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Value discovered; focus shifts to earnings… 
We attended Majesco’s analyst day wherein it provided business, 
financial update and strategic direction as it enters the second year of its 
three year restructuring journey. The company has hired senior sales 
people in US (60), built a decent order book ($158 million) and hopes to 
capitalise on the same. Execution miss led by a rise in SG&A spends 
remains a key risk to valuation as the discovery stage is behind us and 
sustainable earnings delivery is key to stock outperformance. 
Booking supports 25%+ YoY revenue growth in FY17E… 
Majesco ended FY16 with 12M order backlog of $73.1 million while total 
bookings were $158 million in FY16. Historically, next 12M revenue to 
12M order backlog ratio was 2x. Assuming similar ratio implies FY17E 
revenue could range at ~$145 million and translates to 28% growth YoY. 
We remain conservative and model ~19% YoY rupee revenue growth. 
Rise in gross margins key to EBITDA margin expansion… 
Majesco currently operates at 44.5% gross margin (GM) which is lower 
compared to Guidewire’s 66% (FY15 ending July) led by variety of 
reasons including lower licence sales (8% in FY16 vs. 47% for Guidewire), 
higher professional services contribution (60% vs. 40%) that has lower 
margins (~35%) and lower GM’s in ex-billing business. Though billing 
makes 60% gross, given product maturity and higher Go-lives (60), policy 
admin and claims margins could rise as Go-Lives improve. Finally, shift to 
annual licence sales vs. one-time earlier could aid gross margin 
improvement. Discussions suggest achieving 60% as the company 
average GM seems tricky but modest improvements could continue. 
Rise in S&M costs may be key risk to EBITDA margins… 
Majesco’s FY18E goals include 1) revenues of $220-225 million (vs. $113.3 
million in FY16), 2) GM of 49-50% (44.5%), 3) S&M expense as percentage 
of revenue (13-14% vs. 15.1%), 4) G&A (14-15% vs. 18.7%), 5) R&D (12% 
vs. 14.4%) and EBITDA of 12-14% vs. 0.5% in FY16. Discussions suggest 
60 sales people hired in the US could help accelerate growth while 500-
600 bps of margins tailwinds could accrue from SG&A rationalisation. 
Interestingly, Majesco was shy to confirm whether the current sales 
engine is good enough to achieve FY18E organic revenue goals. Given 
onsite sales staff is not inexpensive, rise in their number and costs 
subsequently, could pressure EBITDA margin expansion thesis.  
Account mining could improve… 
Majesco has 17 customers with direct written premium (DWP) in excess 
of >$5 billion that increased from nine in FY14 (refer exhibit 1) while 
customers with $1-5 billion DWP rose to 27 vs. 21 in FY14. Analysing 
similar data for Guidewire suggests that despite having modest 1.4x 
higher number of customers with DWP in excess of $5 billion, revenue is 
higher by 3.4x. Further, revenue/customer is also substantially higher at 
$1.8 million vs. $690k for Majesco and suggests deeper engagements & 
high wallet share. 
On firm footing post re-organisation but earnings delivery key… 
Majesco’s revenue could grow at 25% CAGR in FY15-18E led by deal 
wins while PAT could grow at 128% CAGR in FY16-18E with average 
9.2% EBITDA margins. We value Majesco at | 750, i.e. at 2.6 FY17E sales. 
The target multiple is at ~35% discount to global peer group average of 
4x to account for modest growth/margin profile. Product companies are 
valued on P/S multiple given substantial R&D investments in formative 
years. Inability to deliver earning growth could jeopardise our thesis. 

Rating matrix 
Rating : Buy
Target : | 750
Target Period : 12-18 months
Potential Upside : 32%

 

 
What’s Changed? 

Target Unchanged
EPS FY17E Unchanged
EPS FY18E Unchanged
Rating Unchanged

 

 
Key Financials   
| crore FY15 FY16E FY17E FY18E
Net Sales 493.6 690.0 820.0 973.0
EBITDA 2.0 6.0 50.0 120.0
EBITDA margin (%) 0.4 0.9 6.1 12.3
PAT -18.8 5.0 21.0 60.0
EPS -8.3 2.2 9.2 26.2

 

 
Valuation summary 

FY15 FY16E FY17E FY18E
P/E NM NM 61.7 21.6
Target P/E NM 340.1 81.7 28.6
EV / EBITDA NM 204.2 24.5 10.2
P/BV 4.8 4.7 4.2 3.4
RoNW NM 1.8 7.2 17.5
RoCE NM NM 6.4 19.8

 

 
Stock data 
Particular Amount
Market Capitalization (| crore) 1295.9
Debt (| crore) 91.9
Cash and Cash Equivalent (| crore) 127.2
EV (| crore) 1260.6
52 Week High / Low (|) 789 / 287
Equity Capital 275.9
Face Value 5.0

 

 
Price Performance 

1M 3M 6M 12M
Sonata (3.7)                 (4.9)                 (2.8)                 0.8                  
Accelya Kale 21.1 18.9 20.9 14.5
MPS 6.2 7.6 -5.6 -19.8
Majesco -5.0 6.0 44.1 NA
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Exhibit 1: Client profile by Tier 

17
23

27

62

49

57
64 65

0

10

20

30

40

50

60

70

Majesco Guidewire

N
o 

of
 c

us
to

m
er

s
DWP > $ 5 billion $ 1 billion to < $ 5 billion $ 100 million to < $ 1 billion < $ 100 million

 

For Guidewire Direct written premium (DWP) range is $300 million to < $1 billion, and < $ 300 million. Source: 
Company, ICICIdirect.com Research 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

ICICI Securities Ltd | Retail Equity Research                Page 3 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial summary 
 

Profit and loss statement | Crore 
(| crores) FY15 FY16E FY17E FY18E
 Net Sales          493.6          690.0          820.0          973.0 

Growth (%) NM 39.8          18.8          18.7          

Total Operating Expenditure 491.7        684.0        770.0        853.1        
 EBITDA              2.0              6.0            50.0          120.0 

Growth (%) NM 207.1        733.7        139.9        

Depreciation & Amortization 17.6          19.3          23.0          28.0          

Other Income incl interest income 6.4            11.0          13.0          14.0          

Interest costs (1.4)           (3.0)           (4.0)           (4.0)           
 PBT before Exceptional Items            (9.2)            (2.3)            40.0          106.0 

Growth (%) NM (74.8)         LP 165.0        

Tax 7.9            (14.6)         12.0          32.0          
 PAT before Exceptional Items            (1.3)          (16.9)            52.0          138.0 

Exeptional items (9.5)           (4.5)           -                -                
 PAT before MI          (26.6)              7.7            28.0            74.0 

Minority Int & Pft. from associates (7.8)           2.7            7.0            14.0          
 PAT          (18.8)              5.0            21.0            60.0 

Growth (%) NM (126.8)       316.5        185.8        

EPS (8.3)           2.2            9.2            26.2          
 EPS (Growth %)  NM  LP          316.5          185.8 

 

Source: Company, ICICIdirect.com Research 
 

 Cash flow statement | Crore 
(| crores) FY15 FY16E FY17E FY18E

Net profit before Tax 2               (7)              40             106           

Depreciation & Amortization 18             19             23             28             

WC changes 5               (38)            (4)              (8)              

Other non cash adju. (3)              (5)              (5)              (6)              

Income taxes paid (6)              15             (12)            (32)            
 CF from operations               16             (16)               42               88 

Capital expenditure 0               0               0               0               

Δ in investments (69)            (17)            (18)            (20)            

Other investing cash flow -                -                -                -                
 CF from investing Activities             (69)             (17)             (18)             (20)

Issue of equity -                -                -                -                

Δ in debt funds 19             53             -                -                

Dividends paid -                -                -                -                

Other financing cash flow -                (3)              (4)              (4)              
 CF from Financial Activities               27               47             (11)             (18)

Δ in cash and cash bank balance (35)            14             13             50             

Effect of exchange rate changes (36)            14             13             50             

Opening cash 0               93             107           120           

Other cash adjustments 87             -                -                -                
 Closing cash               93             107             120             170 

 
Source: Company, ICICIdirect.com Research 
 

 
 

Balance sheet | Crore 
(| crores) FY15 FY16E FY17E FY18E
 Equity                11               11               11               11 

Reserves & Surplus 259           267           295           369           

Networth 270           278           306           380           

Minority Interest 35             32             25             11             

LT liabilties & provisions 51             104           104           104           
 Source of funds             356             414             435             495 

Net fixed assets 229           235           239           241           

Deferred tax assets (net) 7               7               7               7               

Long term loans and advances 2               2               2               2               

Other non current assets 0               0               0               0               

Loans and advances 8               11             23             33             

Inventories -                -                -                -                

Current Investments -                -                -                -                

Debtors 51             90             98             107           

Cash & Cash equivalents 93             107           120           170           

Other current assets 43             45             53             63             

Current liabilities 74             72             93             111           

Provisions 6               14             16             19             

Net current assets 115           167           184           243           
 Application of funds             356             414             435             495 

 

Source: Company, ICICIdirect.com Research 
 

 Key ratios 
(Year-end March) FY15 FY16E FY17E FY18E
 Per share data (|) 

EPS-diluted (8.3)           2.2            9.2            26.2          

Cash per share 40.7          46.8          52.5          74.4          

BV 118.2        121.6        133.8        166.2        

DPS 17.0          -              -              -              
 Operating Ratios (%) 

EBITDA Margin 0.4            0.9            6.1            12.3          

Adjusted PBT Margin (1.9)           (0.3)           4.9            10.9          

Adjusted PAT Margin (0.3)           0.7            2.6            6.2            
 Return Ratios (%) 

RoNW NM 1.8            7.2            17.5          

RoCE NM NM 6.4            19.8          

RoIC NM NM 9.6            29.6          
 Valuation Ratios (x) 

P/E (68.1)         NM 61.7          21.6          

EV / EBITDA 627.1        204.2        24.5          10.2          

Price to Book Value 4.8            4.7            4.2            3.4            

EV/Total Revenues 2.5            1.8            1.5            1.3            

MCap/Total Revenues 2.6            1.9            1.6            1.3            
 Turnover Ratios 

Debtor days 23             30             37             41             

Creditors days 13             7               1               1               
 Solvency Ratios 

Total Debt / Equity 0.0            0.1            0.1            0.1            

Current Ratio 3.2            2.4            3.0            2.7            

Quick Ratio 3.2            2.4            3.0            2.7            
 Debt / EBITDA              0.0              3.2              0.4              0.2 

 

Source: Company, ICICIdirect.com Research 
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RATING RATIONALE 
ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com 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; 
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