
 

 
  

    

 
 
 
 
 
 
We recently had a discussion with Mindtree’s management for an update on the business. The management indicated 
slowing revenue growth in the core IT services business. Sequential USD revenue growth in the IT business is expected 
to decelerate to a low-to-mid single-digit rate in Q4FY11 from ~9% CQGR in the past four quarters. Mindtree expects 
the decline to be a quarterly aberration and hopes for 30% growth in FY12; but we expect a lower rate of ~25%. Driven 
by client-specific issues at Kyocera, R&D revenue growth is also expected to remain muted. The company expects ex-
Kyocera R&D and OPD services to witness revenue growth in FY12. In the backdrop of reduced top-line visibility, we 
have lowered our FY12 and FY13 revenue expectations by ~4% and ~8% respectively. We have also reduced our 
operating margin expectation by 100-200bp to account for wage inflation (in line with industry levels). Overall, we have 
reduced our FY11, FY12 and FY13 earnings estimates by ~6%, ~19% and ~14% respectively. We have lowered our 
12-month price target to Rs415, based on 11x FY12E EPS estimates, and have downgraded the stock to Neutral (from 
Outperformer). We expect the stock price to remain close to current levels over a 12-month horizon, though it could 
potentially decline by 5-10% in the near term. 

Key financials 

As on 31 March FY09 FY10 FY11E FY12E FY13E 
Net sales (Rs m) 12,375 12,960 15,105 17,123 19,622 
Adj. net profit (Rs m) 523 2,148 1,119 1,543 1,936 
Shares in issue (m) 38 39 40 40 40 
Adj. EPS (Rs) 13.7  52.8  27.4  37.7  47.4  
        % change (48.3) 285.2  (48.2) 37.9  25.4  
PE (x) 27.1  7.0  13.6  9.9  7.9  
Price/ Book (x) 2.4  2.3  2.0  1.7  1.4  
EV/ EBITDA (x) 4.7  6.0  7.4  5.7  4.5  
RoE (%) 9.4  34.2  15.5  18.3  19.3  
RoCE (%) 40.6  25.8  17.1  20.4  21.3 
Source: IDFC Securities Research 

Lower visibility on IT services business 

USD revenues of Mindtree’s core IT services business grew by ~9% CQGR in the past four quarters and ~30% yoy in 
9MFY11. In Q4FY11, the management expects the growth momentum to decline to a low-to-mid single-digit rate. The 
decline in revenue growth is largely due to slower decision-making at the client’s end and delays in a few project 
renewals. The company sees the revenue dip as a quarterly aberration and hopes for 30% yoy revenue growth in FY12. 
We, however, believe that the revenue decline in Q4, especially amid improving industry demand, is an early sign of 
reducing revenue visibility and, so, expect the segment’s USD revenues to grow at a lower rate of ~25% in FY12. 
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Exhibit 1: Mindtree – IT services sequential USD revenue growth 
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OPD services to show positive trend; Kyocera to weigh on R&D services 

USD revenues of the OPD business grew ~9% yoy in 9M FY11 and management expects it to post healthy growth in 
FY12. USD revenues of R&D services grew ~5% yoy in 9MFY11 organically. Including Kyocera acquisition, they 
showed ~32% yoy growth. During the last earnings call, the management highlighted that Kyocera had lost one of its 
major customers and hence revenues are expected to decline. Ex-Kyocera, the management still expects R&D 
services’ revenues to grow in FY12. We expect these business segments to together clock ~9% yoy growth in FY12. 

Exhibit 2: Mindtree – OPD and R&D services’ sequential USD revenue growth 
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Reducing estimates for lower revenue growth 

We have reduced our volume assumptions to factor in lower visibility in the IT services business and client-specific 
issues in R&D services. We have also reduced our margin estimates from ~16% to 14-15% in FY12 and FY13 to 
account for wage inflation in line with industry-wide supply pressures. Our INR assumptions remain unchanged at 
Rs45.5/ USD for FY11, Rs43.7/ USD for FY12 and Rs41.7/ USD for FY13. Also, our tax forecast is largely unchanged at 
~22% for FY11, ~21% for FY12 and ~19% for FY13. Overall, we lower our FY11, FY12 and FY13 EPS estimates by 
~6%, ~19% and ~14% respectively. Our revised FY11, FY12 and FY13 EPS estimates are ~2%, ~15% and ~9% 
below Bloomberg consensus estimates. 
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Exhibit 3: Earnings downgraded by ~6% for FY11E, ~19% for FY12E and ~14% for FY13E 

 FY11E FY12E FY13E 
Net Income (Rs m)   
 - New 1,119 1,543 1,936 
 - Old 1,184 1,903 2,248 
Revision (%)  (5.5) (18.9) (13.9) 
Fully diluted EPS (Rs)   
 - New 27.4 37.7 47.4 
 - Old 29.0 46.5 55.0 
Revision (%) (5.5) (18.9) (13.9) 
Source: IDFC Securities Research 

Exhibit 4: IDFC vs Bloomberg consensus estimates  

Fully diluted EPS (Rs) FY11E FY12E FY13E 
IDFC 27.4 37.7 47.4 
Bloomberg Consensus 27.8 44.3 51.9 
Difference (%)  (1.6) (14.7) (8.8) 
Source: Bloomberg, IDFC Securities Research 

Downgrade to Neutral; price target reduced to Rs415  

We have reduced our 12-month price target to Rs415/ share (based on 11x FY12E EPS) from Rs650/ share (based on 
14x FY12E EPS). Our target multiple has been lowered to factor in reduced revenue visibility. We have also downgraded 
our recommendation to Neutral. We believe stock returns hereon will largely be driven by improvement in revenue 
visibility in the IT services business and/or revenue growth in R&D/OPD services. We expect the stock price to remain 
close to current levels over a 12-month horizon, though it could potentially decline by 5-10% in the near term. 

Exhibit 5: Mindtree – 12-month rolling PER band chart 
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Disclaimer 

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, 
investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable 
basis, IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC 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 IDFC SEC and affiliates from doing so. We do not represent that information contained herein 
is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis 
for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems 
necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved). The investment 
discussed or views expressed may not be suitable for all investors. 

Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report. 

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 IDFC SEC 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 a certain category of investors. Persons in whose possession this 
document may come are required to inform themselves of, and to observe, such applicable restrictions. 

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as 
such, may not match with a report on a company's fundamentals. 

IDFC SEC and affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell, or may be materially 
interested in any of the securities mentioned or related securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any 
company mentioned herein. Without limiting any of the foregoing, in no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling 
the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of IDFC SEC 
and affiliates. 

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material 
and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. 

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of 
their receiving this report. 

Explanation of Ratings: 

1.  Outperformer:       More than 5% upside to Index  

2.  Neutral:                 Within 0-5% to Index (upside or downside) 

3.  Underperformer:   More than 5% downside to Index 

Disclosure of interest: 

1. IDFC SEC and affiliates may have received compensation from the company covered herein in the past twelve months for issue management, capital structure, mergers & 
acquisitions, buyback of shares and other corporate advisory services. 

2. Affiliates of IDFC SEC may have received a mandate from the subject company. 

3. IDFC SEC and affiliates may hold paid up capital of the subject company. 

4. IDFC SEC and affiliates, their directors and employees may from time to time have positions or options in the company and buy or sell the securities of the company(ies) 
mentioned herein. 

Copyright in this document vests exclusively with IDFC Securities Ltd 
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