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Firstsource Solutions Limited



“Entering a new growth trajectory” “Consolidation over, time for break out”



Stock Idea



Firstsource Solutions Limited



Recommendation



BUY



CMP (Rs.)



Rs.31



Target Price (Rs.)



Rs.55(Upside 77%)



Stock Details BSE Code Bloomberg Code Market Cap (Rs. cr) Free Float (%) 52- wk HI/Lo (Rs)



532809 IN FSOL 2025 43 31/9



Avg. Volume (Monthly) Face Value (Rs) Dividend (FY 13) Shares o/s (Crs)



705000 10.0 0 65.8



Relative Performance FSOL IN(%)



1Mth 12.0



6Mth 52.8



1Yr 179.9



5.4



10.8



17.3



NIFTY(%) 330 300 270 240 210 180 150 120 90 60 30 0 Apr-13



Snapshot Firstource Solutions(Firstsource) is one of the leading KPO/BPOs in the country. The company had its own set of problems on the operational as well as financial fron in the past, which have now become history. We expect the company to make a strong come back with EBITDA margins of 14.4 per cent (compared to 9.9 per cent in FY’13) and attain net zero-debt status by March 2016.



Investment Rationale A strong comeback: Firstsource Solutions Limited (Firstsource) has made a remarkable comeback. The company has repaid the outstanding FCCBs and registering continuous improvement in performance under the able team led by Mr. Rajesh Subramaniam and backed by RPG-Sanjeev Goenka Group. Should be net debt-free by March 2016: The company has been religiously repaying a debt of USD11.25 mn every quarter. This should help the company repay the entire debt in less than 24 months. Client rationalization generating results on the operational front: The company has kept a strong hurdle rate for clients and is following strict deal discipline. This process has started generating returns and the EBITDA margins of the company are expected to improve from 12 per cent in FY’14E to 14.4 per cent in FY’16E. The figure stood at 9.9 per cent in FY’13.



Valuation & Recommendation The company posted revenues of Rs.2818.5 crore during FY’13 and a PAT of Rs.77.9 crore. EPS for the year stood at Rs.1.2. Jun-13 Aug-13 Oct-13 FIRSTSOURCE SOLU



Dec-13 Feb-14 Apr-14 NSE CNX NIFTY INDEX



Shareholding Pattern as of 31 December 2013 Promoters Holding



56.7%



Institutional (Incl. FII)



12.9%



Corporate Bodies



4.7%



Public & others



25.6%



Vishal Jajoo – Sr. Research Analyst (+91 22 3926-8136) Email id: [email protected] Particulars (Rs Cr) FY'13 FY'14 FY'15E FY'16E
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On the back of improvement on the operational as well as financial front, we expect the company to post a PAT of Rs.200.5 crore on revenues of Rs.3130 crore. The PAT should improve to Rs.296.6 crore in FY’15E and Rs.375.3 crore in FY’16E. This translates into an EPS of Rs.5.5. Globally, companies like WNS and Genpact trade at 15-16x 1-year forward earnings. A complete turnaround story which is slated to become debt-free on a net basis over the next 24 months, we value the same at 10x FY’16E earnings to arrive at a price target of Rs.55 by December 2015, providing an upside of 77 per cent from the present levels.



Net Sales



Growth (%)



EBITDA



PAT



EPS (Rs)



P/E (x)



2,818.5 3,130.0 3,450.2 3,816.4



24.9% 11.1% 10.2% 10.6%



277.8 374.3 458.2 542.1



77.9 200.5 296.6 375.3



1.2 2.9 4.3 5.5



26.2 10.6 7.1 5.6



Stock Idea



Firstsource Solutions Limited INVESTMENT RATIONALE



Once written off, now ready to shoot… Firstsource Solutions Limited (Firstsource) had its own set of problems, both on the operational front as well as on the Balance sheet front. The company has made a strong bounce back with RPG – Sanjeev Goenka Group emerging as the promoter of the company and Mr. Rajesh Subramaniam and his team managing the helm of affairs. Not only a steady and sustainable increase in topline but substantial improvement in bottomline as well



The company is not only witnessing a steady and sustainable increase in topline in low doubledigits but this is has lead to a substantial increase in the earnings of the company on the back of improvement in operating margins and deleveraging process of the Balance Sheet.



Should be debt-free by March 2016E The issues with regard to the outstanding FCCBs are behind the company. The company is paying USD11.25 mn every quarter. This series of payments is expected to continue over the next two years and the company should be debt-free on a net basis by March 2016. The process of cleaning up the Balance Sheet began in the year 2012. The company saw a change in the promoter with Spen Liq Private Limted (a subsidiary of CESC, part of the RPG Sanjeev Goenka Group) acquiring a controlling stake in the company through a combination of: 1. Preferential allotment of 22.7 crore shares at Rs.12.1 2. Stake sale by three entities, namely ICICI Bank, Metavante Investments and Aranda Investments (5 per cent each) 3. Open Offer (acquired 4.8 crore shares at Rs.12.2) The company had legacy issues with regard to acquisition of US-based MedAssist in the year 2007. The acquisition was funded through the mode prevalent at that point of time: FCCBs to the tune of USD275 mn. While the company initiated the clean-up exercise by paying the outstanding FCCBs of USD237 mn in FY’13 through internal accruals, new borrowings and proceeds from equity issuance, the functional parameters were set in place to ensure a consistent and steady improvement in margins, thereby generating steady cashflows.



Improvement in operating margins Firstsource has taken cognizance of the fact that weeding out non-profitable clients, though it may come at the cost of topline growth, would be apt considering the scenario. This strategy of maintaining deal discipline has paid worked well for the company registering a continuous improvement at the operational level. It was decided that each deal should have certain thresholds to maintain the overall profitability of the organization. Firstsource also kept a strict tab on the expenses part as reflected in the steady decline in SG&A expenses as a percentage of sales over the last two years.
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Firstsource Solutions Limited It should be noted that when the company was passing through the worst phase in its history, not a single client left the company. Therefore, the needed support to the Balance Sheet came in the form of new promoter and the execution part was very well taken care of by Mr. Rajesh Subramaniam and his team.



The way forward… During his second stint with the company, Mr. Rajesh Subramaniam presented a three-year roadmap to the board of directors. The same has been summarized below. Year



Particulars



FY’13



Initiating of cost-cutting measures



FY’14



Consolidation phase



FY’15E



Break-out phase



(Source: Nirmal Bang Research)



Improvement across all verticals Firstsource is registering an improvement across all verticals – BFSI(23), Healthcare (32), Telecom & Media (44). The company has taken cognizance of the fact that focus on the margins is of utmost importance and has a hurdle-rate for each client and strict deal discipline is being followed. The cumulative impact of the same is the fact that the company which is expected to register a CAGR of 10 per cent in topline is expected to register robust growth in bottomline on the back of operational as well as financial levers in place. VALUATION AND RECOMMENDATION The company posted revenues of Rs.2818.5 crore during FY’13 and a PAT of Rs.77.9 crore. EPS for the year stood at Rs.1.2. On the back of improvement on the operational as well as financial front, we expect the company to post a PAT of Rs.200.5 crore on revenues of Rs.3130 crore. The PAT should improve to Rs.296.6 crore in FY’15E and Rs.375.3 crore in FY’16E. This translates into an EPS of Rs.5.5. Globally, companies like WNS and Genpact trade at 15-16x 1-year forward earnings. A complete turnaround story which is slated to become debt-free on a net basis over the next 24 months, we value the same at 10x FY’16E earnings to arrive at a price target of Rs.55 by December 2015, providing an upside of 77 per cent from the present levels.
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Profit & Loss Account



FY'13



FY'14



Net Revenues Other Income Total Income Staff cost Operating cost Other expenses Total Expenses PBIDT Depreciation Interest Profit before tax Taxes Extra-ordinary item Net Profit



2818.5 -1.7 2816.8 1934.9 604.1 0.0 2539.0 277.8 88.4 77.3 159.2 12.9 0.0 77.9



3130.0 6.4 3136.4 2145.8 616.3 0.0 2762.1 374.3 76.9 0.0 217.0 16.4 0.0 200.5



FY'15E



3450.2 14.4 3464.6 2343.5 662.9 0.0 3006.4 458.2 74.5 0.0 329.6 33.0 0.0 296.6



FY'16E



3816.4 19.6 3836.0 2575.9 718.0 0.0 3293.9 542.1 76.2 0.0 431.4 56.1 0.0 375.3



Mar.13



Jun.13



Sep.13



Dec.13



122.5 0.3 122.8 103.2 19.6 0.3 0.8 5.8 0.0 12.7



140.3 0.4 140.7 119.2 21.5 0.5 0.9 5.4 0.0 14.8



149.1 1.8 150.9 122.6 28.4 0.4 1.0 8.9 0.0 18.2



152.1 2.0 154.1 125.4 28.7 0.4 1.0 9.7 0.0 17.7



Balance Sheet ( Rs. Cr.)



FY'13



FY'14



Equity Capital Reserves & Surplus Networth Secured loans Unsecured loans Total loan funds Total Liabilities Net Block Goodwill Current Investments Current Assets Current Liabilities



657.7 1056.0 1713.7 905.3 0.0 905.3 3351.7 156.2 2360.1



658.7 1449.6 2108.3 734.5 0.0 734.5 3778.0 144.4 2673.6



FY'15E



658.7 1746.2 2404.9 464.5 0.0 464.5 3854.6 144.9 2673.6



FY'16E



658.7 2121.5 2780.2 203.5 0.0 203.5 4106.0 148.7 2673.6



654.5 703.3



760.6 897.1



836.7 947.0



1084.3 1084.1



Total Assets



3351.7



3778.0



3854.6



4106.0



Quarterly results (Standalone)



Net Sales Other Income Total Income Total Expenses PBIDT Interest Depreciation Taxes Minority Interest PAT Profitability Ratios



FY'13



FY'14



EBITDA margin PAT margin



9.9% 2.8%



12.0% 6.4%



Growth Ratios



FY'13



FY'14



Net Sales growth EBITDA growth PAT growth



24.9% 18.6% 25.2%



11.1% 34.7% 157.4%
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FY'15E



13.3% 8.6% FY'15E



10.2% 22.4% 47.9%



Cash flow (Rs. Cr.)



Profit before tax Net cash from operations Net cash from investments Net cash from financing activities Net change in cash



FY'16E



Valuation Ratios



14.2% 9.8%



Marketcap/Sales Fully diluted EPS P/E



FY'16E



10.6% 18.3% 26.5%



FY'13



FY'14



159.2 199.3 583.0 (881.1) (98.8)



217.0 472.2 (72.3) (242.4) 157.5



FY'13



FY'14



0.7 1.2 26.2



0.7 2.9 10.6



FY'15E



329.6 417.9 (60.6) (324.4) 32.9



FY'15E



0.6 4.3 7.1



FY'16E



431.4 504.5 (59.4) (296.5) 148.6



FY'16E



0.6 5.5 5.6
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Disclaimer This Document has been prepared by Nirmal Bang Research (A Division of Nirmal Bang Securities Pvt Ltd). The information, analysis, and estimates contained herein are based on Nirmal Bang Research assessment and have been obtained from sources believed to be reliable. This document is meant for the use of the intended recipient only. This document, at best, represents Nirmal Bang Research opinion and is meant for general information only. Nirmal Bang Research, its directors, officers or employees shall not in, anyway be responsible for the contents stated herein. Nirmal Bang Research expressly disclaims any and all liabilities that may arise from information, errors, or omissions in this connection. This document is not to be considered as an offer to sell or a solicitation to buy any securities. Nirmal Bang Research, its affiliates and their employees may from time to time hold positions in securities referred to herein. Nirmal Bang Research or its affiliates may from time to time solicit from or perform investment banking or other services for any company mentioned in this document.
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