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Syntel, Inc. (SYNT) – Quality Compounder With 30% Upside 

Target Price Analysis 
Seven Corners’ Syntel Target Price = $54.30 (or $39.30 plus $15 Special Dividend) 

Expected Return from $41.50 PPS (as of 9/29/16) = 30% 
(See Section III.B herein for calculations) 

Syntel, Inc. (Ticker: SYNT) is an IT services provider operating mainly out of India. 
Prior to market opening on September 12, 2016, the company announced that it 
would repatriate approximately $1.24 billion of its overseas cash in order to pay a 
special dividend of $15/share on October 3rd to holders of record on September 22nd. 
Normally, such an occurrence would not be especially remarkable, since the 
applicable company’s stock price would appreciate by an amount approximately 
equal to the dividend (either after the announcement or in anticipation thereof, if 
foreseen by the market). What is unusual about Syntel, however, is that the 
company’s stock price is just above its level immediately prior to the dividend 
announcement just two weeks ago (the stock closed at $40.69 on September 9th), 
despite (i) there being no additional material news regarding the company and (ii) 
the broader stock market being basically flat, in each case since that date. 

Yet Syntel is not a company in decline; far from it. From 2002 to 2015, earnings per 
share increased at a 16.7% CAGR, while revenues increased at a 14.8% CAGR. The 
company is led by its founder, billionaire Bharat Desai, 63, who owns over 31 million 
Syntel shares, or 37% of the outstanding shares. (In addition, Desai’s wife and co-
founder, Neerja Sethi owns an additional 29% of the outstanding equity, although 
due to a trust for which both are overlapping trustees, the combined holdings of 
Desai and Sethi come to 51.5 million shares, or 61% of the total outstanding.)  

Based on price-to-earnings and enterprise value-to-EBITDA valuations further 
described in Section II.B herein, we believe that Syntel’s current intrinsic value is 
approximately $54.30, representing upside of 30% from the current stock price. In 
essence, after backing out the special dividend, an investor in SYNT will own a high 
quality company at a bargain basement price of just 10X forward earnings (far below 
the market’s ~18 forward earnings multiple).  

We thus initiate coverage of Syntel with a buy rating and a target price of $54.30 (or 
$39.30 after the special dividend is paid on October 3rd). 

 
Disclaimer: As of the publication date of this report, Seven Corners Capital Management, other research contributors, and 
others with whom we have shared our research (the “Authors”), may have long or short positions in and may own option 
interests on the stocks covered herein and stand to realize gains in the event of price increases thereof. Following 
publication, the Authors may transact in any of the discussed securities. The Authors have obtained all information herein 
from sources they believe to be accurate and reliable. However, such information is presented “as is”, without warranty of 
any kind, whether express or implied. The Authors of this report make no representation, express or implied, as to the 
accuracy, timeliness, or completeness of any such information or with regard to the results obtained from its use. All 
expressions of opinion are subject to change without notice, and the Authors do not undertake to update this report or 
any information contained herein. Please read our full legal disclaimer at the end of the report. 
  

https://www.google.com/search?client=safari&rls=en&q=SYNT+STOCK&ie=UTF-8&oe=UTF-8
https://www.sec.gov/Archives/edgar/data/1040426/000119312516706989/d240055dex991.htm
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I. Investment Highlights 

A. Introduction to Syntel 

As mentioned above, Syntel is an international IT services provider. The company’s 
most recent Form 10-K filing (pages 1-2) lays out the particulars: 

Syntel, incorporated under Michigan law on April 15, 1980, is a global provider of 
digital transformation, information technology (IT) and knowledge process 
outsourcing (KPO) services to Global 2000 companies. Effective the first quarter of 
2014, as a result of the completion of organizational changes, the Company changed 
its basis of segmentation to industry segments as follows 

  •   Banking and Financial Services 

  •   Healthcare and Life Sciences 

  •   Insurance 

  •   Manufacturing 

 •   Retail, Logistics and Telecom 

In each of our business segments, we help our customers adapt to market change by 
providing a broad array of technology-based, industry-specific solutions. These 
solutions leverage the strong understanding we have of key underlying trends in 
each industry segment that we focus on. These solutions are complemented by 
strong capabilities in Digital Modernization, Social, Mobile, Analytics and Cloud 
(SMAC) technologies Business Intelligence (BI), Knowledge Process Outsourcing 
(KPO), application services, testing, Enterprise Resource Planning (ERP), IT 
Infrastructure Management Services (IMS), and business and technology consulting. 

Syntel aims to maintain “customers for life” with respect to its various services.1 
Syntel’s largest customers include American Express, representing 21% of the 
company’s 2015 revenues, State Street Bank, which contributed 15% of 2015 
revenues, and Federal Express Corporation, which was responsible for 12% of 2015 
revenues. The company maintains offices around the world, although the majority of 
its employees are based in India. 

B. $15 Per Share Special Dividend 

The company recently decided to distribute most of its balance sheet cash as a 
special dividend. The company will accomplish this by repatriating its overseas cash 

                                                      
1 Per page 6 of the 2015 10-K: “Customers for Life: [Syntel] recognizes that its best source for new business 
opportunities comes from existing customers and believes its superior customer service is a differentiating 
factor resulting in Syntel’s high rate of repeat business. At engagement initiation, Syntel’s services are based on 
expertise in the software lifecycle and underlying technologies. Over time, however, as Syntel develops an in-
depth knowledge of a customer’s business processes, applications and industry, Syntel gains a competitive 
advantage to perform additional higher-value services for that customer.” 

https://www.sec.gov/Archives/edgar/data/1040426/000119312516482419/d130338d10k.htm
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balances, incurring taxes of approximately $264 million. Below is the entire press 
release announcing the dividend: 

 

Special rules apply to this type of dividend due to its size. Any dividend in an 
amount equal to or greater than 25% of a company’s market capitalization will have 
an ex-dividend date the business day immediately following the payment date for 
the dividend, instead of two business days prior to the record date2. It is possible 
that some market participants are overlooking the special rules that apply to 
Syntel’s special dividend, perhaps believing incorrectly that the ex-dividend date 
has already occurred. While this would seem unlikely, since the company clearly 
spelled out the unusual ex-dividend date in its press release, perhaps those who rely 
on third party information providers may not realize the dividend falls within the 
25% exception. In any event, it seems currently that Syntel trades at approximately 
the same level as it did prior to the special dividend announcement. 

 

 
 
 
 
  
 

                                                      
2 Nasdaq Rule 1140(b)(2) states as follows: “In respect to cash dividends or distributions, stock dividends 
and/or splits, and the distribution of warrants, which are 25% or greater of the value of the subject security, the 
ex-dividend date shall be the first business day following the payable date.” 

https://www.sec.gov/rules/other/nasdaqllcf1a4_5/nasdaqllcamendrules11000.pdf
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II. Valuation 

A. Recent Financial Performance 

Below please find a summary of Syntel’s financial performance for the period from 
2011-2015 (from the 2015 10-K, p. 38): 

 

Over the past five fiscal years, Syntel was able to grow its revenues at a 10.8% CAGR 
and its EPS at a 19.5% CAGR, both outstanding numbers. Gross margin increased 
from 38.5% in 2011 to 39.6% in 2015. Dividends were irregular, however this was 
mainly due to the fact that most of Syntel’s free cash was held overseas and the 
company had intended (until recently) not to repatriate it.  

According to Yahoo Finance [source], Syntel’s financial metrics are outstanding 
across the board. For example, the company has a profit margin of over 26% based 
on its trailing 12 months (TTM) financials, and an operating margin of nearly 28%. 
In addition, the company’s return on assets is 12.4%, while its return on equity is an 
impressive 23%, in each case on a TTM basis. Finally, it should be noted that Syntel’s 
enterprise value to EBITDA is a mere 8.4 times. This is well below the EV/ EBITDA 
ratios for the company’s main competitors, Infosys and Wipro, who sport ratios of 
11.7 times and 13 times, respectively. At an EV/EBITDA ratio of the average of these 
two competitors (12.4 times), Syntel’s stock price would be over $55.3 

  

                                                      
3 $293MM TTM EBITDA multiplied by 12.4, plus $1 billion net cash, divided by 84 million outstanding shares. 

http://finance.yahoo.com/quote/SYNT/key-statistics?p=SYNT
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Below please find the statement of cash flows for the past three fiscal years: 

 

Cash from operating activities remained consistent over the past three years, 
evidence of Syntel’s stable client base (remember, the top 3 customer’s in 2015 
were responsible for almost half of the company’s revenues). Due to the business 
being primarily people-intensive, capital expenditures remain quite low at less than 
$20 million per year. Thus, free cash flow came in at $214 million in 2013, $247 
million in 2014 and $251 million in 2015 (in each case ex-working capital changes). 
Based on the 2015 FCF amount, the company currently trades at a trailing FCF yield 
of 7% ($251 million divided by $3.5 billion market cap), or a FCF yield of 11% if the 
$15 special dividend is deducted from the market capitalization ($251 million 
divided by $2.24 billion). Note the foregoing amounts are based on 84 million 
outstanding shares, as disclosed in the company’s most recent Form 10-Q filing. 
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Finally, below please find Syntel’s financials for the 3-month and 6-month periods 
ending June 30, 2016, starting with the income statement: 

 

The income statement reflects continued consistent financial performance in 2016 
thus far, with revenues increasing at a relatively healthy clip (2.6% for Q2 year-
over-year and 5.9% for 1H 2016 versus 1H 2015), although net income stagnated at 
approximately 2015 levels. While it would appear that the business is experience a 
pause, in light of historical performance dating back 20+ years this should be 
temporary, with growth resuming in coming years (barring a recession or a 
significant appreciation of the rupee against the dollar). 

Below is the balance sheet as of June 30, 2016: 
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As mentioned above, the company’s balance sheet as of June 30, 2016 remains 
pristine, with nearly $1.1 billion in cash and just around $100 million of long-term 
liabilities. Since the company will need to pay approximately $264 million in taxes 
with respect to the repatriation of its overseas cash, we estimate that it will need to 
incur approximately $285 million of new long-term debt to pay the special dividend. 
This amount of debt should be manageable, however, given the company’s ongoing 
strong cash generation.4 

Below is the cash flow statement for the first half of 2016: 

 

Syntel’s cash flows from operating activities in the first half of 2016 remain strong. 
The company was able to generate approximately $118 million  of cash flow prior to 
changes in working capital. This compares favorably to the first six months of 2015, 

                                                      
4 We estimate that the pro forma leverage ratio would be approximately 1.00X, or $300 million of term debt 
versus $300 million in TTM EBITDA. 
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during which cash flows from operations excluding working capital changes 
amounted to approximately $106 million. As can be seen from the cash flow from 
investing activities section, the company has minimal capital expenditure needs. 
Thus, virtually all of the operating cash flows represent free cash that the company 
is able to either invest to expand its business or return to shareholders. 

B. Pro Forma Financials and Valuation Following Special 
Dividend 

Below is a pro forma balance sheet showing our estimates for each line item as of 
October 4, 2016 (immediately following payment of the dividend5), as well as actual 
balance sheet items as of June 30, 2016 (the last quarterly data available): 

 (Unaudited) SEVEN CORNERS ESTIMATES 
 June 30, 2016 October 4, 2016 
ASSETS   
Current assets:   
Cash and cash equivalents $702,446  $50,000  
Short-term investments 395,385 20,000 
Accounts receivable, net of allowance for doubtful   
accounts of $619 at June 30, 2016 and $622 at December   
31, 2015 respectively. 127,605 125,000 
Revenue earned in excess of billings 37,240 35,000 
Deferred income taxes and other current assets 50,977 50,000 
   
Total current assets 1,313,653 280,000 
Property and equipment 224,036 230,000 
Less accumulated depreciation and amortization 116,553 120,000 
   
Property and equipment, net 107,483 110,000 
Goodwill 906 1,000 
Non-current term deposits with banks 227 250 
Deferred income taxes and other non-current assets 63,867 65,000 
TOTAL ASSETS $1,486,136  $456,250  

 
LIABILITIES AND SHAREHOLDERS' EQUITY (Unaudited) SEVEN CORNERS ESTIMATES 
LIABILITIES June 30, 2016 October 4, 2016 
Current liabilities:   
Accounts payable $14,241  $15,000  
Accrued payroll and related costs 51,689 55,000 
Income taxes payable 16,235 20,000 
Accrued liabilities 26,742 25,000 
Deferred revenue 4,050 4,000 
Loans and borrowings 12,725 10,000 
   
Total current liabilities 125,682 129,000 
Other non-current liabilities 18,359 20,000 
Non-current loans and borrowings 84,375 370,000 

                                                      
5 Note that, for the sake of simplicity, the pro forma balance sheet assumes that the taxes owing with respect to 
the repatriation are paid immediately. 
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TOTAL LIABILITIES 228,416 519,000 
Commitments and contingencies (See Note 15)   
SHAREHOLDERS' EQUITY   
Total shareholders' equity 1,257,720 -62,750 
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $1,486,136  $456,250  

Once the company has distributed its $15 special dividend, we estimate that Syntel 
will have approximately $300 million of net debt6. To arrive at a valuation for the 
stock ex-dividend, we use an EBITDA run rate of $300 million, which is slightly 
above the company’s TTM run rate of $293 million. We further apply a conservative 
EBITDA multiple of 12 times (i.e., less than the average of the EV/EBITDA multiples 
of Infosys and Wipro7). This produces a pro forma enterprise value for the company 
of $3.60 billion. Subtracting the net debt figure leaves a $3.30 billion market 
capitalization. If we divide this amount by 84 million existing shares outstanding, we 
obtain a stock price of $39.30/share. Therefore we appear to be getting the $15 
special dividend at a huge discount, since the company’s stock price is now just 
$2.20 above this EV/EBITDA target price. 

In addition, we can confirm that this 12 times EV/EBITDA multiple is reasonable 
based on a separate price to earnings calculation. If we assume that the current 
$2.62 forward earnings estimate of Syntel’s analysts is accurate, assigning a 15X P/E 
multiple to this figure results in a stock price of $39.30/share, the same as the 
EV/EBITDA target in the paragraph immediately above. Note that Wipro has a 16X 
forward P/E ratio, while Infosys has a 15X forward P/E ratio.8 

Taking the two valuations above, we arrive at a price target of $39.30, or just $2.20 
below the current $41.50 trading price (which, unlike our pro forma valuation, 
includes receipt of the $15 special dividend). Therefore, we appear to be receiving 
the $15 dividend for just $2.209. 

 

                                                      
6 Note that we assume that Syntel will need to incur around $285 million in new debt under its $500 million in 
debt facilities in order to pay the special dividend. The math is (A) $1.26 billion dividend payment ($15 
multiplied by 84 million outstanding shares) plus (B) $264 million in taxes owing due to the repatriation equals 
(C) a total of $1.524 billion in uses of cash, minus (D) $1.240 billion of overseas cash repatriated. (C) minus (D) 
equals the shortfall of $284 million to be funded with new debt (we round this up to $285 million). Pro forma 
net debt thus equals (1) $85 million of existing debt, plus (2) $285 million of new debt minus (3) $70 million of 
cash and cash equivalents as working capital, or $300 million altogether. 
7 The current EV/EBITDA multiples of Infosys and Wipro are 11.7 times and 13 times, respectively. 
8 Wipro (stock price $9.78) is estimated to earn $0.61 in 2017 and Infosys (stock price $15.87) is estimated to 
earn $1.05 in 2017. 
9 Note that a retail investor could obtain all $12.80 of the upside with respect to the special dividend by 
purchasing Syntel stock in a tax-advantaged account, such as an IRA or 401K. 

http://finance.yahoo.com/quote/SYNT/analysts?p=SYNT
http://finance.yahoo.com/quote/WIT/analysts?p=WIT
https://finance.yahoo.com/quote/INFY/analysts?p=INFY
https://finance.yahoo.com/quote/INFY/analysts?p=INFY
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III.  Miscellaneous Investment Considerations 

A. IT Outsourcing Outlook and the United States Presidential 
Election 

Companies are constantly in search for greater cost savings and efficiencies in their 
operations, especially in the banking and insurance verticals where Syntel mainly 
operates (and where the players have been increasingly squeezed by historically 
low interest rates). This would seem to be bullish for Syntel’s long-term prospects. 
One third-party research organization recently predicted that IT outsourcing will 
grow at nearly a 6% annual rate in the coming years: 

 

 
Another recent report on the state of the IT outsourcing market, by KPMG, may be 
found here. 
  

http://www.prnewswire.com/news-releases/global-it-outsourcing-market-cagr-growth-of-584-by-2019---trends-technologies--opportunities-report-2015-2019---key-vendors-hp-ibm-infosys-571658261.html
https://assets.kpmg.com/content/dam/kpmg/pdf/2016/03/KPMG-Deal-Tracker-3Q15.pdf
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One factor likely weighing on Syntel’s stock price recently is the upcoming US 
presidential election. Immigration has obviously been one of the key topics of 
discussion of the candidates. The number of H-1B visas could be cut back in the 
event of a Trump victory. Trump has made conflicting statements regarding his 
stance on these visas: 

 
For someone who has strong words about the current state of immigration, Donald 
Trump certainly has inconsistent ideas about what to do about it. Immigration has 
been the Republican front-runner’s signature issue since he entered the race. He has 
stuck to his early idea of building a wall along the U.S.-Mexico border, but has shifted 
several times about the H-1B program, which grants temporary visas to non-
immigrant workers. We took a look at his major public statements about his view on 
the H-1B program, and unpacked his flip-floppery. 

“The influx of foreign workers holds down salaries, keeps unemployment high, and 
makes it difficult for poor and working class Americans — including immigrants 
themselves and their children — to earn a middle class wage. … We need companies 
to hire from the domestic pool of unemployed. Petitions for workers should be 
mailed to the unemployment office not USCIS [U.S. Citizenship and Immigration 
Services].” 

Trump released his immigration proposal early in his campaign, arguing that 
foreign workers are holding down American salaries and hurting employment rates. 
Trump proposed restricting the program, and criticized it for giving away coveted 
entry-level IT jobs to workers flown in cheaper from overseas. 

He proposed increasing the prevailing wage for H-1B visas and adding a recruitment 
requirement to find American workers before hiring foreign ones. Raising the 
prevailing wage for H-1B workers will force companies to give entry-level jobs to 
U.S. workers instead of flying in cheaper labor, according to the proposal. This 
would help diversity in Silicon Valley, the proposal says, so that black, Hispanic and 
female workers will be hired from the existing pool. 

Trump correctly noted there is no requirement for employers to recruit American 
workers first, and called for this to be required. These proposed changes are 
consistent with proposals from those who believe the H-1B program is being widely 
abused to the detriment of American workers. 

Per page 44 of Syntel’s 2015 10-K filing, approximately 13.9% of Syntel’s worldwide 
workforce provided services under work permits / visas. Furthermore, Syntel’s 
2015 10-K (p. 22) filing includes the following Risk Factor regarding this issue: 

 

https://www.washingtonpost.com/news/fact-checker/wp/2016/03/21/donald-trump-flip-flops-then-flips-and-flops-more-on-h-1b-visas/
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B. Analyst Opinion 
Syntel has recently been the subject of several negative actions by analysts, which 
perhaps further explains the downward trend in the stock price since the 
announcement of the special dividend [source]: 

 
  

http://www.thecerbatgem.com/2016/09/23/syntel-inc-synt-downgraded-to-market-perform-at-barrington-research.html
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C. Analysis of SYNT’s Management and Compensation System 
SYNT’s founder, Bharat Desai, age 63, serves as Chairman of the Board, and Nitin 
Rakesh, age 44, serves as Chief Executive Officer. According to the company’s 2016 
proxy statement, Desai beneficially owns 31,142,777 shares of SYNT stock, or about 
37% of the total diluted outstanding shares, while Desai’s wife and co-founder, 
Neerja Sethi, beneficially owns 24,260,177 shares, or about 29% of the total diluted 
outstanding shares10. The large shareholders are listed below: 

 

 

Prospective shareholders should also review Syntel’s Executive Compensation 
Discussion and Analysis on pages 17-33 of the 2016 Proxy Statement. Therein, 
management notes the following: 

At the Company’s 2014 annual meeting of shareholders, the compensation of the 
named executive officers received advisory approval from 99.2% of the votes cast 
by the Company’s shareholders. At the Company’s 2011 annual meeting of 

                                                      
10 Note that, per footnotes (2) and (3), there is some overlap in Desai and Sethi’s respective share counts, as 
each is a trustee with respect to the 3,858,211 shares held by the DS Foundation. 

https://www.sec.gov/Archives/edgar/data/1040426/000119312516565810/d50726ddef14a.htm
https://www.sec.gov/Archives/edgar/data/1040426/000119312516565810/d50726ddef14a.htm
https://www.sec.gov/Archives/edgar/data/1040426/000119312516565810/d50726ddef14a.htm
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shareholders, the shareholders voted in favor of holding the advisory vote on named 
executive officer compensation every three years. The next advisory vote on named 
executive officer compensation is scheduled to be held at the Company’s 2017 
annual meeting at which time the shareholders will also vote again whether to hold 
the advisory vote every year, every two years, or every three years.. 

Below is the summary compensation table from the proxy statement: 

 

 

As can be seen from the above table, management is fairly frugal with respect to its 
compensation, at least by Fortune 500 standards. In only one instance in the past 
three years has a key executive received in excess of $2.523 million in total 
compensation for any particular year. This likely stems from the fact that the 
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Chairman of the Board, founder Bharat Desai, remains the largest shareholder with 
a 37% total stake in the company and will not tolerate waste of shareholder money.  
 
Below are the biographies of the main Syntel executives and shareholders, taken 
from the proxy statement: 
 
x Bharat Desai, age 63, is a co-founder of Syntel and serves as its Chairman of 

the Board. He has been a director of Syntel since its formation in 1980. Mr. 
Desai has served as the Chairman of Syntel’s Board since February 1999 and 
also served as Syntel’s Chief Executive Officer from its formation in April 
1980 until February 2009 and as Syntel’s President from its formation until 
December 2006. Mr. Desai is the spouse of Ms. Sethi. 
 

x Neerja Sethi, age 61, is a co-founder of Syntel and has served as Vice 
President, Corporate Affairs and a director since Syntel’s formation in 1980. 
Ms. Sethi is the spouse of Mr. Desai. In nominating Ms. Sethi, the Board 
considered her extensive experience in the information technology industry 
and, as a founder of Syntel, her involvement in and knowledge of Syntel’s 
development since its formation in 1980. The Board believes that Ms. Sethi’s 
experience enables her to provide strength in strategy, general management, 
and personnel and also a high degree of institutional knowledge. 
 

x Nitin Rakesh, age 44, has served as the Chief Executive Officer and President 
of Syntel since April 2014. He previously served as Syntel’s President—
Americas, Business Development and Nearshoring Center from September 
2012 to April 2014. Mr. Rakesh served as Managing Director and Chief 
Executive Officer of Motilal Oswal Asset Management Company, Ltd., a 
financial services company, from September 2008 to September 2012. Mr. 
Rakesh has served as a director of Syntel since July 2014. In nominating Mr. 
Rakesh, the Board considered his senior management and chief executive 
officer experience and his experience in the information technology and 
finance industries. The Board believes that Mr. Rakesh’s experience enables 
him to provide strength in strategy, finance, sales and marketing, and 
operations management. 
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D. Insider Activity 
Company Insiders have been fairly consistent sellers of shares in recent weeks, 
although in comparison with the same period in 2015, this selling does not appear 
too concerning. Here is the most recent insider activity [source]: 

 
And here is the insider activity from a similar period from 2015: 

 
 

https://www.sec.gov/cgi-bin/own-disp?action=getissuer&CIK=0001040426
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IV. Risk Factors 
Below are some key risk factors involved in an investment in Syntel shares 
(investors should carefully review all of the risk factors set forth Syntel’s SEC filings, 
for example here): 

x Foreign currency risk: Because the main operations of Syntel are based in 
India, the company is subject to various foreign currency risks. For instance, 
due to the fact that revenues are denominated in U.S. dollars while employee 
salaries are paid in Indian rupees, the company’s margins and profits would 
be adversely affected if the rupee were to appreciate against the dollar 
(conversely, they would be helped if the dollar appreciates against the 
rupee). In addition, the company is also subject to foreign currency 
translation risk, since assets and liabilities of foreign operating subsidiaries 
must be translated into U.S. dollars when tallying up Syntel’s financial 
statements. These gains and losses appear in Accumulated Other 
Comprehensive Income (AOCI) in the financials; as of June 30, 2016, the 
company had racked up a $252 million historical loss under AOCI (as 
opposed to $1.4 billion in historical retained earnings). 
 
Below is a chart of the rupee against the dollar, showing that it has 
consistently weakened over the past ten years (if one goes back 20 years, the 
same trend exists) [source]: 

 

https://www.sec.gov/Archives/edgar/data/1040426/000119312516482419/d130338d10k.htm#toc130338_3
http://www.xe.com/currencycharts/?from=USD&to=INR&view=10Y
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For what it’s worth, one website forecasts the rupee to continue to weaken 
against the dollar by in excess of 10% over the next two years [source]: 

 
 

x Employee Turnover: The company has experienced increasing employee 
turnover over the past three years. As described in the 2015 10-K, page 22, 
“[f]or the years ended December 31, 2015, 2014 and 2013, annual voluntary 
attrition was 22.3%, 17.0% and 14.4%, respectively. For the same periods, 
the number of net hires was (16), 901 and 2,245 respectively.” One the one 
hand, this could be bearish, indicating that competitors are poaching Syntel’s 
employees at an increasing rate; conversely, it could be bullish, if Syntel is 
simply being more aggressive in cutting costs and eliminating superfluous 
employees from their workforce. (Note that for 2004-2012, employee 
attrition remained fairly stable in the low- to mid-teens percentages.) 

 

  

http://longforecast.com/fx/indian-rupee-to-dollar-forecast-for-2015-2016-and-2017.html
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On the Q4 2015 earnings call, the company had the following to say about the 
uptick in the attrition rate: 

  
 
On the Q2 2016 earnings call, the company made the following additional 
remarks regarding the attrition rate: 
 

 
 
Note also that, according to Glassdoor.com, the company is considered 
inferior to work for in comparison to Wipro and Infosys: 
 

 

http://seekingalpha.com/article/3908406-syntels-synt-ceo-nitin-rakesh-q4-2015-results-earnings-call-transcript?part=single
http://seekingalpha.com/article/3990368-syntels-synt-ceo-nitin-rakesh-q2-2016-results-earnings-call-transcript?part=single
https://www.glassdoor.com/index.htm
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x Competition: The IT and KPO services industry is intensely competitive, 
highly fragmented and subject to rapid change and evolving industry 
standards. Syntel competes with a variety of other companies, depending on 
the client and scope of services. Syntel’s primary competitors include system 
integrator firms, application software companies, professional services 
groups of computer equipment companies and contract programming 
companies. Syntel’s most direct competitors in IT services include Tata 
Consultancy Services Cognizant Technology Solutions, Infosys Technologies, 
and Wipro Technologies, companies that utilize an integrated on-
site/offshore business model comparable to that used by Syntel. Syntel also 
competes with large IT service providers with greater resources, such as 
Accenture and IBM Global Services. Syntel is also seeing increased 
competition from non-Indian sources such as Eastern Europe and the 
Philippines. In addition, Syntel competes with numerous smaller local 
companies in the various geographic markets in which the Company 
operates. In KPO services, Syntel primarily competes with other offshore 
KPO vendors including Genpact, HCL, Wipro Technologies, WNS and with 
offshore captive units established by client organizations. Many of Syntel’s 
customers choose to work with more than one service provider and contract 
with an individual provider to work on specific engagements that best match 
that provider’s expertise. 
 

x Customer Concentration and Industry Risk: Syntel’s business could be 
materially adversely affected if one of Syntel’s significant clients terminates 
its engagement of Syntel or if there is a downturn in one of the industries 
Syntel serves. Syntel’s ten largest clients generated approximately 74%, 74% 
and 77% of Syntel’s total revenues for the years ended December 31, 2015, 
2014 and 2013, respectively. Syntel’s largest client for the years ended 
December 31, 2015, 2014 and 2013 was American Express, which generated 
approximately 21%, 22% and 25% of Syntel’s total revenues for the years 
ended December 31, 2015, 2014 and 2013, respectively. Syntel’s second 
largest client for the years ended December 31, 2015, 2014 and 2013 was 
State Street Bank, which generated approximately 15%, 14% and 16% of 



     

         Seven Corners Capital Management            |            Tel: 646-592-0498               |             info@sevencornerscapital.com 22 

Syntel’s total revenues for the years ended December 31, 2015, 2014 and 
2013, respectively. Syntel’s third largest client for the years ended December 
31, 2015, 2014 and 2013 was Federal Express Corporation, which generated 
approximately 12%, 12% and 8% of Syntel’s total revenues for the years 
ended December 31, 2015, 2014 and 2013, respectively. Syntel expects to 
continue to derive a significant portion of Syntel’s revenues from American 
Express, State Street Bank and Federal Express Corporation. Failure to meet 
a client’s expectations could result in cancellation or non-renewal of Syntel’s 
engagement and could damage Syntel’s reputation and adversely affect its 
ability to attract new business. Many of Syntel’s contracts, including all of 
Syntel’s contracts with its ten largest clients, are terminable by the client 
with limited notice to Syntel and without compensation beyond payment for 
the professional services rendered through the date of termination. An 
unanticipated termination of a significant engagement could result in the loss 
of substantial anticipated revenues. The loss of any significant client or 
engagement could have a material adverse effect on Syntel’s business, results 
of operations and financial condition. Syntel also derived, and expects to 
continue to derive, a significant portion of its revenues from clients in certain 
industries, including the financial services, insurance and healthcare 
industries. Clients in the financial services industry generated approximately 
49%, 50% and 51% of Syntel’s revenues for the years ended December 31, 
2015, 2014 and 2013, respectively. A downturn in the financial services 
industry or other industries from which Syntel derives significant revenues 
could result in less revenue from current and potential clients in such 
industry and could have a material adverse effect on Syntel’s business, 
results of operations and financial condition. 
 

x Syntel’s Fixed-Price Engagements May Commit Syntel to Unfavorable Terms: 
Syntel undertakes development and maintenance engagements, which are 
billed on a fixed-price basis, in addition to the engagements billed on a time-
and-materials basis. Fixed-price revenues from development and 
maintenance activity represented approximately 42%, 40% and 38% of total 
revenues for the years ended December 31, 2015, 2014 and 2013, 
respectively. Any failure to estimate the resources and time required to 
complete a fixed-price engagement on time and to the required quality levels 
or any unexpected increase in the cost to Syntel of IT professionals, office 
space or materials could expose Syntel to risks associated with cost overruns 
and could have a material adverse effect on Syntel’s business, results of 
operations and financial condition. 
 

x Wage Pressures in India and Other Countries Where Syntel Does Business 
May Reduce Syntel’s Profit Margins: Wage pressures in India and other 
countries where Syntel does business may prevent Syntel from sustaining 
Syntel’s competitive advantage and may reduce Syntel’s profit margins. As of 
December 31, 2015, approximately 75% of Syntel’s billable workforce was in 
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India. Wage costs in India have historically been lower than wage costs in the 
United States and Europe for comparably skilled professionals, which has 
been one of Syntel’s competitive strengths. However, wage increases in India 
may prevent Syntel from sustaining this competitive advantage and may 
negatively affect Syntel’s profit margins. Wages in India are increasing at a 
faster rate than in the United States, which could result in increased costs for 
technology professionals. Compensation increases may result in a material 
adverse effect on Syntel’s business, results of operations and financial 
condition. 
 

x Syntel’s Ability to Repatriate Earnings From its Foreign Operations: Syntel 
treats earnings from its operations in India and other foreign countries as 
permanently invested outside the United States. If Syntel repatriates any of 
such earnings, Syntel will incur a dividend distribution tax for distribution 
from India, currently 17.647% on gross distribution (including tax on 
dividend distribution tax) under Indian tax law, and be required to pay 
United States corporate income taxes on such earnings. If Syntel decided to 
repatriate all undistributed repatriable earnings of foreign subsidiaries as of 
December 31, 2015, Syntel would accrue taxes of approximately $306.0 
million. 
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V. Conclusion 
It is rare, indeed, in today’s market environment to find a high-quality company that 
has a history of consistent revenues and earnings growth over time available at a 
multiple well below that of the overall market. If one backs out the $15 special 
dividend to be paid on October 3, 2016, Syntel now trades at just ~10 times forward 
earnings versus a market that trades at approximately 18 times forward earnings. 
Assuming that Syntel were valued at a reasonable multiple of 15 times forward 
earnings following payment of the dividend, we would expect the stock price to level 
out around the $39.30 level (per Section II.B above). Thus a buyer of Syntel today is 
basically receiving the $15 special dividend for just over $2.  While most people 
think that there is no such thing as a free lunch, especially in the stock market 
(which, according to academics in our business schools remains “efficient”), it 
appears that in at least this one instance a *nearly* free lunch is indeed available.  

As a consequence of the foregoing, we believe that Syntel is a compelling investment 
at its current trading price. Therefore, we are initiating our coverage of Syntel as a 
buy with a target price of $54.30. 

 

http://www.wsj.com/mdc/public/page/2_3021-peyield.html
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VI. Disclaimer 
As of the publication date of this report, Seven Corners Capital Management and its 
affiliates (collectively, “Seven Corners”) have long positions in Syntel, Inc. (“Syntel”) 
stock. In addition, others that contributed research to this report and others that we 
have shared our research with (collectively with Seven Corners, the “Authors”) 
likewise may have long positions in, and/or own options on, Syntel. The Authors 
stand to realize gains in the event that the price of the stock increases. Following 
publication of the report, the Authors may transact in the securities of the company 
covered herein. All content in this report represent the opinions of Seven Corners. 
The Authors have obtained all information herein from sources they believe to be 
accurate and reliable. However, such information is presented “as is,” without 
warranty of any kind—whether express or implied. The Authors make no 
representation, express or implied, as to the accuracy, timeliness, or completeness 
of any such information or with regard to the results obtained from its use. All 
expressions of opinion are subject to change without notice, and the Authors do not 
undertake to update or supplement this report or any information contained herein. 

This document is for informational purposes only and it is not intended as an official 
confirmation of any transaction. All market prices, data and other information are 
not warranted as to completeness or accuracy and are subject to change without 
notice. The information included in this document is based upon selected public 
market data and reflects prevailing conditions and the Authors’ views as of this date, 
all of which are accordingly subject to change. The Authors’ opinions and estimates 
constitute a best efforts judgment and should be regarded as indicative, preliminary 
and for illustrative purposes only. 

Any investment involves substantial risks, including, but not limited to, pricing 
volatility, inadequate liquidity, and the potential complete loss of principal. This 
report’s estimated fundamental value only represents a best efforts estimate of the 
potential fundamental valuation of a specific security, and is not expressed as, or 
implied as, assessments of the quality of a security, a summary of past performance, 
or an actionable investment strategy for an investor. 

This document does not in any way constitute an offer or solicitation of an offer to 
buy or sell any investment, security, or commodity discussed herein or of any of the 
affiliates of the Authors. Also, this document does not in any way constitute an offer 
or solicitation of an offer to buy or sell any security in any jurisdiction in which such 
an offer would be unlawful under the securities laws of such jurisdiction. To the best 
of the Authors’ abilities and beliefs, all information contained herein is accurate and 
reliable. The Authors reserve the rights for their affiliates, officers, and employees to 
hold cash or derivative positions in any company discussed in this document at any 
time. As of the original publication date of this document, investors should assume 
that the Authors are long shares of Syntel and may have positions in financial 
derivatives that reference this security and stand to potentially realize gains in the 
event that the market valuation of the company’s common equity is higher than 
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prior to the original publication date. These affiliates, officers, and individuals shall 
have no obligation to inform any investor or viewer of this report about their 
historical, current, and future trading activities. In addition, the Authors may benefit 
from any change in the valuation of any other companies, securities, or commodities 
discussed in this document. 

The information contained in this document may include, or incorporate by 
reference, forward-looking statements, which would include any statements that 
are not statements of historical fact. Any or all of the Authors’ forward-looking 
assumptions, expectations, projections, intentions or beliefs about future events 
may turn out to be wrong. These forward-looking statements can be affected by 
inaccurate assumptions or by known or unknown risks, uncertainties and other 
factors, most of which are beyond the Authors’ control. Investors should conduct 
independent due diligence, with assistance from professional financial, legal and tax 
experts, on all securities, companies, and commodities discussed in this document 
and develop a stand-alone judgment of the relevant markets prior to making any 
investment decision. 

 

 

 


