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Margin improvement continues

Sequential Results Analysis

Revenue Analysis

We believe the recent business transformation initiatives taken by the management of
iGATE have started reflecting in better operating and financial matrices. Q3FY07 revenues
grew by 4% in rupee terms (7.6% in US$ terms) to Rs 2.1 bn. Rupee appreciation
negetively impacted topline growth by 3.6%. Revenues from IT services were up 4.7%
sequentially in Q3FY2007 on the back of  a 8.9% growth in overall volumes led by a
10.5% expaansion in offshore volumes. Significant ramp up was seen in Top 10 clients.
Top 10 clients grew 6.8% sequentially and contributed 73.4% in Q3FY07 as against
72% in Q2FY07. However, revenues from non Top 10 clients have been stagnant for the
last 6-7 quarters, which the management believes would start showing reasonable
growth from coming quarters.

Billing rates have shown a remarkable improvement. Both onsite and offshore rates
have increased by 1.5-2% for the second consecutive quarter. This is mainly due to the
addition of new higher margin customers. Utilization rates were stable for the current
quarter at 68% for offshore and 92% for onsite. The company has added 5 new clients
in Q3FY07, including 2 Fortune 1000 customers. The number of million dollar clients
has increased from 26 to 29 in Q3FY07.

Margin Analysis

EBITDA margin improved by a solid 280 bps, despite rupee appreciation and RSU
charge. This expansion was driven by  operational efficiencies, better pricing and better
leverage in SGA expenses. SGA expenses as a percentage of revenues fell to 18.6% in
Q3FY07 from 19.5% in Q2FY07.EBITDA jumped by 33% sequentially to Rs 266.7 mn.
The company has targeted to achieve a 15% EBITDA margin in Q4FY07E, which we
believe is achievable. We also  believe better SGA leverage, cost rationalizations and
improved pricing are some of the margin levers available with the company. The growth
momentum in the topline coupled with the initiative to rationalize costs has resulted in
the expansion of PAT by 57.3% sequentially to Rs 159.5 mn. The company has posted
EPS of Rs 8.35 for 9M FY07.

Human Resources

The company added 300 employees (net) in Q3FY07, taking total head count to 5821.
Attrition was down to 18% in Q3FY07 from 19.5% in Q2FY07. The company had guided
for net additions of 1200-1500 for FY07E, but has recruited only 680 employees during
9M FY07. We believe the company would add 950-1000 (net) employees for FY07E.The
company has recently recruited Head-HR and has taken various initiatives such as
ESOPs, RSUs, performance linked bonus, training, improving quality of work etc to
resolve employee related issues.

Guidance by company

The company has guided for 5-6% sequential growth in revenues in US$ terms for  the
next 4-5 quarters.The company has stated  intentions to improve EBITDA margins to
15% by Q4FY07.
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Revenue Analysis of iGATE’s IT services and consulting business

Client Concentration (%) Q3FY07 Q2FY07

Top Client (GE)        30        29

Top 5        59        59

Top 10        73        72

Geographical Distribution Q3FY07 Q2FY07

North America      76.9      76.5

Europe      11.9      12.5

Asia Pacific      11.2      11.0

Delivery (%) Q3FY07 Q2FY07

Offshore 46.3 44.9

Onsite 53.7 55.1

Efforts (%) Q3FY07 Q2FY07

Offshore 73 72

Onsite 27 28

Utilization (%) Q3FY07 Q2FY07

Offshore 68 68

Onsite 92 92

Source : Company

Concerns

We believe attracting and retaining talent is one of the biggest challenges for the company.
Also, sizeable client additions and client mining would be required in the  coming quarters
to attain sustainable growth of the company.

Valuation

The company has posted EPS of Rs 8.35 for 9MFY07. On a rough estimate, we expect
EPS of Rs 15 and Rs 22 for FY07E and FY08E respectively. At current market price, it is
available at 17.8xFY08E. We believe that most of the business transformation-related
upsides / positives of margin improvement have already been captured by the current
stock price. The stock has delivered a 60% absolute return in last one month. We expect
the stock to consolidate at the current levels in the near term.

Key Financials

Consolidated Income Statement

Particulars (Rs mn) Q3FY07 Q2FY07 %QoQ

Operating Revenues    2,107    2,026 4.0%

Less: Direct Costs    1,449    1,432  

Gross Profit       658       594  

Less: Other operating exp       391       394  

EBITDA       267       201 33.0%

EBITDA (%)      12.7       9.9 +280 bps

Add:Other Income         (1)         (3)  

Less:Interest          7          7  

Less:Depreciation       102        98  

PBT       156        93  

Less: Tax        10          3  

Add: Minority Interest*        14        11  

PAT       160       101 57.5%

PAT (%)       7.6       5.0 +260 bps

* Includes proportionate consolidation of interest in joint venture Software AG (India) Pvt Ltd.
Source : Company

Improving Operating Matrices
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The manner of circulation
and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are required to inform themselves
of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person associated with Emkay Share & Stock Brokers Ltd is obligated to call
or initiate contact with you for the purposes of elaborating or following up on the information contained in this document. The material 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. Neither Emkay Share & Stock Brokers Ltd, nor any person connected with it, accepts any liability arising from the use of this document. The recipient
of this material should rely on their own investigations and take their own professional advice. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor
to update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned
that any forward-looking statements are not predictions and may be subject to change without notice. We and our affiliates, officers, directors, and employees world wide, including persons involved in the
preparation or issuance of this material may; (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction
involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform investment
banking services for such  company(ies)or act as advisor or lender / borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and related information and
opinions. The same persons may have acted upon the information contained here. No part of this material may be duplicated in any form and/or redistributed without Emkay Share & Stock Brokers Ltd’sprior written
consent. No part of this document may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report includes current or historical information, it is believed to be reliable,
although its accuracy and completeness cannot be guaranteed.
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