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Stock data

No. of shares : 126 mn

Market cap : Rs 86.7 bn

52 week high/low : Rs 1,158/ Rs 600
Avg. daily vol. (6mth) : 365,200 shares
Bloomberg code : TECHM IB

Reuters code : TEML.BO
Shareholding (%) Dec-10 QoQ chg
Promoters 72.8 (0.2)
Flls 1.7 (0.0)
MFs / UTI 0.6 0.1
Banks / Fls 14.8 0.2
Others 10.3 (0.1)

Financial summary

Relative to sector: Neutral

DEMAND PRESSURE TO PERSIST IN THE NEAR-TO-MEDIUM TERM
Q3 topline was impacted by sluggish IT spend in the telecom vertical, as
expected. Near-to-medium term demand outlook remains low key as the
telecom vertical has yet to see any signs of discretionary IT spend like
other verticals. Margins were impacted by salary hikes to onsite
employees (~3% on avg.) and higher attrition at ~30%. Strong FY12E
hiring plans (campus offers to ~4,000 freshers) and ramp-up of Airtel
Africa contract (first phase of billing to start in Feb) are the key positives.
TechM declared rev. of Rs 12.1 bn (¥ 21.0% QoQ & A 2.0% YoY),
EBITDA of Rs 2.5 bn (W 11.4% QoQ & 11.0% YoY) & PAT (before share
of profit from Satyam) of Rs 2.1 bn (\9.7% QoQ & 18.9% YoY).

Key Highlights

O Sales: Adjusting for pass-through revs in Q2, revs declined ~1.9%
QoQ (impacted by INR appn.). Volume growth was flat QoQ.

0 EBITDA: Q3 margins were impacted by salary hikes to onsite
employees and INR appreciation.

O PAT: PAT performance helped by higher forex gain (~USD 8 mn) and
lower effective tax rate.

Near-to-medium term pressure looms on topline & earnings growth. We
believe a protracted recovery in the telecom vertical is expected to put
pressure on topline growth in the near-to-medium term. Topline client BT
(rev share of ~44%) to see stability but no growth in near term. Mgmt
believes the telecom vertical will return to meaningful growth in
H2CY11. Supply challenges are also expected to exert pressure on
margins. Higher attrition has led to 201 net employee additions only in
Q3FY11. With utz rates at near-peak levels (~76%), employee additions
hold key. Fresher recruitment is a step in that direction to leverage on
demand uptick in H2CY11.

Est./Valuations: We have revised our FY12E EPS est downward by ~4%
to reflect near-to-medium term demand pressure. Our TP of Rs 754 (vs.
Rs 777 earlier) at 10x FY12E consolidated EPS implies upside of 9%.
Maintain HOLD rating on the stock.

2012E

Adj. PAT

(Rs mn)
44,647 10,147
46,254 7,089
51,491 7,437
56,642 7,552

Consensus Adj. EPS Change RoE EV/EBITDA
EPS* (Rs.) (Rs.) YoY (%) (%) (x)
78.8 - - 63.0
54.4 (31) - 29.2
53.4 54.8 1 12.6 22.7 9.2
59.3 58.0 6 11.9 20.2 7.3

Source: *Consensus broker estimates, Company, ENAM estimates; Note: Consol. EPS including Satyam stands at ~Rs 68 for
FY11E and ~Rs 75 for FY12E. Our est. are based on INR/USD of Rs 45.3 for Q4FY11E & Rs 44.1 for FY12E.

ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com and Firstcall.com
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Results update

Quarter ended 12 months ended

Tech Mahindra

(Rs mn) Dec-10 Dec-09 % Chg Sep-10 % Chg Mar-11E Mar-10 % Chg
Net Sales 12,111 11,873 2.0 15,339 (21.0) 51,491 46,254 11.3
EBIDTA 2,498 2,807 (11.0) 2,818 (11.4) 10,151 11,326 (10.4)
Other income 521 6 8,5683.3 83 531.5 932 754 23.7
PBIDT 3,019 2,813 7.3 2,901 41 11,083 12,080 (8.3)
Depreciation 347 331 4.8 347 0.1 1,403 1,339 4.8
Interest 252 459 (45.1) 270 (6.5) 1,030 2,184 (52.8)
PBT 2,420 2,023 19.6 2,285 5.9 8,650 8,557 11
Tax 359 285 26.0 418 (14.1) 1,508 1,440 4.7
Adjusted PAT 2,055 1,729 18.9 1,874 9.7 7,437 7,089 0.7
Share of profit in associates 515 - - (367) - 148 - -
Extra ordinary exp - - - - - - 85 -
Reported PAT 2,570 1,729 48.6 1,507 70.6 7,285 7,004 4.0
No. of shares (mn) 130 130 (0.1) 130 0.0 130 130 (0.1)
EBIDTA margins (%) 20.6 23.6 (302) bps 18.4 225 bps 19.7 245 (477) bps
PBIDT margins (%) 249 23.7 124 bps 18.9 602 bps 215 26.1 (459) bps
Adj. EPS (Rs.) 15.8 13.3 19.0 14.4 9.6 54.8 544 0.8

Source: Company, ENAM Research. Consolidated EPS for TechM (including Satyam) stands at ~Rs 68 for FY11E and

~Rs 75 for FY12E.
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Q3FY11 Result Analysis
QoQ YoY
Active Clients (nos) 126
Top Client (Rs mn) 5,329 (0.7) (2.4)
Top 2-5 (Rs mn) 3,391 (47.4) (1.5)
Top 6-10 (Rs mn) 1,090 1.5 311
Top 10 clients (Rs mn) 9,810 (23.9) 0.8
Remaining (Rs mn) 2,301 (6.2) 7.7
Mix
Onsite (Rs mn) 4,481 (2.6) 3.2)
Offshore (Rs mn) 7,630 (28.9) 5.3
Employees (nos)
Total 34,208 0.6 125
Source: Company, ENAM Research
Client Quality
(Nos) Q3FY11 Q2FY11 Q3FY10
>USD 1 mn 53 52 49
>USD 2 mn 39 39 30
>USD 5 mn 20 21 18
>USD 10 mn 15 14 9
>USD 15 mn 8 8 8
>USD 20 mn 6 7 5
>USD 25 mn 5 5 4
>USD 50 mn 3 3 2

Source: Company, ENAM Research

ENAM Securities



Tech Mahindra

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature

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), and should consult its own advisors to determine the merits and risks of
such an investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and
alternations to this statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent
of each other. The recipient should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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