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BSE SENSEX S&P CNX   CMP: INR881 TP: INR950 Neutral 25,561 7,640 

Bloomberg MTCL IN 

Equity Shares (m) 83.5 

M.Cap. (INR b) / (USD b) 73.2/1.2 

52-Week Range (INR) 922/448 

1, 6, 12 Rel. Per (%) 8/3/66 

 

Financials & Valuation (INR Billion) 

Y/E Mar 2015E 2016E 2017E 

Sales 35.4 41.1 46.7 

EBITDA 7.2 8.6 9.6 

PAT 5.3 6.5 7.2 

EPS (INR) 63.2 77.0 86.1 

EPS Gr. (%) 17.4 21.7 11.8 

BV/Sh. 

 

245.7 305.2 371.5 

RoE (%) 28.7 28.0 25.4 

RoCE (%) 33.3 33.4 30.2 

P/E (x) 13.9 11.4 10.2 

EV/EBITDA 

 

8.8 7.1 5.9 
 

  1QFY15 above estimate: MTCL’s 1QFY15 USD revenue grew 6.4% QoQ to 
USD141.3m, above estimate of USD139m. EBITDA margin was 20%, -150bp QoQ, 
in-line, as higher gross margin led by utilization was offset by above estimate SGA. 
PAT for the quarter was INR1.29b, +15.3% QoQ, marginally above our estimate of 
INR1.24b, on operating performance beat and higher other income. 

 2QFY15 outlook: While the demand environment continues to be strong and 
MTCL is confident of sustaining growth momentum, 2Q revenue growth may not 
be as high as 1QFY15 due to the base impact. For FY15, company continues to 
maintain its guidance of doing better than its FY14 performance (15.1% YoY) and 
Nasscom guidance of 13-15%. MTCL signed deals worth TCV of USD165m 
(USD133m in 4Q). 

 Hi-tech & Media and Travel lead growth: The newly classified verticals of Travel & 
Hospitality (13.3% QoQ) and Hitech & Media Services (9.4% QoQ) grew the fastest 
during the quarter. In terms of geographies, the US continues to be strong and 
growing at 7.1% QoQ. 

 Change in estimate, valuation and view: On the back of ample SGA room and 
uptick in utilization, our EBIT margin estimate for FY16E is up by 90bp to 19%. Our 
current target price of INR950 discounts FY16E EPS by 12x. While strong 1Q and 
healthy commentary bode positively for valuation, we see positives factored in 
and the upside limited. Maintain Neutral. 

 

 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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1QFY15 Revenues: Strong growth momentum as guided 
 MTCL’s 1QFY15 USD revenues grew 6.4% QoQ to USD141.3m, above our 

estimate of USD139m. In Rupee terms, revenue grew 2.4% QoQ to INR8,435m. 
Average realized currency rate during the quarter was INR59.7/USD. 

 
USD revenue growth was above our estimate 

 
Source: Company, MOSL 

 
 The volume growth during the quarter was 6% QoQ, led by onsite volume 

growth of 4.8% QoQ while offshore volume growth was 6.2% QoQ.  
 Onsite revenues grew 7.4% QoQ, while offshore revenues grew 5.6% QoQ. 

Revenue mix shift in favor of onsite (40bp QoQ to 44.2%) drove better blended 
realization (+0.6% QoQ). 

 The newly classified verticals of Travel & Hospitality (13.3% QoQ) and Hitech & 
Media Services (9.4% QoQ) grew the fastest during the quarter. HiTech as it 
used to be classified previously grew 8% QoQ, so the momentum continues to 
be strong in Hitech. In Services, Development & Engg and IMS drove growth 
during the quarter while Package Implementation and IP Licensing growth were 
on the back of a specific deal in the quarter. In terms of geographies US 
continues to be strong growing at 7.1% QoQ. 

 
Hitech & Media along with travel & Hospitallity drove growth among verticals 

Verticals 
Contr to  
Rev. (%) 

Growth -  
QoQ (%) 

Contr to  
incr. rev (%) 

4 Quarter 
CQGR 

HiTech & Media Services            32.7               9.4               46.8               3.6  
BFSI            22.7               3.7               13.3               4.6  
Retail, CPG & Manufacturing            21.2               2.1                 7.1               5.0  
Travel & Hospitality            16.4             13.3               32.0               7.9  
Others              7.0               0.6                 0.8               2.2  
 

Source: Company, MOSL 
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Development & Engg and IMS continue to show growth 

Services 
Contr to  
Rev. (%) 

Growth -  
QoQ (%) 

Contr to  
incr. rev (%) 

4 Quarter 
CQGR 

Development & Engg            33.9               9.0               46.4               1.9  
Maintenance            20.6              (3.0)            (10.6)              2.4  
Consulting               3.8               6.4                 3.8             13.0  
Package Implementation              5.4             40.1               25.7             19.3  
Independent Testing            15.7               0.0                 0.1               1.2  
IMS            18.9               8.1               23.6             12.2  
IP Licensing              1.7             64.4               11.1               8.0  
 

Source: Company, MOSL 
 
US and APAC showed healthy growth in geographies 

Geographies 
Contr to 
 Rev. (%) 

Growth -  
QoQ (%) 

Contr to  
incr. rev (%) 

4 Quarter 
CQGR 

US            59.2               7.1               64.4               5.3  
Europe            26.8               1.8                 7.9               4.1  
India              3.5               0.6                 0.4              (7.7) 
APAC            10.5             18.9               27.3               8.8  
 

Source: Company, MOSL 
 
Profitability: Margin in line with estimate 
 EBITDA margin for the quarter was 20%, -150bp QoQ, in line with our estimate 

of 19.9% (-160bp QoQ). While the Gross margin at 42.2% (+130bps QoQ) was 
above our estimate due to higher increase in utilization (72.1% v/s estimate of 
70%), SGA increased by 220bp QoQ to 22.2%.  

 
EBITDA margin was in line, but Gross margin was above estimate on higher utilization 

 
Source: Company, MOSL 

 
 Margins were flat on a constant currency basis with the entire decline (-150 bps) 

being driven by currency appreciation in the rupee. Increase in utilization (+360 
bps) was used to set off impact of visa cost (+170 bps) during the quarter. 
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Utilization including trainees improved by 360bps; was used to set off impact of visa cost 

 
Source: Company, MOSL 

 
 PAT for the quarter was INR1,294m, +15.3% QoQ, marginally above our 

estimate of INR1,243m, +14.9% QoQ. Beat to our PAT estimate was driven by 
higher other income (INR210m v/s estimate of INR163m), and better operating 
performance. 

 

Takeaways from management commentary 
 2QFY15 revenue growth may be lower than 1Q: While the demand 

environment continues to be strong and MTCL is confident of continuing its 
growth momentum, the growth in 2Q revenues may not be as high that in 
1QFY15, primarily due to the high base. For FY15 company continues to 
maintain its guidance of doing better than its FY14 performance (15.1% YoY) and 
NASSCOM guidance of 13-15%. 

 Margins to decline in 2Q on wage hikes; remain flattish YoY in FY15: MTCL 
faces margin headwinds in 2Q from salary hikes being given to 85% of the 
employees effective from 1st July 2014. Wage hike is expected to have an impact 
of 150-200bp to the margin which will be partially offset by absence of visa cost 
during the quarter. For FY15 company expects the margins to remain flattish as 
focus will continue to be on growth in terms of building resource capacity and 
front end investments. 

 Deal signings continue to be healthy: MTCL signed deals worth TCV of 
USD165m during the quarter, and the company is seeing good traction with 
clients in multiyear multi-million dollar deals. Apart from strong demand in 
traditional services, MTCL is also getting picked as a lead partner for digital by 
many Fortune 100 customers. 

 Attrition and utilization will lower going forward: The spike in attrition during 
the quarter was seasonal in nature and MTCL also referred to improved industry 
environment having an impact on attrition. The attrition number is expected to 
be lower in coming quarters. In terms utilization, the current levels are optimal 
which the company can sustain. In 2Q however, this will go down as 300 
freshers are expected to join. 

 
Change in estimates and valuation view 
 We are positive on the margin prospects for MTCL going forward, given that the 

high SGA leaves room for potentially significant lever from economies of scale, 
and 1Q saw an uptick in utilization, that is expected to sustain going forward. 
Consequently, our EBIT margin estimate for FY16 is up by 90bp to 19%. Our USD 
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revenue estimate for FY15 is up by 1.2%, on 1Q beat, while by growth estimate 
for FY16 is intact. Consequently, our FY16E EPS is up 5% to INR77 (v/s INR73 
earlier) and our FY15E EPS is INR63.2. 

 
Change in estimates 

 
Revised Earlier Change 

  FY15E FY16E FY15E FY16E FY15E FY16E 

INR/USD 59.2 58.0 59.2 58.0 -0.1% 0.0% 

USD Revenue (m) 599 708 592 702 1.2% 0.9% 

USD Rev growth (%) 19.4 18.2 18.0 18.6 141bp -35bp 

EBIT Margin (%) 17.6 19.0 17.6 18.1 -1bp 86bp 

EPS  (INR) 63.2 77.0 62.2 73.2 1.7% 5.2% 

EPS growth 17.4% 21.7% 15.5% 17.7% 
   

Source: Company, MOSL 

 
 We expect MTCL to grow its USD revenues at a CAGR of 18.8% and EPS at a 

CAGR of 19.6% over FY14-16. Our current target price of INR950 discounts 
FY16E EPS by 12x. While strong 1Q and healthy commentary bode positively for 
valuation, we see positives factored in and upside limited. Maintain Neutral. 

 
Other result highlights 
 Utilization including trainees increased 360bps to 72.1% and excluding trainees 

increased 370bps to 72.4%. 
 Gross addition in 1QFY15 was 516 while net addition declined 81 to 12,845. 
 LTM attrition increased to 14.2%  (v/s 12.7% in the previous quarter) 
 The company added 3 new clients during the quarter. Total active client count 

was 206 (v/s 207 in 4QFY14) 
 USD5m+/USD1m+ client count increased by 2/2 respectively; rest remained flat. 
 Revenue proportion from Fixed price contracts increased 130bp QoQ to 43.8% 
 Onsite efforts were 17% (-20bp QoQ) and onsite revenue was 44.2% (+40bp) 

 Receivables in 1QFY15 decreased by 1 day to 71. 
 Mindtree has hedge covers totaling USD38m at average rate of INR62.5/USD. 
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Story in charts 
 

IT services sanguine (72%), Hi-tech sluggish (28%)… 

 
Source: Company, MOSL 

…for the past few years, hurting overall company growth 

 
Source: Company, MOSL 

 

IMS continues to be a key growth driver in IT Services 

 
Source: Company, MOSL 

Efforts proportion at onsite has increased steadily 

 
Source: Company, MOSL 

  
Sensitivity to currency fluctuations is still high… 

 
Source: Company, MOSL 

… but levers of utilization and pyramid can offset headwinds 

 
Source: Company, MOSL 
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Operating Metrics 

 
1QFY13 2QFY13 3QFY13 4QFY13 1QFY14 2QFY14 3QFY14 4QFY14 1QFY15 

Geographic Mix - % 
         

US 58.1 58.1 55.8 55.3 57.8 57.5 57.6 58.8 59.2 

Europe 28.8 29.3 30.2 29.3 27.4 28.8 28.3 28.0 26.8 

India 6.4 6.0 6.3 6.1 5.8 4.9 4.7 3.7 3.5 

APAC 6.7 6.6 7.8 9.3 9.0 8.7 9.3 9.4 10.5 

          
Service Line Mix - % 

         
Development 41.9 40.6 38.9 37.7 37.8 37.2 35.4 33.1 33.9 

Maintenance 22 21.5 21.7 21.7 22.5 22.7 23.7 22.6 20.6 

Consulting & IP Licensing 3.3 3.6 3.2 2.9 2.8 3 3.3 3.8 3.8 

Package Implementation 3 2.7 4.1 4.6 3.2 2.5 2.4 4.1 5.4 

Independent Testing 17.4 17.7 17.7 17.6 18 17.6 16.6 16.7 15.7 

Infrastructure Mgt & Tech Support 11.2 12.8 13.1 13.8 14.3 16.3 17.8 18.6 18.9 

IP Licensing 1.2 1.3 1.3 1.7 1.5 0.8 0.7 1.1 1.7 

          
Vertical Mix - % 

         
Retail, CPG & Manufacturing 18.5 18.8 18.9 19.9 20.9 21.6 21.5 22.1 21.2 

BFSI 22 23 22.8 21.8 22.8 22.7 23.3 23.3 22.7 

Travel & Hospitality 20.9 18.8 19.9 19.9 14.5 20.1 20.6 15.4 16.4 

Hitech & Media Services 31 31.5 29.9 29.8 34.1 28.5 27 31.8 32.7 

Others 7.6 7.9 8.4 8.6 7.7 7.1 7.6 7.4 7.0 

          
Project Type - % 

         
FPP 37.5 38.8 42.3 41.3 40.8 40.4 41.4 42.5 43.8 

T&M 62.5 61.2 57.7 58.7 59.2 59.6 58.6 57.5 56.2 

Efforts Mix - % 
         

Onsite 14 14.4 14.6 14.3 15.1 16.5 16.3 17.2 17.0 

Offshore 86 85.6 85.4 85.7 84.9 83.5 83.7 82.8 83.0 

Revenue mix - % 
         

Onsite 37.8 37.8 37.6 37.4 38.7 41.4 42.8 43.8 44.2 

Offshore 62.2 62.2 62.4 62.6 61.3 58.6 57.2 56.2 55.8 

          
Utilization - % 

         
    Including Trainees 68.9 71.7 71.4 69.6 69.6 65.9 67.4 68.5 72.1 

    Excluding Trainees 71.5 72.3 73.1 70.9 74 70.3 68.7 68.7 72.4 

          
Client Metrics 

         
No. Of Active Clients 245 247 245 232 222 220 208 207 206 

New Clients added 19 11 8 5 9 9 9 15 3 

Client Buckets 
         

USD1m clients 78 73 70 74 72 70 68 73 75 

USD5m clients 17 17 21 20 20 21 22 24 26 

USD10m clients 8 8 9 9 10 10 13 13 13 

USD20m clients 4 4 4 5 5 5 6 6 6 

USD30m clients 0 2 0 0 3 3 3 3 3 

Client Contribution - % 
         

Top client 7.6 8.1 8.2 8 7.8 7.9 7.8 8.2 8.7 

Top 5 33.5 33.7 33.7 31.7 31.2 31.6 32.3 33.1 32.3 

Top 10 47.1 46.8 47.1 45.7 46 47.5 48.9 49.2 49.0 

Revenue from Repeat business 98.8 99.4 98.9 99.4 99.4 99.4 99.6 99.1 99.2 
 

Source: Company, MOSL 
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MindTree: an investment profile 
Company description 
MindTree (Bloomberg: MTCL) is a global information 
technology solutions company, with revenue of over 
USD500m (LTM) and over 12,800 employees. It is a 
strategic partner to many Fortune 500 enterprises, 
providing services in areas like Application 
Development, Application Maintenance, Consulting, 
Testing and Infrastructure Services, across industries 
like BFSI, Travel and Retail. It enables customers to 
achieve competitive advantage through flexible and 
next generation global delivery models, agile 
methodologies and expert frameworks. 
 

Key investment arguments 
 IT Services segment has been growing impressively 

in response to the company's focus on few 
segments and mining of top accounts. 

 Outlook on growth in the Hi-tech vertical is 
improving (28% of FY14 revenues). 

 Utilization, SGA, and pyramid offer ample room to 
ward margin pressures. 

 

Key investment risks 
 Failure to revive PES/HiTech business could hamper 

growth. 
 The appreciation of the rupee is risk to margins. 

 Recent developments 
 MTCL signed four multi-year multi-million dollar wins 

with global clients. 
 MTCL signed deals worth USD165m of TCV during the 

quarter.  
 

Valuation and view 
 We expect MTCL to grow its USD revenue at a CAGR of 

18.8% and EPS at a CAGR of 19.6% over FY14-16. 
 The stock trades at 13.9x FY15E and 11.4x FY16E EPS. 

Our target price of INR950 discounts FY16E EPS by 
12x. Maintain Neutral. 

 

Sector view 
 With strengthening demand in the US and large deals 

traction in traditional services in Europe, industry 
growth in FY15 should be better than FY14. 

 Digital technologies/SMAC may not be a needle mover 
right now but are increasingly seeing traction and can 
potentially drive downstream opportunity. 

 We see better risk-reward in Tier-I v/s Tier-II. 
 Currency is a key risk to valuations, and Tier-II has a 

higher sensitivity to the same v/s Tier-I 

Comparative valuations 
  MTCL PSYS NITEC 
P / E (x) FY15E 13.9 17.6 11.8 
 FY16E 11.4 13.9 10.6 
P / BV(x) FY15E 3.6 3.5 1.7 
 FY16E 2.9 3.0 1.5 
EV / Sales (x) FY15E 1.8 2.3 1.0 
 FY16E 1.5 1.9 0.9 
EV / EBITDA (x) FY15E 8.8 9.3 6.2 
 FY16E 7.1 7.4 5.4 

 

EPS: MOSL forecast v/s consensus (INR) 
 MOSL 

Forecast 
Consensus 
Forecast 

Variation 
(%) 

FY15 63.2 55.3 14.4 
FY16 77.0 68.5 12.4 
 
Target price and recommendation 

Current 
Price (INR) 

Target 
Price (INR) 

Upside 
(%) 

Reco 

881 950 7.9 Neutral 
 

 

Shareholding pattern (%) 
 June-14 Mar-14 June-13 

Promoter 16.4 16.6 16.8 

DII 10.0 10.1 8.4 

FII 36.4 36.0 31.0 

Others 37.2 37.3 43.8 

Note: FII Includes depository receipts 
 

 

Stock performance (1-year) 
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Financials and valuation 
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Disclosures 
This research report has been prepared by MOSt to provide information about the company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This 
report is for personal information of the select recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement to 
invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been 
furnished to you solely for your general information and should not be reproduced or redistributed to any other person in any form. This report does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, investors should consider whether it is suitable 
for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and 
investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. 
 

MOSt and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We and our affiliates have investment banking and other business 
relationships with a significant percentage of the companies covered by our Research Department Our research professionals provide important input into our investment banking and other business selection 
processes. Investors should assume that MOSt and/or its affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that 
the research professionals who were involved in preparing this material may participate in the solicitation of such business. The research professionals responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. Our research professionals are paid in part based on the 
profitability of MOSt which include earnings from investment banking and other business. MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from 
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts and persons reporting to analysts from serving as an 
officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals  or affiliates may provide oral or written market commentary or trading 
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its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in 
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lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.   
 

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its 
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hold MOSt or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays. The 
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data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. This Report is not 
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and/or its affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its 
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contents.  
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