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Market Cap (Rs cr) 1,773 
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Avg. Daily Value (3m, cr) 2.6 

Dividend Yield (%) 0.9 

Sensex 16,996 

Nifty 5,127 
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Stock Performance 

(%) MINDTREE NIFTY 

1-week (2.7) 4.1 
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1-year (20.3) (9.3) 
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INR backed EBITDA growth 
Key highlights of the result 

 Moderate top-line growth: MindTree’s revenue grew at a moderate pace of 
2.3% qoq to US$103.7mn as indicated by the Management. The growth in 
revenue was broadly in line with our estimates. However, surprisingly the 
volumes witnessed a decline of 0.8% qoq, which the Management has 
attributed to seasonality (lower working days due to holidays and number of 
leaves taken by employees) and exit from some of the non-core industrial 
automotive segment as a part of long term strategy. Pricing was up 3.5% qoq. 
In INR terms, revenue grew 13.8% qoq to Rs520cr reflecting INR depreciation 
against USD.  

 INR depreciation boosts EBITDA: EBITDA reported an astronomical growth of 
52.6% qoq at Rs90cr. EBITDA was driven by strong INR depreciation against 
USD and better pricing. Consequently, EBITDA margin increased ~440bp qoq 
to 17.3%, which was much higher than our expectations. Operational 
efficiencies contributed 30bp to the EBITDA margin. 

 PAT registers a decent growth: MindTree reported a foreign exchange loss of 
~Rs3cr in 3QFY2012 on account of its hedged position as compared to a gain 
of Rs17cr in 2QFY2012. This resulted in a lower growth of ~11.2% qoq in PAT 
to Rs60cr. 

Outlook and Valuation 

MindTree’s result was broadly in line with our expectations except for volume 
growth. The growth in pricing was on account of one-time revenue earned by the 
company on a large transformational deal for a leading telecom operator in Europe. 
Thus, pricing growth will reverse in the coming quarter. MindTree’s IT Services 
segment has seen a qoq growth of more than 5% in last 8 quarters. Going forward, 
we expect a moderate growth in FY2013, as we remain cautious on the company’s 
strategy of exiting some customers from non-core areas; we would wait to see how 
this strategy works out for the company. Further, moderate client budgets can 
impact the company’s revenues from IT Services segment which has been the 
growth engine for the company. EBITDA margin is also expected to decline in 
FY2013 on account of volatility in INR. We initiated coverage on MindTree with a 
Buy recommendation (December 05, 2011). The stock has appreciated more than 
20% to surpass our target of Rs495 (on January 19, 2012). At the CMP of Rs437, 
the stock is available at a P/E of 8.9x and 8.8x its FY2012E and FY2013E EPS 
respectively. We maintain our target price of Rs495, indicating a potential upside of 
~13% from the current level. We recommend an Accumulate.  

Risks to the view 

 Unstable US and European economies could impact the demand environment 
and lead to a delay in decision making regarding new deals 

 Sharp cut in client budgets can lead to a lower than anticipated volume growth 

 We have factored in USD/INR rate of Rs52 and Rs50 for 4QFY2012 and 
FY2013 respectively. Any sharp appreciation in INR will negatively impact our 
estimates 

 

Year End Net Revenues EBITDA Net income (reported) RoaE RoIC EPS Valuations (X) 

 
(Rs cr) % growth (Rs cr) % margin (Rs cr) % growth % % (Rs) P/E EV/EBITDA 

FY2010 1,296 4.7 246 18.9 215 300.3 30.8 27.6 52.8 8.3 7.0 

FY2011 1,509 16.4 178 11.8 102 (52.7) 14.0 14.2 25.4 17.2 9.6 

FY2012E 1,920 27.3 278 14.5 198 94.8 22.7 24.2 49.1 8.9 6.0 

FY2013E 2,194 14.2 302 13.7 200 1.0 19.0 22.3 49.6 8.8 5.3 
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Exhibit 1: Quarterly Performance (Consolidated) 
(Rs cr) 3QFY12 2QFY12 % qoq 3QFY11 % yoy 9MFY12 9MFY11 % yoy 

Revenues 520 457 13.8 385 35.1 1,390 1,118 24.3 

Cost of revenues 324 305 6.4 259 25.4 908 732 24.1 

Gross profit 196 152 28.6 126 54.9 481 386 24.7 

SG&A Expenses 106 93 13.5 81 30.1 287 254 12.8 

EBITDA 90 59 52.6 45 99.8 195 132 47.6 

Margin (%) 17.3 12.9 
 

11.7 
 

14.0 11.8  

Dep and Amort 17 17 (0.6) 21 (16.0) 53 53 (0.2) 

EBIT 72 41 74.9 24 197.9 142 79 79.6 

Margin (%) 13.9 9.1 
 

6.3 
 

10.2 7.1  

Other income, net 4 7 (49.3) 2 133.3 14 6 132.8 

Forex gain/(loss) (3) 17 NA 8 NA 24 10 137.0 

PBT 73 65 12.2 34 117.8 179 95 88.9 

Tax 13 11 17.4 2 456.5 29 26 14.4 

Tax Rate (%) 17.4 16.7 
 

6.8 
 

16.4 27.1  

PAT 61 55 11.2 31 93.0 150 69 116.6 

Margin (%) 11.7 11.9 
 

8.2 
 

10.8 6.2  

Diluted EPS 14.9 13.5 10.3 7.6 95.1 37.1 17.5 112.0 
Source: Company, RSec Research 

Strong growth in revenues 

MindTree’s 3QFY2012 revenues grew 13.8% qoq to Rs520cr driven by pricing growth of 3.5% 

and positive impact from exchange rate movement, while volumes witnessed a decline of 0.8%. 

Pricing contributed ~2% to the top-line growth while effort mix had a marginal negative impact 

of 0.7%. The primary reason for lower volume growth is seasonality (lower working days due to 

holidays and the number of leaves taken by employees) and lower volume growth in Product 

Engineering Services (PES) segment. 

Exhibit 2: Volume and pricing growth 

 

Source: Company, RSec Research 

Revenue was primarily driven by Europe, where the company started a new transformational 
deal with a leading telecom company. This client became MindTree’s largest client for 
3QFY2012 (Microsoft was the company’s largest client earlier). 

Exhibit 3: Geography wise performance 

(In USD terms) 
3QFY2012 

(% of total rev) 
2QFY2012      

(% of total rev) 
% qoq 

US 56.2 58.4 (1.6) 

Europe 28.1 25.7 11.9 

India 7.2 7.9 (7.3) 

MEA 8.5 8.0 9.7 

Source: Company, RSec Research 
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INR depreciation led to a robust  

top-line growth  
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In terms of Verticals, Travel & Transportation reported strong growth while BFSI was flattish. 
Revenues from Other verticals increased substantially, reflecting the new deal implementation 
as stated earlier. Revenue from PES segment, which accounts for one-third of the company’s 
revenues, saw a significant decline of 5.4% qoq. The reasons for the decline are a) 
headwinds in embedded systems business due to slowness in semiconductor, consumer 
electronics, handset and communication segments, b) lower number of working days, and c) 
the company’s strategic decision to exit some businesses such as automotive industrial and 
core auto business. 

Exhibit 4: Vertical wise performance 

(In USD terms) 
3QFY2012 

(% of total rev) 
2QFY2011      

(% of total rev) 
% qoq 

ITS – Manufacturing 15.4 15.4 2.3 

ITS – BFSI 20.9 21.4 (0.1) 

ITS – T&T 12.3 10.8 16.5 

ITS – Other 18.3 16.6 12.8 

PES 33.1 35.8 (5.4) 

Wireless 15.4 15.4 2.3 

Source: Company, RSec Research 

In terms of Service Offering, Package Implementation and Consulting & IP (which forms small 

proportion of the company’s revenues) saw the highest growth for the reasons discussed 

above. Development and Maintenance together saw a muted growth. 

Exhibit 5: Service Offering wise performance 

(In USD terms) 
3QFY2012 

(% of total rev) 
2QFY2012      

(% of total rev) 
% qoq 

Development 39.8 39.7 2.6 

Maintenance 23.5 24.7 (2.7) 

Consulting & IP Licensing 5.0 4.6 11.2 

Package Implementation 5.0 3.1 65.0 

Testing 16.3 18.2 (8.4) 

IMS 10.4 9.7 9.7 

Source: Company, RSec Research 

Growth in EBITDA on account of falling INR 

EBITDA reported an astronomical growth of 52.6% qoq at Rs90cr. EBITDA was driven by 
strong INR depreciation against USD and better pricing. Consequently, EBITDA margin 
increased ~440bp qoq to 17.3%, which was much higher than our expectations. Operational 
efficiencies contributed 30bp to the EBITDA margin while SG&A as a % of revenues remained 
flat at 20.4%. 

Exhibit 6: EBITDA Margin trend 

 

Source: Company, RSec Research 
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Impressive growth in PAT despite forex losses  

MindTree reported a foreign exchange loss of ~Rs3cr in 3QFY2012 on account of its hedged 
position as compared to a gain of Rs17cr in 2QFY2012. This resulted in lower growth of 
~11.2% qoq in PAT to Rs60cr. Effective tax rate remained stable at ~17.4% in 3QFY2012. 

Outlook & Valuation 

MindTree’s result was broadly in line with our expectations except for volume growth. The 
growth in pricing was on account of one-time revenue earned by the company on a large 
transformational deal for a leading telecom operator in Europe. Thus, pricing growth will 
reverse in the coming quarter. MindTree’s IT Services segment has seen a qoq growth of 
more than 5% in last 8 quarters. Going forward, we expect a moderate growth in FY2013, as 
we remain cautious on the company’s strategy of exiting some customers from non-core 
areas; we would wait to see how this strategy works out for the company. Further, moderate 
client budgets can impact the company’s revenues from IT Services segment which has 
been the growth engine for the company. EBITDA margin is also expected to decline in 
FY2013 on account of volatility in INR. We initiated coverage on MindTree with a Buy 
recommendation (December 05, 2011). The stock has appreciated more than 20% to 
surpass our target of Rs495 (on January 19, 2012). At the CMP of Rs437, the stock is 
available at a P/E of 8.9x and 8.8x its FY2012E and FY2013E EPS respectively. We 
maintain our target price of Rs495, indicating a potential upside of ~13% from the current 
level. We recommend an Accumulate.  
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Profit & Loss Statement 
Y/E March (Rs cr) FY2010 FY2011 FY2012E FY2013E 

Revenues 1,296 1,509 1,920 2,194 

Total Expenditure 1,050 1,331 1,642 1,892 

Employee exp 798 1,015 1,248 1,448 

SG&A 252 317 394 445 

EBITDA 246 178 278 302 

% chg (25.8) (27.6) 56.6 8.3 

(% of Revenues) 18.9 11.8 14.5 13.7 

D&A 65 71 72 84 

EBIT 180 107 207 218 

% chg (34.2) (40.9) 94.0 5.4 

(% of Revenues) 13.9 7.1 10.8 9.9 

Other Income, net of int 7 8 15 24 

(% of revenues) 0.5 0.5 0.8 1.1 

Foreign exch gain /(loss) 67 16 16 2 

PBT (reported) 255 130 238 244 

Tax 40 29 40 44 

(% of PBT) 15.6 22.1 16.8 18.0 

PAT (reported) 215 102 198 200 

% chg 300.3 (52.7) 94.8 1.0 

(% of Revenues) 16.6 6.7 10.3 9.1 

Adjusted EPS (Rs) 52.8 25.4 49.1 49.6 

% chg 285.4 (51.9) 93.3 1.0 

 

Balance Sheet 
Y/E March (Rs cr) FY2010 FY2011 FY2012E FY2013E 

SOURCES OF FUNDS 
    

Equity Share Capital 40 40 40 40 

Reserves & Surplus 631 736 915 1,096 

Shareholders Funds 671 776 955 1,136 

Total Loans 3 5 5 5 

Total Liabilities 674 781 960 1,141 

APPLICATION OF FUNDS 

Gross Block 513 562 662 762 

Less: Acc. Dep. 252 262 334 417 

Net Block 261 301 329 345 

Capital WIP 25 3 0 0 

Goodwill 15 0 0 0 

Investments 144 111 150 180 

Deferred Tax Assets 21 22 28 29 

Current Assets 467 579 758 934 

Cash 40 46 76 155 

Debtors 237 283 384 439 

Loans & Advances 190 251 298 340 

Current Liab & Prov 260 234 305 348 

Current Liabilities 211 181 246 284 

Provisions 49 53 58 64 

Net Current Assets 207 345 453 586 

Total Assets 674 781 960 1,141 

 

Cash Flow Statement 
Y/E March (Rs cr) FY2010 FY2011 FY2012E FY2013E 

Profit before tax 255  130  238  244  

Depreciation 65  71  72  84  

Change in Working Cap 67  (84) (85) (55) 

Interest / Divd (Net) (2) (7) (15) (24) 

Direct taxes paid (44) (53) (40) (44) 

Others (111) (14) 0  0  

Cash Flow from Op 230  43  170  205  

(Inc.)/Dec in Fixed Assets (75) (84) (97) (100) 

Interest/Divd Recd 5  6  16  24  

(Inc.)/ Dec. in Inv. (31) 39  (39) (30) 

Cash Flow from Inv (100) (38) (120) (106) 

Issue of Equity 9  14  0  0  

Borrowings (139) 1  (0) (0) 

Dividend Paid (Incl. Tax) (5) (15) (19) (19) 

Cash Flow from Fin. (134) 0  (19) (19) 

Inc./(Dec.) in Cash (4) 5  30  79  

Effect of exch diff  (1) 0  0  0  

Opening Cash balances 45  40  46  76  

Closing Cash balances 40  46  76  155  

 

Key Ratios 
Y/E March  FY2010 FY2011 FY2012E FY2013E 

Valuation Ratio (x)         

 P/E  8.3  17.2  8.9  8.8  

 P/CEPS  6.2  10.1  6.5  6.2  

 P/BV  2.6  2.3  1.8  1.5  

 Dividend yield (%)  0.7  0.6  0.9  0.9  

 EV/Sales  1.3  1.1  0.9  0.7  

 EV/EBITDA  7.0  9.6  6.0  5.3  

Per Share Data (Rs)         

 EPS (Basic)  54.4  25.4  49.5  49.9  

 EPS Adjusted  52.8  25.4  49.1  49.6  

 Cash EPS  70.9  43.2  67.4  70.9  

 DPS  3.0  2.5  4.0  4.0  

 Book Value  169.8  194.1  238.8  284.0  

Returns (%)         

 RoIC  27.6  14.2  24.2  22.3  

 RoE  30.8  14.0  22.7  19.0  
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General Disclaimers: This Research Report (hereinafter called ‘Report’) is prepared and distributed by Reliance Securities Limited (RSL) for information purposes only.  The views herein 
constitute only the opinions and do not constitute any guidelines or recommendation and should not be deemed or construed to be neither advice for the purposes of purchase or sale of any 
security, derivatives or any other security through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective security(ies) referred to 
herein. These information / opinions / views are not meant to serve as a professional investment guide for the readers.  No action is solicited based upon the information provided herein. 
Recipients of this Report should rely on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed 
trading/investment decision before executing any trades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data 
and other sources believed by RSL to be reliable. RSL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, 
adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, 
employees, affiliates or representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any 
way whatsoever from the information / opinions / views contained in this Report.  
 

Risks: Trading and investment in securities are subject market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved. 

The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects 

or returns. The value securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions, micro 

and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk.  Derivative products may also be affected by various risks including 

but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect the pricing 

of derivatives.  

 

Disclaimers in respect of jurisdiction: The possession, circulation and/or  distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action has 

been or will be taken by RSL in any jurisdiction (other than India), where any action for such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/or 

distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to inform 

himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts 

in India. 

 

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in 

respect of the securities and their respective issuers. Neither RSL nor the research analysts did have any known direct /indirect conflict of interest including any long/short position(s) in any 

specific security on which views/opinions have been made, during the preparation of this Report. 
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