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Key valuation metrics 

Year to Mar (Rs m) Sales Chg yoy (%) Recur. NP Adj. EPS (Rs) Chg yoy (%) PER (x)# 
2009  44,647 18.5 10,146 78.1 33.0 8.8 
2010* 46,254 3.6 5,081 39.3 (49.7) 12.7 
2011E* 51,215 10.7 4,904 37.6 (4.4) 13.3 
2012E* 54,820 7.0 6,050 46.4 23.5 10.8 
2013E* 62,921 14.8 7,723 59.3 27.7 8.4 
*Adjusted for one time payment from BT & does not include contribution from Satyam; #PER adjusted for Mahindra Satyam stake at 25% holding co discount 
Source: Company, IDFC Securities 

Key result highlights  

•  Flat revenues ex-SI; below expectations – TechM reported revenues of US$269m (-18.1% qoq; +5.9% yoy) vs. IDFC 
exp: US$276m. In INR terms revenues were Rs12.1bn (-21% qoq; +2% yoy). Excluding the last quarter US$63.5m SI 
deal, USD revenues were up 1.6% qoq and INR revenues were down 1.9% qoq. EBITDA margin (ex SI revenues) 
declined by ~210bp due to salary hikes (~3% for onsite employees) and stronger INR. Higher other income led to 
reported net profits of Rs2bn (+9.7% qoq; +18.2% yoy) vs. IDFC exp of Rs1.8bn. 

•  Supply side concerns linger; Flat BT/Non-BT business – Company had net hiring of only ~200 employees (0.6% of 
quarter ago base) with attrition running at 30% levels. While management plans to make 4,000 campus offers in FY12 
and expects attrition to start reducing post the wage hikes announced this quarter, we believe that supply pressure 
remains a key investor concern. Non-BT revenues grew by 0.5% ex of last quarter SI revenues; however, declined 
~29% including the same. As per management, BT revenues remained flat at ~£71m.   

•  Cash levels and Hedges – Company has cash of Rs5.2bn and debt of Rs13.5bn. Higher cash level was primarily due 
to lower DSO from a strong collection during last 2 weeks of Dec’10. As of Dec’10, there are hedges worth GBP270m 
(at US$1.71/GBP) and US$780m (at Rs48.1/USD). 

•  Key deal wins: (1) Chosen by a leading North America telco for testing of customer certified devices, (2) selected as 
the preferred services partner by a leading mobile operator in the Middle East, (3) engaged in transition process of 
BPO operations for a leading Indian TSP across 6 countries in Africa 

•   Other highlights – Sequentially, North America and Europe revenues grew by 3-5%, RoW revenues decreased by 
~64% (because of one-off large SI deal last quarter); Top10 clients’ revenues declined ~21% qoq while non-top10 
declined by ~3% qoq. Added 2 new clients and >US$20m clients decreased by 1 to 6. 

Valuations and View: Decent quarterly results – missed revenue expectation though net profits were better – largely 
maintain our FY11-13E EPS. We value TechM organic business at Rs650/ share (based on 14x FY12E EPS) and add value 
of Satyam stake Rs190/ share (based on 25% hold-co discount to CMP of Satyam shares) giving a 12 month target of Rs840 
(from Rs930 earlier – largely due to lower Satyam value). We go-back to 25% hold-co discount as TechM-Mahindra 
Satyam merger visibility has faded. Adjusted for the Mahindra Satyam’s value, TechM trades at ~13x FY11E and ~11x 
FY12E recurring EPS. We maintain Outperformer rating on TechM stock. 
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Q3FY11 results – excluding Mahindra Satyam contribution     

Rs m Q3FY10 Q2FY11 Q3FY11 QoQ (%) YoY (%) 
Revenue (US$ m) 253.8 328.2 268.9 (18.1) 5.9 
Revenue 11,873 15,339 12,111 (21.0) 2.0 
Cost of revenue 7,514 10,701 7,882 (26.3) 4.9 
Gross profit 4,359 4,638 4,229 (8.8) (3.0) 
Gross margin (%) 36.7 30.2 34.9 468bp (179bp) 
Operating expenses 1,552 1,820 1,731 (4.9) 11.5 
EBITDA 2,807 2,818 2,498 (11.4) (11.0) 
EBITDA margin (%) 23.6 18.4 20.6 225bp (302bp 
Dep. & amortization 331 347 347 0.0 4.8 
EBIT 2,476 2,471 2,151 (13.0) (13.1) 
EBIT margin (%) 20.9 16.1 17.8 165bp (309bp) 
Profit before tax  2,023   2,284   2,420  6.0 19.6 
Income tax expense  285   418   359  (14.1) 26.0 
Income from operations  1,738   1,866   2,061  10.5 18.6 
Minority interest  (1)  (7)  6  n.a. n.a. 
Reported net profit  1,739   1,873   2,055  9.7 18.2 
Reported EPS - basic (Rs) 14.18 12.17 20.65 69.7 45.6 
Reported EPS - fully diluted (Rs) 13.26 11.57 19.73 70.5 48.8 
Source: Company 

 Other key result tables 

Key HR and Execution metrics 

 3Q10 4Q10 1Q11 2Q11 3Q11 QoQ (%) YoY (%) 
Total headcount  30,404   33,524   35,267   34,007   34,208  0.6 12.5 
 - IT delivery  22,199   24,405   25,711   24,449   24,673  0.9 11.1 
    - net add  2,161   2,206   1,306   (1,262)  224  (117.7) (89.6) 
 - BPO delivery  7,199   8,067   8,426   8,489   8,489  0.0 17.9 
    - net add  1,749   868   359   63  0    n.a. n.a. 
 - Sales & Support  1,006   1,052   1,130   1,069   1,046  (2.2) 4.0 
Utilization 73.0 73.0 69.0 75.0 76.0 100bp 300bp 
Source: Company 

Revenue Mix 

(%) 3Q10 4Q10 1Q11 2Q11 3Q11 QoQ YoY 
Geography wise        
North America 30.0 30.0 32.0 25.0 32.0 4.9 13.0 
Europe 56.0 57.0 55.0 43.0 54.0 2.9 2.2 
Rest of World 14.0 13.0 13.0 32.0 14.0 (64.2) 5.9 

Segment wise        
 - IT services - TSP 86.4 86.1 87.3 89.3 87.3 (19.9) 7.0 
 - IT services - TEM 4.9 5.9 5.1 4.5 4.8 (11.6) 4.5 
 - BPO services 5.3 5.8 5.9 5.0 6.3 3.2 27.0 
 - Others 3.4 2.2 1.7 1.3 1.6 5.0 (50.5) 

Delivery location wise        
Onsite 39.0 38.0 37.0 30.0 37.0 1.0 0.5 
Offshore 61.0 62.0 63.0 70.0 63.0 (26.3) 9.4 
Source: Company 
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Client metrics 

 3Q10 4Q10 1Q11 2Q11 3Q11 QoQ YoY 
No. of active clients 110 113 117 124 126 2 16 

Client relationship size        
> US$ 1m 49 48 52 52 53 1 4 
> US$ 2m 30 33 36 39 39 0 9 
> US$ 5m 18 18 20 21 20 (1) 2 
> US$ 10m 9 11 13 14 15 1 6 
> US$ 15m 8 8 8 8 8 0 0 
> US$ 20m 5 5 6 7 6 (1) 1 
> US$ 25m 4 4 4 5 5 0 1 
> US$ 50m 2 2 2 3 3 0 1 

Client concentration (%)        
Top client 46.0 46.0 45.0 35.0 44.0 3.0 1.3 
Top 5 75.0 72.0 74.0 77.0 72.0 (23.4) 1.7 
Top 10 82.0 81.0 82.0 84.0 81.0 (21.0) 4.7 
Source: Company 
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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% to Index  

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

 
 
 
 


