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Rs 108Kellton Tech Solutions
Front-runner in digital technologies

Incorporated in 1993 as VMF Soft Tech, Kellton Tech Solutions (KTS) is a CMMi Level
3 and ISO 9001:2008 certified global leader in digital transformation, propelling
businesses into their future by transforming the way they operate.

Headquartered in Hyderabad, India, Kellton Tech’s global footprint is strengthened by
offices in US and Europe. It employs over 1,400+ people catering to 300+ clients
ranging from startups to Fortune 100 companies, spread across verticals such as
BFSI, travel, e-commerce, manufacturing, logistics, healthcare and others.

The company provides end-to-end IT solutions, strategic technology consulting, and
offshore product development services. It has forayed into newer technologies like
Big Data, Cloud Computing and Internet of Things. It infuses unprecedented levels of
business agility and synergy into organizations through the power of disruptive
technologies like I-SMAC (Internet of Things (IoT), Social, Mobility, Analytics,
Cloud),Artificial Intelligence, BigData, Chatbots & Blockchain among others. Its sharp
focus on I-SMAC has enabled it to consolidate its hold in this market. Its core services
include defining initial strategy, providing customer research analytics, integrated
marketing support, and agile innovation for the enterprise.

KTS powers 30% of the $21 billion ecommerce market in India through its clients.

It ranked number 23 among the fastest growing technology company on the Deloitte
Technology Fast50 India 2017.

IT has been listed among the 56 most highly recommended companies in the world by
Clutch.

9 Acquisitions in 7 years
Kellton Tech has expanded its business portfolio following an organic and inorganic
path by making acquisitions in United States (US) and India. It has an impeccable track
record in integrating and assimilating acquisitions.

The Company has expanded its reach globally via acquisitions. Kellton Tech is steadily
expanding its offerings portfolio through organic growth and synergistic acquisitions.
It has strengthened its foothold in technology and through its expanded workforce it
is capable of offering a diverse range of IT services and solutions.

In Mar 17, it acquired Lenmar Consulting, US-based global IT services & solutions
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company with strong presence in banking and financial services (BFSI sector). It
has 100 employees and serves 20 clients including 3 Fortune 500 clients.

In Jan 2016 acquired Bokanyi Group, leading US-based cloud and analytics service
provider that is specialized in Hana implementation and cloud services.

In May 2015 acquired ProSoft Technology Group Inc., a US-based ERP, EAI Solutions
company

In April 2014 acquired eVantage Solutions Inc., a US-based IT consulting company.
eVantage Technologies is a leading IT solutions provider and VIVOS is focused in
offerings related to IT and life-sciences space.

In Oct 2014, acquired Vivos Professional Services LLC, a USA based focusing on
life-sciences & healthcare space

In Oct 2013 acquired Supremesoft Global Inc., a US-based IT consulting company.
It strengthened their expertise in cloud computing and data analytics.

In Dec 2012 acquired SKAN DbyDx Software Pvt. Ltd, a mobility solutions company.
SKAN Dbydx was competent in mobility in Dec 2011, acquired MCS global which is
into IT consulting

In Aug 2011, acquired Tekriti Software Pvt. Ltd., a software services company
focusing on web/open source

The acquisitions are an integral part of company’s strategy which has enabled
Kellton Tech to acquire capabilities and become a trusted digital partner of
customers. KTS has achieved the right mix of traditional and IP-based Digital
capabilities, which would help it, maintain a high-growth rate hereon organically.

Digital will drive growth in global software industry

NASSCOM Report projects the Indian technology and services industry to reach
$200 billion to $225 billion in revenues by 2020 and over $350 billion by 2025,
from a base of $154 billion in 2017.

As per NASSCOM, 80% of the incremental expenditures over the next 10 years will
be driven by Digital Technologies such as platforms, cloud-based applications, big
data analytics, mobile and social media along with services required to integrate
these technologies with legacy technologies. Digital technologies will drive the
growth of this sector and revenue from these is likely to have a 23% share by 2020
and more than 38% by 2025.

Lots of opportunity are opening for the Indian service providers in this digital
space, as digital technologies continues to be embedded in an ever widening range
of products and services.

Kellton is the front-runner in Digital

KTS foresaw the rise of digital technologies ahead of the curve and invested
significantly in building the requisite expertise in various technologies well before
they appeared on the horizon. Its heightened sensitivity to the emerging market
trends and evolving customer expectations has enabled it to tap into trending niche
markets while retaining its strong focus on its key traditional areas.

In FY17, Digital transformation contributed around 55% of revenue. Digital revenue
has grown at a CAGR of 33.14% from FY14 to FY17 with growth being higher at 50%
in FY17. The growth was led by capability edge in digital transformation and
acquisitions.

Globally, more than 75% of the executives of companies have responded that their

Kellton Tech has expanded
its business portfolio
following an organic and
inorganic path by making
acquisitions in United States
(US) and India. It has an
impeccable track record in
integrating and assimilating
acquisitions

Digital will drive growth of
global software industry and
the company is well-placed
to capitalise on this multi-
year trend, having already
built strong capabilities in
this respect
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business would be moderately or massively disrupted by digital in the next 12-18
months. According to Gartner survey, by 2020 around 75% of businesses will be
digital business or will be preparing to become one. The lifespan of traditional
companies are reducing as new and new digital companies are disrupting their
business. Big IT companies are struggling to adapt to the digital services. Basically
in digital world, products become information rich services and everything including
the demand and resources of servicing accelerates at a rapid pace. Some examples
are digital malls, personalized marketing and front/back office optimization.

Digitization has helped the companies in high customer conversion, deep customer
insights, better customer retention and higher customer lifetime value for an
organisation.

The company enables the execution of the digital vision, strategy and roadmap,
thus driving the digital journey of enterprises.

Digital Services offered includes:

 Digital Transformation Solutions/ ISMAC

 Digital Transformation Reimaging and reinventing the way enterprises operate,
helping them embrace their digital future.

 Digital Commerce eCommerce Portal Development, mCommerce Application
Development,

 Web and Mobile Applications Maintenance and Support

 Enterprise Mobility Strategic mobility consulting, User Experience (UI/UX) Design,
Mobile Application development, maintenance and support, mobile device
management

 Digital Governance mHealth applications development, security and surveillance
applications development, RFID Solutions

 IoT, Big Data and Analytics IoT applications development, location based services
(LBS) application development, analytics and reporting

 Software R&D Labs Proof of concept, minimum viable product, application
development, maintenance and support

 Outsourced Product Development Application Development, Maintenance and
Support

 Digital Marketing Internet Marketing, SEO, SEM/PPC, SMM, Analytics and Reporting

Management is expecting large opportunities with companies looking for enterprise
digital transformation deals, given its expectation of mass adoption in the near
future. It has technology partners such as Mulesoft, Software AG, Microsoft Azure,
SAP, IBM and IBM Watson.

KTS is a technology partner for a number of Unicorns for everything digital. The company
has been empowering its digital technologies and services to companies like MakemyTrip,
Flipkart, Indigo, PayTM, Snapdeal, Uber, PVR Cinemas, The Times Group, India Today,
Groupon, Policy Bazaar, Hike messenger, Jabong, Club Mahindra, Aegon life etc. The
recent Transformational project executed by Kellton Tech was for India’s Leading Digital
payments and wallet provider, India’s largest airline, and a multinational insurance giant,
helping them usher a revolution in digital payments scenario.

Digital disruption is difficult to navigate for traditional enterprises. Embracing a
technology shift makes it difficult for enterprises to change their business
processes. Kellton Tech’s experts helps customers define the strategy for how to
undertake this digital transformation by providing the capabilities for organizations
to align this transformation with their business strategy, manage risk and compliance

Digital technologies will
drive the growth and
revenue from these is likely
to have a 23% share by 2020
and more than 38% by 2025

KTS foresaw the rise of
digital technologies ahead of
the curve and invested
significantly in building the
requisite expertise in
various technologies well
before they appeared on the
horizon
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and find efficiencies within their application portfolio to drive cost savings. Its
solutions help clients achieve higher customer value and market differentiation.
Kellton Tech provides digital advisory services to accelerate the client’s
transformation journey, and continuously empowers them to thrive through each
stage of business disruption.

Well-placed in Enterprise Applications (EA) solutions also

In FY17, Enterprise applications (EA)accounted for around 26% of revenues. For
Sep 17 quarter revenues from EA segment stood at 21.5%.

In the EA business, a shift is clearly visible from traditional SAP, ERP towards Cloud
solutions such as Hybris and S/4 Hana etc.

 In EA, KTS provides an end-to-end analytics platform using technologies like Big
Data, IoT to improve business performance and operational efficiency. An in-depth
analysis of structured as well as unstructured data is done through the following
process: data collection from multiple sources, storage of data in servers using
Hadoop MapReduce, Cloudera, HortonWorks etc, process the collected data to
gain insights using technologies like Hive and utilize trending data visualization
technologies like Tableau, Splunk etc. to improve business reporting and monitoring
activities.

Solutions include

 Business Enterprise Solutions ERP Implementation, Maintenance and Support

 Business Integration Enterprise Application Integration, Service Oriented
Architecture Strategy, Maintenance and Support

 Business Process Management Business Process Analysis and Optimization,
Process Design and Integration, Process Management, Activity Monitoring and
Analytics

Various companies that have adopted the EA provided by KTS include Coca Cola,
Sinomax, Duke Energy, Howard Energy Partners, Par Pacific, Electrolux, Marriott,
American Electric Power, Johnson & Johnson, Fidelity, Univision, US Foods etc.

KTS provides omnichannel commerce solutions developed on industry-leading
commerce platforms to help organizations achieve top-line growth. It works with
best-in-class platform partners to deliver comprehensive e-commerce and omni-
channel solutions to address the unique needs of clients. It continuously invests in
partner solutions and technologies for faster time to market in its clients’ omni-
channel transformation journey.

Stupendous inorganic growth

Due to continuous inorganic growth the company’s consolidated sales grew from
just Rs 48.61 crore in year ended June 2013 to Rs 615.75 crore in year ended
March 2017. Net profit grew from just Rs 3.72 crore to Rs 53.74 crore during the
same period.

Strong growth till PBT level in current year

The company has acquired 6 new clients in Sep 17 quarter, 5 in digital transformation
segment space and 1 in Enterprise segment. Total number of clients acquired in FY
17 stood at 30.

As on Sep 17, the company has total of 350 clients with around 278 in USA, 6 in EU,
58 in India and rest in others.

Digital transformation accounted for around 66% of total revenue in Sep 17 quarter

Management is expecting
large opportunities with
companies looking for
enterprise digital
transformation deals, given
its expectation of mass
adoption in the near future.
It has technology partners
such as Mulesoft, Software
AG, Microsoft Azure, SAP,
IBM and IBM Watson

Due to continuous inorganic
growth the company’s
consolidated sales grew
from just Rs 48.61 crore in
year ended June 2013 to Rs
615.75 crore in year ended
March 2017. Net profit grew
from just Rs 3.72 crore to
Rs 53.74 crore during the
same period
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as compared to 60% in June 17 quarter. Top 10 clients account for around 21.5%
of total revenue of the company for Sep 17 quarter.

US market accounts for around 86% of total revenues, India and Asia together
account for around 8%, EU accounts for around 4% and rest comes from other
markets.

The company reported a 5% YoY QoQ growth in consolidated net sales for Sep 17
quarter to Rs 184.05 crore. OPM was higher by 60 bps to 14.6%, which resulted in
OP growth of 9% to Rs 26.81 crore. Other income was lower by 13% to Rs 0.80
crore for Sep 17 quarter. Interest costs was higher by 27% to Rs 3.94 crore and
depreciation was higher by 18% to Rs 1.24 crore. Thus, PBT was higher by 5% to Rs
22.42 crore. After providing total tax of Rs 7.86 crore up by 16%, PAT for the Sep 17
quarter stood at Rs 14.56 crore, up by 1% QoQ basis.

On YoY basis, consolidated net sales were up by 22% to Rs 151.07 crore. OPM was
up by 80 bps which resulted in OP growth of 29% to Rs 26.81 crore. Other income
was higher by 397% to Rs 0.80 crore. Interest cost was higher by 48% to Rs 3.94
crore and depreciation was higher by 57% to Rs 1.24 crore. This resulted in a PBT
growth of 28% to Rs 22.42 crore. After providing total tax of Rs 7.86 crore, higher
by 78%, consolidated PAT for Sep 17 quarter stood at Rs 14.56 crore, up by 11%
YoY basis.

For the 6 months ended Sep 17, consolidated net sales were up by 23% to Rs
358.83 crore YoY. OPM was higher by 70 bps at 14.3% which resulted in OP of Rs
51.31 crore, up by 30%. Other income was higher by 242% to Rs 1.71 crore.
Interest cost was higher by 42% to Rs 7.05 crore. Depreciation was higher by 40%
to Rs 2.29 crore, which resulted in a PBT growth of 30% YoY to Rs 43.68 crore. Total
tax stood at Rs 14.63 crore, up by 75% which resulted in a consolidated PAT growth
of 16% to Rs 29.05 crore on YoY basis.

Outlook

Over a period of time, the company has rightly strengthened its digital capabilities
driven by inorganic strategy. The company has invested significantly in building its
expertise in various technologies and has achieved the right mix of traditional and
IP-based digital capabilities. Now it is right time to reap the fruits and grow at a
higher rate organically.

Valuation

The board of directors are meeting on 6 February 2018 to consider and approve
Issue of bonus shares.

We expect the company to register consolidated net sales and PAT of Rs 754.82
crore and Rs 60.22 crore for FY 18. For FY 19, we expect the company to register
consolidated net sales and PAT of Rs 905.78 crore and PAT of Rs 74.23 crore for FY
19. This gives an EPS of Rs 12.7 and Rs 15.7 for FY 18 and FY 19 respectively. At
current market price of Rs 108, the scrip trades at around 7 times its FY 19 projected
earnings. Debt of around Rs 93.57 crore, unamortised goodwill of Rs 212.85 crore
(including contingent earn-outs of Rs 48.81 crore) and 10% of promoter stake is
pledged are key irritants.

Digital transformation
accounted for around 66% of
total revenue in Sep 17
quarter as compared to 60%
in June 17 quarter. Top 10
clients account for around
21.5% of total revenue of the
company for Sep 17 quarter

KTS has invested
significantly in building its
expertise in various
technologies and has
achieved the right mix of
traditional and IP-based
digital capabilities. Now it is
right time to reap the fruits
and grow at a higher rate
organically
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KELLTON TECH SOLUTIONS: CONSOLIDATED RESULT

1709(03) 1706(03) VAR. (%) 1609(03) VAR. (%) 1709(06) 1609(06) VAR. (%) 1703(12) 1603(09) VAR. (%)

Net Sales 184.05 174.78 5% 151.07 22% 358.83 291.17 23% 615.75 358.68

OPM (%) 14.6% 14.0% 13.8% 14.3% 13.6% 13.9% 13.8%

OP 26.81 24.51 9% 20.81 29% 51.31 39.56 30% 85.78 49.39

Other Income 0.80 0.91 -13% 0.16 397% 1.71 0.50 242% 0.98 0.98

PBIDT 27.60 25.42 9% 20.97 32% 53.02 40.06 32% 86.76 50.37

Interest 3.94 3.11 27% 2.66 48% 7.05 4.95 42% 10.29 8.77

PBDT 23.66 22.31 6% 18.31 29% 45.97 35.11 31% 76.47 41.60

Depreciation 1.24 1.05 18% 0.79 57% 2.29 1.63 40% 4.23 2.51

PBT 22.42 21.26 5% 17.52 28% 43.68 33.48 30% 72.24 39.09

EO 0.00 0.00 0% 0.00 0% 0.00 0.00 0% 0.00 0.00

PBT after EO 22.42 21.26 5% 17.52 28% 43.68 33.48 30% 72.24 39.09

Total Tax 7.86 6.78 16% 4.41 78% 14.63 8.35 75% 18.50 8.12

PAT 14.56 14.48 1% 13.11 11% 29.05 25.13 16% 53.74 30.97

EPS (Rs)* 12.3 12.2 11.1 12.3 10.6 11.3 8.7

* Annualized on current Equity Of Rs 23.68 Crore of face value of Rs 5 each. EO: Extraordinary Items. EPS Is Calculated After Excluding EO And Relevant Tax.
Financials for FY 17 are for 12 months while financials for FY 16 are for 9 months and hence Var.(%) is not calculated. Figures In Rs crore. Source: Capitaline Database


