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Reported Soft quarter expect growth trajectory coming from H2FY24

Potential Upside Market Cap (INR Mn) Recommendation Sector
~7.70%

INR 10,91,716 Accumulate Internet Software & Services

Synopsis

* Tech Mahindra Ltd revenue for Q1FY24 stood at INR 1,31,590 mn, registering a growth of 3.55% on a YoY basis from INR 1,27,079
mn and on a sequential basis it declined by 4.08% from INR 1,37,182 mn.

* The EBIT for Q1FY24 stood at INR 8,914 mn, which showed a decline of 36.48% on a YoY basis from INR 14,034 mn and on a QoQ
basis it declined by 32.36% from INR 13,178 mn. The operating margin for the quarter came at 6.77%, which shown a decline of 284
bps on a sequential basis and 427 bps on a YoY basis.

* PAT for Q1FY24 stood at INR 7,036 mn, which showed a decline of 38.81% on a YoY basis from INR 11,475m mn and on a sequential
basis it declined by 38.03% from INR 11,250 mn. The PAT margin for the quarter stood at 5.35%, which declined by 285 bps on a
sequential basis and 368 bps on a YoY basis.

» The EPS for the quarter stood at INR 7.82 as against INR 12.62 sequentially and INR 12.78 in a YoY basis.

MARKET DATA
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KEY FINANCIALS

Revenue 1,31,590 1,37,182 1,27,079 -4.08% 3.55%

EBIT 8,914 13,178 14,034 -32.36% -36.48%
PAT 7,036 11,250 11,475 -37.46% -38.68%
EPS (Diluted) 7.82 12.62 12.78 -38.03% -38.81%
OPM (%) 6.77% 9.61% 11.04% -284 bps -427 bps
NPM(%) 5.35% 8.20% 9.03% -285 bps -368 bps

Source: Company, KRChoksey Research

Revenue growth muted, expect gradual improvement going ahead

TECHM has reported a revenue of USD 1,601 mn, which showed a decline of 1.9% on a YoY
basis and 4% on a sequential basis. The decline in revenue was mainly due to challenges in the
CME sector, macro uncertainty, and the cyclical nature of 1-2 segments. The Manufacturing
and Technology segments reported revenue growth of 8.6% and 8.0% YoY, respectively. The
CME segment witnessed a decline of 8.2% on a YoY basis, mainly due to lower spending from
telco companies and a reduction in OPEX. However, management remains positive that
spending will improve gradually. On a geographical basis, the American market reported
growth of 1.4% YoY in CC terms, whereas the European market declined by 5.4% YoY CC.
Management expects that the Manufacturing, Life Science, and Services segments will
witness healthy demand for FY24, whereas the CME and BFSI segments are expected to start
recovering from H2FY24.

50.00 Margins to improve on a sequential basis
0.00 The EBIT margin for Q1FY24 stood at 6.77%, which showed a decline of 427 bps on a YoY basis
S 95 s A AN and 284 bps on a sequential basis. The decline can be attributed to a drop in revenue, an
= 8 >0 5 %D % % increase in wages, and a one-time provision due to client bankruptcy. However, the reduction
2 o = © = & 5 = insubcontracting expenses, increase in offshoring activities, and improving pyramid structure
—ensex are the levers that will improve margins going ahead. The FCF to PAT stood at 126.3% during
Tech Mahindra the quarter. The utilization rate for Q1FY24 stood at 87%, and management expects that the
utilization rate will see further improvement of 3%-4% going ahead. The attrition rate also
declined to 13% in Q1FY24.
MARKET INFO
Accelerating investment in New age platform and Generative Al
SENSEX 66,415 TECHM continues to invest in building up its talent base and has trained over 8000 employees
NIFTY 19,072 in the New Age Al platform and Generative Al. The company sees a huge opportunity in Al,
! 5G, Quantum computing, and cybersecurity. While the transformation is being adopted
globally, we expect demand to remain robust, owing to clients focusing on digitalization to
improve their efficiency. Despite the short-term uncertainty, management remains optimistic
about long-term growth and anticipates deal wins to rebound going ahead.
SHARE HOLDING PATTERN (%)
Promoters 35.2 35.2 35.2
FlIs 25.7 26.9 28
Dlls 27.0 25.8 23.9
Others 12.1 12.1 12.9 Revenue CAGR between FY23 PAT CAGR between FY23 and
Total 100 100 100 and FY25E FY25E
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Tech Mahindra Limited.

Key Concall Highlights:

(i) Q1FY24 was a challenging quarter for the company owing to a slowdown in the CME segment, macro uncertainty, cyclical nature
in 1-2 segments, and the conclusion of some transformation projects.(ii) Management expects an upside from hereon, led by
investments in talent, strong customer relationships, investment in the Al platform, and Generative Al.(iii) Tech Mahindra has a
robust pipeline across all geographies and segments.(iv) EBIT margin mainly declined due to a drop in revenue and a one-time
provision of client owing to bankruptcy.(v) Management anticipates that the headwinds are behind us and expects a gradual
recovery from the next quarter.(vi) There is a lot of reprioritization going on in digital transformation from customers.(vii)
Management expects that the utilization rate can increase by 3%-4% from current levels.(viii) The company expects to increase its
presence in manufacturing, life sciences, and services, apart from the CME segment.(ix) During the quarter, the company trained
8000 employees in the new age Al platform and Generative Al.(x) Management remains committed to the long-term growth of the
company and expects a strong rebound from H2FY24 onwards.

Valuation and view

Tech Mahindra is currently trading at a valuation with a P/E multiple of 17.7x/13.0x on FY24E/FY25E earnings. The story is premised
on pipeline commentary, improved services portfolio (design, engineering and consulting) & acquisition synergies, and 5G-related
spending and reduction in the attrition rate and hence we are assigning a P/E multiple of 14x to the FY25E estimated EPS of INR 86.2

to arrive at a target price of INR 1,207, with an upside of around 7.7%. Accordingly, we kept our rating to a “Accumulate” for the
stock.
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KEY FINANCIALS
Exhibit 1: Balance Sheet
Property, Plant and Equipment 24,632 26,823 28,622 34,189 41,461
Right-of-use Asset 10072 9372 10972 11,630 12,328
CWIP 1,183 1,651 2,937 3,263 3,682
Goodwill 40082 74258 76657 76,657 76,657
Intangible Assets 14,508 36,586 32,316 34,255 36,310
Investments 5757 2510 4320 4,666 5,039
Loans 47 136 16 123 130
Other non current assets 38813 42654 28066 30,31 33,342
Total non current assets 1,35,094 1,93,990 1,84,006 1,95,094 2,08,950
Inventories 242 242 236 253 273
Investments 96,619 44,359 27,832 32,007 36,808
Trade receivables 64728 119334 128816 1,37,983 1,44,276
Cash & equivalent 26,904 37,889 40,563 48,546 69,053
Other current assets 64,060 54,463 81,329 84,950 93,425
Deffered Tax Assets 9133 9133 12965 12,965 12,965
Total current assets 2,61,686 2,65,420 2,91,741 3,16,704 3,56,800
Total Assets 3,96,780 4,59,410 4,75,747 5,11,799 5,65,751
Equity Share Capital 4,370 4,388 4,388 4,388 4,388
Other Equity 2,44,280 2,64,469 2,74,845 3,03,296 3,48,475
Equity Attributable to Owners 2,48,650 2,68,857 2,79,233 3,07,684 3,52,863
Non controlling Interest 3,795 4,954 4,702 4,702 4,702
Total Equity 2,52,445 2,73,811 2,83,935 3,12,386 3,57,565
Loan Fund 1,658 1,420 1,288 1,161 1,078
Long term Provisions 17,796 28,143 22,632 24,443 26,398
Lease Liabilities 8,077 7,200 7,903 8,298 8,713
Other Long term Liabilities 1725 781 249 266 285
Amount Pending Investigation 12304 12304 12304 12,304 12,304
Total non current liabilities 41,560 49,848 44,376 46,472 48,778
Sundry Creditors 27,850 40,947 43,846 47,705 52,380
Short Term Borrowings 14,960 14,397 14,494 15,509 16,594
Other Liabilities 50,651 70,524 79,069 79,069 79,069
Provision 5,311 6,716 6,313 6,755 7,228
Lease Liabilities 4,003 3,167 3,717 3,903 4,137
Total Current Liabilities 1,02,775 1,35,751 1,47,439 1,52,940 1,59,408
Total liabilities 3,96,780 4,59,410 4,75,750 5,11,798 5,65,751
Source: Company, KRChoksey Research
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KEY FINANCIALS
Exhibit 2: Profit & loss statement

Particulars (INR Mn) FY21 FY22 FY23 FY24E FY25E
Revenue 3,78,551 4,46,460 5,32,902 5,92,517 6,58,259
Total operating cost 3,10,081 3,66,260 4,54,740 4,97,496 5,46,247
EBITDA 68,470 80,200 78,162 95,020 1,12,012
Depreciation 14,577 15,204 19,811 18,134 19,059
EBIT 53,893 64,996 58,351 65,692 92,953
Other income, net 7,871 11,123 9,650 12,806 13,977
Finance costs 1,740 1,626 3,256 3,830 4,086
Pre-tax income 60,024 74,493 64,745 74,668 1,02,844
Income tax expense 15,999 18,220 15,885 18,667 26,586
Net profit 44,025 56,273 48,860 56,001 76,258
MI,El & share of profit from associates -255 640 290 200 200
Net profit after MI,El & profit from associates 44,280 55,633 48,570 55,801 76,058
Diluted EPS (INR) 50.2 63.1 55.1 63.2 86.2
Shares in million 882 882 882 882 882

Source: Company, KRChoksey Research

Exhibit 3: Free cash flow analysis

Particulars (INR Mn) FY21 FY22 FY23 FY24E FY25E
Net cash generated from operations 56,178 1,26,034 75,651 77,863 1,04,464
Net cash flow from/(used in) investing activities 16,679 -10,147 -2,785 -24,046 -26,704
Net cash flow from financing activities -7,653 -783 -8,148 887 1,003
Others -35,109 -45,254 -62,631 -46,134 58,256
Net inc/dec in cash equivalents -3,263 69,850 2,087 8,571 20,507
Opening balance 30,167 26,904 37,889 39,976 48,546
Closing balance cash and cash equivalents 26,904 37,889 39,976 48,546 69,053

Source: Company, KRChoksey Research

Exhibit 4: Ratio analysis

Key Ratio FY21 FY22 FY23 FY24E FY25E
EBIT margin (%) 14.2% 14.6% 10.9% 11.1% 14.1%
Tax rate (%) 26.7% 24.5% 24.5% 25.0% 25.9%
Net profit margin (%) 1.7% 12.5% 9.1% 9.4% 11.6%
ROE (%) 19.0% 21.5% 17.7% 19.0% 23.0%
RoCE (%) 15.6% 17.9% 15.2% 15.9% 19.8%
Current ratio (x) 2.5 1.9 1.9 2.0 2.2

EPS (INR per share) 50.2 63.1 55.1 63.2 86.2

Source: Company, KRChoksey Research
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28-Jul-23 1120 1207 Accumulate Buy More than 15%

28-Apr-23 1024 1207 BUY Accumulate 5% —15%

31-Jan-23 1,015 1,181 BUY Hold 0-5%

02-Nov-22 1,071 1,181 ACCUMULATE Reduce -5%—0

16-May-22 1,190 1,447 BUY Sell Less than — 5%

ANALYST CERTIFICATION:

1, Abhishek Agarwal (CA, CFA L3 cleared), 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 is a registered Research Entity vides
SEBI Registration No. INH000001295 under SEBI (Research Analyst) Regulations, 2014. KRCSSPL Register with CDSL Registration No IN-DP-425-2019.

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.

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 associate, 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.

KRCSSPL or its associates (Group Companies) collectively or its research analyst, or relatives 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.

Itis confirmed that, I, Abhishek Agarwal 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) have not managed or co-managed public offering of securities for the subject company in the past twelve months.

KRCSSPL or its associates (Group Companies) collectively or its research analyst, or relatives 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) collectively or its research analyst, or relatives 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 other than investment banking or merchant banking or brokerage services from the subject company

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 his associate or his relative,
have any material conflict of interest at the time of publication of this report.

Itis confirmed that, Abhishek Agarwal, Research Analyst do not serve as an officer, director or employee of the companies mentioned in the report.

KRCSSPL or its associates (Group Companies) or its research analyst has may been engaged in market making activity for the subject company.

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.
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