KRChoksey | mstitutional

Mindtree Limited

-

&,

4

Result Update

L‘%

. E 14t July, 2022 [




KRChoksey | mstitutional

India Equity Institutional Research |

Mindtree Limited.

cMP Target Potential Upside

INR 2,810 INR 3,143

11.8%

Result Update — Q1FY23 I114th July, 2022 Page 2

Inline with our expectation; Strong all-round performance

Market Cap (INR Mn) Recommendation Sector
INR 46,3197 ACCUMULATE Internet Software & Services

Synopsis:

Mindtree (MTCL) has shown a stellar performance in Q1FY23, grew by 5.2% QoQ in CC terms, marking 7th consecutive quarter of 5%+ growth and
inline with our estimate. Dollar Revenue was up 4.0% QoQ to ~USD 399mn. Rupee revenue grew by 7.7% QoQ to INR 31,211. Reported operating
margin expanded by 23bps to 19.2% QoQ (EBIT margin was at 19.7% excluding one-off impact of merger related costs ). Reported Net profit was down
by ~0.3% QoQ to INR 4,716mn with margin of 15.1% (down 122bps on QoQ basis). The growth in the quarter for Mindtree was broad based and across
geographies/services. Deal TCV was at USD 570mn, up 13% YoY, comprising a healthy mix of annuity/transformational deals. Mindtree’s improvement
in both growth/margin and correlation between TCV/growth on short cycle deals is led by (1) building full-stack account and account mining focus
(top-100 driving 90% of revenue as well as reduced T1 concentration risk) and (2) focus on building partner ecosystem and hyperscalers proposition
(MTCL has strong rating within leading cloud providers). MTCL is expected to deliver hi-teen growth, supported by expansion into Top client and
core portfolio focus (cross-sell), with predictable margins (management maintained 20%+ EBITDAM outlook). Our target price of INR 3,143 is based

on 23x Mar-24E EPS over FY22-24E.

MARKET DATA

Shares outs (Mn) 165
Mkt Cap (INR Mn) 46,3197
52 Wk H/L (INR) 5059.15/2650
Volume Avg (3m K) 829.4
Face Value (INR) 10
Bloomberg Code MTCLIN
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KEY FINANCIALS

USD Revenue 399 384 31 4.0% 28.4% 399 0.1%
Revenue 31,21 28,974 22,917 7.7% 36.2% 30,832 1.2%
EBIT 5,982 5,487 4,063 9.0% 47.2% 5,650 5.9%
PAT 4,716 4,731 3,434 -0.3% 37.3% 4,641 1.6%
OPM (%) 19.2% 18.9% 17.7% 23 bps 144 bps 18.3% 84 bps
NPM(%) 15.1% 16.3% 15.0% -122 bps 13 bps 15.1% 6 bps

Source: Company, KRChoksey Research

Robust growth across vertical/industry/geography

Mindtree (MTCL) reported a revenue of USD 399.3mn, growth of 5.2% QoQ CC, 4.0% QoQ in USD terms
led by seasonal strength in top client which grew 8.6% QoQ, strong recovery in travel (+11.3% QoQ) and
ramp up of deals win in BFSI (+6.3% QoQ). Retail business was materially down due to client specific
ramp downs owing to Russia-Ukraine war and China lockdowns. Among the verticals, growth was led by
travel (+11.3% QoQ; airline & hospitality exceeding pre-COVID level), BFSI (+6.6% QoQ); and
communications, media & tech (+5.9% QoQ). Pullback in discretionary spending by top clients is the key
risk to the growth but management is relying on cost efficiency model. Outlook for the top clients is
healthy and there is no significant pockets of weakness in the company’s portfolio of services and has
low possibility of impacting revenue in FY2023. Focus continues to build full stack services, client
rationalization and stable/lower sub-contracting expenses (9.6% of the revenue in Q1 vs 10.2% in FY22).

Healthy deal momentum continues
Reported TCV of USD 570mn increased 13%YoY. Deal renewals from top client are strong. Revenue

0 T T T T T ] growth has outpaced TCV on YoY growth for the past few quarters. LTM book-to-bill ratio continues to
2 ] 7 NN N N trend above 1x though it has declined in the past few quarters. MTCL had a net headcount addition of
3 E § § 2 E E 3,284 in Q1 (1,500 fresher intakes) and it intends to continue >1,500 quarterly fresher additions in the
coming quarters too.
Mindtree SENSEX Continued Investment in Emerging technologies
MTCL has been investing in various areas of experiences using blockchain, 10T, Al/ML, and other cutting-
edge technologies, which provide building blocks for the Metaverse and extend its technology/design
thinking leadership into an integrated consulting-led offerings to the customers to optimize their
MARKET INFO transition to the Meta economy by immersive technology experience center, Immersive Aurora.
Strong beat in EBIT margin
SENSEX 53,565.60  Management has mentioned that margin pressure from cost inflation will continue but will be partially
offset by pyramid, reduction in sub-con cost, pricing and utilization. Interestingly, MTCL is the only IT
NIFTY 15,945.3 - S - . . ] N
services company which is operating at higher than pre-Covid margins. Employee cost as a % of revenue
has reduced by 3.7% in the same period while employee costs per headcount has declined materially by
19%in USD terms.
SHARE HOLDING PATTERN (%)
Promoters 61 61 61 2 O ( 0/
Flls 1.7 14.4 15.7 o o
Dlls 12.1 10.5 9.7
Ol 153 14.2 B0 Revenue CAGR between FY22  PAT CAGR between FY22 and
Total 100 100 100 and FY24E FY24E
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Key Concall Highlights

(i) Going forward, MTCL is focusing on shifting from product-centric models and dialing up full stack engagements, through cross
sell/up sell with hyperscalers (ii) RCM business was impacted by Retail project deferments; this drag was due to geopolitical
exposure rather than a macro slowdown (iii) MTCL continues to witness robust demand which is intact in the near term, backed by
the long-term transformational initiatives taken by the customers (iv) Client concentration for the Top 1 client has increased to 26%
on the back of LoBs. Cloud opportunity from hyperscaler clients will see multi year tailwind given the strong backlogs (v) Clients
have the appetite to pay premium prices for niche skills. In addition to that, management has confirmed that there is no significant
downward pressure on pricing. Cost saving mandate is not directly proportional to the pricing (vi) Many long tail accounts have
been rationalized without the client getting impacted and the effort has been shifted to mining of focus 100 accounts & to get
quality new accounts (vii) Wage inflation may not impact all employees since hikes will be lower for laterals that joined in the past 12
months at elevated pay.

Valuation and view

MTCL is currently trading at a valuation with a P/E multiple of 25.2x/20.6x on FY23E/FY24E earnings. We believe that
management has increased its focus on annuity revenue & strategic accounts (revenue/client mix). All the positive
levers (a strong outlook on strategic accounts, deal signings and ability to maintain margins) have already been
captured with limited upside; hence we are assigning a P/E multiple of 23x to the FY24 estimated EPS of INR 136.7 to
arrive at a revised target price of INR 3,143 per share (Earlier target price of INR 4,509), an upside of ~11.8% over the
CMP. We have reduced our rating from a “BUY”’ to “ACCUMULATE” for the stock.
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KEY FINANCIALS
Exhibit 1: Balance Sheet
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Particulars (INR Mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Property, Plant and Equipment 3,509 3,757 3,400 3,039 2,225 1,664 1,243
Right-of-use Asset ¢} [¢] 5201 4773 4773 4773 4773
CWIP 92 297 136 224 224 224 224
Goodwill & Intangibles 6,059 5,912 5,491 4,946 4,946 4,946 4,946
Non-Current Investments 58 1,200 804 1,161 1,161 1,161 1,161
Long Term Loans & Advances 751 675 457 476 476 476 476
Deferred Income Tax Assets 318 388 1835 351 351 351 351
Other non current assets 1,547 1,889 1,693 2,890 2,890 2,890 2,890
Total non current assets 12,334 14,118 19,017 17,860 17,046 16,485 16,064
Cash & equivalent 3289 2562 3909 7597 15620 21022 28538
Sundry debtors 10,155 13,356 14,389 12,742 17,443 20,833 23,568
Short Term Loans & Advances 17 123 99 11 41 11 41
Current Investments 7,206 6,836 6,944 19,307 19,307 19,307 19,307
Other Current Assets 4,364 4,795 7,208 6,067 7,819 8,908 10,077
Total current assets 25,031 27,672 32,549 45,754 60,229 70,111 81,531
Total Assets 37,365 41,790 51,566 63,614 77,275 86,596 97,595
Equity Share Capital 1,639 1,642 1,646 1,647 1,647 1,647 1,647
Other Equity 25,775 31,419 29,922 41,543 48,090 53,296 62,464
Equity Attributable to Owners of the Company 27,414 33,061 31,568 43,190 49,737 54,943 64,111
Non controlling Interest o o o o o 0 [
Total Equity 27,414 33,061 31,568 43,190 49,737 54,943 64,111
Total Debt 9 5 ) [ ) 0 [
Lease Liabilities ¢} 0 4,964 4,492 4,492 4,492 4,492
Other Long Term Liabilities 85 174 1,798 6 6 6 6
Total non current liabilities 94 179 6,762 4,498 4,498 4,498 4,498
Total Sundry Creditors 1,710 2,131 2,554 2,676 3,454 3,922 4,223
Short Term Debt 3,000 [¢] o [¢] o [¢] o
Lease Liabilities o [ 699 885 885 885 885
Other Liabilities 3,929 5,020 8,967 10,138 13,351 15,469 16,999
Provisions 1,218 1,399 1,016 2,227 5,350 6,879 6,879
Total Current Liabilities 9,857 8,550 13,236 15,926 23,040 27,155 28,986
Total liabilities 37,365 41,790 51,566 63,614 77,275 86,596 97,595

Source: Company, KRChoksey Research
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KEY FINANCIALS
Exhibit 2: Profit & Loss Statement

Particulars (INR Mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Revenue 54,628 70,215 77,643 79,678 1,05,253 1,29,710 1,53,135
Employee Cost 35,641 44,212 50,647 51,132 63,278 80,525 93,327
SG&A and Other Cost 11,582 15,358 16,181 11,979 20,019 22,432 26,402
EBITDA 7,405 10,645 10,815 16,567 21,956 26,753 33,406
Depreciation 1,715 1,641 2,754 2,596 2,667 3,173 5,296
EBIT 5,690 9,004 8,061 13,971 19,289 23,580 28,110
Other income, net 1,902 893 756 1,517 1,082 740 500
Finance costs 169 29 529 504 484 548 470
Pre-tax Income 7,423 9,868 8,288 14,984 19,887 23,773 28,139
Income tax expense 1,722 2,327 1,979 3,879 5,578 5,468 5,628
Net profit Before El & Ml 5,701 7,541 6,309 11,105 14,309 18,305 22,511
Extraordinary item, El o o 0 o o (o] o
Minority Interest, M| (] (0] 0 (] (0] (] (0]
Net Profit After M| 5,701 7,541 6,309 11,105 14,309 18,305 22,511
Diluted EPS (INR) 34.66 45.85 38.34 67.41 86.86 11.12 136.65
Shares in Million 166 164 165 165 165 165 165

Source: Company, KRChoksey Research

Exhibit 3: Free Cash Flow Analysis

Particulars (INR Mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Net Cash Generated From Operations 8,017 8,560 9,891 23,128 21,482 21,573 25,742
Net. C.a.sh Flow from/(used in) Investing VR00 o5 559 233 4,848 D4 e
Activities
Net Cash Flow from Financing Activities -45 -3,041 -1,020 -1,345 o [ o
Others 1,327 194 285 -214 o] (o] o]
Net Inc/Dec in cash equivalents 781 -727 1,347 3,688 8,023 5,403 7,516
Opening Balance 2,508 3,289 2,562 3,909 7,597 15,620 21,022
Closing Balance Cash & Cash Equivalents 3,289 2,562 3,909 7,597 15,620 21,022 28,538
Exhibit 4: Ratio Analysis
Key Ratio FY18 FY19 FY20 FY21 FY22 FY23E FY24E
EBIT Margin (%) 13.6% 15.2% 13.9% 20.8% 20.9% 20.6% 21.8%
Net Profit Margin (%) 10.4% 10.7% 8.1% 13.9% 13.6% 14.2% 15.6%
ROE (%) 21.4% 24.9% 19.5% 29.7% 30.6% 33.5% 35.6%
ROA (%) 15.3% 18.0% 12.2% 17.5% 18.3% 19.8% 21.6%
Current Ratio 2.5 3.2 2.5 2.9 2.6 2.7 3.0
EPS (INR per share) 34.7 45.9 38.3 67.4 86.9 111 136.6
Source: Company, KRChoksey Research
ANALYST KRChoksey Research Phone: +91-22-6696 5555, Fax: +91-22-66919576
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Buy More than 15%
14-Jul-22 2810 3143 ACCUMULATE Accumulate 5% —15%
Hold 0-5%
19-Apr-22 3792 5263 BUY
Reduce -5%—0
14-Jan-22 4545 5263 BUY Sell Less than - 5%

ANALYST CERTIFICATION:

I, Saptarshi Mukherjee (MBA, PGDSM and MSc Investment & Finance), Research Analyst, author and the name subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect my views about the subject issuer(s) or securities. | also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report.

Terms & Conditions and other disclosures:

KRChoksey Shares and Securities Pvt. Ltd (hereinafter referred to as KRCSSPL) is a registered member of National Stock Exchange of India Limited and Bombay Stock Exchange Limited.
KRCSSPL s a registered Research Entity vides SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014.

We submit that no material disciplinary action has been taken on KRCSSPL and its associates (Group Companies) by any Regulatory Authority impacting Equity Research Analysis activities.

KRCSSPL prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analyst covers.
The information and opinions in this report have been prepared by KRCSSPL and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of KRCSSPL. While we would endeavor to update the information herein on a reasonable basis, KRCSSPL is not under any obligation
to update the information. Also, there may be regulatory, compliance or other reasons that may prevent KRCSSPL from doing so. Non-rated securities indicate that rating on a particular
security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or KRCSSPL policies, in circumstances where KRCSSPL might be acting in an
advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. KRCSSPL will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or
strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their
own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest
rates, foreign exchange rates or any other reason. KRCSSPL accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual
results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. Our employees in sales and
marketing team, dealers and other professionals may provide oral or written market commentary or trading strategies that reflect opinions that are contrary to the opinions expressed
herein, .In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

Associates (Group Companies) of KRCSSPL might have received any commission/compensation from the companies mentioned in the report during the period preceding twelve months
from the date of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.

KRCSSPL or its Associates (Group Companies) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL encourages the practice of giving independent opinion in research report preparation by the analyst and thus strives to minimize the conflict in preparation of research report.
KRCSSPL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research
report. Accordingly, neither KRCSSPL nor Research Analysts have any material conflict of interest at the time of publication of this report.

It is confirmed that Saptarshi Mukherjee (MBA, PGDSM and MSc Investment & Finance), Research Analyst of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months. Compensation of our Research Analysts is not based on any specific brokerage service transactions.

KRCSSPL or its associates (Group Companies) collectively or its research analyst do not hold any financial interest/beneficial ownership of more than 1% (at the end of the month immediately
preceding the date of publication of the research report) in the company covered by Analyst, and has not been engaged in market making activity of the company covered by research
analyst.

It is confirmed that, Saptarshi Mukherjee (MBA, PGDSM and MSc Investment & Finance), Research Analyst do not serve as an officer, director or employee of the companies mentioned in
the 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 KRCSSPL 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 certain category of investors. Persons in whose possession this document may come
are required to inform them of and to observe such restriction.

Please send your feedback to research.insti@krchoksey.com
Visit us at www.krchoksey.com

Registered Office:

1102, Stock Exchange Tower, Dalal Street, Fort, Mumbai - 400 001.
Phone: +91-22-6633 5000; Fax: +91-22-6633 8060.
Corporate Office:

ABHISHEK, 5th Floor, Link Road, Andheri (W), Mumbai - 400 053.
Phone: +91-22-6696 5555; Fax: +91-22-6691 9576.
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