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Tech Mahindra

| Results in line with expectations

Tech Mahindra’s 4QFY11 results were largely in line with estimates. The
management has indicated that telecom companies are expected to start

TARGET RS 720 (10%)
SECTOR RATING

spending on new initiatives in the near term which could result in volumes N oW
trickling in from 2HFY12. Revenues from BT (Buy; PT: GBP210*) however
are expected to continue to be flattish. STOCK RATING
Revenue growth in line at 3.6%, Margins flat at 20.5% QoQ BUY NEUTRAL SELL
» Tech Mahindra’s US$ revenues at $279mn grew by 3.6% QoQ. In
constant currency, USD revenues grew by 2.6% QoQ > 1% AP TO 5% <A%%
» In INR terms, Q4FY11 revenues grew 4.1% QoQ COMPANY DATA
» EBITDA margins were flat at 20.5% QoQ despite rise in SG&A  O/SSHARES: 126MN
expenses on account of lower traveling and other non-salary  MARKETCAP(RS): 83BN
MARKET CAP (USD) : 1.8BN
eXpenses. . . , 52 - WK HI/LO (RS) : 846 /539
»  Profit after tax excluding associates profit at Rs 2bn was flat QoQ LIQUIDITY 3M (USD) : 5NN
» PAT including losses from Mahindra Satyam was at Rs925mn VS  FaceVALUE RS): 10
Rs2.6b in 3QFY11.
» Tech Mahindra saw a headcount addition of 4125 employees, taking SHARE HOLDING PATTERN, %
total headcount to 38,333. However, the addition was largely in BPO at EIFF ?,ZAF?IT:ERS' 7?:?
2,522 employees FI/MF 151
» Utilisation declined by 200bps QoQ to 74%. NON-PROMOTER CORP. HOLDINGS : 10
» BT revenues declined by 3% QoQ at GBP 71mn. PUBLIC & OTHERS : 8.8
Valuation: We value the stock at 9x FY13E earnings (excluding Satyam [PRICE PERFORMANCE, %
and restructuring charge) and assign a 25% holding company discount to s 1M_£Hl 3MT2H9 1?;
Satyam’s valuation. Our revised target stands at Rs720. Maintain Neutral. REL TO BSE 15 09 64

* Covered by John Karidis, Telecom analyst, MF Global UK Ltd.
VALUATION SUMMARY

PRICE VS. SENSEX

Y/E MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E 180
NET SALES 44,647 46,254 51,402 54,149 60,256

GROWTH, % 185 36 1.1 53 113 150 ]

EBIDTA 11,902 11,325 10,033 10,441 10,861

EBIDTA MARGINS, % 26.7 245 195 193 180 120 Mﬂi}\

CORE EBIDTA 11,902 11,325 10,033 10,441 10,861

NET PROFIT 9,224 7,090 7,437 6,522 7,126 % ”’ M‘/\/\\ﬂ\
NET PROFIT MARGIN, % 20.7 15.3 145 12.0 118 J v ‘\«w
EPS, RS 710 545 57.1 50.1 547 60 \ "

EPS GROWTH, % 198 (23.1) 47 (12.3) 9.2 W

PER, X 9.2 12.0 115 131 120 30

EV/EBIDTA, X 6.7 85 8.4 8.1 71

EVINET SALES, X 18 21 16 16 13 0 . . . .
PRICE/BOOK VALUE, X 44 29 19 16 13 Apr08 Jan08 Oc09 Ju0 Aprdl
ROIC, % 817 58.4 39.7 39.9 435

ROE, % 572 292 204 134 122 —— Tech Mahindra  ——Rel. to BSE
DIVIDEND YIELD % 06 0.4 0.4 0.4 0.4

Source: Bloomberg, MF Global India Research

Source: Company, MF Global India Research Estimates
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QUARTERLY RESULTS

RS MN Q4FY11 Q3FY11 QOQ(%) Q4FY10 YOY (%)
NET SALES 12,615 12,111 4.2% 11,833 6.6%
TOTAL INCOME 12,615 12,111 11,833
OPERATING EXPENSES 10,025 9,613 9,045
EBITDA 2,590 2,498 3.7% 2,788 7.1%
MARGINS (%) 20.5% 20.6% 23.6%
DEPRECIATION 387 347 399
EBIT 2,203 2,151 2.4% 2,389 -7.8%
MARGINS (%) 17.5% 17.8% 20.2%
PRE-TAX PROFIT 2,307 2,420 -4.7% 2,817 -18.1%
TAX PROVIDED 226 359 542
PROFIT AFTER TAX 2,065 2,055 0.5% 2,269 -9.0%
MF NET PROFIT 2,065 2,055 0.5% 2,269 -9.0%
EPS, RS 159 158 175

Source: Company, MF Global India Research
Note: Excluding Satyam’s earnings and not adjusted for restructuring fees
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INCOME STATEMENT

Y/E MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
NET SALES 44,647 46,254 51,402 54,149 60,256
GROWTH, % 19 4 11 5 11
OPERATING EXPENSES -32,745 -34,929 -41,369 -43,708 -49,395
EBITDA (CORE) 11,902 11,325 10,033 10,441 10,861
GROWTH, % 442 (4.8) (11.4) 41 4.0
MARGIN, % 26.7 245 19.5 19.3 18.0
DEPRECIATION -1,097 -1,338 -1,435 -1,557 -1,687
EBIT 10,805 9,987 8,598 8,884 9,174
GROWTH, % 442 (4.8) (11.4) 41 40
MARGIN, % 26.7 245 195 19.3 18.0
INTEREST PAID -25 -2,184 -999 -760 -516
OTHER NON-OPERATING INCOME -378 754 1,174 542 802
PRE-TAX PROFIT 10,402 8,557 8,773 8,666 9,460
TAX PROVIDED -1,178 -1,440 -1,315 -2,080 -2,270
MF NET PROFIT 9,224 7,090 7437 6,522 7,126
GROWTH, % 19.8 (23.1) 49 (12.3) 9.2
NET PROFIT (ADJUSTED) 9,224 7,090 7,437 6,522 7,126
EXTRAORDINARY ITEMS: GAINS/(LOSSES) 0 -85 0 0 0
UNADJ. SHARES (M) 130 130 130 130 130
WTD AVG SHARES (M) 130 130 130 130 130
Note: Excluding Satyam’s earnings and not adjusted for restructuring fees

CASH FLOW

Y/E MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
PRE-TAX PROFIT 10,402 8,557 8,773 8,666 9,460
DEPRECIATION 1,097 1,338 1,435 1,557 1,687
CHG IN WORKING CAPITAL 2,944 5,777 -3,536 7,054 -2,748
TOTAL TAX PAID -1,259 6,040 -3,442 -7,836 -2,181
OTHER OPERATING ACTIVITIES -1,824 2,702 7,876 3,228 3,809
CASH FLOW FROM OPERATING ACTIVITIES 11,360 12,861 11,106 12,670 10,027
CAPITAL EXPENDITURE -1,621 -4,069 542 -3,300 -2,100
CHG IN INVESTMENTS -3,714 -25,798 1,064 -8,615 0
CASH FLOW FROM INVESTING ACTIVITIES -5,335 -29,867 1,606 -11,915 -2,100
FREE CASH FLOW 6,025 -17,006 12,711 756 7,927
EQUITY RAISED/(REPAID) 30 50 37 -43 0
DEBT RAISED/(REPAID) -300 13,672 -1,445 -5,176 -2,952
DIVIDEND (INCL. TAX) -1,352 91 -501 =377 -382
CASH FLOW FROM FINANCING ACTIVITIES -1,619 13,811 -1,910 -5,656 -3,393
NET CHG IN CASH 4,406 -3,195 10,802 -4,900 4,534
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BALANCE SHEET

AS AT 31ST MAR, RS MN FY2009 FY2010 FY2011 FY2012E FY2013E
CASH & BANK 5,382 2,187 12,989 8,089 12,623
DEBTORS 9,022 10,420 12,468 12,689 14,768
INVENTORY 13 14 0 5 10
LOANS & ADVANCES 1,271 6,724 8,321 1,541 1,715
OTHER CURRENT ASSETS 1,682 0 0 2,485 2,930
TOTAL CURRENT ASSETS 17,370 19,345 33,778 24,809 32,047
INVESTMENTS 4,346 30,144 29,081 37,695 37,695
NET FIXED ASSETS 6,520 9,251 7,274 9,017 9,429
TOTAL ASSETS 28,432 59,016 70,770 72,158 79,809
CURRENT LIABILITIES 6,738 5,895 5,631 8427 8,175
PROVISIONS 2,150 2,770 3,080 3,355 3,687
TOTAL CURRENT LIABILITIES 8,888 8,665 8,711 11,781 11,862
NON-CURRENT LIABILITIES 0 21,349 18,064 7,051 4,098
TOTAL LIABILITIES 8,888 30,014 26,775 18,832 15,960
PAID-UP CAPITAL 1,217 1,223 1,260 1,217 1,217
RESERVES & SURPLUS 18,214 27,640 42,576 51,945 62,462
SHAREHOLDERS' EQUITY 19,544 29,002 43,995 53,326 63,849
TOTAL EQUITY & LIABILITIES 28,432 59,016 70,770 72,158 79,809
PER-SHARE DATA

FY2009 FY2010 FY2011 FY2012E FY2013E
MF EPS (INR) 710 545 57.1 50.1 54.7
GROWTH, % 198 (23.) 47 (12.3) 9.2
BOOK NAV/SHARE (INR) 150.3 2231 337.8 409.4 4902
FDEPS (INR) 710 545 57.1 50.1 54.7
CEPS (INR) 79.4 64.8 68.1 62.0 67.7
CFPS (INR) 104.3 723 158 68.3 416
DPS (INR) 38 2.7 25 25 2.7
FINANCIAL STRUCTURE

FY2009 FY2010 FY2011 FY2012E FY2013E
TOTAL DEBT/EQUITY (%) - 471 278 132 6.4
NET DEBT/EQUITY (%) (275) 39.6 L7 (L9) (13.4)
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PROFITABILITY, PRODUCTIVITY, LIQUIDITY AND VALUATION RATIOS

FY2009 FY2010 FY2011 FY2012E FY2013E
RETURN ON ASSETS (%) 365 195 125 9.9 9.9
RETURN ON EQUITY (%) 572 292 20.4 134 122
RETURN ON INVESTED CAPITAL (%) 817 58.4 397 399 435
ROIC/COST OF CAPITAL (X) 103 6.7 47 49 54
ROIC - COST OF CAPITAL (%) 738 496 312 317 354
RETURN ON CAPITAL EMPLOYED (%) 52.8 234 140 112 113
COST OF CAPITAL (%) 7.9 8.7 85 8.2 8.1
ROCE - COST OF CAPITAL (%) 44.9 147 55 30 33
ASSET TURNOVER (X) 35 29 24 2.7 32
SALES/TOTAL ASSETS (X) 18 11 08 08 08
SALESINET FA (X) 7.1 5.9 6.2 6.6 6.5
WORKING CAPITAL/SALES (X) 01 02 03 0.1 0.2
FIXED CAPITAL/SALES (X) - - - - -
RECEIVABLE DAYS 738 82.2 885 855 895
INVENTORY DAYS 0.1 01 - 0.0 0.1
PAYABLE DAYS 75.1 61.6 497 87.1 90.0
CURRENT RATIO (X) 23 27 5.0 26 33
QUICK RATIO (X) 23 27 50 26 33
INTEREST COVER (X) 4357 46 8.6 117 178
DIVIDEND COVER (X) 189 202 231 200 200
PER (X) 9.2 120 115 131 120
PEG (X) - Y-0-Y GROWTH 05 (05) 24 (1) 13
PRICE/BOOK (X) 44 29 19 16 13
YIELD (%) 0.6 04 0.4 04 0.4
EVINET SALES (X) 18 21 16 16 13
EV/EBITDA (X) 6.7 85 8.4 8.1 71
EVIEBIT (X) 6.7 85 8.4 8.1 71
EVINOPLAT (X) 75 98 9.7 101 9.0
EVICE 38 19 13 14 11
EVIIC (X) 6.2 6.0 3.9 42 40

Source: Company, MF Global India Research Estimates
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RECOMMENDATION HISTORY

RECOMMENDATION TARGET, RS CMP, RS DATE
NEUTRAL 720 659 26 MAY 2011
NEUTRAL 700 689 24-JANUARY 2011
NEUTRAL 729 786 27-OCTOBER 2010
NEUTRAL 782 756 9-JULY-2010
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Rating Rationale
BUY and SELL recommendations are used to draw attention to stocks, which we believe are under-priced or over-priced by circa 15%, that is, price differential of +/- 15% between our
price target and the market price. Stocks which do not achieve this price differential are NEUTRAL. Price targets are established in the context of a flat market.

Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report
has been prepared by Institutional Equities Research. The views and opinions expressed in this document may or may not match or may be contrary at times with the views,
estimates, rating, target price of the other equity research groups of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd.
References to "MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by
MFGSSIPL for information purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as
offering advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by
MFGSSIPL to be valid when published. The report also contains information provided to MFGSSIPL by third parties. The source of such information will usually be disclosed in the
report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL does not offer any warranty as to the accuracy or completeness of such
information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL does not accept any liability as a result. Securities
and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. MF Global Sify Securities India Pvt. Ltd. or any of its group companies do not guarantee that such
information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst's
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst's compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject
issuers in the next three (3) months. The Firm is not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short
positions in such securities. The Firm does not hold more than 1% of the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither
the Firm nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed
herein are current opinions as of the date appearing on this material and are subject to change without notice.

Furthermore, the Firm is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.
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