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Company Update

VisualSoft Technologies a leading software testing and product development company has announced its 
merger with “Applabs Technologies” and “eSolutions”. The merger of these two companies with VisualSoft will 
create a synergy, wherein VisualSoft will be able to leverage on the infrastructure and team of Applabs in the US 
to serve the customers more effectively on one hand, while Applabs would leverage on the strong financials of 
VisualSoft, on the other. The merger of “Applabs” is an earnings accretive for the merged entity as it has been 
growing very fast in its own segment (an expected ~100% growth in FY06). Post merger, the new entity will have 
a manpower base of 1800, serving more than 400 clients across the globe, with an expected turnover of Rs400 
crores by FY07, and a likely net profit of around Rs70 crores.  
 
Rational for merger: The merger of “Applabs” and “eSolutions” with Visual soft will create a large entity in the 
field of testing and software product serving over 400 customers. The merger brings synergy, where in 
VisualSoft will, be able to leverage on the infrastructure and team of Applabs in the US to serve the customers 
more effectively, while Applabs can leverage on the strong financials of VisualSoft. Further eSolutions will help in 
establishing a strong base in the enterprise solutions business. Post merger the scope of the scope of cross 
selling of products and services also goes up.   
 
The merged entity intends to consolidate its business and is on a move to reduce or eliminate the low profitability 
business. The strategy going forward will be focusing on two key areas, which is expected to be the growth 
drivers going ahead.  
 

I) Product Development services: VisualSoft is already a strong player in the outsourced product 
development space and with the merger of “ Applabs” the company’s scope of scaling up the 
business has gone up. The merged entity’s revenues from this segment are expected to be around 
Rs 180 cr.  

 
II) Software Testing services: VisualSoft also offers testing services across all the verticals. Applabs on 

the other hand is already a market leader in the testing services, which is a fast growing business. 
The revenues from this segment, for the merged entity is expected to touch Rs 220 cr by FY07. 

 
Merger Ratios: As per the arrangement, the share holders of “Applabs” will receive 17 shares of the merged 
entity for every 6 shares held by them in the company, while the share holders of “eSolutions” will get 1 share of 
the new entity for every 6 shares held by them in the company. Further, the preference shareholders of Applabs 
will receive 0.4206339 equity shares for every 1 preference share held by them in the company. Post merger, the 
capital base of the company will go up to Rs33.33 crores from the current Rs19.97 crores, resulting in a 66.7% 
dilution on the existing equity. 
 

Company Background: 
 

VisualSoft Technologies: VisualSoft is a leading IT Services firm specialising in software product development. 
The company was established in 1995 to develop software products in the area of Y2K migration tools, and other 
developer-end tools.  The company achieved significant success in the product market, selling over a million 
copies of “ VisualShift”, a Y2K migration tool. In 2000 the Company shifted to services by leveraging its strength 
on product development, and in a short span of time got engaged with customers like Motorola, Brinks, Bsquare 
and Old Mutual. In 2002 the company was listed in “Forbes Global 200 Best Small Companies in the World”.  
 
Services across diversified verticals: VisualSoft has operations across multiple verticals serving both 
Independent Software Vendors (ISV) and Independent Hardware Vendors (IHV). The company also serves the 
BFSI segment in testing, developing and analysing performance of various applications, and has assisted large 
financial services firms such as Deutsche Bank Corporate Trust, Goldman Sachs, Credit Suisse Group, 
Washington Mutual, and Charles Schwab. VisualSoft also provides solutions to the Retail & Distribution and to 
other enterprise customers.   
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Trusted Technology Partners: VisualSoft has strong technology partnerships with renowned companies like 
Microsoft, Sun Microsystems, Oracle and IBM, which facilitate it to offer better off-breed solutions, products and 
technologies to its clients. Some of its other partners include companies like Rational, Borland, HP and Citirix. 
  
A quick look at Applabs Technologies:  
 
Applabs Technologies, backed by West Bridge Capital Partners, was founded in 2001 and went on to acquire 
“Key Labs” in 2005.  Applabs is one of only a handful of software testing companies to have achieved the CMM 
level 5 certification, the highest quality standard attainable in software engineering. It is also ISO 9001-2000 
certified, providing services in testing, development and certificate solutions and has been one of the fastest 
growing companies in its segment. The company was ranked third among the “Fastest Growing Indus Private 
Companies” in the annual IndUS Business Journal survey. Applabs revenue has doubled y-o-y for the past three 
years and is expected to achieve a turnover of $22 million in FY06.  
 
The company, headquartered in Philadelphia, has a state-of-the-art testing centre in Hyderabad. It has also 
opened a branch in London and appointed Mr Dominic Leslie, a veteran in IT industry with a 20-year experience, 
to cater to the European market. Applabs provides three primary services, helping ISVs, IHVs and other 
enterprises, to improve quality assurance.   
 

• Quality Assurance (QA) services helps in verification and testing of software and hardware. It includes 
functional compatibility and performance testing on both, software and hardware, products. The 
Company’s testing services have enabled various organisations to assess their ability to withstand the 
peak load and take adequate measures, thereby avoiding unwanted disruption in customer services.  

 
• Development Services helps companies in product development, customising applications and 

supporting ongoing maintenance. The company also provides solutions in building Internet technologies, 
client/ server and wireless applications.  

 
• Key Labs Certification Services includes some of the industry’s most prestigious Certification 

Programmes serving ISVs, IHVs and others. It runs certification programmes for Cisco, Novell, Sun 
Microsystems, and also for Linux and Microsoft Pre-testing.  

 
Renowned client base: Applabs offers services to verticals like ISVs, IHVs, Financial Services and other 
customers in partnership with leading technology companies like Cisco Systems, Novell, IBM, Microsoft and 
Oracle. The strong technology partnership has enabled the company to serve more than 400 customers across 
the globe. Applabs’ esteemed customer base includes corporates like Airgas, American Airlines, HP, Install 
Shield, River Deep and SAP.  
 
Change in ownership pattern: The ownership pattern and key management of the Company has changed over 
the years with Mr D.V.S. Raju, the founder CMD, resigning from the post, and Mr Sashi Reddi taking over as the 
CEO of the new entity. Mr D.V.S. Raju had 34% stake in VisualSoft, out of which 14% was acquired by SAIF II 
Mauritius Company Ltd, a subsidiary of Sofbank (Japan), for Rs35 crores (at an avg price of Rs127 a share) 
while Mr Srinivasa C Raju and Mr Sandeep N Reddy acquired 4.95% and 3.67%, respectively. Citi Group, too, 
recently hiked its stake in the company to 5.8%. Mr D.V.S. Raju’s current holding in the company stands at 3.9%, 
which will further come down to 2.4%, post merger. Mr Sashi Reddi and Westbridge Capital, the major 
shareholders of Applabs, will hold 25% and 12.5% stake in the merged entity. 
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Share holding pattern  
        Pre Merger (as on 30th September 2005) Post Merger 
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Strong management team lead by Mr Sashi Reddi: The founder of Applabs, Mr Sashi Reddi, has a strong 
educational background, with a BTech in Computer Science from IIT, Delhi, an M.S. in Computer Science from 
New York University, and a Ph.D. from Wharton Business School, University of Pennsylvania. He began his 
career, consulting on technology and strategy to Fortune500 companies in the travel, financial services, 
automotive and consumer packaged goods industries.  
 

Mr Reddi, with his outstanding entrepreneurial skills, had initiated two other companies prior to Applabs. The first 
was EZPower Systems, a developer of products for building and maintaining large-scale web applications. 
Subsequent to EZPower’s acquisition by DocuCorp International, a company listed on NASDAQ, and dealing 
with Safeguard Scientifics, Mr Reddi went on to serve as Senior Vice President of the same. Following EZPower, 
he founded “iCoop” to provide group-purchasing software to serve the specific needs of co-operative businesses.  
 

Financial Details 
 

VisualSoft’s core business has not been very encouraging in the last couple of years; profit margins have also 
been under pressure on account of lack of focus by the erstwhile management. However post merger, the 
Company’s plans to eliminate the low profitable business will lend a hand in improving margins. Further, the new 
management team headed by Mr Sashi Reddi is expected to improve the business prospects.  
 

VisualSoft (Rs in crores) Q2FY06 Q2FY05 Chg (%) H1FY06 H1FY05 Chg (%) FY05 

Net Sales 52.9 45.7 15.8 104.7 89.7 16.7 188.2 

Personnel Expenditure 32 26 22.0 63 51 22.4 108 

Other expenses 11 9 17.5 21 17 21.4 36 

Total expenditure 42.8 35.4 20.8 83.6 68.4 22.1 143.8 

Operating Profit 10.2 10.3 -1.4 21.1 21.2 -0.6 44.3 

OPM (%) 19.2 22.6  20.2 23.7   23.6 

Non-Operating Income 1.2 1.5 -15.5 1.5 3.7 -58.7 4.7 

PBT   6.6 6.9 -5.2 12.9 15.2 -15.0 29.9 

PAT 6.1 6.5 -6.3 12.1 14.4 -16.2 28.3 

Net Profit Margin 11.5 14.3   11.6 16.1   15.1 

Equity Share capital 20.0 20.0 0.0 20.0 20.0 0.0 20.0 
EPS (Rs)  3.1 3.3 -6.3 6.1 7.2 -16.2 14.2 
 

The standalone performance of the company is likely to suffer in H2FY06, because of its plans to do away with 
its low-profitability business. It has already achieved a turnover of Rs104.7 crores and PAT of Rs12.1 crores in 
H1FY06. However, for the full year, the revenue and net profits are expected to be only Rs150 crores and Rs20, 
respectively, implying revenues of Rs45.3 crores and PAT of Rs7.9 crores in H2FY06.  
 

However, the combined turnover of the merged entity is expected to be in the region of Rs240 crores (i.e. Rs90 
crores expected from “Applabs”), while the net profit expectation is approximately Rs32 crores in FY06 resulting 
in an EPS of Rs9.6, based on the new equity. VisualSoft’s standalone net margins have come down to 11-12% 
from 15% in FY05, while Applabs has a margin of around 18%.  
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Post merger, the company is targeting revenues of Rs400 crores and a net profit of Rs70 crores by FY07, which 
works out to an EPS of Rs21. This also implies that the company is expecting strong growth in the high margin 
business as the PAT margin in FY07 is expected to move up to 17.5% from the expected PAT margin of 13.3% 
in FY06. Of the total Rs400 crores, the company expects testing business to be Rs220 crores, implying a growth 
of 144%, while the Product development services business is likely to contribute around Rs180 crores (mostly 
from VisualSoft) implying a growth of 20%.  
 

Valuations & Investment Argument 
 

The company’s revenue guidance for FY07 implies a growth of ~67% over its FY06 revenue guidance. However 
it has not ruled out further acquisitions; it is believed that the guidance includes future inorganic initiatives by the 
company. In the absence of clarity on these issues, the stock may remain range-bound in the medium term. At 
the CMP of Rs255 the stock is available at 26.6x it’s FY06 E EPS of Rs9.6 and 12.1x it’s FY07 E EPS of Rs21. 
The valuations look attractive looking at the growth potential of the company, and one can BUY the stock for 
investments. 
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Disclaimer, Disclosure and Copyright Notice 
 
The contents of this material are general and are neither comprehensive nor appropriate for every individual and 
are solely for the informational purposes of the readers.  
 
This material does not take into account the specific investment objectives, financial situation or needs of an 
individual/s or a Corporate/s or any entity/s. A qualified professional should be consulted before making an 
investment decisions or acting on any information contained in this material.  
 
All investments involve risk and past performance does not guarantee future results. Investigate before you 
invest. You are strongly cautioned to verify any information before using it for any personal or business purpose. 
 
Way2wealth Brokers (P) Limited (herein after called Way2Wealth) does not guarantee the accuracy, quality or 
completeness of any information. Much of the information is relevant only in India. Way2wealth makes no 
warranties, either express or implied, including, but not limited to warranties of suitability, fitness for a particular 
purpose, accuracy, timeliness, completeness or non-infringement.  
 
In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, 
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has been 
advised of the possibility of such damages.  
 
This material contains statements that are forward-looking; such statements are based upon the current beliefs 
and expectations and are subject to significant risks and uncertainties. Actual results may differ from those set 
forth in the forward-looking statements. 
 
These uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities 
markets or in interest or foreign exchange rates or indices; adverse impact from an economic slowdown; 
downturn in domestic or foreign securities and trading conditions or markets; increased competition; unfavorable 
political and diplomatic developments; change in the governmental or regulatory policies; failure of a corporate 
event and such others. 
 
This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to 
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by 
any means or redistributed without the written consent of Way2Wealth. In no event shall any reader publish, 
retransmit, redistribute or otherwise reproduce any information provided by Way2Wealth in any format to 
anyone. Way2Wealth and its affiliates, officers, directors and employees including persons involved in the 
preparation or issuance of this report may from time to time have interest in securities thereof, of companies 
mentioned herein. 
 


