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Q3CY10 results highlights

Results as per expectation: Patni Computer Systems posted their 3QCY10 results which though better than their
guidance of $176-177mn were in line with our expectations. Its’ top-line grew by a whopping 7.8% QoQ in rupee terms
to Rs.822.6¢cr and 6.7% in dollar terms to $178.8mn. The company’s net income was however down by 1.6% at
Rs.144.5cr as compared to Rs.146.7cr in Q2; while in dollar term net income was at $28.7mn vis-a-vis $31.7mn in Q2.

Lower margins: Patni continued to face pressure on its margins mainly due to high employee cost, lower utilisation as
well as higher attrition. Gross margins were at 33.9% in Q3 compared to 35% in Q2. Going ahead, considering its
strong hiring plans we expect margins to remain under pressure.

Robust employee addition: The company increased its employee base by ~1650people on a net basis. It also plans to
add another 1000 in the last quarter. A major cause of worry for Patni has been the high attrition rate which refuses to
go down. At 25.9% in Q3CY10, attrition is at its peak level for Patni and continues to remain a major worry for it.
Though we expect attrition to moderate in the coming quarters, the company will continue to face supply side
constraint which will prove detrimental for a major uptick in its growth rates.

Muted guidance: Inspite of posting good result in Q3, Patni’s guidance for the last quarter of CY10 is disappointing. It
has guided for top-line revenue of $180-181mn indicating a growth of only 0.7-1.2% ; while its” bottom-line guidance of
$22.5-23mn indicates negative growth. This is in contrast to the strong growth rates that are being expected by most of
the top-tier I'T companies as well as many mid-caps. We believe that despite some significant recruitments done at the
mid-management and senior level, the company is yet to garner better share of its’ clients’ I'T wallet share. This is a key
parameter that has resulted in the company’s growth rates becoming stagnant.

Valuation: Patni’s weak guidance as well as its inability to get attrition under control will result in the company
continuing to face supply-side constraint which will result in the company lacking behind industry growth rates in the
coming quarters. Despite pocketing some good deals in the last couple of quarters, it is yet to show significant
improvement in its growth capability. Besides, we believe margin pressure will continue even in CY11E.

We are therefore lowering our CY11E profit estimates though we have marginally upped our top-line estimate. We
thereby roll forward our target price to Rs.583 per share as compared to Rs.607 carlier. We have arrived at the target
price by assigning a PE multiple of 13x to our CY11E EPS estimates as compared to 14x earlier to factor in industry
lacking growth prospects. At CMP, the stock is trading at 10.6xCY10E and 10.2xCY11E earnings of Rs.43.2 and Rs.44.9
per share respectively. We however reiterate our “Buy” call on the stock as we believe at its’ current market price it is
available at cheap valuations—more so because of its’ cash balance of $317.8mn (Rs.1416cr) which makes up ~24% of
its market cap.
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Background

Headed by Mr.Narendra K.Patni, who is the chairman of the organization, Patni Computer Systems Ltd. is one of the
oldest and among the most prominent Information Technology companies of India. Established in the year 1978, the
company has been providing world-class I'T consulting and software services to Global 2000 companies for almost three
decades. The company has successfully serviced more than 400 Fortune 1000 companies all over the world. It has a total
employee base of about 16,556, 22 Global delivery Centres mainly in India, US and UK and 27 Sales offices spread all
over the world. The Company at present has 280 active clients across 28 countries.

The company derives its revenues from five types of services—with the majority of it coming from the traditional
service line of Application Development and Maintenance (ADM). However, the company is trying to diversify itself to
other lucrative segments too in the recent times both organically and inorganically.
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Q3 CY10 financial data
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Profit and Loss Statement (consolidated) Cash Flow Statement Extract

Y/E Dec. Y/E December

(Rs. in cr) CY08 CY09 CY11E (Rs.in cr) CY10E
Profit before taxation 478.4 598.7 669.0 730.1

Net Sales 3M7.3 | 31462 | 3173.6 | 34034 Add: Depreciation 101.9 106.7 119.1 130.5

YoY% 15.9% 0.9% 0.9% 7.2% Other items 107.8 6.6 122.5 -60.9
Cash generated from

Other InC. 1304 129.4 191.7 1917 operations 688.1 698.8 665.7 799.7

Total Inc. 3247.6 = 3275.6 = 3365.3  3595.1 Income taxes paid -106.7 -86.4 -107.9 -145.0
Net cash provided by

YoY% 17.0% 0.9% 2.7% 6.8% operating activities 581.4 612.5 557.7 654.7

Personnel (Inc)/ Dec in FA 189.5 920 | 1707 | 1335

costs 18329 |« 18357 | 1900.6 & 2040.0 - :

SGA 8143 613 6715 638.0 Dividend Received 50.6 50.3 50.3 50.3

: - . : Interest Received 5.0 1.8 1.8 1.8

Depreciation 114.2 142.1 119.1 130.5 Other items 337 -549.7 740.2 -
Cash Inflow/ (outflow) from

Interest 7.9 7.7 5.0 6.5 Investments -100.3 -589.6 -621.7 -81.3
Interest Paid -0.2 -0.2 -5.0 -6.5

PBT 478.4 598.7 669.0 730.1 Dividend Paid 4838 449 | 10048 453

Tax 40.4 12.1 107.9 145.0 Issue of equity shares 0.6 25.9 - -
Other items -237.6 -0.8 - -

Tax rate% 8.5% 2.0% 16.1% 19.9% Cash Inflow/ (outflow) from

PAT 438.0 586.6 561.0 585.1 Financing ' -286.0 -19.9 -1009.8 -51.8
Effect of change in exchange

YoY% 94% | 33.9% 4.4% 4.3% rate -30.6 0.8 - -
Net Cash Inflow/ (outflow) 164.6 21 169.6 521.5

EPS 32.3 45.7 43.2 44.9 Cash at beginning 128.5 293.1 295.2 464.8
Net Cash carried forward 293.1 295.2 464.8 986.3

Balance Sheet Impottant Ratios

Y/E Dec. (Rs. in cr) CY08 CY09 CYI0E Y/E December | R

Sources of Funds:

Equity Capital(FV-Rs.2) 25.6 25.8 26.2 26.2 | | Performance Ratios

Share application money 0.0 0.0 2.4 0.0 | | EBIDTA % 18.5 22.9 23.6 24.1

Stock options outstanding 0.17 19.1 23.8 0 1| Net Profit % 135 179 167 163

Reserves 28143 | 35060  3032.6  3622.0 sl hase (SPS 2999 i i3 260

Shareholder’s Equity 2839.9 35509 30849 36482 ¢s per share (SPS) : : : :

Total Debt 1.8 0.9 0.9 0.9 || Price/SPS 2.0 1.9 1.9 1.8

Deferred Tax Liability 13.4 6.7 -10.3 -10.3 | | Dividend % 150 150 3300 150

Total Liabilities 28551  3558.6  3096.2 36594 || .o per share 216 3.0 356 75 6

Application of Funds: A

Goodwill 4907 4765 4957 4957 ssets Turnover L 0.9 L 0.9

Gross Block 11652 13127 | 14834 16169 || Du Pont Analysis

Less: Acc. depreciation 516.8 619.5 738.1 864.2 || PAT / Net Sales 0.14 0.19 0.18 0.17

Net Block 6484 | 6933 | 7453 | 7527 || Net Sales / Assets 1.09 0.88 1.02 0.93

CWIP 250.2 133.7 1337 133.7 A o Lol Lo oo Lo

Investments 1771 17752 10350 10350 | [ ~o2¢ /2 Bquity : : : :

Deferred Tax Asset 94.5 89.4 78.9 78.9 || ROE % 154 16.5 182 16.0

Current Assets: Valuation Ratios

Debtors 545.1 508.9 4804 4914 || Dilured EPS 123 449 418 436

Cash and equivalent 293.2 295.2 464.8 986.3 D 107 6.8 - 49

Unbilled revenue 149.5 91.8 84.8 86.7 || : : : :

Loans and Advances 200.6 2562 3000 3300 || P/E 14.2 9.9 10.6 10.2

Current Liabilities: P/BV 2.2 1.7 1.9 1.7

Creditors & other liab 632.8 456.0 429.9 440.9 EV/ EBIDTA 24 8.0 75 63

Provisions 302.7 296.6 2925  290.0 sl . ) :

Net current asset 1943 3905 7224 7309 || FV/ Sales 0-> - 9 0

Total Assets 2855.1  3558.6  3096.2 3659.4 || ROCE% 21.0 21.0 25.6 23.7
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For more information contact:
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Tel: 022-42254830/32

Head Office Registered Office

3t Floor, Krishna Bhuvan, Arihant House

67 Nehru Road, Vile Patle (East), E-5 Ratlam Kothi
Mumbai-400057. Indore-452003, (M.P.)
Tel: (91-22) 42254800 Tel: (91-731) 2519610
Fax: (91-22) 42254800 Fax: (91-731) 2519817
Stock Rating Scale

Absolute Return

BUY : >20%
ACCUMULATE : 10-20%
HOLD : 5-10%
REDUCE : <5%

Disclaimer: Arihant capital markets limited is not soliciting any action based upon it. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. However we do not represent that
it is accurate or complete and it should not be relied upon such. Whilst meticulous care has been taken to ensure that the facts stated are
accurate and opinions given are fair and reasonable, neither the analyst nor any employee of Arihant is in any way responsible for its contents.
The firm or its employees may trade in investments, which are the subject of this document or in related investments and may have acted upon
or used the information contained in this document or the research or the analysis on which it is based. Before its publication the firm, its
owners or its employees may have a position or be otherwise interested in the investment referred to in this document. This is just a suggestion
and the firm or its employees will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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