E

Prabhudas /Zoo\
Lilladher

MOST ADMIRED BRAND

POWERING YOUR FINANCIAL GROWTH

October 16, 2019

\\ 514 O /

Q2FY20 Result Update

Change in Estimates | 4 Target | B Reco

Change in Estimates

Current Previous
FY20E FY21E FY20E FY21E
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Target Price 716 687
Sales (Rs. m) 77,112 84,882 76,575 84,682
% Chng. 0.7 0.2
EBITDA (Rs. m) 10,191 11,045 9,922 11,563
% Chng. 2.7 (1.4)
EPS (Rs.) 39.3 46.9 39.2 49.0
% Chng. 0.4 (4.50)
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EBITDA (Rs. m) 10,645 10,191 11,405 13,045
Margin (%) 15.2 13.2 13.4 14.1
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Gr. (%) 336 (14.4) 19.1 185
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EV/Sales (X) 1.6 1.4 1.2 1.0
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P/BV (X) 3.7 3.7 3.1 25
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Rating: REDUCE | CMP: Rs744 | TP: Rs716

Talent retention to keep margins under pressure

Mindtree reported inline quarter on revenue & margin front. Attrition
increased sharply & is not a surprise. Positives were stable TCV momentum
inspite of management transition & broad-based growth amongst verticals.
MTCL posted arevenue growth of 2.6% QOQ USD & 3.2% QoQ CC inline with
our estimates. Growth was broad-based mainly led by recovery in top
account (5% QoQ USD). Margin came inline with our estimates at 9.3% aided
by cost optimization & INR depreciation.

Attrition was 8 quarter high at 16.5% (+140bps QoQ, +350bps YoY). We
believe rise in attrition can put execution risk to the TCV. Mindtree has
possibly the highest exposure to discretionary spending. Projects cycle have
relatively short durations, requiring high touch with clients to back-fill
completed projects and win new ones for overall growth. Hence, people
continuity becomes even more important. We also highlight that Mindtree’s
key client base also works with other Tier 1 IT vendors.

We maintain our Reduce rating on MTCL as we believe potential cost of talent
retention & managing attrition will continue to keep margins under pressure.
We incorporate FY22E estimates & value MTCL on Sep-21 EPS(Rs.51.2) at
unchanged multiple of 14x arriving at a target price of Rs. 716(earlier: Rs 687)
We retain our revenue estimates for FY20/21E & reduce margins estimates
for FY21E which leads to 4% EPS cut for FY21E. Stock is currently trading at
19x/16x/13.5x FY20/21/22E .Maintain Reduce.

" Inlinerevenues & margins: MTCL reported an inline revenue growth with our
estimates of US$ 271mn (Ple: $268mn) & CC revenue growth was at 3.1%
QoQ EBIT margin came at 9.3% (-288bps QoQ, -381bps YoY) inline with our
estimates. We have estimated EBIT margins of 10.5%/10.6%/11.2% for
FY20/21/22E. We believe potential cost of talent retention & managing attrition
will continue to keep margins under pressure. EPS was Rs.8.20 inline with our
estimates.

" Broad based growth across verticals & geographies: MTCL posted a
decent growth in its core verticals. Manufacturing (0.3% QoQ, 10% YoY USD),
BFSI (2.6% Qo0Q, 6.1% YoY USD) & travel (3.2% QoQ, 11% YoY). Geography
wise US (2.6% QoQ, 10.1% YoY) & Europe (1.4% QoQ, 3.5% YoY USD)
posted decent growth.

" Decline in Renewals: MTCL maintained a decent TCV momentum in Q2FY20
at USD307mn( -5.7% QoQ, 5% YoY) but renewals were down by 17% QoQ
basis to USD186mn.

"  Spike in Attrition: We have expected Attrition to rise when LTI-MTCL deal
was announced & in this quarter also we saw Attrition was 8 quarter high at
16.5% (+140bps QoQ, +350bps YoY). We believe rise in attrition can put
execution risk to the TCV. Attrition can lead to loss of customer connect &
revenues.
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Exhibit 1: Q2FY20 quick view on results

Rs m 2Q19 1Q20 2Q20 QoQ gr. YoY gr. 2Q20E % var from est
Net Sales (US$ m) 246.4 264.2 271.0 2.6 10.0 268.4 1%
Net Sales 17,554 18,342 19,143 4.4 9.1 18,880 1%
EBITDA 2,699 1,841 2,482 34.8 (8.0) 2,247 10%

EBITDA margin (%) 154 10.0 13.0 293bp -241bp 11.9 106bp
EBIT 2,296 1,172 1,775 51.5 (22.7) 1,741 2.0

EBIT margin (%) 13.1 6.4 9.3 288bp -381bp 9.2 5bp
PBT 2,819 1,262 1,834 45.3 (34.9) 1,923 (4.6)
Income tax 757 335 484 445 (36.0) 530 (8.6)
Reported PAT 2,062 927 1,350 45.6 (34.5) 1,393 (3.1)
EPS diluted (Rs.) 12.55 5.64 8.20 45.4 (34.7) 8.5 (3.2)

Source: Company, PL

MTCL reported inline revenue growth Exhibit 2: Weak revenue growth
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We believe potential cost of talent Exhibit 3: EBIT margin inline with our estimates
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MTCL maintained a decent TCV

Exhibit 4: Momentum in TCV maintained

momentum in Q2FY20 at
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Exhibit 5: Utilization continues to improve
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Revenue momentum from top client Exhibit 6: Revenues from top client’s (USD) marginally grew
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Revenue contribution from top clients
continue to remain steady

Exhibit 7: Weak revenue growth among all clients

—8—Top Client Top 10 client —#— Non top 10 client

20.0%

15.0%

10.0%

5.0%

0.0%

-5.0%
1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20

Source: Company, PL

Exhibit 8: SG&A Expenses declined
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Exhibit 9: Customer Concentration (%)

Top Client,
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Source: Company, PL
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Exhibit 10: Geography wise Revenues
(US$ m) Q2FY19 QI1FY20 Q2FY20 QoQ (%) YoY (%)
America 181 194 200 3.1 10.1
Europe 46 50 48 (3.8) 4.7
India 8 9 11 22.5 36.6
APAC / Rest of the World 10 11 12 7.5 15.2
Geography wise(% of sales)
America 73.6% 73.3% 73.7% 37bp 10bp
Europe 18.7% 19.0% 17.8% -119bp -90bp
India 3.3% 3.4% 4.1% 67bp 80bp
APAC / Rest of the World 4.2% 4.2% 4.4% 20bp 20bp
Source: Company, PL
Exhibit 11: Revenue by service lines
Revenue by Service Offering* Q2FY19 Q1FY20 Q2FY20 QoQ (%) YoY (%)
Interactive 20.7% 23.9% 23.8% -10bp 310bp
Data Science and Engineering services 10.5% 10.5% 11.0% 50bp 50bp
Cloud Services 3.6% 3.3% 3.0% -30bp -60bp
Others 0.4% 0.3% 0.2% -10bp -20bp
Digital 35.2% 38.0% 38.0% Obp 280bp
Test Engineering 18.9% 18.2% 18.7% 50bp -20bp
Package Solutions 8.2% 7.4% 7.0% -40bp -120bp
Infrastructure Management & Tech Support 23.3% 23.8% 24.6% 80bp 130bp
ADM and Product Engineering 14.4% 12.6% 11.7% -90bp -270bp
Total 100.0% 100.0% 100.0%
Source: Company, PL
Exhibit 12: TCV Data
(USD mn) Q2FY19 QI1FY20 Q2FY20 QoQ (%) YoY (%)
Renewals 222 248 186 17.1) @.7)
New 49 76 121 45.6 26.3
Total 271 324 307 (5.7) 4.9
Expiring within 1 year 198 271 239 6.8 2.9
Expiring > 1 year 73 53 68 (39.5) 15.6
Digital 162 137 140 (16.1) 3.1
Source: Company, PL
October 16, 2019 5
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Exhibit 13: Client Metrics
Q2FY19 QI1FY20 Q2FY20 QoQ (%) YoY (%)
Total active clients 341 346 343 -3.00 2.0
New clients added 18 12 14 2.00 (4.0)
Customer Concentration (%)
Top Customer 20.2% 20.1% 20.6% 50bp 40bp
Top 5 Customers 33.8% 33.6% 33.2% -40bp -60bp
Top 10 Customers 44.8% 43.0% 43.1% 10bp -170bp
Receivables position
Days of Sales Outstanding 68 66 66 0.0 (2.0)
Client relationships
US$ 1m+ 111 122 130 8.0 19.0
US$ 5m+ 44 46 47 1.0 3.0
US$ 10m+ 21 23 21 (2.0) 0.0
US$ 50m+ 1 1 1 0.0 0.0
Source: Company, PL
Exhibit 14: Headcount Metrics
Q2FY19 QIFY20 Q2FY20 QoQ (%) YoY (%)
Total employees 19,402 20,935 21,267 332.0 9.6
- net hiring 412 731 332 (399.0) (19.4)
Delivery employees 18,214 19,681 20,001 320.0 9.8
- net addition 377 1,844 1,787 (57.0) 374.0
Sales and support 1,188 1,254 1,266 12.0 6.6
Utilization %
- inc trainees 74.5% 77.2% 77.0% -20bp 250bp
- ex trainees 76.3% 77.9% 79.0% 110bp 270bp
Attrition rate - LTM 13.0% 15.1% 16.5% 140bp 350bp
Source: Company, PL
Exhibit 15: Order Book
uUs$m 3Q17 4Q17 1Q18 2Q18 3Q18 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20
New order booking 314 209 262 207 244 306 271 256 242 324 307
Digital Order Booking 103 50 108 84 132 139 162 136 126 137 140
Source: Company, PL
October 16, 2019 6
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Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY19  FY20E  FY21E  FY22E Yle Mar FY19 FY20E FY21E  FY22E
Net Revenues 70,215 77,112 84,882 92,604 Non-Current Assets
YoY gr. (%) 285 9.8 10.1 9.1
Employee Cost 44212 50,960 57,701 62,166 Gross Block 17,162 20,341 23283 26,444
Gross Profit 26,003 26,152 27,181 30,438 Tangibles 17,162 20,341 23,283 26,444
Margin (%) 37.0 33.9 32.0 32.9 Intangibles - - - -
SG&A Expenses - - - -
Other Expenses - - - - Acc: Dep / Amortization 13,108 15,200 17,624 20,270
Tangibles 13,108 15,200 17,624 20,270
EBITDA 10,645 10,191 11,405 13,045 Intangibles - - - -
YoY gr. (%) 438 4.3) 11.9 14.4
Margin (%) 15.2 13.2 13.4 14.1 Net fixed assets 4,054 5,141 5,659 6,174
Tangibles 4,054 5,141 5,659 6,174
Depreciation and Amortization 1,641 2,092 2,424 2,646 Intangibles - - - -
EBIT 9,004 8,099 8,981 10,399 Capital Work In Progress - - - -
Margin (%) 12.8 10.5 10.6 11.2 Goodwill 5,912 5,701 5,701 5,701
Non-Current Investments 1,200 772 772 772
Net Interest 29 358 180 180 Net Deferred tax assets 387 532 532 532
Other Income 893 977 1,694 2,226 Other Non-Current Assets 2,564 2,804 2,905 3,006
Profit Before Tax 9,868 8,718 10,495 12,446 Current Assets
Margin (%) 14.1 11.3 12.4 13.4 Investments 6,836 5,239 5,239 5,239
Inventories - - - -
Total Tax 2,328 2,246 2,781 3,308 Trade receivables 13,356 13,098 14,418 15,730
Effective tax rate (%) 23.6 25.8 26.5 26.6 Cash & Bank Balance 2,562 9,881 14,961 21,476
Other Current Assets 4,795 5,012 5,517 6,019
Profit after tax 7,540 6,472 7,714 9,137 Total Assets 41,790 48,197 55,722 64,667
Minority interest - - - -
Share Profit from Associate - - - - Equity
Equity Share Capital 1,642 1,646 1,646 1,646
Adjusted PAT 7,540 6,472 7,714 9,137 Other Equity 31,419 31,698 38,460 46,645
YoY gr. (%) 323 (14.2) 19.2 18.5 Total Networth 33,061 33,344 40,106 48,291
Margin (%) 10.7 8.4 9.1 9.9
Extra Ord. Income / (Exp) - - - - Non-Current Liabilities
Long Term borrowings 5 - - -
Reported PAT 7,540 6,472 7,714 9,137 Provisions - - - -
YoY gr. (%) 32.3 (14.2) 19.2 185 Other non current liabilities 173 5,237 5,237 5,237
Margin (%) 10.7 8.4 9.1 9.9
Current Liabilities
Other Comprehensive Income - - - - ST Debt / Current of LT Debt - - - -
Total Comprehensive Income 7,540 6,472 7,714 9,137 Trade payables 2,131 2,179 2,179 2,179
Equity Shares O/s (m) 164 165 165 165 Other current liabilities 6,419 7,437 8,200 8,960
EPS (Rs) 45.9 39.3 46.9 555 Total Equity & Liabilities 41,790 48,197 55,722 64,667
Source: Company Data, PL Research Source: Company Data, PL Research
October 16, 2019 7
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Cash Flow (Rs m) Key Financial Metrics
Y/e Mar FY19 FY20E FY21E FY22E Y/e Mar FY19 FY20E FY21E FY22E
PBT 9,868 8,718 10,495 12,446 Per Share(Rs)
Add. Depreciation 1,641 2,092 2,424 2,646 EPS 45.9 39.3 46.9 55.5
Add. Interest 29 358 180 180 CEPS 55.9 52.0 61.6 71.6
Less Financial Other Income 893 977 1,694 2,226 BVPS 201.4 202.6 243.6 293.3
Add. Other - - - - FCF 30.7 72.9 37.7 46.4
Op. profit before WC changes 11,538 11,168 13,099 15,272 DPS 33.0 5.0 5.0 5.0
Net Changes-WC (2,223) 6,037 (1,164) (1,156) Return Ratio(%)
Direct tax (2,328)  (2,246) (2,781)  (3,308) RoCE 28.4 24.4 245 235
Net cash from Op. activities 6,987 14,959 9,154 10,808 ROIC 30.6 23.1 20.6 19.3
Capital expenditures (1,947) (2,968) (2,942) (3,161) RoE 24.9 195 21.0 20.7
Interest / Dividend Income - - - - Balance Sheet
Others (772) 2,025 - - Net Debt : Equity (x) 0.3) (0.5) (0.5) (0.6)
Net Cash from Invt. activities (2,719) (943) (2,942)  (3,161) Debtor (Days) 69 62 62 62
Issue of share cap. / premium 3 4 - - Valuation(x)
Debt changes (3,004) (5) - - PER 16.2 18.9 15.9 13.4
Dividend paid (6,504) (952) (952) (952) P/B 37 37 3.1 25
Interest paid (29) (358) (180) (180) PICEPS 55.5 51.6 61.1 71.0
Others 4,539 (5,386) - - EV/EBITDA 10.6 10.5 9.0 7.3
Net cash from Fin. activities (4,995)  (6,697)  (1,132)  (1,132) EV/Sales 16 14 1.2 1.0
Net change in cash (727) 7,319 5,080 6,515 Dividend Yield (%) 44 0.7 0.7 0.7
Free Cash Flow 5,040 11,991 6,212 7,647 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m)
Y/e Mar Q3FY19 Q4FY19 QI1FY20 Q2FY20
Net Revenue 17,872 18,394 18,342 19,143

YoY gr. (%) 29.7 25.6 11.9 9.1
Raw Material Expenses 11,142 11,504 12,532 12,647
Gross Profit 6,730 6,890 5,810 6,496

Margin (%) 37.7 375 317 33.9
EBITDA 2,833 2,803 1,841 2,482

YoY gr. (%) 36.6 19.0 (20.3) (8.0)

Margin (%) 15.9 15.2 10.0 13.0
Depreciation / Depletion 410 428 669 707
EBIT 2,423 2,375 1,172 1,775

Margin (%) 13.6 12.9 6.4 9.3
Net Interest - - 130 138
Other Income (200) 290 220 197
Profit before Tax 2,223 2,665 1,262 1,834

Margin (%) 12.4 145 6.9 9.6
Total Tax 311 681 335 484

Effective tax rate (%) 14.0 25.6 26.5 26.4
Profit after Tax 1,912 1,984 927 1,350
Minority interest - - - -
Share Profit from Associates - - - -
Adjusted PAT 1,912 1,984 927 1,350

YoY gr. (%) 35.1 8.9 (41.4) (34.5)

Margin (%) 10.7 10.8 5.1 7.1
Extra Ord. Income / (Exp) - - - -
Reported PAT 1,912 1,984 927 1,350

YoY gr. (%) 35.1 8.9 (41.4) (34.5)
Margin (%) 10.7 10.8 51 7.1
Other Comprehensive Income - - - -
Total Comprehensive Income 1,912 1,984 927 1,350
Avg. Shares O/s (m) 165 165 164 165
EPS (Rs) 11.6 12.1 56 8.2
Source: Company Data, PL Research
October 16, 2019 8
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Price Chart Recommendation History

(Rs)

No. Date Rating TP (Rs.) Share Price (Rs.)
e 1 3-Oct-19  Reduce 687 720
987 - 2 18-Jul-19  Reduce 755 750
3 4-Jul-19 Reduce 817 899
91 4 10-Jun-19  Reduce 873 970
611 - 5 18-Apr-19  Reduce 873 972
6 5-Apr-19 Reduce 873 947
e 5 5 & 2 i 2 7 20-Mar-19  Hold 887 943
8 2 8 2 8 2 8 8 16-Jan-19  BUY 1,140 841
9 7-Jan-19 BUY 1,140 835
10 18-Oct-18 BUY 1,140 978
Analyst Coverage Universe
Sr. No. Company Name Rating LGS Share Price (Rs)
1 Cyient Hold 507 466
2 HCL Technologies BUY 1,210 1,077
3 Hexaware Technologies Hold 347 369
4 Infosys Hold 819 815
5 L&T Technology Services Accumulate 1,709 1,591
6 Larsen & Toubro Infotech Accumulate 1,665 1,505
7 Mindtree Reduce 687 720
8 Mphasis Accumulate 1,038 937
9 NIT Technologies Accumulate 1,445 1,368
10 Persistent Systems Hold 534 560
11 Redington (India) BUY 114 108
12 Sonata Software Accumulate 382 313
13 Tata Consultancy Services Hold 1,985 2,004
14 TeamLease Services Hold 3,203 2,965
15 Tech Mahindra Reduce 619 703
16 Wipro Reduce 245 244
17 Zensar Technologies Accumulate 249 211
PL’s Recommendation Nomenclature (Absolute Performance)
Buy > 15%
Accumulate 5% to 15%
Hold +5% to -5%
Reduce -5% to -15%
Sell < -15%
Not Rated (NR) No specific call on the stock
Under Review (UR) Rating likely to change shortly
October 16, 2019 9
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ANALYST CERTIFICATION
(Indian Clients)

Well, Mr. Aniket Pande- MBA, Mr. Suraj Pai- MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research
report accurately reflect our views about the subject issuer(s) or securities. We 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.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
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