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Rating Sell
Target Rs 231
Target Period 12 months
Potential Upside -14 %

Key Financials

FY09 FY10 FY11E FY12E
Net Sales 942.6 713.8 684.7 750.7
EBITDA 159.2 87.2 63.9 85.5
EBITDA margin(%) 16.9 12.2 9.3 1.4
Net Profit 141.2 67.7 38.9 54.5
EPS 52.5 25.2 14.5 20.3
FYo9 FY10 FY11E FY12E
PE (x) 5.1 10.7 18.7 13.3
Target PE (x) 4.4 9.2 16.0 11.4
EV to EBITDA (x) 3.6 6.5 8.9 6.7
Price to book (x) 1.4 1.3 1.3 1.2
RoNW (%) 31.3 12.8 6.9 9.1
RoCE (%) 244 10.4 6.9 9.9
Stock data

Market Capitalisation Rs 727 crore

Debt (Q4FY10) Rs 42 crore

Cash (Q4FY10) Rs 198 crore
EV Rs 570.5 crore
52 week H/L 462/222
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WHAT'S CHANGED...

Deep in the woods...

Mastek reported dismal numbers yet again for Q4FY10. The company’s
net profit plummeted 93% YoY and 83% QoQ. Mastek is confronted
with such poor visibility that the management have abandoned their
guidance policy. The senior management underwent restructuring
resulting in outgo in the form of severance pay. This, in addition to
MTM on forex hedge and wage hikes given to contain the spirally
moving attrition, resulted in EBITDA margins nose dive to 4.7%. The
company has become loss making at the net profit level on a standalone
basis due to the UK government business becoming virtually still with a
new government on board. The company managed to get one order
from an US insurer and plans to invest in US Elixir version to customise
it to US regulatory norms, thus leaving no levers to recoup margins.

= Dismal performance with bleak outlook

The company met its revenue guidance but failed to meet the PAT
guidance substantially (revenue guidance of Rs 160-165 crore and
PAT guidance of Rs 11 crore). It reported revenues of Rs 163.2 crore
(I-direct estimate: Rs 159 crore), down 4.2% QoQ. The EBITDA
margin dropped off considerably by 1180 bps to 4.7% on account of
lower revenue growth, forex loss to the tune of Rs 4.9 crore coupled
with increase in staff costs of Rs 6.7 crore due to interim wage hikes
for selected employees and hiring in addition to certain one-time
expenditures. The PAT crashed downwards and came in at Rs 2.51
crore (l-direct estimate: Rs 10.2 crore), down 83% QoQ due to
exchange losses and higher staff costs. This contains a deferred tax
asset of Rs 0.5 crore.

Valuation

The company has been consistently underperforming its guidance for the
last five quarters. The order book executable over the next 12 months is
at Rs 306 crore, a majority of which is for the insurance vertical. The
management’s execution skills have failed the investor’s confidence in the
company’s anchor solution Elixir. On the back of continuously
deteriorating business fundamentals for the company largely due to
internal instability and no outlook we rate Mastek as SELL.

Exhibit 1: Financial Performance

(Rs Crore) Q4FY10  Q4FY10E Q3FY10 Q4FY09 QoQ(Ch %) YoY(Ch%)
Net Sales 163.2 159.0 170.3 202.6 (4.2) (19.5)
EBITDA Margin (%) 47 11.0 15.9 15.3 1118 bpsdip 1057 bps dip
Depreciation 6.6 6.5 6.5 7.3 1.9 (9.7)
Interest 0.4 0.6 1.0 1.2 (59.6) (65.2)
Other Income 1.9 1.6 1.8 11.5 2.7 (83.5)
Reported PAT 25 10.2 15.3 35.3 (83.6) (92.9)
EPS (Rs) 0.9 3.8 5.7 13.1 (83.6) (92.9)

Source: Company, ICICIdirect.com Research
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The order book growth has seen a slight improvement at
Rs 306 crore, up 9.7% from Q3FY10 of Rs 279 crore, with a
majority of it for the insurance vertical

The company’s active client base has moved up by one
due to the addition of the US insurer

The revenue from the government vertical has been heavily
impacted after the BT channel stopped outsourcing
incremental work to the company. This quarter it de-grew
by 20% QoQ on a reported basis and other financial
services by 14% QoQ .The other two i.e. the anchor vertical
insurance grew by 6% QoQ while IT & other services grew
by 9% QoQ. Thus, the revenue mix showed a drastic shift
towards insurance
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Exhibit 2: Trend in order book
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Exhibit 3: Client metrics

04FY09 Q1FY10 Q2FY10 Q3FY10 Q4FY10

Active Clients 87 88 90 85 86
Additions 2 3 5 1 1
No. of Fortune 1000 Clients 21 18 18 18 19
No. of Clients with Annual Billing > USD 1 mn 32 21 26 28 28

Source: Company, ICICIdirect.com Research

Exhibit 4: Revenue by industry
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: Revenue by nature of work
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The company managed to hold its utilisation, both onsite Exhibit 6: Utilisation trend (including virtual bench)
and offshore, by recruiting higher number of people to
offset skyrocketing attrition. This was purely bench
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The EBITDA margin nose dived to 4.7% from 15.9% last Exhibit 7: Trend in EBITDA margin(including forex loss)
quarter on the back of Rs 4.9 crore MTM forex loss
coupled with increase in staff costs of Rs 6.7 crore due to
interim wage hikes for selected employees, hiring to
maintain bench as well as severance pay given to senior
managers post the restructuring exercise

Q4FY09 Q1FY10 Q2FY10 Q3FY10 Q4FY10

—— EBITDA margin (%)

Source: Company, ICICIdirect.com Research
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The company has put up a dismal performance over the past seven
quarters and is still deep in the woods. The management has given up the
guidance policy on account of lack of clarity about execution even for the
immediate quarter. Overall, at the time when IT companies are riding the
recovery wave in the US to get new business this company is still
engaged in dealing with internal management execution challenges.

On the revenue front, the company is already back to the FY06 run rate.
With no outlook we believe it will de-grow in FY11 also. We expect it to
de-grow by 4% in FY11 and bounce back to growth of 9.5% in FY12.
Again, in Q1FY11 the margin will remain weak because of the impact of
wage hikes given of 20% offshore and 3.5% onsite. Also, the company’s
continued investment in Elixir's various versions now in the US version
will provide no levers in SGA to curb cost. Thus, we expect the EBITDA
margin to crash from 12.1% in FY10 to 9.3% in FY11. We expect the
margin to inch up only in FY12 to 11.4%. This is on the back of some
demand improvement in the government vertical and little execution in
Elixir helping to scale up insurance vertical.

Thus, we are downgrading the EPS for FY11 and FY12 by 54% and 40%
to Rs 14.5 and Rs 20.3, respectively. Hence, we are de-rating the stock
from REDUCE to outright SELL. Our target price is 1x BVPS for FY12E i.e.
Rs 231 with 14% downside from current levels.

Exhibit 8: One year forward P/E chart
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ICICldirect.com Coverage Universe

Infosys Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code INFTEC CMP(Rs) 2755.0 FY09 21693.5 104.6 26.3 19.6 32.8 379
Target(Rs) 3144.0 FY10 227421 109.5 25.2 18.0 26.9 34.2
Mcap(crore) 157310.5 Upside(%) 14.1 FY1ME 26502.5 116.6 23.6 16.2 21.0 29.5
FY12E 31968.5 143.0 19.3 13.6 224 31.3
TCS Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code TCS CMP(Rs) 842.5 FY09 27813.3 26.4 31.9 21.7 33.2 39.6
Target(Rs) 960.0 FY10 30027.9 35.1 24.0 17.9 374 42.2
Mcap(crore) 164894.1 % Upside 13.9 FY1ME 34915.2 40.4 20.8 15.3 33.2 38.2
FY12E 41641.7 46.0 18.3 13.2 30.0 35.3
HCL Technologies Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW/(%) RoCE(%)
Idirect Code HCLTEC CMP(Rs) 370.3 FY09 10630.5 19.0 19.5 10.9 225 14.9
Target(Rs) 439.0 FY10E 12338.6 18.8 19.7 10.0 20.1 15.5
Mcap(crore) 25128.9 Upside(%) 18.6 FY11E 14024.3 25.1 14.7 9.4 22.7 14.4
FY12E 16594.5 30.7 12.1 1.6 23.0 16.5
Tech Mahindra Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code TECHM CMP(Rs) 749.0 FY09 4464.8 774 9.7 8.6 52.2 65.6
Target(Rs) 822 FY10 4625.4 53.6 14.0 9.2 25.3 21.3
Mcap(crore) 9287.6 Upside(%) 9.7 FY11E 4848.7 65.4 11.5 9.7 26.3 24.5
FY12E 5401.8 62.3 12.0 8.6 204 244
Wipro Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code WIPRO CMP(Rs) 414.7 FY09 25699.5 26.7 15.5 18.9 28.6 23.3
Target(Rs) 486.0 FY10 27141.3 314 13.2 16.5 26.5 224
Mcap(crore) 101572.5 Upside(%) 17.2 FY1E 31186.7 24.2 171 14.3 243 21.4
FY12E 36649.4 24.9 16.6 12.4 22.6 21.3
Patni Computers Sales (Rs Cr) EPS (Rs) PE (x) EV/EBITDA (x) RoNW (%) RoCE(%)
Idirect Code PATCOM CMP(Rs) 521.0 CY09 3146.1 45.0 11.6 15 16.5 13.4
Target(Rs) 594.0 CY10E 3347.3 44.1 11.8 6.7 14.6 135
Mcap(crore) 6720.9 Upside(%) 14.0 CYNME 3846.8 46.5 1.2 5.9 13.5 13.5
CY12E 4278.0 49.1 10.6 5.4 12.6 13.2
Rolta Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code ROLIND CMP(Rs) 176.2 FY09 1372.8 18.2 9.7 8.4 22.7 15.7
Target(Rs) 225.0 FY10E 1551.3 16.5 10.7 6.6 17.7 13.3
Mcap(crore) 2839.5 Upside(%) 21.7 FY11E 1786.5 18.4 9.6 5.6 17.9 14.6
FY12E 2087.3 22.5 1.8 438 18.4 16.4
NIIT Sales (Rs Cr) EPS (Rs) PE (x)  EV/EBITDA (x) RoNW(%) RoCE(%)
Idirect Code NIIT CMP(Rs) 69.0 FY09 1168.5 4.2 16.3 12.0 15.8 16.5
Target(Rs) 77 FY10 1199.3 43 16.2 9.1 14.2 18.0
Mcap(crore) 1139.2 Upside(%) 11.0 FYNE 1262.8 5.2 13.4 8.2 15.8 18.4
FY12E 1419.0 6.6 10.5 6.7 18.1 20.6

Source: Company, ICICIdirect.com Research
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Add, Reduce 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: 20% or more;
Buy: Between 10% and 20%;
Add: Up to 10%;

Reduce: Up to -10%

Sell: -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICIdirect.com Research Desk,
ICICI Securities Limited,

7™ Floor, Akruti Centre Point,
MIDC Main Road, Marol Naka,
Andheri (East)

Mumbai — 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Srishti Anand BE, MBA(FIN) Ankita Somani BE, MBA(FIN) research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. ICIC| Securities and affiliates expect to receive compensation from the companies mentioned in the report within a period of three
months following the date of publication of the research report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific
transaction. It is confirmed that Srishti Anand BE, MBA(FIN) Ankita Somani BE, MBA(FIN) research analysts and the authors of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and other
business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Srishti Anand BE, MBA(FIN) Ankita Somani BE, MBA(FIN) research analysts and the authors of this report or any of their family members does not serve as an officer, director or
advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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