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« Sales growth continues to remain low, margin improvement and other income boost profits: Patni Computer
reported revenue of Rs6.8b, a decline of 2.4% QoQ. Operating margins (adjusted for depreciation) improved by
130bp during the quarter dueto better utilization rates, higher offshore composition and lower SG& A. Net profit was
up 10.9% to Rs1.13b driven by margin expansion, higher other income and lower tax rate during the quarter.

= Absence of full year guidance indicates low revenue visibility: Unlike last year, wherein Patni issued full year
guidance, this time Patni has issued guidance only for 1QCY07. Patni has guided for revenue of US$155m (almost
flat QoQ) and net profit (excluding forex gain/loss) decline to US$22.5-US$23m (decline of 10.5%-12.5% QoQ).
Given the bullishness witnessed in the sector recently in terms of demand outlook and volume growth, we are
disappointed by this muted growth expectationin CY07.

 Attrition rises further to 27.4%, expect significant wage pressures ahead: Attrition increased to 27.4% from
24.5% in 3QCY06. While Infosys expecting offshore wage hike of 13-15% for FY 08, Patni’s management expects
higher wage hikesin CY 07 (15-20% offshore and 4-5% onsite). Patni likely to under perform peersin CY07 aswell.

« Valuation and view: Weremain unconvinced on Patni’s organic growth prospects over the near term. With consistent
out performancein the EBITDA margins, we have revised our CY 07 and CY 08 EPS upward by 1% each to Rs30.9
and Rs36.9 respectively. Though current valuation at 14.1x CYO7E and 11.8x CY O8E are not expensive, we do not
foresee any major visibility in organic revenues in the near term to warrant any significant re-rating. We continue to
remain Neutral. We believe that near term trigger could be inorganic growth opportunity which management is
actively considering to diversify in new geographies, new verticals, and new services lines.

QUARTERLY PERFORMANCE (Rs Million)
Y/E DECEMBER CYO05 CYO06 CYO05 CY06
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q

Revenues 4337 4,730 5197 5,569 5,776 6,561 6,971 6,805 20,242 26,112

Q-0-Q Change (%) 8.1 9.1 9.9 7.2 3.7 13.6 6.3 -2.4 38.9 29.0
Direct Expenses 2,516 3,007 3,285 3,441 3,593 4,273 4,344 4,215 12,499 16,424
Sales, General & Admin. Expenses 846 908 977 1,023 1,160 1,298 1,215 1,123 3,818 4,796
Operating Profit 976 816 935 1,106 1,022 990 1,413 1,467 3,925 4,893

Margins (%) 22.5 17.2 18.0 19.9 17.7 15.1 20.3 21.6 194 18.7
Other Income 40 68 92 -78 11 187 77 172 115 446
Depreciation 145 160 176 189 193 205 202 239 684 839
Provisions 0 1
PBT bef. Extra-ordinary 872 723 851 840 840 972 1,288 1,400 3,356 4,501
Provision for Tax 189 102 138 179 197 201 264 265 620 928

Rate (%) 21.7 141 16.2 21.3 235 20.7 20.5 18.9 18.5 20.6
Net Income bef. Extra-ordinary 682 621 714 661 642 770 1,024 1,135 2,736 3,573

Q-0-Q Change (%) -5.8 -9.0 15.0 -7.4 -2.8 19.9 32.9 10.9 4.7 30.6
Extra-ordinary items 0 0 0 0 0 917 0 0 0 917
Net Income aft. Extra-ordinary 682 621 714 661 642 -147 1,024 1,135 2,736 2,655

Q-0-Q Change (%) -5.3 -9.0 15.0 -7.4 -2.8  -1229 596.6 10.9 4.6 -2.9

E: MOSt Estimates
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Sales growth continues to remain low, margin
improvement and other income boost profits
Patni Computer reported revenue of Rs6.8b, lower than
our estimate of Rs6.9b. In dollar terms, revenue was up
1.7% to US$154.3m, marginally higher than our estimate
of US$153.3m. Underlying volume growth was muted at
around 2%QoQ, the lowest in our coverage universe due
to slowdown in top clients during the quarter.

However onthe EBITDA front, Patni has registered higher
than expected margin at 21.6% (adjusted for Depreciation,
versus expectation of 19.5%, reported EBIT margins were
18.1% v/s estimate of 16.1% and 17.4% in 3QCY06).
Higher margins were on account of higher than expected
utilisation rate improvement (improved by 140bp QoQ v/s
estimate of 50bp) and offshore revenue growth. During
3QCY06, Patni has reduced its employee strength by 180
employees. All these factors have lead to savings of 40bp
ingross margins despite 100bp impact of rupee appreciation.

While S& M expenseshdd steady, G& A reduced 80bp during
the quarter. Consequently, operating margins (adjusted for
depreciation) improved by 120bp during the quarter. Other
income at Rs172m was higher than our estimate of Rs85m
despite lower than expected forex loss of Rs26m. There
was also write back of certain coststo thetune of US$1.7m
during the quarter. Effective tax rate at 18.9% was lower
due to higher offshore revenue (v/s 20.5% in 3QCY06).
Net profit (before extraordinary) was up 10.9% to Rs1.13b
(v/s our estimate of Rs95b) driven by margin expansion,
higher other income and lower tax rate during the quarter.

Business metrics continue to be lackluster (in
rupee terms)

Top clients (excluding top 2-5) declined during the quarter
due to budgeting cycle and vendor consolidation with one
of thetop client. Revenue from this client would declinein
1QCY07 aswdl dueto transition of work to another vendor,
which would impact revenue growth during the quarter
(management is claiming that they will continue work with
the client, however volume will decline significantly).

Patni Computer Systems

TOP CLIENTS PERFORMANCE - RUPEE TERMS (RS M)

DECO5 MARO6 JUNO6 SEP06 DECO6
Top Client 986 953 951 983 919
QoQ Growth (%) -19.3 -3.3 -0.2 3.3 -6.5
Top 2-5 Clients 1,202 1,346 1,548 1,589 1,667
QoQ Growth (%) 10.6 11.9 15.1 2.7 4.9
Top 6-10 Clients 769 895 1,043 1,025 966
QoQ Growth (%) 30.1 16.4 16.5 -1.8 -5.7

Source: Company/Motilal Oswal Securities

Except Telecom, all major verticals declined during the
quarter, with Financial Services declining by a sharp 10.5%.
The management expects BFSI to revive post 1QFY07.
Management has also sited that typically for Patni growth
in 1Q and 4Q arelower, however underperformanceis much
higher than the peers, which is disappointing.

REVENUE BY VERTICAL - RUPEE TERMS (RS M)

DECO5 MARO6 JUNO6 SEP0O6 DECO6
Insurance 1,415 1,392 1,522 1,617 1,531
QoQ Growth (%) -1.0 -1.6 9.4 6.3 -5.3
Manufacturing 1,164 1,172 1,404 1,568 1,511
QoQ Growth (%) 1.3 0.7 19.7 11.7 -3.7
Financial Services 869 913 1,017 1,087 973
QoQ Growth (%) -5.6 5.0 11.4 6.9 -10.5
Telecom 969 1,092 1,312 1,192 1,320
QoQ Growth (%) 25.1 12.6 20.2 -9.2 10.7
Product Engineering 540 578 636 739 694
QoQ Growth (%) 46.4 6.9 10.2 16.1 -6.1

Source: Company/Motilal Oswal Securities

Absence of full year guidance indicates low
revenue visibility, negative in a favorable demand
scenario with peers having improved visibility

Unlike last year, wherein Patni issued full year guidance,
the company has issued guidance only for 1QCY Q7. Patni
has guided for revenue of US$155mand net profit (excluding
forex gain/loss) of US$22.5-US$23m, which assumes flat
revenue growth and 10.5%-12.5% decline in net profit
(excluding forex gain/loss) in dollar terms for 1QCY07.
Margins (EBIT) are expected to decline by 120-130bp in
1QCY07 due to investments in Sales & Marketing (50-
60bp), increased depreciation (20bp), lower utilization and
other factors (50-60bp). The management expects vendor
consolidationin atop client and budgeting cycle in another
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top client to result in muted growth in 1QCYO07, but
anticipates better growth rates post 1QCY 07 with pick up
in 2HCY Q7. However, given the bullishness witnessed in
the sector recently in terms of demand outlook and volume
growth expectations for FY 08, we are disappointed by this
guidance.

Attrition rises further to 27.4%, expect significant
wage pressures ahead

Attrition continues to an increasing phenomenon; LTM
attrition increased to 27.4% from 24.5% in the previous
quarter (though management claims that absolute attrition
have declined marginally). Whilethe leaderslike Infosysis
currently anticipating wage hike similar to FY 07 (offshore
hike of 13%-15%), Patni’s management expects higher
wage hikesin CY07. Thecompany islooking at wage hikes
of 15%-20% offshore and 4%-5% onsite (CY06 salary
hikes of 8% onsite and 17% offshore were higher than
industry average of 3%-5% onsiteand 13%-15% offshore).
Wage inflation will continue to put pressure on margins
despite management’s efforts to increase the employee
productivity and G& A cost.

INCREASING ATTRITION TO TRANSLATE INTO GREATER WAGE PRESSURE

== Net Addition (Rs m) - LHS Attrition (%) - RHS
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Source: Company/Motilal Oswal Securities

Patni Computer Systems

Patni likely to under perform peers in CY07 as
well

In terms of business metrics, we still believe that Patni lags
its peers due to high client concentration and client mining
(number of clientswith morethan $5-10mrevenuesislesser
than peers). While Europe revenues have grown at 52%
QoQ to 15% contribution (9.7% in 3QCY06), it still lags
peers, which have over 20% of revenue coming from this
high growth area. Management believes that the growth
driverswill be Product Engineering and ISV. Theseverticals
together contribute 14.4% to overall revenues and are not
likely to make a big impact on overall organic revenue
growth in the near term.

Margins haveincreased steadily over thelast three quarters
due to improvement in internal efficiencies. However,
volume growth and ramp up in employee base remains
unappealing compared to the rest of the sector. Post the
December quarter, industry leaders have clearly indicated
that volume growth in FY08 is likely to be strong due to
greater offshoring. In such a scenario, we believethat Patni
is clearly far behind in terms of volume growth. While
industry peers arewitnessing 2%-5% price hikesin renewals
and between 3%-10% in new contracts, Patni maintains
that it iswitnessing only marginal increasesin pricing. This
is dueto high client concentration and presence of high GE
revenue, where hilling rates are lower.

Valuation and view

We remain unconvinced on Patni’s organic growth
prospects over the near term. With consistent out
performance in the EBIDTA margins, we have revised our
CYO07 and CY08 EPS upward by 1% each to Rs30.9 and
Rs36.9 respectively. Though current valuation at 14.1x
CYO7E and 11.8x CYO8E are not expensive, we do not
foresee any major visibility in organic revenues in the near
term to warrant any significant re-rating. We continue to
remain Neutral. We believe that near term trigger could
be inorganic growth opportunity which management is
actively considering to diversify in new geographies, new
verticals, and new services lines.
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Patni Computer Systems

Patni Computers Systems: an investment profile

Company description

Patni is the sixth largest Indian IT services company
employing more than 12,800 people. It services close to
250 clients and is one of the largest vendors for GE with
annual business of closeto US$100m from it. Its other key
clientsinclude SBC, Guardian, MetLife, Gillette, CocaCola,
Oracle and State Farm Insurance.

Key investment arguments

« One of the beneficiaries of the current preference for
offshore vendors by global clients.

« Significant presence in the BFSI and Manufacturing
segments.

Key investment risks

« High client concentration with GE accounts for around
14% of revenues.

« Limited diversification in services and domain would
necessitate acquisitions, which could bemargin dilutive.

&« Cost pressures dueto high attrition could lead to higher
pressure on margins and impact profitability.

COMPARATIVE VALUATIONS

Recent developments

« Ranked as the global leader in engineering services in
a research study conducted by Global Services and
neol T.

« \Was recognized as one of ‘The Giant 100" companies
at the CIO Sympaosium and Award ceremony.

Valuation and view

= Revenue CAGR of 23% and net profit CAGR of 20%
over CY06-08.

& Though valuations at 14.1x CYO7E and 11.8x CY08E
are not expensive, lowest visibility in earnings do not
warrant any rerating.

= Maintain Neutral.

Sector view

« Various CIO surveys indicate increasing share of
offshore spending in IT budgets.

« Indian offshore vendors gaining market share in
competition with MNCs.

« Prefer large companies as bulk of volumes going to
them while niche players benefit dueto lack of offshore
competition.

EPS: MOST FORECAST VS CONSENSUS (RS)

PATNI HCL TECH. SATYAM MOST CONSENSUS VARIATION
P/E (x) FYO7E 16.9 19.8 23.2 FORECAST FORECAST ©0)
FYO8E 14.1 16.7 18.9 CY07 30.9 30.1 2.5
P/BV (X) FYO7E 2.5 4.8 5.8 CY08 36.9
FYO8E 2.2 4.4 4.6
EV/Sales (x) FYO7E 1.8 3.2 4.3 TARGET PRICE AND RECOMMENDATION
EYOSE 1.4 2.4 3.1 CURRENT TARGET UPSIDE RECO.
EV/IEBITDA (x)  FYO7E 9.5 14.3 18.2 FRICE (75) FRICE (5) ©0)
FYOSE 7.1 10.9 14.1 437 - - Neutral
STOCK PERFORMANCE (1 YEAR)
SHAREHOLDING PATTERN (%6) ——— Patni Computer (Rs) - LHS Rel. to Sensex (%) - RHS
DEC 06 SEP-06 DECO5 550 8
Promoter 44.1 44.2 447 475 WaksH\ -12
Domestic Inst 3.4 4.6 1.8 400 7“"\# = *ﬁwﬂ"%‘vﬂi -32
Foreign 50.3 49.0 51.7 325 W S\ ’ APy 52
Others 2.2 2.2 1.8 250 72
Feb-06 May-06 Aug-06 Nov-06 Feb-07
4
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INCOME STATEMENT (Rs Million) RATIOS
Y/E DECEMBER 2004 2005 2006 2007E 2008E Y/E DECEMBER 2004 2005 2006E 2007E 2008E
Sales 14,574 20,242 26,112 31008 39,359 Basic (Rs)
Change (%) 256 38.9 29.0 B7 269 EPS 20.6 218 258 30.9 36.9
Cost of Goods Sold 8395 12499 16,424 20,086 26255 Cash EPS 34.4 39.9 48.4 618 78.4
Book Value 99.3 159.5 2.4 189.8 222.3
Gross Profit 6,179 7,743 9,688 10,922 13,144
SG&A Expenses 2,688 3,81 4,796 4,893 5,897 valuation (x)
3,491 3,925 4,893 6,030 7,247 PIE 201 9 wl us
EBITDA , , . . ,
Cash P/E 10.9 9.0 71 5.6
% of Net Sales 24.0 9.4 8.7 0.4 8.4 EV/EBITDA 07 06 75 57
Depreciation 505 684 839 1147 1461 ' ' ) )
Other Income 48 B 446 480 590 EVisales 21 18 n 1
Interest expense 0 0 0 0 0 Price/Book Value 2.7 2.7 23 2.0
PBT 3,034 3,356 4,500 5,362 6,376 Profitability Ratios (%)
Tax 423 620 928 1092 1,275 ROE 25.8 16.8 16.8 175 7.9
Rate (%) B9 B5 20.6 204 200 RoCE 29.9 20.6 212 220 24
PAT 2,612 2,736 3,572 4,270 5,101
Turnover Ratios
Change (%) 33.9 47 30.6 0.6 9.4 Deb b ; 5o 7 59 73
Extr-ord Items 44.3 00  9m4 0.0 0.0 ebtors (Days) 8
Net Income 2,567 2,736 2,654 4,270 5,101 Asset Turnover (x) 36 3.2 3.0 26 26
Change (%) 316 6.5 -3.0 60.9 9.4
Leverage Ratio
Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0
BALANCE SHEET (Rs Million)
Y/E DECEMBER 2004 2005 2006E 2007E 2008E
Share Capital 240 269 276 276 276
Share Premium 7,828 1206 13,356 3,356 13,356 CASH FLOW STATEMENT (Rs Million)
Other Reserves 4413 6,572 8,801 12,599 17,087 004 7005 2006E
Net Worth 12,480 20,047 22,434 26,232 30,720 2007E 2008E
Loans 28 31 17 25 25 CF from Operations 2,680 3,102 3,891 5,037 5,843
Capital Employed 12,509 20,078 22,451 26,257 30,745 Cash for Working Capital 574 -214 1016 -769 -1725
Net Operating CF 2,106 3,317 2,875 5,805 7,568
Gross Block 4,096 6,342 8,668 1868 15,368
Less : Depreciation 1713 2,281 3,120 4,268 5,729
Net Block 2383 4,061 5547 7.600 9,638 Net Purchase of FA 2,354 2,499  -2,326 3,200  -3,500
Other assets 1846 1946 2,826 2,103 2,631 Net Purchase of Invest. 1256 -2,526 744 -1000  -1,000
Investments 3705 625 7,000 8,000 9,000 Net Cash from Invest. -3,610 -5,025 -3,070  -4,200 -4,500
Curr. Assets 7,570 11,425 12,353 14,697 19,283
Debtors 3,16 3,284 5,157 5,037 7,903 Proceeds from Equity Rais 2,803 5,240 158 0 0
Cash & Bank Balance 3,338 6,568 6,158 7,287 9,817 Proceeds from LTB/STB -3 -15 -u 8 0
Loans & Advances 0 0 0 0 0 Dividend Payments -B32 -288 -358 -484 -539
Other Current Assets wmre 1ers o 1088 2373 I3 cash Flow from Fin. 2,658 4,937 214 -476  -539
Current Liab. & Prov 3,232 4,067 5,524 6,184 9,611
Creditors 159 242 359 51 496 Free Cash Flow -248 818 549 2,605 4,068
Other liabilites 2,843 3,612 4,097 3,973 5,908 Net Cash Flow 1154 3,229 409 1129 2,529
Provisions 230 2B 1068 2,060 3,208
Net Current Assets 4,339 7,358 6,830 8,514 9,671 Opening Cash Balance 2,184 3.338 6,568 6.158  7.287
Add: Net Cash 1154 3,229 -409 1129 2,529
Deferred Tax 236 456 248 40 -195 )
Application of Funds 12,509 20,077 22,451 26,257 30,745 Closing Cash Balance 3,338 6,567 6,159 7,287 9,817
E: MOSt Estimates
5
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Motilal Oswal SecuritiesLtd, 3rd Floor, Hoechst House, Nariman Point, Mumbai 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 Patni Computer Systems
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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