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STOCK INFO. BLOOMBERG
oy 6 November 2006 Buy
BSE Sensex: 13,187
REUTERS CODE

S&P CNX: 3,809 SKCT.BO Initiating Coverage Rs442
YIE MARCH 2005 2006 2007 2008 Niche in Telecom R&D to power services revenues. Sasken
Sales (Rs m) 2418 3081 5047 7080 Communl cations .|s aniche pl aygr inthe Tel ecom R& D. serV|ce§ spacg
EBITDA (Rs m) 362 538 808 1424 wherein out'souru ng and offshoring t.o third party service providersis
Adj. NP (Rs m) 298 297 515 gy EXpected to increase. We expect services revenue to grow at a CAGR
Adj. EPS (Rs) 135 106 180 311 Of 50% over FY06-FYO8E.
EPS Growth (%) 11.8 -21.4 693 73.1
BV/Share (Rs) 843 137.8 1536 179.6 Products - success story envisaged: The product business is poised
PIE (x) 327 416 245 142 fortakeoff, with Sgnificant product launchesanticipated from December
P/BV (x) 5.2 3.2 2.9 25 2006. In a scenario where handset manufacturers are trying to cut
EV/EBITDA (x) 294 267 138 8.3  software coststo maintain profitability, we believe Saskeniswell placed
EV/Sales (x) 3.0 4.0 26 18  to capture a significant chunk of the business due to its cost effective
RoE (%) 178 113 126 188  golutions. Product revenue should grow at a CAGR of 61% from FY 06-
RoCE (%) 180 113 124 167  FYOQ8E dueto ramp-up in shipment of individual product lines.

Expect strong growth over next few years. While service revenues

ison a strong momentum, product businesswill contribute significantly
KEY FINANCIALS FY 09 onwards. We expect margins to improve from 17.5% in FY 06 to
;’;‘;‘Zf (?a“ft(l”sd:)g (m) iii 20% in FY 09E. We estimate profits to grow at a CAGR of 70% from
Market Cap. (US$ m) ,757 FY06-09. We have been conservative in our estimates as we expect
Past 3 yrs. Sales Growth (%) 36.2 greater vighility in FY 08 to build higher estimates for FY 09 onwards.
Past 3 yrs. NP Growth (%) 27.2
E:X:SEEZ sz;’“(t(y(;%) 32'3 Current valuations exclude products business: We have valued

0 .

Sasken's services business at an EV/EBITDA of 11x FYO08E, which

impliesa P/E of 15x FY 08E Services EPS. We have valued the products

businessat 2.8x FY 08E sales, implying a SOTP of Rs558, an upside of

26% from the current levels. We initiate coverage with a Buy rating.
STOCK DATA STOCK PERFORMANCE (1 YEAR)
52-Week Range 462/240

Sasken Comm (Rs) - LHS Rel. to Sensex (%) - RHS

Major Shareholders (as of September 2006) % 470 20
Promoters 27.1 m
Domestic Institutions 4.3 410 0
FlIs/FDIs 47.3
Others 21.3 350 ") -20
Average Daily Turnover 290 ‘ - -40
Volume (‘000 shares) 110.0
Value (Rs million) 41.8 230 -60
1/6/12 Month Rel. Performance (%) 3/22/-38 Nov-05 Feb-06 May-06 Aug-06 Nov-06
1/6/12 Month Abs. Performance (%) 10/28/23
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Niche player in Telecom R&D, will power services revenues

Sasken Communications is a niche player in the Telecom R&D services space
with specialty focus on the following segements. A) Network OEMs (original
equipment manufacturers), B) Semiconductor manufacturers, C) Terminal Devices
(handsets). The company is currently amongst the Top 3 offshore vendors from India in
each of its focus segments. Globally, outsourcing and offshoring to third party service
providers in these segments is expected to increase owing to significant cost pressures
that telecom companies worldwide are facing. We foresee good visbility for Sasken in
terms of growth given its expertise and association with industry leaders in each of these
segments.

Wireless dominance to help consolidate leadership amongst Network OEMs
Sasken derives 45-50% of its servicesrevenue from R& D and engineering services offered
to Network OEMs (~US$12m in 2QFY 07, US$34m in FY 06). The leading vendorsin the
market are Nortel, Lucent-Alcatel, Motorola, Ericsson and Nokia-Siemens. This is a
significantly large market; with an estimated annual R&D spend of US$20b by Tier |
players alone. Currently, the outsourced pie is much smaller at US$1.5b, of which
US$0.9-1b isoutsourced to India. Of these, third party vendors constitute close to 60-70%
of the market, while the remainder is with captive centers. We expect greater offshoring
in this segment over the next few years to drive business growth.

SASKEN'S OFFERINGS IN NETWORK OEMS

FOCUS AREA WITHIN SUB- STATE OF INDUSTRY/ SASKEN'S POSITION
NETWORK OEMS SEGMENT
Access Wireless Lower outsourcing at present. Customers spending is more

towards Wireless access. Sasken is the leader amongst
offshore vendors

Core Next Gen. Telecom spending high in this area. Sasken amongst top 3 vendors
Data Networks Another high spend area. Sasken has recently gained presence in
this space through the acquisition of Chennai based Integrated

Softech
Network Operations Services more horizontal in nature such as network planning,
Management Support competition is more intense here with several offshore vendors.
(0SS) Systems However, contribution to Sasken's revenue is small (~7.5% of
(0SS) service revenue)

Source: Company/ Motilal Oswal Securities

Sasken' top clients are leading network OEMs. These include three out of the top four
playersintheindustry, who together control nearly 60% of the global market. The company
has long-term MSAs (master services agreements) with these clients and is confident of
being able to gain traction as the offshore momentum in these clients picks up. In addition,
Sasken has recently signed an MSA with the fourth Tier | customer aswell, who controls
about 30% of the global market. With thistie-up, Sasken would have accessto clientswho
dominate nearly 90% of the total global network equipment market.
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R&D BUDGETS OF LEADING OEMS (CY2005)

COMPANY REVENUE (US$B) R&D BUDGET (US$B) % TO SALES
Siemens 92 6.3 6.8
Motorola 37 3.7 10.0
Nokia 32 4.6 14.2
Lucent-Alcatel 25 2.9 11.6
Ericsson 20 3.2 16.1

Source: Company/ Motilal Oswal Securities

Given Sasken's |leadership position amongst offshore vendorsin wireless technol ogies and
its presence in emerging technologies such as next generation and data networks, we
expect this business to register buoyant growth over the next few years.

Tier | clients to ensure significant business traction in semiconductors
Sasken derives 25%-30% of its service revenue from design services to semiconductor
companies. R&D budgets in the semiconductor industry are estimated to be high, at an
annual spend of US$10b, nearly equally distributed between both hardware and software
design. Offshoring inthissegment isdtill low; with India capturing about US$500m-US$600m
of the outsourced spend. Of this, around two-thirds of the business would be with the
captive centers of global semiconductor companies.

SASKEN'S OFFERINGS IN SEMICONDUCTORS

OFFERINGS REVENUE SERVICES POSITIONING
CONTRIBUTION OFFERED

Hardware Design 45% Application Specific Amongst top 3 offshore vendors
Integrated Circuits (ASIC)

Software Design 55% Chipsets, OS related software, Top offshore vendor in multimedia
Multimedia codecs, protocol codecs and protocol stacks, top
stacks, User Interfaces 3in OS and top 5 in Ul design

Source: Company/ Motilal Oswal Securities

R&D budgets in the software design space are expected to grow in single digits over the
next two years, which could result in greater offshoring of work to low-cost locations, with
India being a preferred destination. The leading playersin this segment include T1, ADI,
Renesas, Phillips, Freescale, and NEC.

R&D BUDGET OF SEMICONDUCTOR COMPANIES (CY2005)

COMPANY REVENUE (US$B) R&D BUDGET (US$B) % TO SALES
NEC 43.9 3.1 7.1
il 12.3 2.2 17.9
NXP 6.0 1.2 20.2
Freescale 5.8 1.2 20.5
ADI 2.4 0.5 20.7

Source: Company/ Motilal Oswal Securities

Sasken currently services four of the Top 5 and 6 of the Top 10 companiesin this space,
and isin negotiationsto sign up with another top player. While Sasken'stop client contributes
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close to 70% of business in this segment, management expects a strong ramp-up in its 2-
5 top clients, which islikely to propel growth over the next few quarters.

Terminal Devices: Botnia acquisition aids faster ramp-up, ups client base

Theterminal devicesdivison, which wasgtarted in 2003, has scal ed up quickly and accounts
for 30% of total revenue (in 2QFY 07); up from 15% in FY 06 due to fagter-than-company
average growth and acquisition of Finland-based Botnia Hitech (Botniaregistered revenues
of US$22m and profitsof US$3.6min FY 06, consolidated w.e.f. September 2006). Sasken
currently works with three of the Top 5 handset manufacturers in the world, which gives
it access to nearly 70% the terminal devices market. With acquisition of Botnia Hitech,
Sasken has gtrengthened its relationship with one of its top clients — the tie-up offers
possibility of greater account penetration and cross-selling dueto acquisition of capabilities
in mechanical design.

OFFERINGS IN TERMINAL DEVICES

SERVICES REVENUE CONTRIBUTION (%)
Software Design Product design, development and support 39

Product testing and validation 26
Hardware & Mechanical Design  Acquired through Botnia 35

Source: Company/ Motilal Oswal Securities

R&D expenditure in this segment is estimated at US$5b-US$6b per annum, with around
US$300m being offshored mostly to captive unitsin India. With handset priceson adeclining
trend, industry leaders in the handset market are increasingly looking at offshoring R&D
budgets. While Sasken is currently not amongst the top 3 vendors because of being a late
entrant, itisrevving up fast. Sasken iswitnessing strong traction from itstop customers at
present, with demand outstripping supply in this space. The Top 2 clients are expected to
grow robustly in the forthcoming quarters; with Botnia adding to growth in FY Q7. With
added services portfolio as well as stronger relations with some of the leading players
through Botnia, we expect growth in this segment to remain very strong.

SERVICES REVENUE BREAK-UP

FY06 FY0o7
Terminal .
A Terminal
Devices R
15% Devices N "
30% etw or|
OEMs
46%
Netw ork
OEMs
55%
Semiconductors Semiconductors
30% 24%

Source: Company/ Motilal Oswal Securities
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Products - success story envisaged

Sasken's product business is poised for take off, with significant launches of products
bearing Sasken's IP, anticipated from December 2006 onwards. Sasken's product lines
cut acrossaround 80% of theworld'stotal handset market in termsof offering functionality,
with a current targeted market of over 210m phones. Sasken's strongest presence currently
is in the smart phones segment — this is the fastest growing mobile phone category
worldwide, with estimated annual growth rates of 30-40% over forthcoming years. In a
scenario where handset manufacturers are trying to push down software costs to maintain
profitability, we believe Saskeniswell placed to capture asignificant chunk of the business
in this segment due to its cost-effective solutions and royalty revenue based on shipments.

Overview of the global handset market

The global handset market can be divided into low-cost phones, smart phones and
feature phones. Low-cost phones are the basic function phonesin the US$30-50 price
range, which have rudimentary features such as text messages, phone book etc. in
addition to voice functionality. At the other end of the spectrum are smart phoneswith
high-end operating systems such as Symbian, Windows or Linux along with several
enterprise applications and high resolution multimedia.

L ow-cost phones are estimated to reach 100m unitsin CY 06, while smart phones are
edimated at 150m units. The bulk of the total phone market is made up of feature
phones (~600m units), whose functionality falls somewhere between low-cost and
smart phones. Smart phones are expected to grow fast at an estimated 3%-40% YoY
growth compared with 11-12% for the total market.

Handset manufacturers such as Nokia, Motorola, Samsung, LG and Sony Ericsson
are dependent on silicon vendors such as Tl, Freescale, NXP, EMP and ADI for
providing the chipsthat form baseband processors (modems) and application processors
(for multimedia in smart phones). Players such as Nokia, Sony Ericsson own the
design for these chips or have captive units that own the design, while Motorola,
Samsung and LG also outsource design and development from third-party vendors
such as Sasken. In addition to the big handset manufacturers and silicon manufacturers,
there are numerous small-scale handset manufacturers such as Lenovo, Arema, NEC,
Sharp etc., who largely outsource design to third-party vendors to avail of cost
advantages.
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PRODUCTS - A SNAPSHOT

PRODUCT LINE FUNCTIONALITY TARGET ESTIMATED SIZE OF SASKEN'S
CATEGORY TARGET MARKET
M-Series Modems, Protocol stacks, All phone categories, Primarily in 3G, estimated at
software for the modem  since all types of phones 75-100m units by 2009, extension
subsystem require a baseband to other technology could
processor result in expansion of target
market
S-Series Multimedia and Smart phones 60m units at present, growing
messaging solutions at 30-40% YoY
E-Series Integrated solutions that  Feature phones Currently target 150m units

offers differentiated feat-
ure phones across
platforms and phone
segments

Source: Company/ Motilal Oswal Securities

S-Series to lead product growth

Smart phones currently congdtitute 18% of the global mobile handset market, and are
expected to grow at an estimated pace of 30%-40% CAGR from 2006-2009E. Over this
period, smart phones are expected to reach 30% of the global mobile handset market.

Smart phone features

Smart phones are high-feature phones that have two built-in processors - a baseband
processor for the modem subsystem and an application processor that runs an OS
such as Symbian, Linux or Windows and is capable of hosting high-end applications
such as Microsoft Office (for example). Thisis unlike low-cost phones that possess
only a baseband processor; or feature phones, which may also run co-processors
along with the baseband processor.

In the smart phone space, around 75% of the silicon is estimated to run on OMAP (Open
Multimedia Application Processor) technology that is provided by Texas Instruments Inc.
Sasken has considerable experience with OMAP technologies, having provided support
for OMAP right from version 15xx to the current 2420 series. Of the addressable market
for application processors in this space, Sasken is currently targeting a market size of
roughly 60m units which includes manufacturers such as NEC, Panasonic, Motorola,
Samsung and several ODMss based out of China and Taiwan.

Shipments from leading clients to pump in royalty revenue post-FY Q07

While Sasken already hasroyalty agreementsfor the S-Series product line on 3G technology
with one of the two major clients, significant royalty revenue for the S-Series is expected
to kick in with the launch of new handsets in December 2006 from the other major client,
also operating in this space. While royalty revenuein FY 07 islikely to be muted, the sale
of handsets carrying S-Series software in CY 07 is expected to result in increased royalty
revenue FY 08 onward. In FY 08, Sasken expects shipments to reach 7m-8m units as a
result of handset sales from three leading clients and 2-3 Taiwan-based ODMs.
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S-SERIES (NOS M)

Estimated target market in CY07 60
Estimated shipments for Sasken in CY07 7
Implied market share (%) 11.7
Estimated shipments for Sasken in FY09 - Worst case 8
Estimated shipments for Sasken in FY09 - Base case 11
Estimated shipments for Sasken in FY09 - Best case 13

Source: Company/ Motilal Oswal Securities

We expect the S-series to pogt royalty revenue of US$4m in FY 08 and US$7m in FY 09,
wherein it would contribute to 38% of total royalty revenue.

M-Series - handset shipments post FY07 to bring in healthy royalty revenue
The M-seriesline of products offers solutions for baseband processors of mobile handsets
that carry the modem subsystem. The key suppliers of silicon (chips) to handset
manufacturers are Texas Instruments, Freescale, NXP, EMP, ADI etc. Within the M-
Seriessuite, Sasken hasgained traction in the 3G evolution of GSM, having signed contracts
with a few leading silicon vendors, who in turn supply to leading handset manufacturers.
Shipments are expected to start in 1HFY 07. Of these, Sasken, through its semiconductor
partners, is expected to supply to roughly 6% of the world's UMTS/GSM 3G phones by
2009. Thisamountsto a potential 20m-25m in shipments for Sasken by 2009.

M-SERIES

WORST CASE BASE CASE BEST CASE
Estimated handset sales in FY09 (Nos b) 0.99 1.07 1.12
Estimated market share of 2 leading players (%) 4.5 5.3 6.0
Sasken's share in the above (%) 25 25 33
Estimated shipments by Sasken in FY09 (Nos m) 11 14 22

Source: Company/ Motilal Oswal Securities

TDSCDMA (China) could add to revenue from M-Series

Sasken also has some wins in the TDSCDMA space, the CDMA standard in China.
TDSCDMA licenses are expected to be handed out in May 2007, and a majority of the
phones launched could be dual mode GSM/TDSCDMA phones. Sasken has contracts to
offer solutions to two of the key players in this space, which could also add to revenue
from M-Series post FY 08.We expect the M-series to post royalty revenue of US$2.4min
FY 08 and US$7m in FY 09, wherein it would contribute to 38% of total royalty revenue.

E-Series - the ace in the pack

The E-series product line offersintegrated solutionsfor the feature phones category, which
congtitutes close to 70% of the global phone market. However, Sasken's target segment is
a smaller subset comprising Tier 11 vendors and ODMs (Lenovo, NEC, PMC, Sharp,
Compal, Arima, CMCSetc.). Thisconstitutes about 250m phones at present. The primary
advantage that E-series presents over competing products and inhouse design isiits ability
to extend processor performance on low-cost phones to much higher application capacity

6 November 2006
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without the addition of co-processors. In terms of savings per phone, thiswould amount to
saving of US$4-5/phone on account of reduction of co-processor requirements.

The E-series is yet to contribute meaningfully to revenue and is till in the investment
phase. The company is currently in negotiations with three potential clients and is hopeful
of winning the deal with at least 2 of the 3 clients, in FY 08. In the case of deal winsaround
March 2007, shipmentsare likely to commence from July-August 2007, with an estimated
shipment of 2m units per client in FY 08. We however believe that thisistoo optimistic and
anticipate shipments of 1m in FY 08 from the E-Series. Royalty per unit is higher in the
case of E-series, which is expected to trandate into revenue of US$1.5m in FY 08 and
US$4.5min FY 09, wherein it would contribute to 24% of total royalty revenue.

License fee, customization and AMC to add US$6m-US$8m p.a.

In addition to royalty revenue from the individual product lines, Sasken would also receive
license fee, customization revenue and AMC revenue. Based on existing contracts,
managements expect revenue of US$4-5m, with US$2-3m as new deal wins every year.
AMC revenue, which iscurrently low dueto lack of shipments, isexpected to pick up post
FY 08 when product lines would come out of the warranty periods for some customers.
We expect this revenue component to increase post-FY 08, whereby it would compensate
for the lower license fee revenue due to the shift to the royalty-based revenue mode.

Third party competition for Sasken's products is minimal

The company's flagship product in the E-series "Aria" includes integrated application for
feature phones, including development environments and tools for Ul design. The only
comparable product present in the market is TTPCom's "Ajar”, which is currently used
exclusively by Motorola (through the purchase of TTPCom). The management expects
new competitors to emerge as the internal software groups are spun out of failing handset
and slicon companies.

The company faces minimal third party competition in the M-series and S-series as well,
with a single third party competitor for S-series (Packet Video) and possible competition
for M-seriesfrom the spin out of internal software groups. Lack of meaningful competition
gives Sasken an edge in an environment wherein handset manufacturers are looking at
increasingly cost effective solutions through third party vendors.

6 November 2006
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Financials and valuations

Given the strong volume growth anticipated in the services business in each of the focus
segments of Sasken after the Botnia acquisition, we expect services revenue to grow at a
CAGR of 50% over FY 06-FY08E. Product revenue is expected to grow at a CAGR of
61% over the same period dueto ramp-up in shipment of individual product lines. Products,
which are currently loss making, are expected to make some operating profit in FY 08, and
would start contributing positively to margins and profits from FY 09 onwards.

PRODUCTS TO PICK UP POST FYO7

[ Services (Rs m) - LHS Products (Rs m) - LHS —#— Product Contribution (%) - RHS
10,000 16
7,500 12
5,000 8
2,500 l 4
FY05 FY06 FYO7E FYO08E FYO9E

Source: Company/ Motilal Oswal Securities

Services margins likely to be impacted by wage pressures

Services margins are expected to decline from the current levels of 24% due to risng
wage cogts and also due to our expectation of higher employee incentives, as the company
triesto contain itshigh attrition levels. Additionally, the company isalso investing in sales
and marketing activities and plans to expand the sales team, which is likely to result in
higher expenditure. While the company's SEZ plans are yet to be finalized, the company
could lease facilities to meet itsimmediate requirements. Therefore we do not expect any
major savings from G&A costs also. However, expected price increases (billing rates are
gtill lower compared with some peers) are likely to contain any steep eroson in margins
dueto higher costs. Consequently, we expect services marginsto declinein theforthcoming
years.

Greater product composition and expected breakeven to improve overall margins
The products businessis expected to start making operating profitsin FY 08 (management
expectslikey operating breakeven in 4QFY 07 itsdlf), which would result in overall margins
increasing YoY. Conseguently, we expect margins to improve from 17.5% in FY06 to

6 November 2006
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20.3% in FY08E, which would result in faster profit growth over the same period. We
expect profits to reach Rs883m by FY 08E, a CAGR of 72.5% over FY 06-FY O8E.

OPERATING MARGINS TO IMPROVE WITH PRODUCTS BREAKEVEN

Revenue (Rsm) - LHS —@— OPM (%) - RHS

8,000 25
6,000 20
4,000 15
2,000 10
0 5

FY04 FYO5 FY06 FYO7E FYO8E

Source: Company/ Motilal Oswal Securities

Equity dilution likely for facility expansion/working capital needs

Sasken has already passed an enabling resolution to raise close to US$50m through equity
dilution or FCCBsfor the purpose of facilities expans on, working capital requirement and
inorganic growth. However, we believe that with the Botnia acquisition as well as
management'sfocusin terms of the growing product business, we do not foresee acquisition
in the near term, in which case, dilution could be below US$50m. However assuming
dilution at Rs475, total dilution with US$50m raising will be around 17%.

Sum-of-the-parts valuation proposes upside of 26.5%, Buy

Wehavevalued Sasken's servicesbusinessat an EV/EBITDA of 11xFY 08E, whichimplies
aP/E of 15x FY O8E ServicesEPS. Current valuationsat 14.2x FY O8E earnings, therefore,
exclude the valuations of the products business. We have valued the products business at
2.8x FY 08E sales (v/sacquisition of TTPCom by Motorolaat 2.8x sales, TTPCom register
revenues of Pounds 37m and loss of Pounds 26m in FY 06), implying atotal share price of
Rs558, an upside of 26.2% from the current levels. We initiate coverage with a Buy
rating.

6 November 2006

12



MoTiLAL OSWAL

SUM OF PARTS VALUATION

Sasken Communication

PARTICULARS (RS M)

REMARKS

Services Business

FYO8E EBITDA 1,418

EV/EBITDA multiple x 11.0  Assuming product to breakeven in FY08, 11xFYO8E

FYO8E EBITDA service EBITDA, values services business by
15x FYO8E Services EPS

Services EV 15,597

Value per Share (Rs) 513

Product Business

FYO8E Sales 716

EV/Sales multiple x 2.8  TTP.com getting acquired by Motorola at 2.8x Sales despite

FYO8E Sales it was loss making with high client concentration.

Product EV 2,006

Value per Share (Rs) 66

Total EV 17,604

Less: Current Debt 1,035

Add: Current Cash and Bank 412

Net EV 16,981

Current O/S Shares (m) 28.0

Expected dilution from likely 2.4 We have taken dilution (at Rs475 per share) to the extent
of only 50% of likely US$50m fund raising as we believe
that fund requirements for facility expansion and working
capital would be lower than US$50m

Likely Diluted Equity 30.4

Shares (m)

Value per share (Rs) 605

(without Dilution)

Upside from Curr. Levels (%) 37.1
Value per Share (Rs) 558
Upside from Curr. Levels (%) 26.2

with likely dilution at Rs 475/share

COMPARATIVE VALUATIONS

Source: Company/ Motilal Oswal Securities

SASKEN HCL TECH TECH MAHINDRA
PIE (x) FYO7E 24.5 20.9 19.9
FYOSE 14.2 16.9 16.4
EV/Sales (x) FYO7E 2.6 2.9 4.0
FYO8E 1.8 2.1 2.8
EV/EBITDA (x) FYO7E 13.8 13.1 171
FYOSE 8.3 10.0 13.3

Source: Motilal Oswal Securities
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Concerns

Product revenue dependent on handset shipments by clients

Our edtimates for product revenue and profitability assume average success of handsets
launched by Sasken's clients. Failure of handsets in the market could result in potential
downside to revenue from the products business.

Dependence on one single vertical could impcat revenue in the case of dowdown
Both products and services revenues are currently aligned to one single business vertical
viz. Telecom. Any dowdown in this sector would have a significant impact on Sasken's
revenue and profitability dueto lack of risk mitigation

Sustaining royalty/unit could be a challenge with declining technology costs
Maintaining royalty/unit would be a challenge for Sasken in a technology intensive
environment where technology costs are declining on a continuous basis. Also, royalty will
be linked to handset prices, which generally are on a declining trend. Any significantly
declinein royalty/unit could impact revenue and profitability significantly.

Services billing rates lower than peers

Services hilling rates continue to remain lower versusindustry peers. Our model factorsin
certain increases in billing rates that would help contain margin eroson. Any negative
impact on billing rates could impact services margins significantly.

Supply side concerns could result in margin pressure

Supply side concerns for services business continue to plague the company with attrition
levelshigh at +20%. Whilst management iscurrently adopting measuresto contain attrition,
ongoing attrition could lead to higher margin pressure in services business.

6 November 2006
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INCOME STATEMENT (RS MILLION)
Y/E MARCH 2005 2006 2007E 2008E 2009E
Sales 2,418 3,081 5,047 7,030 8,984

Change (%) 455 27.4 63.8 39.3 27.8
Software Develop. Exp. 1,523 2,005 3,255 4,254 5,520
SG&A 533 538 894 1,352 1,667
EBITDA 362 538 898 1,424 1,796

% of Net Sales 15.0 175 17.8 20.3 20.0
Depreciation 148 236 215 281 330
Interest 5 1 72 96 96
Other Income 37 64 46 100 104
PBT 245 365 657 1,148 1,474
Tax 17 69 142 265 332

Rate (%) 7.1 18.8 21.6 23.1 225
PAT 228 297 515 883 1,143

Change (%) 243 30.3 736 71.4 29.4
Extra-ordinary Items 0 68 0 0 0
Reported PAT 228 229 515 883 1,143

Change (%) 24.3 0.6 124.8 71.4 29.4

E: MOSt Estimates

ASSUMPTIONS 2005 2006 2007E 2008E 2009E
Services Revenue (Rs m) 2,078 2,806 4,734 6,313 7,860
As % of total revenue 86.0 91.1 93.8 89.8 87.5
Product Revenue (Rs M) 339 275 314 716 1,123
As % of total revenue 14.0 8.9 6.2 10.2 125

Services - Revenue Mix (%)

Onsite 22.3 17.6 28.2 30.7 30.1
Offshore 56.1 72.8 66.1 63.0 63.6
Fixed Price 21.6 9.7 5.7 6.3 6.3

E: MOSt Estimates
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MoTiLAL OSWAL

BALANCE SHEET

Sasken Communication

(RS MILLION)

Y/E MARCH 2005 2006 2007E 2008E 2009E
Share Capital 171 279 284 287 290
Share Premium 613 2,802 2,844 2,940 3,051
Reserves 635 768 1,185 1,867 2,749
Net Worth 1,419 3,850 4314 5,094 6,090
Loans 15 12 1,035 1,030 870
Deferred Tax Liability 0 -2 -4 2 17
Capital Employed 1,434 3,860 5,345 6,126 6,977
Gross Block 1,603 1,895 4,437 4,837 5,387
Less : Depreciation 733 918 1,257 1,538 1,868
Net Block 870 977 3,179 3,298 3,518
CWIP 34 50 50 50
Investments 1,865 365 365 365
Capitalized Software Product Costs 141 392 252 112
Curr. Assets 889 1,223 2,358 3,309 4,948
Debtors 541 653 1,316 1,356 2,058
Cash & Bank Balance 109 151 478 890 1,521
Loans & Advances 237 385 534 1,013 1,308
Other Current Assets 2 33 30 50 60
Current Liab. & Prov 338 381 999 1,147 2,015
Current Liabilities 254 266 718 547 1,070
Provisions 84 115 281 600 946
Net Current Assets 551 842 1,359 2,162 2,932
Capital Employed 1,434 3,860 5,345 6,126 6,977
E: MOSt Estimates
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MoTiLAL OSWAL

Sasken Communication

RATIOS
Y/E MARCH 2005 2006 2007E 2008E 2009E
Basic (Rs)
EPS 13.5 10.6 18.0 31.1 39.9
Cash EPS 22.3 19.1 25.5 41.0 51.4
Book Value 84.3 137.8 153.6 179.6 212.6
DPS 3.0 3.0 3.6 6.2 8.0
Payout % (Incl.Div.Taxes) 22.2 36.6 20.0 20.0 20.0
Valuation (x)
P/E 32.7 41.6 245 14.2 111
Cash P/E 19.8 23.2 17.3 10.8 8.6
EV/EBITDA 29.4 26.7 13.8 8.3 6.3
EV/Sales 3.0 4.0 2.6 1.8 1.3
Price/Book Value 5.2 3.2 2.9 2.5 2.1
Dividend Yield (%) 0.7 0.7 0.8 1.4 1.8
Profitability Ratios (%)
RoOE 17.8 11.3 12.6 18.8 20.4
RoCE 18.0 11.3 12.4 16.7 18.6
Turnover Ratios
Debtors (Days) 66 71 71 69 69
Fixed Asset Turnover (x) 0.7 0.6 0.9 0.7 0.6
Leverage Ratio (x)
Debt/Equity Ratio (x) 0.0 0.0 0.3 0.2 0.2
E: MOSt Estimates
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MoTiLAL OSWAL Sasken Communication

CASH FLOW STATEMENT (RS MILLION)
Y/E MARCH 2005 2006 2007E 2008E 2009E
CF from Operations 353 391 772 1,305 1,619
Cash for Working Capital -124 -306 -210 -475 -199
Net Operating CF 229 85 562 831 1,420
Net Purchase of FA -239 -331 -2,433 -400 -550
Capitalisation of Product Development Cost 0 -141 -250 0 0
Net Purchase of Invest. 23 -1,799 1,546 100 104
Net Cash from Invest. -215 -2,271 -1,138 -300 -446
Proceeds from Equity. 105 2,291 47 99 114
Proceeds from LTB/STB 10 -3 1,023 -5 -160
Interest Paid -5 -1 =72 -96 -96
Dividend Payments -43 -58 -96 -117 -201
Cash Flow from Fin. 68 2,229 903 -119 -343
Free Cash Flow -10 -246 -1,871 431 870
Net Cash Flow 81 43 327 411 631
Opening Cash Balance 27 109 151 478 890
Add: Net Cash 81 43 327 411 631
Closing Cash Balance 109 151 478 890 1,521

E: MOSt Estimates
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NOTES
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For more copies or other information, contact
Institutional: Navin Agarwal. Retail: Manish Shah, Mihir Kothari
Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal .com

Motilal Oswal SecuritiesLtd, 3rd Floor, Hoechst House, Nariman Point, M umbai 400 021
This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal

Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Sasken Communication Technologies
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.
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