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Patni Computer Systems (PTNI.BO)
Sell: 2QCY09 Results — Huge Margin Surprise

Revenues grow ~3.5% qoq — Revenues increased ~3.5% sequentially and
were better than our/street expectations. Volumes increased ~2% qgoq while
realizations improved meaningfully as well.

Margins surprise positively — Cost of revenues, S&M and G&A costs declined
~6%, ~14% and ~20% respectively qog — resulting in a margin expansion of
~450bp gog. We did not expect such a huge reduction in all costs — the key, in
our view, is sustainability. If these margins are indeed sustainable, it could
lead to meaningful upgrades in our/Street estimates without any significant
change in revenue forecasts.

Delivery headcount down ~10% yoy — Patni continues to rationalize its
employee base — delivery headcount declined by another ~700 employees
sequentially and is down ~10% yoy. The headcount data does not indicate any
first signs of recovery.

3Q guidance — no surprises — 3Q guidance implies revenue growth of ~1-2%
sequentially while net profit (ex forex) guidance implies sequential decline of
~27-30%, which is difficult to explain.

Key issues to focus on in the earnings call — Patni will host an earnings call at
1800 hrs IST. The key issues to focus on are: (1) How sustainable are the
sharp cost reductions effected in the quarter, (2) Views on demand recovery,
(3) Hiring outlook given that headcount is down 10% yoy, and (4) Inorganic
initiatives, which management has been talking about for some time now.
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Statistical Abstract

Year to Net Profit Diluted EPS  EPS growth P/E P/B ROE Yield
31 Dec (RsM) (Rs) (%) (x) (x) (%) (%)
2007A 4,658 33.11 73.8 9.1 1.6 18.9 1.0
2008A 4,433 34.49 4.2 8.8 14 16.2 1.0
2009E 3,300 25.73 -25.4 117 1.2 11.2 0.8
2010E 3,541 27.61 73 10.9 11 10.8 0.8
2011E 4,109 32.04 16.0 9.4 1.0 11.4 1.0

Source: Powered by dataCentral
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Result Tahles

Figure 1. Key Financials

Rs m 2008 1009 2009 Qo0 YoY
Revenue ($ m) 183 156 162 3.5% -11.3%
Revenue 1,673 1,955 1,729 -2.8% 0.7%
Cost of revenue 5157 5,143 4,850 -5.7% -6.0%
Gross profit 2,516 2,812 2,879 2.4% 14.4%
Gross margin 32.8% 35.3% 37.2% 5.4% 446bp
Operating expenses 1,345 1,477 1,241 -16.0% -1.7%
EBITDA 1,11 1,335 1,637 22.7% 39.9%
EBITDA margin 15.3% 16.8% 21.2% 440bp 593bp
Dep & amortization 265 288 286 -0.7% 8.2%
EBIT 906 1,047 1,351 29.1% 49.1%
EBIT margin 11.8% 13.2% 17.5% 432bp 567bp
Other income 277 -202 339 -267.5% 22.2%
Profit before tax 1,183 844 1,690 100.2% 42.8%
Income tax expense 168 180 325 80.2% 93.1%
Net profit 1,015 664 1,365 105.6% 34.5%
EPS - Basic 1.30 5.18 10.66 105.6% 46.0%
EPS - Fully Diluted 1.29 5.18 10.61 104.9% 45.5%
Source: Company Reports
Figure 2. 30CY09 Guidance
Guidance Implied Growth
Lower Upper Lower Upper

Revenue ($ m) 165 0.7% 1.9%
Net profit ($ m) 22.5 23.5 -20.1% -16.5%
Source: Company Reports; *excluding forex gain/loss; Company guidance at USD/INR of 48.50.
Figure 3. Key Client Metrics

1008 2008 3008 4008 1009 2009
Client concentration
Top Client - GE 11.1% 10.4% 10.5% 11.0% 12.3% 12.3%
Top 5 Clients 32.2% 31.5% 32.9% 34.6% 33.7% 37.2%
Top 10 Clients 44.8% 44.5% 45.3% 48.7% 46.8% 50.1%
Client relationship
Total Active Clients 331 336 332 331 320 294
New Clients added 34 21 27 18 22 7
US$1+m Clients 86 87 91 92 94 90

Source: Company Reports
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Figure 4. Revenue Mix

1008 2008 3008 4008 1009 2009
Geography - wise
North America 76.6% 76.1% 76.7% 78.6% 78.9% 80.0%
Europe 17.6% 18.7% 17.5% 15.6% 15.1% 14.2%
RoW 5.8% 5.1% 5.8% 5.9% 6.0% 5.8%
Service - wise
ADM 64.6% 61.9% 64.2% 64.6% 65.1% 64.9%
Pl 13.1% 16.1% 15.0% 13.5% 13.7% 13.8%
PE 11.5% 11.4% 10.8% 11.3% 11.4% 11.3%
IMS 5.1% 4.8% 4.7% 5.0% 3.5% 4.7%
BPO 5.7% 5.8% 5.2% 5.6% 6.3% 5.3%
SBU - wise
Insurance 23.2% 23.3% 25.1% 27.1% 27.3% 29.7%
Manufacturing 24.6% 24.9% 25.5% 25.4% 29.2% 27.7%
Financial Services 12.9% 12.8% 12.5% 12.9% 13.7% 13.8%
Telecommunications 13.4% 14.2% 12.5% 10.1% 14.4% 13.7%

Product Engineering Practice 16.4% 15.6% 15.2% 15.6% 15.3% 15.1%

Source: Company Reports

Figure 5. Key HR and Execution Metrics

1008 2008 3008 4008 1009 2009

Total staff 15,152 15,044 14,701 14,894 14,540 13,780
- Offshore 12,216 11,992 11,662 11,928 11,693 11,022
- Onsite 2,936 3,052 3,039 2,966 2,847 2,758
- Delivery 13,636 13,548 13,190 13,331 12,990 12,285
- Sales and Support 1,516 1,496 1,511 1,563 1,550 1,495
Effort by location of delivery

Offshore 70.8% 70.8% 71.8% 71.3% 711.7% 712.4%
Onsite 29.2% 29.2% 28.2% 28.7% 28.3% 27.6%
Other Key metrics

Utilization (inc. trainees) 70.0% 72.0% 75.0% 73.1% 70.3% 14.4%
Attrition Rate (Quarterly, annualized) 18.7% 17.8% 22.6% 15.3% 6.3% 8.6%
Attrition Rate (TTM) 23.0% 21.2% 20.2% 18.6% 15.5% 13.2%

Source: Company Reports

Patni Computer Systems

Company description

Patni is a mid-tier Indian IT solutions provider and a pioneer of offshore IT
services delivery. Founded in 1978, it operated both software and hardware
businesses until 1999, when the hardware business was de-merged. It
continues to operate as a global consulting and IT services provider. Patni
employs ~14,000 professionals, who service ~320 global corporations. It has a
sizeable presence in insurance, financial services, manufacturing and telecoms
verticals. GE is Patni's largest customer, contributing ~12% of revenues.

Investment strategy

Our Sell / High Risk (3H) rating is based on a challenging outlook for Tier-11 IT
companies and Patni's poor performance over many quarters. Valuations are in
line with other mid-tier companies; however, growth remains a challenge. With
poor growth prospects, we see little room for upside. We expect flattish
revenues over CY08-11E, slower than those of peers.
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Valuation

Our target price of Rs240 is based on 9x the average of CYO9-10E EPS. This is
towards the mid-point of the 4x-17x band that the stock has traded over the
last three years. We believe that this is justified given that revenue visibility is
still unclear. We believe P/E is the most appropriate valuation measure given
Patni's profitable track record.

Risks

We rate Patni shares High Risk consistent with our quantitative risk rating
system that tracks historical share price volatility. Key upside risks that could
cause the shares to continue to exceed our target price include: 1) uptick in
growth rates; 2) any significant depreciation of the rupee against the
USD/EUR/GBP; 3) sharp recovery in the US economy; and 4) any value
generating acquisition.
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Appendix A-1
Analyst Certification

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research
analyst in this research report.
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4-0ct-06 *3M *405.00 381.95 (6] 13-Feb-08 1H *390.00 245.70 20-Nov-08 3H *125.00 123.60
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Patni Computer Systems in the
past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Patni Computer Systems.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
securities-related: Patni Computer Systems.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the
same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at
www.citigroupgeo.com. Valuation and Risk assessments can be found in the text of the most recent research note/report regarding the subject company. Historical
disclosures (for up to the past three years) will be provided upon request.

Citi Investment Research Ratings Distribution

Data current as of 30 Jun 2009 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage 41% 38% 21%
% of companies in each rating category that are investment banking clients 46% 45% 39%

Guide to Fundamental Research Investment Ratings:

Citi Investment Research's stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S).

Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and
risk rating.

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 109%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected
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performance and risk.

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: Citi Investment Research's corporate bond research issuer publications include a fundamental
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the
company featured in the report. The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to
securities market vagaries. The fundamental credit opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings. CBR risk ratings are approximately equivalent to the following matrix: Low Risk
Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative Risk Mid
Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company
is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment ratings on
specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi Investment
Research's expectations for total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are:
Buy/Overweight the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market),
performances of which are updated monthly and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in
line with the relevant Citigroup bond market sector index; or Sell/Underweight the bond is expected to underperform the relevant sector of the Citigroup indexes.

Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD. Such research analysts may not be
associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject
company, public appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets India Private Limited Surendra Goyal, CFA,Vishal Agarwal
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The subject company's share price set out on the front page of this Product is quoted as at 30 July 2009 10:24 AM on the issuer's primary market.

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although
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companies discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research does not set a
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the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the
Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product
may be placed only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be available about the
companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use smithbarney.com to view any available
Morgan Stanley research reports in addition to CIRA research reports. In addition to the disclosures on this research report and on the CIRA disclosure website
(https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html), important disclosures regarding the relationship between the companies that are the subject of this
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This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by the same person
who reviewed this research report on behalf of CIRA. This could create a conflict of interest.
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available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of the ASX Group and regulated by the
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to acquiring any financial product, it is the client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to
whether to purchase the product.
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