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Tech Mahindra: From Turnaround to Sustainable Growth

Company Background

Tech Mahindra is one of India's leading IT services and digital
transformation companies with operations across more than 90
Historically known for its strong presence in the
telecommunications sector, the company has significantly diversified
over the last decade into Banking & Financial Services (BFSI),
Manufacturing, Healthcare, Retail, Travel & Logistics, and Enterprise
Technologies.

countries.

Over the past two years, under its three-year turnaround strategy,
management has focused on improving operational discipline,
simplifying its portfolio, strengthening client relationships, and
restoring profitability. The company has now entered the growth
phase of this transformation, with improving revenue momentum,
expanding margins, and a stronger large-deal pipeline supporting
future earnings growth.

What We Think:

We believe Tech Mahindra is entering the next phase of its
turnaround, where earnings growth will increasingly be driven by
improving revenue rather than only cost optimization. The company
has delivered consistent margin improvement for eleven consecutive
quarters while returning to broad-based revenue growth across major
industry verticals. Large deal wins, improving execution, increasing Al
adoption, and disciplined cost management position the company
well to outperform peers as global IT spending gradually recovers.
While discretionary technology spending remains uneven, Tech
Mahindra's diversified vertical mix, healthy deal pipeline, improving
telecom business, and continued investments in Al provide
confidence that earnings growth should continue over the medium
term. We therefore maintain a constructive view on the stock.

Please refer to our disclaimer given at the last page.
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Why We Think So

1. Broad-Based Revenue Recovery:

One of the biggest positives from Q1 FY27 was that Tech Mahindra's
growth was broad-based rather than dependent on a handful of
clients or service lines. Manufacturing continued to lead growth,
supported by aerospace and automotive programs, while BFSI,
Healthcare, Retail, Travel & Logistics, and Communications all
reported positive year-on-year growth. Management also highlighted
that every major vertical delivered growth during the quarter,
indicating improving execution across the portfolio rather than
isolated project wins. This is an encouraging sign that the company's
turnaround is translating into sustainable business momentum rather
than temporary gains.

2. Strong Deal Pipeline Supports Revenue Visibility:

Tech Mabhindra reported total contract wins of US$1.08 billion during
the quarter, representing a healthy 33% year-on-year increase. The
pipeline remained well diversified across Manufacturing, BFSI,
Healthcare and Communications, with several large transformation
engagements signed during the quarter. Management expects these
large deals to ramp up gradually through FY27, providing good
revenue visibility despite an uncertain macroeconomic environment.
The improving order book reinforces confidence that the company
can sustain its growth momentum over the coming quarters.

3. Al Is Becoming a Key Growth Enabler:

Rather than positioning artificial intelligence as a separate business,
Tech Mahindra is integrating Al capabilities across its existing service
portfolio through initiatives such as Project Helix, Agentic
Development & Modernization Services, and the Orion platform. The
company is also strengthening its ecosystem through partnerships
with Microsoft, Google Cloud and Telefénica Germany. As enterprises
increasingly adopt Al-led modernization, automation and productivity
solutions, these investments should improve Tech Mahindra's
competitive positioning and enable it to participate in larger, higher-
value digital transformation engagements.
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4. Margin Expansion Remains on Track

Operational execution continues to improve, with EBIT margins
expanding to 14.4% in Q1 FY27, marking the eleventh consecutive
quarter of margin improvement. Higher utilization, operating
leverage, Project Fortius initiatives and continued cost discipline were
the primary drivers of profitability. Although some temporary
headwinds impacted gross margins during the quarter, management
believes these are transitory and remains confident of achieving
operating margins above 15% by the end of FY27. This demonstrates
that the improvement in profitability is increasingly being supported
by structural operational efficiencies rather than one-time cost
reductions.

Strong Cash Generation Strengthens Financial Position

Tech Mahindra also delivered a significant improvement in free cash
flow during the quarter, supported by stronger collections and better
working capital management. While management expects some
normalization over the coming quarters, it reiterated that improving
cash conversion remains a strategic priority. Healthy cash generation,
coupled with a robust balance sheet, provides the company with
sufficient financial flexibility to invest in growth initiatives, pursue
strategic acquisitions and continue enhancing shareholder value.

Valuation

Tech Mahindra has successfully moved beyond the operational
challenges of the past few years and is executing well on its
turnaround strategy through portfolio rationalization, cost
optimization and stronger delivery discipline. Recent acquisitions,
including Com Tec Co IT, strengthen its engineering capabilities in the
automotive sector, while continued investments in Al, automation
and digital transformation enhance its ability to capture higher-value
opportunities. With an improving deal pipeline, expanding margins,
strong cash generation and a healthy balance sheet, the company is
well positioned to benefit from the gradual recovery in global IT
spending. Given the expected improvement in profitability and the
stock's valuation discount to large-cap IT peers, we maintain our BUY
rating with a target price of X1,850.
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was
established in 1997 and is an integrated financial services player offering an extensive range of financial solutions and
services to a wide spectrum of customers with varied needs ranging from equities to mutual funds to depository
services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited
(NSE). D&B along with its affiliates offers the most comprehensive avenues for investments and is engaged in the
securities businesses including stock broking (Institutional and retail), depository participant, portfolio management
and services rendered in connection with distribution of primary market issues and financial products like mutual
funds, fixed deposits. Details of associates are available on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI (Research
Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock
exchange with whom it is registered in any time in the past. It has not been debarred from doing business by any Stock
Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of
time.

SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice
letters or levied minor penalty on D&B for certain operational deviations in routine course of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.

The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject
company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the
end of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities | No
of the subject company at the end of the month immediately preceding the date of publication of
Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject company. No
Whether the research Analyst has served as officer, director or employee of the subject company No
Whether the Research Analyst has received any compensation from the subject company in the past | No
twelve months
Whether the Research Analyst has managed or co-managed public offering of securities for the subject | No
company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or merchant | No
banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other than | No
investment banking or merchant banking or brokerage services from the subject company in the past
twelve months

Whether the Research Analyst has received any compensation or other benefits from the subject | No
company or third party in connection with the research report
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D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the
subject of this material. Our salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that may be inconsistent with
the recommendations 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 including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided
herein. This report is not directed to, 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 or regulation or which would subject D&B or its group companies to any
registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer
to or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation
of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as official
confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers
in United Kingdom. All material presented in this report, unless specifically indicated otherwise, is under copyright to
D&B. None of the material, nor its content, nor any

copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express
written permission of D&B. All trademarks, service marks and logos used in this report are trademarks or registered
trademarks of D&B or its Group Companies. The information contained herein is not intended for publication or
distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or
copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read
“Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange
Board of India before investing in Indian Securities Market. In so far as this report includes current or historic
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.

Tel: 91-22- 2282 2992 | : equity.research@dalal-broacha.com
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