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MANAGEMENT MEET UPDATE v ICSA India Ltd (ICSA)

UNRATED

Embedded to save resources...
Yash Gadodia

ICSA (India) is a Rs 1100-crore company, with embedded products  Yish.gadodia@icicisecurities.com
and infrastructure project services as offerings. The company

primarily addresses the energy saving needs of Indian power  Srishti Anand

distribution companies (DISCOM) as they face huge aggregate Srishti.anand@icicisecurities.com
technical and commercial losses. ICSA has unique metering products
for the power sector like intelligent automatic meter reading (IAMR),
theft detection device (TDD), distribution transformer monitoring system (DTMS), which are
patented and others for pipeline application.

Business model

The company has almost 70% of its current order book of Rs 2010 crore from infrastructure project
and services while the rest is from embedded solution, which is executable over the next 18 months.
Previously, the company used to derive almost 65% of its revenue from embedded products but due
to delay in release of funds by the government for Accelerated Power Development and Reforms
(APDRP) Il scheme and Rajiv Gandhi Grameen Vidyutikaran Yojna scheme (RGVVY), the company’s
revenue mix has changed completely. The company has a strong in-house built in capabilities with an
R&D team of 120 people, who do high value added work, beginning from research, product design,
product development, product testing and pilot deployment. Low value services like manufacturing of
hardware and deployment is outsourced. Therefore, it has a capital light revenue model for
embedded solutions.Therefore, the embedded products business is high margin and is less capital
intensive whereas the infrastructure project services are low margin and capital intensive projects.
This is the reason that the EBIT margins and return ratios for the company have dipped and will be
under stress in the near term.

Going forward

Since we are at the mid way mark of the Eleventh Plan proposed by the government to improve the
status of DISCOMs, we believe the funds under APDRP Il and RGVVY will start getting released by the
end of FY10. This will help he company to get huge incremental orders for its embedded solution.
This will once again change their revenue mix to 60:40 for embedded products to infrastructure
services from 40:60 today. This will not only bolster its operating margin but also boost revenue
growth as well as return ratios.

The company is currently trading at more than 48% discount to other midcap IT players in terms of
P/E(x) FY11 EPS or EV/EBITDA(x) FY11 EBITDA. It is trading at very attractive valuations given its
return ratios and huge order book size.

Exhibit 1: Key Financials (Rs crore)
FY07 FY08 FY09
Revenue 330.1 669.8 1M111.3
EBITDA 85.0 169.4 267.3
EBITDA margin(% ) 25.7 25.3 241
Depreciation 1.5 35 1.1
Interest 1.8 124 33.1
Other Income 0.1 1.3 1.8
PBT 81.8 160.7 224.9
Tax 18.2 34.2 56.6
PAT 63.7 126.5 168.3

Source: Company, ICICldirect.com Research
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Exhibit 2: Order book status
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Exhibit 3: Margins
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Exhibit 4: Return ratios
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RATING RATIONALE

ICICldirect.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 Outperformer, Performer, Hold and
Underperformer. The performance horizon is two years unless specified and the notional target
price is defined as the analysts' valuation for a stock.

Outperformer (OP): 20% or more;

Performer (P): Between 10% and 20%;

Hold (H): +10% return;

Underperformer (U): -10% or more;

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

ICICIdirect.com Research Desk,
ICICI Securities Limited,

7th Floor, Akruti Centre Point,
MIDC Main Road, Marol Naka,
Andheri(E),

Mumbai — 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /|, Yash Gadodia, MA and Srishti Anand, B.E, MBA 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
judgement 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. ICICI 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 Yash Gadodia, MA and Srishti Anand, B.E, MBA 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 Yash Gadodia, MA and Srishti Anand, B.E, MBA 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. ICIC| 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.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it is believed to
be reliable, although its accuracy and completeness cannot be guaranteed.

4 | Page



