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Allied Digital Services BUY
Maintained

Order pipeline healthy Rs233

Reason for report: Q3FY 10 results review and earnings revision

Allied Digital Services’ (ADSL) revenues grew 7.4% QoQ to Rsl1.79bn (I-Sec:
Rs1.76bn), with solutions and services posting 7.9% and 7.1% QoQ revenue
growth respectively. Standalone services revenues grew a healthy 17.1% QoQ
(55% YoY), while EnPointe Global Services’ (EGS) dollar-denominated revenue
growth was muted at 2.3% QoQ to US$11imn. Consolidated EBITDA margin
declined 40bps QoQ to 19.9% (I-Sec: 20.8%) due to higher growth in solutions and
70bps decline in subsidiaries’ EBITDA margin to 4%. PAT rose 8.3% QoQ to
Rs272mn (I-Sec: Rs273mn). ADSL is witnessing increased traction in the US with
few large deal wins, including some US state government projects. Besides, India-
based services revenue CQGR grew a healthy 11.7% QoQ over the past four
quarters and the growth momentum is expected to be maintained. We expect
revenue and PAT CAGR of 18% and 21% over FY10E-12E.The stock trades at

FY11E P/E of 8.3x and EV/E of 5.1x. Maintain BUY with target price of Rs265.

» Order pipeline healthy. ADSL enjoys an orderbook of ~Rs1.15bn for solutions and
~Rs4.22bn for services (including ~Rs2.72bn from EGS). As per the management,
the Lenovo deal is live with two major customers (with ~22,000 devices) and 5-6
customers will likely be added in Q4FY10. Thus, revenues from the Lenovo deal are
expected to kick in from Q4FY10. Besides, ADSL has won a multi-year, multi-million
dollar contract to manage the total IT outsourcing project of a large US-based
enterprise. The company has also signed a multi-year contract with a large OEM in
India. We factor in 19% services revenue CAGR over FY10E-12E.

» Inorganic plans. ADSL has raised US$50mn via QIP in Q3FY10. About
US$10mn would be used for organic expansion, while the balance would be
used for acquisitions. The management indicated that due diligence is being
done for a profitable Europe-based target company offering IMS and the
transaction is expected to be closed over the next two quarters. We have
factored in 21% equity dilution and 5% yield on US$40mn cash.

» Margins of subsidiaries, still a concern. Despite having acquired EGS since July
'08, EBITDA margin of subsidiaries has remained at ~4%. Any further margin-dilutive
acquisition would be a drag on consolidated margins.

> Maintain BUY. With lower-than-expected margins, we cut our FY10E-11E EBITDA
and PAT estimate ~2-3%. Consistency in performance, improvement in subsidiaries’
margins and increased transparency would be the key factors.

Market Cap Rs10.8bn/US$233mn Year to March FY09 FY10E FY11E FY12E
Reuters/Bloomberg ADIS.BO/ALDS IN Revenue (Rs mn) 5,657 6,954 8,215 9,700
Shares Outstanding (mn) 46.2 Net Income (Rs mn) 769 1,047 1,299 1,534
52-week Range (Rs) 280/73 EPS (Rs) 21.2 254 28.1 33.2
Free Float (%) 56.5 % Chg YoY 68.8 19.6 10.6 18.2
Fll (%) 23.3 P/E (x) 11.0 9.2 8.3 7.0
Daily Volume (US$'000) 2,488 CEPS (Rs) 22.3 27.6 30.9 36.9
Absolute Return 3m (%) 3.2 EVI/E (x) 11.6 6.6 5.1 4.0
Absolute Return 12m (%) 56.1 Dividend Yield (%) 0.5 0.5 0.5 0.5
Sensex Return 3m (%) 2.9 RoCE (%) 26.9 19.6 17.7 17.7
Sensex Return 12m (%) 73.6 RoE (%) 31.1 22.2 19.0 18.8

Please refer to important disclosures at the end of this report
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Table 1. Q3FY10 results review
(Rs mn, year ending March)

Q3FY10 Q2FY10 Q3FY09 %chg %chg I-Sec %
(QoQ) (YoY)| estimates  Variation
Net Sales 1,788 1,665 1,489 7.4 20.1 1,757 1.8
Cost of Goods Sold 1,112 1,006 923 10.5 20.5 1,051 5.7
Employee Expenses 200 201 185 (0.7) 8.2 213 (6.4)
Other Expenses 121 120 101 0.7 19.9 126 (4.0)
Total Expenses 1,433 1,328 1,208 7.9 18.6 1,391 3.0
EBITDA 356 337 281 55 26.8 366 (2.8)
Interest 12 15 10 (22.9) 14.6 15 (22.9)
Depreciation & amortization 27 19 13 43.2 108.7 23 15.2
Other Income/ (expense) 17 4 31 3714 (47.3) 22 (25.0)
Recurring pre-tax income 334 307 289 8.8 15.6 350 (4.5)
Taxation 57 51 48 1.7 18.6 71 (19.3)
Minority Interest 5 5 0 6 (13.3)
Reported Net Income 272 251 241 8.3 12.9 273 (0.5)
Recurring Net Income 272 251 241 8.3 12.9 273 (0.5)
Ratios (%)
EBITDA margins 19.9 20.3 18.8
Recurring Net profit margins 15.2 15.1 16.2

Source: Company data, |-Sec Research

Table 2: Revenue CAGR of 18% over FY10E-12E
(Rs mn, year ending March 31)

FY09 FY10E FY11E FY12E
Revenues
Solutions 2,767 3,047 3,556 4,169
- Enterprise Solutions 2,323 2,523 2,897 3,339
- Integrated Solutions 445 524 659 829
Infrastructure Management Services 2,790 3,907 4,659 5,531
-T-BPO + IMS 892 1,069 1,333 1,620
-NOC + SOC 250 554 756 1,026
-Digicomp 189 236 292 353
-EGS 1,459 2,048 2,278 2,532
Total 5,557 6,954 8,215 9,700
Growth Rate (%)
Solutions 18.1 10.1 16.7 17.2
- Enterprise Solutions 154 8.6 14.8 15.3
- Integrated Solutions 34.7 17.9 25.8 25.8
Infrastructure Management Services 343.3 40.0 19.3 18.7
-T-BPO + IMS 80.0 19.8 247 216
-NOC + SOC 87.0 121.7 36.4 35.7
-Digicomp 24.8 23.8 20.9
-EGS 40.4 11.3 111
Total 87.0 25.1 18.1 18.1
Revenue break-up (%)
Solutions 49.8 43.8 43.3 43.0
- Enterprise Solutions 41.8 36.3 35.3 34.4
- Integrated Solutions 8.0 7.5 8.0 8.5
Infrastructure Management Services 50.2 56.2 56.7 57.0
-T-BPO + IMS 16.1 15.4 16.2 16.7
-NOC + SOC 4.5 8.0 9.2 10.6
-Digicomp 3.4 3.4 3.6 3.6
-EGS 26.3 29.5 27.7 26.1
Total 100.0 100.0 100.0 100.0

Source: Company, I-Sec Research
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Table 3: Subsidiaries — Drag on margins

(%)
Q2FY09 Q3FY09 Q4FY09 QI1FY10 Q2FY10 QS3FY10
Standalone EBITDA margin 22.7 23.9 24.3 26.2 28.2 27.2
Subsidiaries EBITDA margin 10.2 4.9 2.7 3.6 4.7 4.0
Consolidated EBITDA margin 18.8 18.0 17.7 18.6 20.3 19.9
Drag on consolidated EBITDA margin (3.9) (6.0) (6.6) (7.6) (7.9) (7.3)
Source: Company, I-Sec Research
Table 4: Valuations based on FY11 EV/EBITDA
(Rs mn)
Business Segments EBITDA % of Target EV % to EV
EBITDA multiple
Enterprise Solutions 486 29 5.0 2,428 23
TPO + IMS + Digicomp 599 36 7.0 4,193 40
NOC + SOC 358 22 7.0 2,506 24
En Pointe 210 13 6.0 1,260 12
Total EV 1,653 100 6.3 10,387 100
Add Cash 2,587
Less Debt 651
Equity Value 12,323
No. of Shares outstanding (mn) 46.2
Per Share Value (Rs) 265

Source: Company, |-Sec Research

Chart 1: Rolling P/E bands
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Financial Summary

Table 5: Profit and Loss Statement

(Rs mn, year ending March 31)

Table 7: Cash Flow Statement

(Rs mn, year ending March 31)

FY09 FY10E FY11lE FY12E FY09 FY10E FY1lE FYI12E
Operating Income (Sales) 5,557 6,954 8,215 9,700 Operating Cash flow before 996 1,380 1,719 2,149
of which Solutions 2,767 3,047 3,556 4,169 Working Capital changes
of which Others 2,790 3,907 4,659 5,531 Working Capital Inflow / (Outflow) ~ (1,152) (593) (672) (837)
Operating Expenses 4,561 5,572 6,492 7,547 Taxes Paid 92  (208) (85) (179)
EBITDA 996 1,382 1,723 2,153 Operating Free Cash flows (63) 579 962 1,132
% margins 17.9 19.9 21.0 222 Capex (1,706)  (615) (765) (915)
Depreciation & Amortisation 23 91 132 169 Changes in Traded Investments 424 20 0 0
Gross Interest expense 56 55 55 54 Interest income 22 41 100 130
Other Income 22 41 100 130 Interest Paid (56) (55) (55)  (54)
Recurring PBT 940 1,276 1,636 2,060 Issue of Share Capital / Dividend paid 581 2,222 (54) (54)
Add: Extraordinaries 0 0 0 0 Process from Borrowings 780 (166) 12 (21)
Less: Taxes 168 209 294 474 Increase/(Decrease) in Cash (17) 2,026 200 218
Less: Minority Interest 3 20 43 52 Source: Company data, |-Sec Research
Net Income (Reported) 769 1,047 1,299 1,534
Recurring Net Income 769 1,047 1,299 1,534
Source: Company data, I-Sec Research Table 8: Key Ratios
(Year ending March 31)
Table 6: Balance Sheet FY09 FYIOE FYLIE FY12E
(Rs mn, year ending March 31) Per Share Data (Rs)
FY09 FY10E FY11E FY12E EES(Basw Ref:urrlng) 21.2 25.4 28.1 33.2
Assels Diluted Recurring EPS 212 254 281 332
Total Current Assets 2,873 5608 6,338 7,243  Recurring Cash EPS 223 276 309 369
of which cash & deposits 165 2,270 2,557 2,787  Dividend per share (DPS) 2 12 12 12
Total Current Liabilities & Book Value per share (BV) 87.3 156.0 166.0 198.1
Provisions 687 823 929 1,121 )
Net Current Assets 2,186 4,785 5409 6,122 Growth Ratios (%)
Investments 50 30 30 30 Operating Income 87.0 25.1 18.1 18.1
Of which Other Marketable 50 30 30 30 EBITDA 504 387 247 250
Net Fixed Assets 417 925 1,543 2,274 Rgcurrlng Net .Income 77.5 38.2 25.7 18.2
Capltal Work-in-Progress 339 354 369 384 Diluted Recurrlng CEPS 62.3 24.0 121 19.1
Total Assets 4,116 7,219 8,476 9,935 ) )
of which cash and equivalents 215 2,300 2,587 2,817 Valuation Ratios (x)
P/E 11.0 9.2 8.3 7.0
Liabilities P/CEPS 10.5 8.4 75 6.3
Borrowings 901 681 651 621 BV 2r 15 14 12
Deferred Tax Liability 16 16 16 16 EV/EBITDA 1.6 6.6 5.1 4.0
Mlnorlty Interest 36 90 133 142 EV/ Operatlng Income 2.1 1.3 1.1 0.9
Equity Share Capital 181 231 231 231 . .
Face Value per share (Rs) 5 5 5 5 Operating Ratio .
Reserves & Surplus 2,982 6200 7,445 8,925 ggﬁ/osr::tl(rl?)exps / Sales (%) 72-2 72-; 7;-? 72-3
Net Worth 3,163 6,431 7,676 9,156 ° : : : :
Total Liabilities 4116 7219 8476 9935  OwherIncome/ ;‘:T(O/(")/f’) S 2 o1 03
. 0 . . . .
Source: Company data, |-Sec Research NWC / Total Assets (%) 531 663 638  61.6
Asset Turnover (x) 13.3 7.5 5.3 4.3
Table 9: Quarterly trends Receivables (days) 1232 1450 1400 140.0
(Rs mn, year ending March 31) Payables (days) 300 300 300 300
Mar-09_Jun-09__Sep09__Decog  D/ERatio(x) 03 01 01 01
(I)\let saleﬁ 1,462 1,588 1,665 1,788 Return/Profitability Ratio (%)
% growth (YoY) 784 74.2 11.8 28.8 Recurring Net Income Margins 13.8 15.1 15.8 15.8
EBITDA 259 296 337 356 RoCE 269 196 177 177
Margin (%) 17.7 18.6 20.3 19.9 RoNW 31.1 222 19.0 18.8
Other income 20 3 4 17 Dividend Payout Ratio 55 46 42 35
Add: Extraordinaries 0 0 0 O Dividend Yield 05 05 05 05
Net profit 217 228 251 272 EBITDA Margins 179 199 210 222

Source: Company data, I-Sec Research

Source: Company data, |-Sec Research
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I-Sec investment ratings (all ratings relative to Sensex over next 12 months)
BUY: +10% outperformance; HOLD: -10% to +10% relative performance; SELL: +10% underperformance

ANALYST CERTIFICATION

We /I, Sandeep Shah, CA; Krupal Maniar, CA, CFA and Navneet Singh Chahal, B.E, MBA, research analysts and the authors of 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. 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 Sandeep Shah, CA; Krupal Maniar, CA, CFA and Navneet Singh Chahal, 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 affiliates 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 Sandeep Shah, CA; Krupal Maniar, CA, CFA and Navneet Singh Chahal, 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. 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.




