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Market Cap Rs22.1bn/US$473mn  Year to March FY09 FY10 FY11E FY12E
Reuters/Bloomberg MINT.BO/MTCL.IN  Revenue (Rs mn) 12,375 12,960 14,880 17,723
Shares Outstanding (mn) 39.5  Net Income (Rs mn) 523 2,148 1,624 2,338
52-week Range (Rs) 747/405  EPS (Rs) 13.8 54.4 40.8 58.5
Free Float (%) 67.5  % Chg YoY (49.4) 295.0 (25.0) 43.4
FII (%) 15.8  P/E (x) 40.6 10.3 13.7 9.6
Daily Volume (US$'000) 2,990  CEPS (Rs) 29.1 72.2 60.0 79.0
Absolute Return 3m (%) 3.7  EV/E (x) 6.6 8.3 8.6 5.4
Absolute Return 12m (%) 13.6  Dividend Yield (%) 0.2 0.5 0.4 0.6
Sensex Return 3m (%) 0.2  RoCE (%) 36.1 21.8 17.6 22.9
Sensex Return 12m (%) 13.4  RoE (%) 9.6 35.2 21.8 25.2
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Shareholding pattern 

 
Sep 
’09 

Dec 
’09 

Mar 
’10 

Promoters 33.1 32.7 32.5 
Institutional  
investors 26.1 31.4 28.6 
  MFs and UTI 10.4 11.8 11.6 
  Insurance Cos. 1.2 1.1 1.2 
  FIIs 14.5 18.5 15.8 
Others 40.8 35.9 38.9 

Source: www.nseindia.com 
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INDIA 

Post our meeting with MindTree’s CFO, we continue to believe that lack of clarity
on product revenues and ensuing higher risk will likely take a toll on medium-to-
short term valuations. Despite ~15% correction post Q4FY10 results and our
downgrade, the market will likely ignore any inexpensive valuations (on FY12
basis) till some clarity emerges on the performance of the product business.
Also, regardless of MindTree’s core business showing signs of revival, investors
are likely to be cautious on diversification in product business considering
MindTree’s lack of track record in the brand-conscious and highly competitive 
mobile phone market. We strongly believe that acceptance of mobile phone by
clients is not the only important entry criterion, but the ensuing consistent
investment to compete against giants (so as to ensure recurring business) is
equally important as this would lead to successful diversification. Maintain HOLD. 

 Products – Uncertainty persists. i) Of the guided product expenses of US$10-
11mn in H1FY11, Q1FY11 is likely to witness US$5-6mn expenses (~7% of 
Q1FY11 revenues); ii) Expenses would be deferred if there are delays in product
launch beyond Q3FY11; iii) Expenses of 60-70% would be employee-related, 
indicating a dedicated team of at least 600-800 (7-10% of FY10 employee base);iv) 
At present, product development is on track with expected launch in Q3FY11; v) 
Currently working on only one design and vi) Kyocera Global has sold ~45mn 
CDMA phones to clients in India (Tata Teleservices) and the US (Sprint and
Verizon) using IP developed by Kyocera India (company acquired by MindTree) that 
MindTree management wants to leverage post buy-out. 

 Core services – MindTree confident of revival with: i) manufacturing showing 
signs of revival (in key client accounts) versus muted management tone during
Q4FY10 results call, ii) discretionary spend revival continuing to provide fillip to 
revenue growth, given higher demand for custom application versus package
implementation; also, BFSI continues to lead in discretionary spend revival and
iii) management confidence being high on billing rate improvement hereon. We 
estimate 19.7% dollar revenue growth in FY11 in core business (excluding 
products), including 3-4% growth driven by Kyocera and 7Strata. 

 Other details are: i) high confidence on maintaining margins in core business,
excluding products, in line with our estimates, ii) attrition is likely to be high in the 
short term, not only due to demand revival in the industry but also as wage inflation
in Q1FY11 is covering only 60-70% of MindTree’s employees. 
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Chart 1: Discretionary spend seems to be in revival mode  
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Chart 2: Margin levers dependent on growth revival 
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Chart 3: Improvement in client mining 
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Source: Company data, I-Sec Research 

We believe that utilisation 
rate for MindTree is unlikely 
to increase significantly 
hereon, given higher 
discretionary- & project-
based nature of company 
revenues, which are likely to 
grow faster going forward. 
Even attrition is likely to 
remain high in foreseeable 
future. However, growth 
revival and resulting uptick in 
billing rates and SG&A 
leverage is likely to drive 
margins hereon 

We remain positive on 
overall discretionary spend 
revival with QoQ growth in 
MindTree’s discretionary 
revenues clearly outpacing 
maintenance revenues 
(Chart 1 - LHS), and 
resulting uptick in billing 
rates (Chart 1 – RHS) 

MindTree’s effort in terms of 
introducing new services, 
including infrastructure 
management, technical 
helpdesk and SAP 
implementation etc., coupled 
with investment in account 
relationship management is 
driving growth within existing 
clients. However, we believe 
that MindTree is a long way 
from achieving scalability 
amongst most big clients 
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Financial Summary  
Table 1: Profit and Loss statement 
(Rs mn, year ending March 31) 

 FY09 FY10 FY11E FY12E
Operating Revenues (Sales) 12,375 12,960 14,880 17,723 
Operating Expenses 9,065 10,504 12,608 14,309 
EBITDA 3,310 2,456 2,273 3,415 
  % margins 26.7 18.9 15.3 19.3 
Depreciation & Amortisation 570 652 718 842 
Interest & Finance Chgs 162 27 2 2 
Other Income (1,974) 770 369 247 
Recurring PBT 604 2,547 1,922 2,817 
Add: Extraordinaries exps / (Inc) 0 0 0 0 
Less: Taxes 67 398 298 479
          - Current tax 139 380 279 535 
          - Deferred tax / MAT Credit (71) 19 19 (56)
Less: Minority Int / Add: Associates 14 0 0 0 
Net Income (Reported) 523 2,148 1,624 2,338 
Recurring Net Income 523 2,148 1,624 2,338 
Source: Company data, I-Sec Research 
 

Table 2: Balance sheet 
(Rs mn, year ending March 31) 
 FY09 FY10 FY11E FY12E
Assets         
Total Current Assets 4,691 4,841 5,901 7,633 
  of which cash and deposits 488 523 787 806 
Total Current Liabilities & 
Provisions 3,082 2,604 3,076 4,183 
Net Current Assets 1,609 2,238 2,825 3,450 
Investments 1,013 1,272 1,772 3,022 
of which Strategic/Group 7 7 7 7 
of which Other Marketable 1,007 1,266 1,766 3,016 
Net Fixed Assets 4,292 2,766 3,109 3,367 
Tangible assets  2,831 2,612 2,819 3,077 
Intangible assets  1,460 154 290 290 
Capital Work-in-Progress 130 247 300 325 
Total Assets 7,044 6,523 8,007 10,164 
  of which cash and equivalents 1,494 1,789 2,552 3,822 
          
Liabilities         
Borrowings 1,394 31 31 31 
Deferred Tax Liability (190) (214) (194) (251)
Minority Interest 328 0 0 0 
Equity Share Capital 380 395 398 400 
  Face Value per share (Rs) 10 10 10 10 
Preference Share Capital 0 0 0 0 
Reserves & Surplus* 5,133 6,311 7,772 9,984 
Net Worth 5,513 6,706 8,170 10,384 
Total Liabilities 7,044 6,523 8,007 10,164 
Source: Company data, I-Sec Research  
 

Table 5: Quarterly trend 
(Rs mn, year ending March 31) 

 Jun-09 Sep-09 Dec-09 Mar-10
Net sales 3,048 3,150 3,319 3,444 
% growth (YoY) 36.3 0.9 (8.8) 1.9
Recurring EBITDA 507 659 657 632 
Margin (%) 16.6 20.9 19.8 18.4
Other income 332 38 202 197 
Extraordinaries Inc / (Loss) 0 0 0 0 
Recurring Net Income 567 499 538 545 
Source: Company data, I-Sec Research  

 

Table 3: Cashflow statement 
(Rs mn, year ending March 31) 

 FY09 FY10 FY11E FY12E
Operating Cash flow before W 
Cap changes 

2,757 2,057 2,283 2,960 

Working Capital Inflow / (Outflow) (955) 208 (438) (699)
Capex (369) (473) (978) (1,125)
Free Cash flow  1,433 1,791 867 1,137 
Cash Flow from other Invst Act 
(Ex Capex) 

(1,854) (491) (526) (1,050)

Proceeds from Issue of Share 
Capital 

6 94 62 40 

Inc/(Dec) in Borrowings / 
Deferred Liabilities 

310 (1,390) (2) (2)

Dividend paid (90) (46) (138) (105)
Increase/(Decrease) in Cash  (196) (41) 263 20 
Source: Company data, I-Sec Research 
 

Table 4: Key ratios 
(Year ending March 31) 
 FY09 FY10 FY11E FY12E
Per Share Data (Rs)  
Earnings per share (Basic 
Recurring) 13.8 54.4 40.8 58.5
Diluted Earnings per share 13.7 54.0 40.8 58.8
Cash earnings per share 29.1 72.2 60.0 79.0
Dividend per share 1.0 3.0 2.2 3.5
Book Value per share 145.1 169.7 205.1 259.7
  
Growth Ratios (%)  
Operating Income (Sales) 67.3 4.7 14.8 19.1
EBITDA 163.9 (25.8) (7.4) 50.2
Recurring Net Income (49.3) 310.7 (24.4) 43.9
Diluted Recurring EPS (48.3) 294.2 (24.4) 43.9
Diluted Recurring CEPS (17.1) 147.8 (16.2) 32.1
  
Valuation Ratios (x)  
P/E 40.6 10.3 13.7 9.6
P/CEPS 19.2 7.7 9.3 7.1
P/BV 3.9 3.3 2.7 2.2
EV / EBITDA 6.6 8.3 8.6 5.4
EV / Sales 1.8 1.6 1.3 1.0
EV / FCF (14.8) 13.6 26.8 16.1
  
Operating Ratio  
Software Development 
Expenses/Sales (%) 56.3 61.6 65.4 63.2
SG&A/Sales (%) 16.3 19.3 19.1 17.3
Other Income / PBT (%) (353.7) 29.2 19.1 8.7
Effective Tax Rate (%) 11.1 15.6 15.5 17.0
NWC / Total Assets (%) 15.6 24.0 25.1 23.6
Fixed Asset Turnover (x) on avg. 3.6 3.7 5.1 5.5
Receivables (days) on average 67.1 72.7 64.0 66.0
D/E Ratio (x) 0.3 0.0 0.0 0.0
  
Return/Profitability Ratio (%)  
Recurring Net Income Margins 4.2 16.6 10.9 13.2
RoIC (Based on Avg) 48.5 28.5 24.8 34.9
RoCE (Based on Avg) 36.1 21.8 17.6 22.9
RoNW (Based on Avg) 9.6 35.2 21.8 25.2
Dividend Payout Ratio 8.5 6.4 6.4 7.0
Dividend Yield 0.2 0.5 0.4 0.6
EBITDA Margins 26.7 18.9 15.3 19.3
Source: Company data, I-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 
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