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Event
EDSL reported earnings for the final quarter of FY2007. Sales at
INR1065.1mn for the fiscal year stood marginally below our estimate
of INR1112.8mn; however, net earnings at INR282.8mn were 20%
lower than our estimates due to change in contract mix of products.

Key Points
• FY2007 sales of INR1065.1mn grew 103.6% YoY, while Profits

After Tax at INR282.8mn grew 103.4% YoY during the Fiscal Year
ending Mar-2007 (FY2006/07).

• The company reported a better-than-expected subscription growth
in its flagship product Smart_Class – signing up fully 331 schools
as of end-Mar 2007.

• The ICT program had subscriptions from 2808 state schools in Mar
2007, with the state governments of Haryana, Karnataka and
Assam signing up for the product.

• Retail business (including Mathguru.com) grew 201.8% YoY,
generating revenues of INR122.8mn in FY2006/07. Share of retail
revenues have grown from 7.8% to 11.5% of total revenues during
the fiscal year.

• However, EDSL's Operating Margins dipped 220bps to 47.2% as
part of Smart_Class and ICT contracts were switched to/sold as
'content services only' — unlike the typical BOOT contract that
included hardware infrastructure. As a result, Cost of Raw Materials
jumped 211% YoY to INR319.2mn, besides lower realization of
per-student revenues .

• Innovation and Product Development. The company has
retained its appetite for continuous product innovation, ensured by
investments in product development research. Currently, EDSL is
trying to develop a suite of innovative technology-aided systems
and product applicable to various aspects of efficient management
and monitoring of learning institutions. Bottom line, EDSL is eyeing
various high value-added segments of the education "business,"
and the scope for innovation remains robust.

Valuation/Risks
The trend in top-line growth and product diversification remains
encouraging; we are not too concerned of the margin dip. However,
we are concerned of the emerging negative impact of schools
switching from "full service BOOT" to "content only" contracts. We
retain our DCF valuation based price target of INR1784 for EDSL's
stock.

Impact on Other Companies
NA
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Investment Summary
We retain our Buy rating on Educomp Solutions Ltd. (EDSL) following
the company's 1Q 2007 earnings release. We maintain the size of
India's addressable market, favorable demography, growing
acceptance of technology-aided learning, and EDSL's diverse,
innovative and quality product suites should enable rapid top-line
growth in coming years.
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Market Data
52-Week Range: INR1,454.45-INR291.00
Total Entprs. Value (MM): INR20,902.5
Market Cap. (MM): INR20,939.2
Insider Ownership: 64.0%
Institutional Ownership: 16.0%
Shares Out. (MM): 16.0
Float (MM): 4.3
Avg. Daily Vol.: 27,917

Financial Summary

Book Value (MM): INR1404.2
Book Value/Share: INR56.11
Net Debt (MM): (INR36.7)
Return on Avg. Equity: 30.8%
Long-Term Debt (MM): INR965.4
LTD/Cap: 68.8%
Dividend Yield: 0.1%

INR 2006A 2007A 2008E 2009E
Rev. (MM) 555.0 1065.1 2548.0 3835.0
EV/Rev. 37.7x 19.6x 8.2x 5.5x

EPS
Jun 0.74 1.18 — —
Sep 2.34 3.17 — —
Dec 3.22 5.10 — —
Mar 4.24 8.22 — —
FY Mar 11.16 17.72 43.60 66.30
FY P/E NM 73.9x 30.0x 19.7x
The Fiscal Year of the Company is Apr to Mar. Annual EPS
estimates are for the respective fiscal years.
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Switching Contract Types and Associated Profitability Implications

We are concerned of the negative impact of schools switching from "full service BOOT" contracts to "content only"
contracts. In the former contract category, Smart_Class EDSL charges INR150/student, while in the latter category the
product charge is halved at INR75/student. In a scenario of falling prices for hardware infrastructure such switches in
contract preference will hurt margins and profitability.

Going by current costs, EDSL recovers Smart_Class infrastructure costs (INR150,000) over 44.4 months(@ INR75 per
student per month with average class size of 45). With average contract length of 48-60 months, EDSL would stand to
lose as much as INR161,000 over the lifetime of an average school contract (with an average of 25-class subscription
per school).

We understand that the company's near-term goal is to increase penetration and market share, and fine price
differentiation is not so relevant to EDSL's management at this stage. However, we are not convinced of the
above-mentioned differential pricing strategy that does not adequately reflect the higher value-addition of the products'
content management over hardware infrastructure and infrastructure management. We do not rule out possibility of
product re-pricing thereof, going forward.

Finally, we believe for smaller schools, owning and maintaining of hardware infrastructure would not be feasible. Only
very large institutions with enrollments greater than 1500 and class subscriptions greater than 30 may opt out of the
infrastructure renting and BOOT contracts. Medium-term impact on revenues and profitability may not be significant,
though we would be cautiously monitoring EDSL's contract mix and developments thereof, in coming quarters. We
maintain that possible conversion of outstanding convertible bonds and profit-booking by short-term traders pose some
immediate-term downside price risks. We recommend buying on such dips with a 12-month investment horizon.

Company Description
Educomp is India's largest market-listed technology-aided education company.

(BSE:EDSL IN)



Please see important disclosure information on pages 5 - 7 of this report.
Anindya Chatterjee , achatterjee@jefferies.com, (212) 284-3490 Page 3 of 7

INR mn 4Q06 4Q07 % change y-o-y
Revenues 253.7 498.6 96.5%

Total Expenditure 138.5 265.1 91.4%
 Purchase of Raw Material 82.2 194.6 136.7%
 Increase/decrease in stock in trade -9.8 -14.6 49.0%
 Staff Cost 22.4 30.2 34.8%
 Selling, Distribution & Administration expenses 43.7 54.9 25.6%

OPBDIT 115.2 233.5 102.7%
Depreciation & Amortization 12.5 34.4 175.2%

OPBIT 102.7 199.1 93.9%
Finance Charges 0.9 7.0 677.8%

OPBT 101.8 192.1 88.7%
Other Income 2.8 20.1 617.9%

PBT 104.6 212.2 102.9%
Tax (including deferred) 37.9 80.7 112.9%

PAT 66.7 131.5 97.2%
Basic EPS (Rs.) 4.2 8.2 93.9%

Key Ratios 4Q06 4Q07
OPBDIT/Revenues 45.4% 46.8%
PAT/ Revenues 26.3% 26.4%
Total Expenditure/Revenues 54.6% 53.2%
Consumption of Raw material/Revenues 28.5% 36.1%
Staff Cost/Revenues 8.8% 6.1%
Selling, Distribution & Administration 
expenses/Revenues

17.2% 11.0%

(BSE:EDSL IN)
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INR mn FY06 FY07 % change y-o-y
Revenues 523.0 1065.1 103.7%

Total Expenditure 264.9 562.1 112.2%
 Purchase of Raw Material 102.8 319.2 210.5%
 Increase/decrease in stock in trade -7.3 -15.2 108.2%
 Staff Cost 75.0 104.8 39.7%
 Selling, Distribution & Administration expenses 94.4 153.3 62.4%

OPBDIT 258.1 503.0 94.9%
Depreciation & Amortization 53.1 96.6 81.9%

OPBIT 205.0 406.4 98.2%
Finance Charges 5.0 13.3 166.0%

OPBT 200.0 393.1 96.5%
Other Income 14.7 49.0 233.3%

PBT 214.7 442.1 105.9%
Tax (including deferred) 75.7 159.3 110.4%

PAT 139.0 282.8 103.5%
Basic EPS (Rs.) 11.2 17.7 58.9%

Key Ratios FY06 FY07
OPBDIT/Revenues 49.3% 47.2%
PAT/ Revenues 26.6% 26.6%
Total Expenditure/Revenues 50.7% 52.8%
Consumption of Raw material/Revenues 18.3% 28.5%
Staff Cost/Revenues 14.3% 9.8%
Selling, Distribution & Administration 
expenses/Revenues 18.0% 14.4%

(BSE:EDSL IN)
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ANALYST CERTIFICATIONS
I, Anindya Chatterjee, certify that all of the views expressed in this research report accurately reflect my personal views about the
subject security(ies) and subject company(ies). I also certify that no part of my compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed in this research report.

Important Disclosures

As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments
discussed in this report receive compensation based in part on the overall performance of the firm, including
investment banking income. We seek to update our research as appropriate, but various regulations may prevent us
from doing so. Aside from certain industry reports published on a periodic basis, the large majority of reports are
published at irregular intervals as appropriate in the analyst's judgement.

In November 2006, Jefferies acted as lead manager in a convertible notes offering for Educomp Solutions Limited.

Meanings of Jefferies & Company, Inc, Ratings
Buy - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a
12-month period.

Hold - Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus or minus 15%
within a 12-month period.

Underperform - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15%
or more within a 12-month period.

Our focus on mid-capitalization and growth companies implies that many of the companies we cover are typically more
volatile than the overall stock market, which can be amplified for companies with an average stock price consistently
below $10. For companies in this category only, the expected total return (price appreciation plus yield) for Buy rated
stocks is 20% or more within a 12-month period. For Hold rated stocks with an average stock price consistently below
$10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated stocks with an average stock price consistently below $10, the expected total return (price
appreciation plus yield) is minus 20% within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance
with applicable regulations and/or Jefferies & Company, Inc. policies.

CS - Coverage Suspended. Jefferies & Company, Inc. has suspended coverage of this company.

NC - Not covered. Jefferies & Company, Inc. does not cover this company.

Speculative Buy - Describes stocks we view with a positive bias, whose company fundamentals and financials are
being monitored, but for which there is insufficient information for Jefferies & Company, Inc. to assign a Buy, Hold or
Underperform Rating. At the discretion of the analyst, a Speculative buy-rated stock could also include stocks with a
price under $5, or where the company is not investment grade to highlight the risk of the situation.

Speculative Underperform - Describes stocks we view with a negative bias, whose company fundamentals and
financials are being monitored, but for which there is insufficient information for Jefferies & Company, Inc. to assign a
Buy, Hold or Underperform Rating. At the discretion of the analyst, a Speculative underperform-rated stock could also
include stocks with a price under $5, or where the company is not investment grade to highlight the risk of the situation.

Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy
or applicable securities regulations prohibit certain types of communications, including investment recommendations.

Monitor - Describes stocks whose company fundamentals and financials are being monitored, and for which no
financial projections or opinions on the investment merits of the company are provided.

Valuation Methodology

(BSE:EDSL IN)
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Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value,
volatility and expected total return over the next 12 months. The price targets are based on several methodologies,
which may include, but are not restricted to, analyses of market risk, growth rate, revenue stream, discounted cash flow
(DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium
(discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value,
dividend returns, and return on equity (ROE) over the next 12 months.

Risk which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to
individual investors. As such, the financial instruments discussed in this report may not be suitable for all investors and
investors must make their own investment decisions based upon their specific investment objectives and financial
situation utilizing their own financial advisors as they deem necessary. Past performance of the financial instruments
recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by
changes in economic, financial and political factors. If a financial instrument is denominated in a currency other than
the investor's home currency, a change in exchange rates may adversely affect the price of, value of, or income
derived from the financial instrument described in this report. In addition, investors in securities such as ADRs, whose
values are affected by the currency of the underlying security, effectively assume currency risk.
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Distribution of Ratings
IB Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY [BUY/SB]

HOLD [HOLD]

SELL [UNPF/SU]

421

337

30

53.43

42.77

3.81

57

30

6

13.54

8.90

20.00

OTHER DISCLOSURES
This material has been prepared by Jefferies & Company, Inc. a U.S.-registered broker-dealer, employing appropriate
expertise, and in the belief that it is fair and not misleading. The information upon which this material is based was
obtained from sources believed to be reliable, but has not been independently verified, therefore, we do not guarantee
its accuracy. Additional and supporting information is available upon request. This is not an offer or solicitation of an
offer to buy or sell any security or investment. Any opinion or estimates constitute our best judgment as of this date,
and are subject to change without notice. Jefferies & Company, Inc. and Jefferies International Limited and their
affiliates and their respective directors, officers and employees may buy or sell securities mentioned herein as agent or

(BSE:EDSL IN)
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principal for their own account.

Additional information for UK and Canadian investors
This material is approved for distribution in the United Kingdom by Jefferies International Limited which is authorized
and regulated by the Financial Services Authority ("FSA"). While we believe this information and materials upon which
this information was based are accurate, except for any obligations under the rules of the FSA, we do not guarantee its
accuracy. This material is intended for use only by a person or entity that qualifies as an authorised person or exempt
person within the meaning of section 19 of the UK Financial Services and Markets Act 2000 (the "Act") or qualifies as a
person to whom the financial promotion restrictions imposed by the Act does not apply by virtue of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005, or is a person classified as an "intermediate
customer" for the purposes of the Conduct of Business Rules of the FSA. None of the investments or investment
services mentioned or described herein are available to other persons in the UK and in particular are not available to
"private customers" as defined by the rules of the FSA. For Canadian investors, this material is intended for use only by
professional or institutional investors. None of the investments or investment services mentioned or described herein
are available to other persons or to anyone in Canada who is not a "Designated Institution" as defined by the Securities
Act (Ontario).

This material does not constitute a personal recommendation or take into account the particular investment objectives,
financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in
this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax
advice. The price and value of the investments referred to herein and the income from them may fluctuate. Past
performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may
occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from,
certain investments.

Jefferies & Company, Inc. research reports are disseminated and available primarily electronically, and, in some cases,
in printed form. Electronic research is simultaneously available to all clients. This report or any portion hereof may not
be reprinted, sold or redistributed without the written consent of Jefferies & Company, Inc. Jefferies International
Limited has adopted a conflicts management policy in connection with the preparation and publication of research, the
details of which are available upon request in writing to: The Compliance Officer, Jefferies International Limited,
Bracken House, One Friday Street, London EC4M 9JA; telephone +44 (0) 20 7618 3500; facsimile +44 (0) 20 7618
3760.

© 2007 Jefferies & Company, Inc,
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