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Mahindra Satyam (SATCOM)
Z 84

We met the management of Mahindra Satyam to understand demand
trends and execution strategy, going forward. Incorporated in 1987 by the
two Raju brothers, Satyam Computers was the fourth largest Indian IT
company till Q2FY09 with ~53,000 employees and revenues in excess of
$2 billion, providing services to global 2000 companies. The company’s
historical focus has been manufacturing and package implementation
services, thanks to its relationship with SAP. Mahindra group acquired
Satyam in April 2009 after the erstwhile founders reported financial
irregularities in January 2009. The key takeaways are highlighted below.

Revenue growth, EBIT margin pressures get alleviated

In Q4FY 11, Mahindra Satyam’s revenues grew 7.5% QoQ to % 1,375 crore
while EBIT margins before exceptional items stood at 9.7% vs. 2.5% in
Q2FY11. For the full year FY11, the company reported EBIT margins of
5.3%. The demand pick-up in the fourth quarter is notable considering
that the company would not have likely participated in >$50 million total
contract value (TCV) deals in the first half of FY11. Finally, with the client
roster stabilising at ~230, we believe the new management has laid the
foundation, of rebuilding the company, in the first two years of its three-
year resurrection strategy.

Improvement in employee pyramid may yield EBIT margins expansion
Analysing the current employee pyramid at Mahindra Satyam suggests
that the company has 20% of its workforce in the 0-3 year band, 34% in 3-
6 years, 25% in 6-10 years and the remaining 21% in >10 years. As a rule
of thumb, freshers (0-3 year experience) constitute 40-50% of the
workforce and employee costs accounts for ~55-65% of revenues,
depending on the operating model. The anomaly at Mahindra Satyam can
largely be attributed to minimal fresher hiring during the two vyear
rebuilding process. However, hiring of ~17,000 freshers in the next three
years could flatten the employee pyramid leading to cost rationalisation,
yielding meaningful improvements in EBIT margins.

View

Mahindra Satyam is currently trading at 1.9x on the Mcap/FY11 sales
metric vs. 4-6x for Tier-1 Indian IT companies. With a majority of class
action lawsuits settled and the organisation rebuilding process almost
complete, we believe, management focus should shift to achieving
industry comparable revenue and earnings growth, resulting in a re-rating
of the stock.

Exhibit 1: Financial summary

(% Crore) FYo8 FY09 FY10 FY11
Net Sales ( crore) 8473.5 8812.6 5481.0 5145.0
EBITDA margin (%) 21.7 -2.3 4.7 8.8
Depreciation 163.6 839.4 221.6 184.7
Interest 20.2 62.1 32.9 9.7
Other Income 267.2 63.1 105.6 294.2
Related PAT 1687.9 -8015.6 -101.7 -86.2
EPS 25.2 -121.5 -1.1 -1.3

Source: Company, ICICldirect.com Research
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Exhibit 2: Revenue trajectory
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Exhibit 3: EBIT margin profile trend
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Exhibit 4: Profit after tax profile
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Exhibit 5: Shareholding pattern
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RATING RATIONALE

ICICIdirect.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 Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps / midcaps, respectively;

Buy: Between 10% and 15%/20% for large caps / midcaps, respectively;
Hold: Up to +/-10%;

Sell: -10% or more;

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

We /I, Abhishek Shindadkar MBA Aishwariya KPL MBA MBA-CM 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 judgment 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 Abhishek Shindadkar MBA Aishwariya KPL MBA MBA-CM 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 Abhishek Shindadkar MBA Aishwariya KPL MBA MBA-CM 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. ICICI 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.
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