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 Top-line falls in Rupee and Dollar terms; top client BT continues to 
pressurise business: During 4QFY2009, Tech Mahindra recorded a 
disappointing 7.1% qoq fall in consolidated Top-line in Rupee terms. This 
was recorded in spite of the Rupee depreciation witnessed over the quarter, 
with the realised Rupee rate being higher by 1.8% qoq (Rs49.71 v/s Rs48.82 
in 3QFY2009). Apart from this, the significant depreciation of the British 
Pound against the US Dollar during the quarter resulted in reported Dollar 
numbers coming in significantly lower. Dollar Revenues fell by 9.8% qoq to 
US $211.5mn (US $231.9mn in 3QFY2009). Volumes fell by around 2% qoq, 
pricing continued to remain under stress, declining by 2.5% qoq and the 
remaining fall in Revenue was accounted for by cross-currency fluctuations 
(British Pound v/s US Dollar). Revenues from British Telecom (BT), the 
company’s top client, declined by 17% qoq in US Dollar terms (lower decline 
of around 6% qoq in British Pound terms). Revenues booked from the BTGS 
(Barcelona) deal declined to ₤19mn as against ₤22.2mn in 3QFY2009 
(14.4% qoq fall), a major disappointment. The company’s traditional BT 
business also remains under pressure. On a yoy basis, Tech Mahindra 
recorded a 2.9% growth in Top-line in Rupee terms, while Dollar Revenues 
de-grew by 19%, mainly on account of Pound depreciation v/s the US Dollar. 

 
Segment-wise, the major Telecom Service Provider (TSP) segment de-grew 
9% qoq during the quarter (de-growth of 2.1% yoy) mainly on account of the 
fall in the BT account. On the other hand, the Telecom Equipment 
Manufacturer (TEM) segment grew 15.4% qoq (65.8% yoy growth), which is 
a positive and indicates that the company has been able to get new 
business from these clients to diversify away from BT. The BPO segment 
de-grew by over 20% qoq (11.8% yoy growth).  

 
 Margins fall on pricing pressure, higher SG&A costs: In 4QFY2009, 

Tech Mahindra recorded a 105bp qoq fall in EBITDA Margins on the back of 
pricing pressure and higher SG&A costs. On a yoy basis, Margins soared 
527bp mainly due to Rupee depreciation and strong cost control measures.  

 
 Higher Other Income boosts Bottom-line: Tech Mahindra recorded a 

3.3% qoq rise in 4QFY2009 Bottom-line in spite of the Margin fall. This was 
mainly due to higher Other Income.  

 

Key Financials (Consolidated) 
Y/E March (Rs cr) FY2008 FY2009 FY2010E FY2011E 

Net Sales 3,766 4,465  4,281 4,680 
% chg 28.6 18.5  (4.1) 9.3 
Net Profit 330 1,015  771 843 
% chg  171.4 207.5  (24.0) 9.3 
EBITDA Margin (%) 21.9 28.7  27.5 27.2 
FDEPS (Rs) 58.9 77.5  58.9 64.4 
P/E (x) 5.7 4.3  5.7 5.2 
P/BV (x) 3.5 2.3  1.8 1.5 
RoE (%) 70.8 63.4  35.2 31.0 
RoCE (%) 66.1 58.4  24.8 24.1 
EV/Sales (x) 1.1 0.8  0.6 0.5 
EV/EBITDA (x) 4.9 2.8  2.3 1.8 

Source: Company, Angel Research; Note: Financials exclude Satyam 
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FY2009 Top-line grows 19%; cross-currency plays spoil-sport with Dollar Revenues 
 

Tech Mahindra recorded an 18.6% yoy growth in its FY2009 Top-line primarily on account 
of the significant Rupee depreciation witnessed during the year. The realised Rupee rate 
was higher by 12.5% yoy at Rs45.33 per US Dollar in FY2009 (Rs40.29 in FY2008). In US 
Dollar terms, the growth was fairly tepid at 5.4% yoy, with Sales touching US $985mn (US 
$934.7mn in FY2008). The major cross-currency fluctuations witnessed over the year, with 
the British Pound depreciating significantly against the US Dollar, led to reported Dollar 
numbers being subdued. Tech Mahindra’s top client, BT, saw Revenues growing by just 
8.1% yoy during the year in Rupee terms, while in US Dollar terms, it de-grew 3.4% yoy. 
Going forward, we expect this account to continue to face pressure owing to the difficult 
business environment. 
 
Margins soar on Rupee depreciation, cost efficiencies 
 

Tech Mahindra recorded a strong 529bp yoy expansion in EBITDA Margins in FY2009 
primarily due to the significant Rupee depreciation witnessed during the year and cost 
efficiencies on the SG&A front. 
 
Lower Other Income, higher Taxes impact Bottom-line growth 
 

In spite of the strong Margin expansion witnessed during the year, due to significantly 
lower Other Income and a higher effective Tax rate (11.1% v/s 8.9% in FY2008), Tech 
Mahindra recorded a 23% yoy growth in its FY2009 Bottom-line (excluding Extraordinary 
items), which while decent, trailed Top-line and EBITDA growth. 
 
Satyam financials likely to be available by year-end  
 

Tech Mahindra has indicated that the restated financials of the recently-acquired Satyam 
Computer Services are likely to be available by the year-end. The company, in order to 
finance the acquisition, has raised around Rs2,000cr debt on its books at an interest rate 
of 11%, with the balance debt being on the books of the SPV formed for the purpose of 
acquiring Satyam. We believe that while over the long term, the acquisition gives Tech 
Mahindra greater diversification into newer verticals and a complementary set of 
businesses, there remain challenges arising from the law suits filed against Satyam in the 
US, apart from the financials being needed to be restated over the past several years. The 
integration of Satyam’s work force of over 45,000 personnel is also likely to pose a stiff 
challenge for the Tech Mahindra management. The company intends to keep Satyam as a 
separate entity as of now. 
 
Outlook and Valuation 
 

Going ahead, we expect Tech Mahindra to record a 2.4% CAGR in Top-line over 
FY2009-11E, while Bottom-line is expected to clock an 8.9% compounded de-growth over 
the mentioned period (Tech Mahindra consolidated excluding Satyam financials). At the 
CMP, the stock trades at 5.7x FY2010E EPS. The significant debt taken by the company 
on its books to finance the Satyam acquisition will pressurise its Bottom-line in FY2010 
due to significantly higher Interest costs. Key uncertainties related to the Satyam 
acquisition, viz. the law suits filed and the potential liabilities arising on account of them, 
and the restatement of accounts, could lead to an overhang on stock price performance till 
greater clarity is provided on these issues. Moreover, the increasingly difficult business 
environment is also likely to lead to disappointing financial performances by the software 
major going forward, with business from its top client, BT, declining and likely to continue 
to fall in the near term. Post the declaration of the audited financial numbers by the 
auditors of Satyam and getting a better understanding of the claims that could be borne by 
the company, we would re-visit Tech Mahindra’s financials for consolidation of Satyam’s 
financials with it. We maintain our Neutral view on the stock pending further clarity on 
the above-mentioned issues, even as valuations may appear reasonable. 
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Exhibit 1: FY2009 Consolidated Financial Performance 
Y/E March (Rs cr) FY2009 FY2009 % chg FY2008 % chg FY2009 FY2008 % chg 
  4Q 3Q (qoq) 4Q (yoy)       
Net Revenues 1,051  1,132 (7.1) 1,022 2.9 4,465  3,766 18.6 
Cost of Revenues 611  657 (7.0) 656 (6.8) 2,638  2,385 10.6 
Gross Profit 440  475 (7.4) 366 20.3  1,827  1,381 32.3 
SG&A Expenses 156  157 (0.8) 143 8.6 612  555 10.2 
Operating Profit (EBITDA) 284  318 (10.6) 222 27.8  1,215  826 47.2 
Other Income 8  (40)  36  (38) 104  
Interest 2  0  1  3  6  
Depreciation 29  29 0.0 23 24.9  110  80 37.8 
Income before Income Taxes 261  250 4.6 235 10.9  1,065  844 26.2 
Tax 31  27 13.8 17 85.5  118  75 57.4 
Minority Interest (0) 0  (0)  (0) 1  
Extraordinary Items                 -   -  (440)  67  (440)  
Net Income 230  223 3.3 (221)  1,014  330 207.6 
Diluted EPS (Rs) 17.9  17.2 4.4 (16.9)  78.8  25.2 212.3 
Gross Profit Margin (%) 41.8  42.0  35.8  40.9  36.7  
EBITDA Margin (%) 27.0  28.1  21.8  27.2  21.9  
Net Profit Margin (%) 21.9  19.7   (21.7)   22.7  8.8   

     Source: Company, Angel Research 
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