 

Allied Digital Services Ltd – “Allied to Growth”

Company Report 3

 
 
 
 
The cost of non-labour components 
has declined significantly in the past 
decade    
 
 
 
 
 
 
 
 
 
There has been a build-up of buffer 
asset capacity in the last business 
upcycle    
 
 
 
 
 
 
 
The phenomenon of ‘virtualization’ has 
gained prominence during the recent 
downturn  
 
 
 
 
 
 
 
Enterprises have realized that majority 
of their technology infrastructure 
problems could be resolved remotely  
 
 
 
Offshoring results in significant cost 
savings and a better level of service  
 
 
 
 
 
 
 
 
Customers are less concerned about 
the vendor’s onsite:remote mix and 
more concerned about uptime of their 
IT infrastructure  
 
 
 
 
 
 
 
Pricing in remote IMS services is more 
resilient than for other commoditized 
IT services 

b) Labour, the largest addressable cost  
As hardware costs fall, labor becomes the most addressable cost in 
infrastructure. As per McKinsey, the costs of non-labour components 
- hardware, software, maintenance (for instance, software updates 
and hardware replacement) and facilities - declined by ~44% 
between 2000 and 2008 as competitive pressures, innovation, and 
tougher negotiations with vendors brought prices down. Between 
2008 and 2010, these costs have been estimated to fall further by 
54%, thanks to innovations such as ‘virtualization’ (explained below). 
Thus the labour cost becomes one of the biggest addressable costs in 
infrastructure management. 
 
c) Rising demand for ‘virtualization’  
Typically in buoyant market conditions, enterprises tend to invest in 
new hardware (servers, etc) even if the existing infrastructure is not 
being optimally utilized. The focus is on grabbing maximum business 
and sustaining the growth momentum through buoyant capex. 
Resultantly, there is a build-up of buffer asset capacity. As per 
experts, the server utilization is not more than 60% even for the 
most efficiently run company during a business bull run. 
 
In a bearish scenario, companies intend to utilize their IT 
infrastructure optimally and avoid new investments. The 
phenomenon of ‘virtualization’ is gets increasing importance. 
Virtualization means optimally utilizing (through cross-utilization, 
etc) IT infrastructure (servers, storage, computing infra, etc) across 
multiple locations (offices, branches, etc) by treating them as one 
common infrastructure. 
  
d) Increasing realization about economic viability of RIM  
To a great extent, the robust growth witnessed in the RIM over the 
past few years has been driven by increasing realization of the 
economic viability behind offshoring IMS. Enterprises have realized 
that majority (90-95%) of their technology infrastructure problems 
could be resolved remotely from an offshore issue 
resolution/management center by a third party vendor. Further, 
through RIM, companies avail a significant reduction in problem 
resolution time (1/4th-1/5th compared to onsite) which ensures 
higher uptime of the infrastructure. By offshoring, they enjoy 
significant cost savings for a better level of service (through higher 
uptime of assets, access to more skilled resources than onsite, 24*7 
service, etc). 
 

Most of the IMS players out of India provide SLA-based RIM services 
to clients. The SLA (service level agreement) clearly underlies the 
scope of work i.e. the level of service chosen, variety of assets, 
number of assets, service window (24*7, 8 or 12 hours, etc), uptime 
required, response time of assets/applications, etc. The variety of 
assets includes servers, network, desktops, security, applications, 
database, storage, mails, etc. The customers are less concerned 
about the number of resources deployed by vendors and its 
onsite:remote mix and are more concerned about the availability of 
their IT infrastructure ie uptime 
 
Further, pricing in remote IMS services is more resilient than for 
other commoditized IT services. Typically, pricing is tied to the level 
of service and uptime. Generally, no enterprise would like to save 
cost by taking a lower uptime and lower level of service for its 
business critical IT systems and infrastructure.  
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Over two decades of experience in 
technology and enterprise 
infrastructure 

 

Has a network of 132 locations across 
India with a team of ~2,700 
employees 
 
 
 
 
 
 
 
 
 
 
 
Expertise in SI, wide onsite reach and 
sizeable remote infrastructure make 
ADSL a very competitive IMS player  
 
 
 
Within IMS, ADSL provides FMS, AMC 
and RIMS; typically signs 3-year 
contracts 
 
 
 
ADSL commits to a particular uptime 
level based on its own assessment of 
the client’s infrastructure; then 
decides on the onsite:remote mix  
 
 
 
 
Large Indian offshore vendors provide 
onsite IMS services based on people-
billing model 
 
By shifting infrastructure maintenance 
to ADSL, clients could save 20-40% 
for a similar/higher uptime service 
    

 
 
 
 
 

Globally IT spends are being  prioritized in favour of IMS/RIMS as 
enterprises try to optimally utilize and increase efficiency of their 
existing IT infrastructure. 
 
ADSL is a strong IMS player   
ADSL is an IT infrastructure management and technical support 
service outsourcing company. It has over two decades of experience 
in technology and enterprise infrastructure implementation, 
management and consulting on complex IT and business systems. 
The company operates across a network of 132 locations across 
India with a team of ~2,700 employees from different managerial 
and engineering backgrounds. ADSL has a wholly owned subsidiary 
in the state of Delaware, USA, by the name of Allied Digital Inc and 
liasioning offices in Sydney, Australia and New Jersey, USA. EPGS, 
LLC USA and Digicomp Complete Solutions Ltd are two newly 
acquired subsidiaries of ADSL. EPGS operates out of 27 locations in 
the US with ~340 employees.  
 

ADSL enables large and medium enterprises and service providers to 
reduce their total cost of ownership of IT infrastructure by using a 
combination of onsite and remote services. The company has been a 
preferred choice for outsourced technical support for large corporate 
customers in India. 
 

The experience and expertise in system integration (SI), wide onsite 
reach, sizeable remote infrastructure and technological depth make 
ADSL a very competitive IMS player. Company’s IMS clientele 
includes large domestic corporates. The IMS offering of the company 
comprises FMS (onsite proactive management), AMC (need-based 
reactive management) and RIMS (remote proactive management). 
Company typically signs three-year contracts with customers for 
providing IMS services. 
 

ADSL provides SLA-based IMS services. Key elements of a SLA are 
the infrastructure/assets to be managed (network, servers, 
desktops, storage, security, applications, etc) and the required 
uptime (availability) of these assets/applications. ADSL commits to a 
particular uptime level based on its own assessment of the client’s 
infrastructure. Company then decides on the onsite:remote mix of 
resources to provide the committed uptime level. The customers are 
less concerned about the number of resources deployed by ADSL and 
its onsite:remote mix but are more concerned about the availability 
of their IT infrastructure.  
 

ADSL’s IMS services are significantly cost-competitive than some of 
the large Indian offshore vendors who provide onsite IMS services 
based on people-billing model. By shifting infrastructure maintenance 
to ADSL from these vendors, clients could save 20-40% for a similar 
or higher uptime service levels. For IMS contracts, company has a 
technology–process–people approach unlike competitors which have 
a reverse approach 
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Acquired 80.5% stake in EPGS in July 
2008 for equity valuation of US$30mn 
 
 
 
Now with integration issues ironed out, 
EPGS operations have reached a 
steady state  
 
 
Since the acquisition, the company has 
added many marquee clients  
 
 
 
 
 
Post acquisition, ADSL has introduced 
hybrid model and has started 
providing high value-adding services 
 
 
 
 
Revenues have grown from US$30mn 
in FY09 to US$43mn in FY10; expected 
to be US$55mn in FY11 
 
 
Current order book for EPGS stands at 
US$60mn  
 
Margin has expanded to 7% currently 
and is expected to increase to 17-18% 
in two years.   
 
 
 
 
 
 
 
 
 
Expertise in data-center and network 
design, strong track record and a 
consulting-led approach differentiates 
ADSL in SI business  
 
 
 
 
 
 
 
 
 
 

En Pointe Global Services (EPGS) gaining traction  
ADSL had acquired 80.5% stake in En Pointe Global Services (EPGS) 
in July 2008 for equity valuation of US$30mn. The rationale was to 
gain access to marquee clients in US, up-sell/cross-sell incumbent 
offerings and to improve margins by remote transitioning of delivery. 
However, due to shadow costs and additional S&M costs in US, the 
margin expansion could not be realized immediately after. Now with 
integration issues ironed out, EPGS operations have reached a 
steady state. Going forward, we expect EPGS to show good traction 
in client addition, revenues and margin. Since the acquisition, the 
company has added many marquee clients such as Washington 
Mutual (US$4mn client), JP Morgan, City of Sandiego, Lam Research, 
etc.  
 

When acquired, EPGS was providing low value-added services like 
desktop management, help desk services, etc and had a 100% 
onsite business model. Post acquisition, ADSL has introduced onsite-
offshore (hybrid) model and has started providing high value-adding 
services like complete data center management, managed services 
and innovative servicing deals like the one with Lenovo (explained 
later).  
 

With the adoption of hybrid model, the pricing of services to clients 
has reduced by 20-30% as compared to the 100% onsite model. 
Despite offshoring, EPGS has had a decent revenue growth from 
US$30mn when acquired to US$43mn in FY10. The management 
expects to cross revenue mark of US$55mn in FY11, implying a 
strong growth of 28%.The current order book for EPGS stands at 
US$60mn. On the other hand, margin has expanded due to up-
selling/cross-selling and remote transitioning. From a break-even at 
the time of acquisition, the operating margin has expanded to ~7% 
currently. Management expects margin to further improve to 17-
18% over the next two years. 
  
Solutions Business on a steady growth path  
Solutions business is the system integration (SI) business wherein 
ADSL sets-up the entire IT infrastructure of its clients on a turnkey 
basis. It designs the operating infrastructure/environment on which 
enterprise-wide applications such as ERP, SCM and CRM run. ADSL 
differentiates from competition due to its expertise in data centre 
and network design, enviable track record, a consulting-led approach 
and its ability to provide right-sized infrastructure and customized 
best-of-breed architecture. The company does not tie-up with any 
hardware OEMs thus providing un-biased consulting to its clients. It 
has frequently won complex consulting and SI projects of large 
Indian companies against competition from prominent Indian and 
global vendors. Company has alliances is place with global 
technology companies to provide these solutions. Post completion of 
any SI project, ADSL gets an AMC for three years that provide 
services revenues equivalent to 15% of contract value pa. These 
contracts are usually sticky as after completion of the contract the 
client typically renews it with ADSL due to company’s expert 
capabilities and high switching cost. The Solutions segment also 
includes software services and integrated solutions which combined 
form a minority share of the segment currently. 
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SI revenue share has declined 
significantly over the past two years  
 

ADSL is a leading provider of the entire gamut of Integrated 
Solutions, with CCTV, access control, fire detection systems, smart 
cards and RFIDs. Company has the ability to provide highly 
sophisticated video analytics for detection and analysis of human 
movement and object tracking along with enterprise surveillance 
solutions, digital video recording, network video recorders, for 
networked and IP cameras. Company provides single point and truly 
integrated solutions for managed malls, multi-storied buildings, 
campuses, manufacturers, retail, hospitality, couriers, and many 
other verticals along with SEZs. 
 

Over the past couple of years, the revenue share of solutions 
business has been declining due to 1) the business targets 
discretionary spends of the clients which tend to get impacted by 
business cycles and 2) significantly lower profitability of this segment 
vis-à-vis IMS segment. Nonetheless, solutions still remains one of 
ADSL’s core competencies.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Solutions Revenues Q1FY09 to Q4FY10 Solutions Revenues FY09-FY12E  
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Deal with Lenovo to service all its 
client’s laptops and desktops for 3 
years in the US 
 
 
 
 
 
 
 
Currently in negotiations to enter into 
a similar tie-up with Lenovo in Europe 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Lenovo Deal to start contributing from Q2 FY11; to add 
materially in FY12 
ADSL has entered into a deal with Lenovo to service all its client’s 
laptops and desktops for 3 years in the US. There are 3 levels of 
services involved from zero human intervention in Level 1 to onsite 
service engineer support in Level 3. Level 1 has automated 
resolution where issues are automatically sent to NOC in India and 
are resolved by pushing solutions through the network without any 
human intervention. Level 2 consists of relatively heavier updates 
and in Level 3 a service engineer is sent for onsite support. Though 
the deal is not exclusive with ADSL, its experience and knowledge 
base due to long incumbency in this field gives it a strong 
competitive advantage. The company is currently in negotiations to 
enter into a similar tie-up with Lenovo in Europe. 
      

Advantage to consumers: 
 The costs of servicing laptops are quite high in the US markets as 

a result such a provision helps to save on these costs for the 
length of the maintenance period. 
 

 The experience of ADSL in solving such issues has led to an 
automatic resolution of majority of the issues thus saving a lot of 
time and increasing uptime. 

 

Advantage to ADSL:  
 The technology leveraged approach of ADSL effectively leads to 

non–linear revenue stream (most issues being resolved 
automatically ie without human intervention) 
 

 ADSL accrues 30-35% margins per device per customer from the 
revenues emanating out of such services.  
 

 Possibility of similar deals with other OEM manufacturers will help 
ADSL scale-up non-linear revenue component. 

 
Revenues from this arrangement are expected to trickle from the 
current quarter. As per the company, full-year revenues could be 
~US$3mn in FY11 and US$15mn in FY12.      
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Recently raised Rs2.3bn via a QIP 
offering    
 
 
Mahape NOC/SOC facility has been 
more than doubled to 400+ seats  
 
 
 
 
Looking at acquisition of US$30-40mn 

Well equipped to scale-up with the recent capacity expansion 
and fund raising   
The current thrust on IMS and especially RIMS signifies that there 
would be strong and continuous demand for outsourcing of such 
services. The following data points justify the same: 
  

 Addressable market for offshore IMS vendors has a potential to 
grow to US$26-28bn by 2013, as per NASSCOM-McKinsey. 
India’s share of the above RIM opportunity is projected to reach 
US$13-15bn. 

 

 More than 85% of infrastructure components can be managed 
from remote location, as per IDC. 

 

To be able to scale-up to this demand, ADSL raised Rs2.3bn via a 
QIP offering in Q3 FY10 with a purpose of expanding both organically 
and inorganically. ADSL is currently providing remote infrastructure 
management services from its Mahape NOC/SOC facility. Recently, 
the capacity was doubled to more than 400 seats in anticipation of 
strong demand for RIM services. The IMS services business of ADSL 
is pegged to grow at 40% in FY11. 
  
ADSL is looking to acquire a company (similar to EPGS) in Europe in 
the IMS space for US$30-40mn. This if done, would accelerate 
growth of the IMS business.  
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Onsite IMS margin at ~20% while RIM 
margin at ~40%; Overall IMS segment 
margin at ~25% 
 
 
 
 
 
Management aims to improve the IMS 
revenue contribution to 60% from the 
current 56% level  
 
 
 
 
IMS order book at Rs4.34bn at the end 
of FY10, fully executable in FY11

Revenue mix to move towards high-margin IMS business  
ADSL remains focused on increasing the revenue contribution of 
high-margin IMS business and more and more remote delivery within 
the segment. As per the company, margin in onsite IMS is near 20% 
while in RIM it is near 40%. Moving from onsite IMS to RIM is an 
attractive proposition for both the vendor and client. For the vendor 
it’s the non-linear nature of revenues and pricing advantage (more of 
offshoring means lower costs and hence more room to manage 
pricing pressures*) while for customers, it is cost (price) reduction 
and almost no compromise in the quality of service. Presently, ADSL 
provides remote managed services (including automated remote 
resolution) to all its customers. Typically, 75% of the client issues 
could be resolved automatically without any people intervention. The 
company targets a revenue mix of 60:40 for services:solutions by 
FY12, organically. However, we estimate the targeted mix to be 
achieved in the current year itself on the back of a robust 40% 
growth in the IMS segment and relatively sedate 20% growth in the 
solutions business. The order book for IMS segment was Rs4.34bn at 
the end of FY10, fully executable in FY11.  
 

 

Solutions-IMS revenue mix Q1FY09-Q4FY10 Solutions-IMS revenue mix FY08-FY12E 
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After falling 410bps in FY09, OPM has 
improved by 200bps in FY10 
 
 
 
 
 
Hybrid delivery, increased cross selling 
on value-added services, revenue mix 
shift towards IMS/RIMS were the key 
margins levers in FY10   
 
 
 
 
 
 
 
Expect ADSL’s OPM to expand by 
200bps over FY10-12 

*On comparison, ADSL’s IMS services are significantly cost-
competitive than some of the large Indian offshore vendors who 
provide onsite IMS services based on people-billing model. By 
shifting infrastructure maintenance to ADSL from these vendors, 
clients can save up to 20-40% for a similar or higher uptime service 
levels. For IMS contracts, company has a technology–process–people 
approach unlike competitors which have a reverse approach 
  
OPM to expand by 200bps over FY10-12; to reach 22% in 
FY12 
After declining significantly by 410 bps in FY09, operating margin 
recovered by 200bps in FY10 to 19.9%. The dip in FY09 was largely 
attributable to adverse macro environment and acquisition of low-
margin EPGS (break-even then) in the US. Additionally, there were 
integration costs and shadow costs post the integration of EPGS that 
pulled down profitability. The significant margin expansion in FY10 
was driven by implementation of hybrid delivery model (initiation of 
offshore delivery) in EPGS, cross-selling of value-added services to 
EPGS clients, revenue mix shift in the domestic business towards 
high-margin IMS segment and towards RIM (including automated 
remote management) within the segment. As per the management, 
EPGS operating margin has improved to 7% currently and almost all 
clients have an offshore delivery component.  
 
We expect ADSL’s OPM to expand by 100bps each in FY11 and FY12 
on further improvement in EPGS profitability (to 17-18% over next 
two years as per Management), continued shift towards IMS and RIM 
within and higher revenue contribution of the Lenovo deal. We see 
OPM improving to 22% in FY12. 
 
Trend in Operating Margin (FY07-FY12E) 
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Enhanced focus on focus on expanding 
the management bandwidth  
 
 
 
Company has attracted experienced 
people from companies like EDS, IBM 
Global Services, Wipro, etc  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
DSO has come down substantially 
from 180 in FY08 to 149 in FY10 
 
 
 
To improve further as revenue mix 
continues to shift towards IMS  

Expansion in Management bandwidth 
Over the past couple of years, ADSL has focused on expanding its 
management bandwidth by attracting experienced talents from the 
industry. Many experienced people from companies like EDS, IBM 
Global Services, Wipro, etc have joined the company at senior 
designations in business development as well as service delivery. For 
instance, the former Chief of Infrastructure Management Services 
architect team of Wipro has joined ADSL as the Head of Technology. 
Another senior person with rich experience in companies such as 
EDS, Amdocs, Patni, etc, has joined the company as Vice President 
Service Delivery. There has also been management augmentation in 
EPGS since its acquisition with experienced talents joining from 
CompuCom, Wipro, etc. 
 
We believe that management quality is extremely critical for 
sustainable growth for a mid-sized IT services company. ADSL steps 
in this direction would enable the company to scale-up faster and 
improve operational efficiency. Additionally, this would also free-up 
time of the Top management which could be utilized for strategic 
initiatives. 
 
Debtor days to improve 
DSO has been higher for ADSL as compared to other IT companies 
due to its significant presence in the SI/solutions business. However, 
it has come down substantially from 180 in FY08 to 149 in FY10 with 
the shift in revenue mix towards the IMS business. The DSO in the 
latter segment is materially lower at 90-120 days as compared to 
180+ days in the solutions segment. The receivable cycle is 
elongated in SI projects as payments are based on the achievement 
of milestones. Further, the substantial hardware component 
increases the working capital intensity of the solutions business. 
Going ahead, we believe that DSO would gradually decline as the 
revenue mix shifts towards the IMS segment.  
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Cash flows to improve significantly 
from FY11; to aid growth without 
dilution and leverage    
 
 
 
 
 
 
 
 
 
 
 
 
ADSL has a pure RoE of 20%+ 
 
 
 

 
 

ADSL to turn FCF positive in FY11; eliminates risk of equity 
dilution and leverage  
We estimate ADSL to have turned CFO (cash from operations) 
positive in FY10 and become FCF (free cash flow) positive in FY11. 
Augmentation in CFO and FCF over FY10-12 would be driven by 1) 
robust revenue growth (28.6% CAGR) 2) improvement in margin 
(from 20% to 22%) 3) reduction in working capital intensity (DSO to 
decline from 149 to 139 and revenue mix shift away from Solutions) 
and 4) no significant capex (current NOC/SOC utilization is low 
including the recent expansion). The substantial FCF generation and 
current robust cash & equivalents balance (Rs2.2bn) would eliminate 
the need for equity issuance and balance sheet leverage to fund 
growth over the next 3-4 years. Rather, we estimate partial debt 
repayment in FY12. 
 
Another positive feature about ADSL is a pure RoE of 20%+ (almost 
entirely driven by high RoA) as the company has a negligible 
leverage. The utilization (organic or inorganic) of significant cash and 
equivalents would only improve RoE in the coming years.         
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Current valuation extremely attractive; 
see material re-rating over the next 6 
months    
 

 

 

 

Earnings to record robust 34% CAGR; valuations inexpensive 
at 5.6x FY12 P/E 
A strong revenue growth of 29% over FY10-12 and material margin 
expansion (200bps) would drive robust 34% earnings CAGR for 
ADSL. Given the strong earnings growth, significant improvement in 
cash flows and a robust/liquid balance sheet, we believe that current 
valuation of ADSL at 5.6x FY12 P/E is extremely attractive. Further, 
concerns with respect to EPGS growth and profitability may lessen 
considerably over the next couple of quarters. We see valuation re-
rating to 7.5-8x FY12 P/E over the next 6 months 
 

Revenue Growth trend FY09-FY12E Earnings Growth trend FY09-FY12E 
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Financials 
 

Income statement  
Y/e 31 Mar (Rs m) FY09 FY10 FY11E FY112E 
Revenue 5,557  6,980  9,059 11,550 
Operating profit 996 1,387  1,919 2,544 
Depreciation (50) (86) (128) (156) 
Interest expense (56) (53) (72) (56) 
Other income 22 38  88 104 
Profit before tax 912 1,286  1,807 2,436 
Taxes (168) (208) (370) (524) 
Net profit 774 1,060  1,417 1,893 
 

Balance sheet 
Y/e 31 Mar (Rs m) FY09 FY10 FY11E FY112E 
Equity capital 181  232  233 233 
Convertible Warrants 0 14 0 0 
Reserves 3,018 6,234 7,602 9,386 
Net worth 3,199 6,481 7,835 9,619 
Debt 433 900 900 500 
Total liabilities 3,632 7,381 8,735 10,119 
   
Fixed assets 668 1,032 1,404 1,548 
Goodwill 0 1,120 1,120 1,120 
Investments 731 1,750 2,000 2,250 
Net working cap 2,234 3,479 4,212 5,202 
Inventories 76 95 123 157 
Sundry debtors 1,881 2,849 3,574 4,398 
Cash 157 410 352 439 
Other curr. assets 463 587 762 972 
Sundry creditors (128) (191) (248) (316)
Other curr. liab. (216) (271) (351) (448)
Total assets 3,632 7,381 8,735 10,119 
 

Cash flow statement 
Y/e 31 Mar (Rs m) FY09 FY10 FY11E FY112E
Profit before tax 912 1,286 1,807 2,436
Depreciation 50 86 128 156
Tax paid (168) (208) (370) (524)
Working capital ∆ (855) (993) (790) (903)
Other Operating Items 30 (18) (19) (19)
Op. cash flow (31) 153 755 1,146
Capital exp. (515) (450) (500) (300)
Free cash flow (546) (297) 255 846
Equity raised 656 2,330 46 -
Investments (257) (1,019) (250) (250)
Goodwill - (1,120) - -
Debt/Financing Disposal 276 467 - (400)
Dividends paid (42) (109) (109) (109)
Other Items - - 
Net ∆ in cash 87 253 (58) 87
 
 
 
 
 
 
 
 

 
 
Key ratios 
Y/e 31 Mar FY09 FY10 FY11E FY12E
Growth matrix (%)  
Revenue growth 86.9  25.6  29.8 27.5 
Op profit growth 52.2  39.3  38.3 32.6 
EBIT growth 46.9  38.4  40.3 32.6 
Net profit growth 69.6  41.9  33.7 33.5 
     
Profitability ratios (%)     
OPM 17.9  19.9  21.2 22.0 
EBIT margin 17.4  19.2  20.7 21.6 
Net profit margin 13.4  15.2  15.6 16.4 
RoCE 34.6  24.3  23.3 26.4 
RoNW 29.8  21.9  19.8 21.7 
RoA 23.3  17.9  16.5 18.7 
     
Per share ratios     
EPS 20.6  22.8  30.4 40.6 
Dividend per share 1.0  2.0  2.0 2.0 
Cash EPS 22.0  24.7  33.1 43.9 
Book value per share 88.3  139.4  167.8 206.1 
     
Payout (%)     
Dividend payout 5.7  10.3  7.7 5.8 
Tax payout 18.4  16.2  20.5 21.5 
     
Liquidity ratios     
Debtor days 124  149  144 139 
Inventory days 5  5  5 5 
Creditor days 8  10  10 10 
     
Leverage ratios     
Interest coverage 17.2  25.1  26.1 44.5 
Net debt / equity 0.1  0.1  0.1 0.0 
Net debt / op. profit 0.3  0.4  0.3 0.0 
 
Du-Pont Analysis 
Y/e 31 Mar FY08 FY09E FY10E FY11E
Tax burden (x) 0.82 0.82 0.78 0.78 
Interest burden (x) 0.94 0.96 0.96 0.98 
PBIT margin (x) 0.17 0.19 0.21 0.22 
Asset turnover (x) 1.73 1.18 1.05 1.14 
Fin. leverage (x) 1.28 1.22 1.20 1.16 
     
RoE (%) 29.8  21.9  19.8 21.7 
 



 

 

Recommendation parameters for fundamental reports: 
 
Buy – Absolute return of over +10%  

Market Performer – Absolute return between -10% to +10% 

Sell – Absolute return below -10% 
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