Sharekhan

by BNP PARIBAS

Powered by the Sharekhan 3R Research Philosophy

3R MATRIX
Right Sector (RS)

+ = -
11
Right Quality (RQ) |
Right Valuation (Rv) [ 1 I

+ Positive = Neutral — Negative

What has changed in 3R MATRIX

old New
s |
RQ H - B
v —

ESG Disclosure Score NEW \
ESG RISK RATING

Updated Feb 08, 2023 18.25
Low Risk
—
NEGL LOwW MED HIGH | SEVERE
' 0-10 10-20 20-30 30-40 40+ |

Source: Morningstar

Company details

Market cap: Rs. 1,35,551 cr
52-week high/low:  Rs. 6,429/ 3,733
NSE volume:

(No of shares) 4.2 lakh
BSE code: 540005
NSE code: LTIM
Free float:

(No of shares) 93
Shareholding (%)

Promoters 68.7
Fll 9.2
DIl 10.4
Others 17
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LTIMindtree Ltd
Aligned to take up synergies, Maintain Buy

IT & ITES Sharekhan code: LTIM

CMP: Rs. 4,583
€ Maintain

Reco/View: Buy ©

N Upgrade

Price Target: Rs. 5170 A
\l/ Downgrade

Summary

¢ The management indicated that unified offerings under LTIMindtree are aiding deal wins owing to
expanded capabilities of the merged entity which would not be possible as a standalone entity. Large
deal pipeline remains robust; the company has 68 large deals with TCV of $3.18 billion.

¢ The company expects 17%-18% margin levels over the next few quarters, post which it aspires to expand
margins by 200 bps by FY27. The management indicated that there are enough margin levers in place
for improvement through higher Utilization, lower subcontracting costs and by ensuring that existing
resources are billed at the right price.

+ LTI-Mindtree with its diverse set of clients across categories is well placed to leverage to cross sell/ up
sell services. The company highlighted that its current cross sell ratio is three with nine service lines and
are targeting to reach five; this will provide strong growth even with no new deal wins.

+ The outlook for FY24 continues to be uncertain on account of global headwinds and any recovery
is most likely to be gradual. However, we believe that LTIMindtree can take market share from tier-1
IT companies (LTIMindtree “5% of India tier-1 IT but 8-10% share of incremental growth). Hence, we
maintain Buy rating on LTIMindtree with a revised PT of Rs. 5170 (valued at 25x FY25E EPS) based on
~16% revenue/PAT CAGR over FY22-25E. The opportunities of transition from mid-tier IT to tier-1 are
greater than the risks of this transition. At CMP, the stock trades at 25.8/22.2x its FY24E/ FY25E EPS
respectively.

During the LTIMindtree Investor Day, the Management highlighted the company’s strategy post
integration and stated its aspirations on growth and margins. The company indicated that unified
offerings under LTIMindtree are aiding deal wins owing to expanded capabilities of the merged entity. The
large deal pipeline continues to remain strong with 68 large deals with TCV of $3.18 billion. LTIMindtree
has a diverse set of clients across categories and intends to leverage to cross sell/ up sell services. The
management indicated aspirations of strong revenue synergies of $1 billion over the coming years led
by diverse clients, verticals, large deals, cross-sell/upsell opportunities, partnerships and strong IP
portfolio. The management expects margins of 17-18% margin levels over the next few quarters, post
which it aspires to expand margins further by 200 bps by FY27. The management highlighted that
within the same industry they are witnessing diverse customer requirements and admitted to seeing
delay in decision in some accounts. The outlook for FY24 continues to be uncertain on account of global
headwinds and any recovery is most likely to be gradual. However, we believe that LTIMindtree can take
market share from tier-1 IT companies (LTIMindtree “5% of India tier-1 IT but 8-10% share of incremental
growth). Hence, we maintain Buy rating on LTIMindtree with a revised PT of Rs. 5170 (valued at 25x FY25E
EPS) based on “16% revenue/PAT CAGR over FY22-25E. The opportunities of transition from mid-tier IT to
tier-1 are greater than the risks of this transition. At CMP, the stock trades at 25.8/22.2x its FY24E/ FY25E
EPS respectively.

Margin uptick with aspiration of “19-20% EBIT margin by FY27: The company expects an uptick in margins
in the near term as integration cost and impact of furloughs recede and expects 17%-18% margins over the
next few quarters, post which it aspires to expand the margin by 200 bps by FY27. The company highlighted
it has enough margin levers in place for improvement through higher Utilization, lower subcontracting cost,
and by ensuring existing resources are billed at the right price.

Well-positioned to cross-sell with expanded service lines: The company highlighted that Its current cross
sell ratio is three with nine service lines and the target is to reach five; this will provide strong growth even
with no new deal wins. LTIMindtree has a diverse set of clients across categories and intends to leverage
to cross sell/ up sell services. The large deal pipeline remains strong with 68 large deals with TCV of $3.18
billion.

Higher growth opportunities and deal wins post-merger: Management indicated that unified offerings of
under LTIMindtree are aiding deal wins owing to expanded capabilities of the merged entity. The company
highlighted that the growth opportunities are unique to LTIMindtree owing to 1) Resilient blue-chip accounts
2) Large base of accounts to cross sell/up sell, 3) Large Deals track record, 4) Alliance and partnership-
led growth, and 5) New logo track record. The company highlighted that they are working with largest
companies across sectors and have a more resilient Blue chip account Portfolio with 55% of current revenue
being unaffected by macros.

Our Call

Valuation — Aligned to take up synergies, Maintain Buy: The outlook for FY24 continues to be uncertain
on account of global headwinds and any recovery is most likely to be gradual. However, we believe that
LTIMindtree can take market share from tier-11T companies (LTIMindtree “5% of India tier-11T but 8-10% share
of incremental growth). Hence, we maintain Buy rating on LTIMindtree with a revised PT of Rs. 5170 (valued at
25x FY25E EPS) based on ~16% revenue/PAT CAGR over FY22-25E. The opportunities of transition from mid-
tier IT to tier-1 are greater than the risks of this transition. At CMP, the stock trades at 25.8/22.2x its FY24E/
FY25E EPS respectively.

Key Risks

Rupee appreciation or/and adverse cross-currency movements, slower-than-expected technology spends
by customers and a loss of any large clients would affect earnings.

Valuation Rs cr
Revenue 26,109 33,162 36,115 41,006
OPM (%) 20.1% 18.1% 19.5% 19.8%
Adjusted PAT (Rs cr) 3,948 4,322 5,259 6,119
% YoY growth 9.5 217 16.4
Adjusted EPS (Rs) 133.5 146.1 177.8 206.9
P/E (x) 343 314 25.8 22.2
P/B (x) 9.3 76 6.2 5.5
EV/EBITDA 224 15.5 81 3.9
ROE (%) 30.2 26.7 26.6 26.3
ROCE (%) 34.9 341 335 33.2

Source: Company; Sharekhan estimates
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Key Investor Day 2023 highlights

Revenue and margin aspiration: The management expects 17%-18% margin levels over the next few quarters,
post which it aspires to expand the margin by 200 bps by FY27. The management indicated aspirations of
strong revenue synergies of $1 billion over coming years.

Increased Cross Sell/ Up Sell Opportunities: LTIMindtree has a diverse set of clients across categories with
current cross-sell ratio is just over three, although LTIM has nine service lines, which offer a strong opportunity
to cross-sell.

Sales Transformation Programs: The management indicated four programs to deliver growth in paradoxical
times 1) Minecraft 2.0 (Maximize returns from focus Top 100 accounts) 2)Aspire (cross-sell/upsell in $1m+
accounts) 3) Everest (proactive large deals) 4)Neo (focus on new logos, adjacent micro verticals and emerging
tech players).

Demand environment: The management highlighted that within the same industry they are witnessing diverse
customers requirement as some of them who went for aggressive in cloud adoption during the pandemic
have slowed down and are looking to preserve cash while some are continuing with their transformation
journeys depending on the different stages. They also admitted to seeing delay in decision in some accounts.

SVB concerns allayed: The Management indicated that SVB is among its clients, but the revenue exposure is
not significant. It has few US regional banks as its clients however the revenue contribution from US regional
banks is not significant.
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Partnerships to drive growth

Partnership led Sales engine & tmMindtree
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Outlook and Valuation

B Sector view - Persisting multiple global headwinds turning outlook for FY24E uncertain

Owing to multiple global headwinds the outlook for FY24E looks uncertain, and the recovery could be gradual
in the coming quarters. Hence, concerns relating to macro headwinds are unlikely to abate anytime soon thus
restricting any material outperformance for Indian IT companies.

B Company outlook - Superior execution likely to drive outperformance

We believe that LTI's prudent strategies along with an efficient sales-force would lead to market share gains
in large accounts and new deal wins. Hence, we expect LTI to deliver industry-leading revenue growth in the
long term on account of consistent large dealwins and deal pipeline, higher digital mix, prudent account mining
strategies and a marquee client base. Further, LTI’s sharp focus on bringing new-age disruptive technologies
and leveraging of platforms (in-house and external) would help it transform the core business of enterprises
on a large scale. L&T Infotech (LTI) and Mindtree have merged into LTIMindtree in Nov 2022, becoming the
country’s fifth largest provider of IT services by market capitalisation and sixth largest IT company revenue.

B Valuation - Aligned to take up synergies, Maintain Buy

The outlook for FY24 continues to be uncertain on account of global headwinds and any recovery is most
likely to be gradual. However, we believe that LTIMindtree can take market share from tier-1 IT companies
(LTIMindtree ~5% of India tier-1IT but 8-10% share of incremental growth). Hence, we maintain Buy rating on
LTIMindtree with a revised PT of Rs. 5170 (valued at 25x FY25E EPS) based on ~16% revenue/PAT CAGR over
FY22-25E. The opportunities of transition from mid-tier IT to tier-1 are greater than the risks of this transition. At
CMP, the stock trades at 25.8/22.2x its FY24E/ FY25E EPS respectively.

Peer Comparison

0,
_ CMP o/ — P/E (x) | EV/EBITDA (x) | P/BV (x) RoE (%)
Companies Rs./
chare| Crore| Rscrore| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E
LTIMindtree 4583 30 135,551 314 258 15.5 81 76 6.2 267 26.6
Infosys 1,419 420 596,055 243 22.8 161 14.9 40 37 30.5 301
TCS 3199 366 11,70,439 278 25.5 19.0 176 1.9 10.5 447 436

Source: Company; Sharekhan Research
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About company

Promoted by Larsen & Toubro (L&T) in 1996, LTI is the sixth largest ($2,102 million in FY2022) IT services
company in India in terms of export revenue and is among the top-20 IT service providers globally. With
operations in 27 countries, LTI provides technology consulting and digital solutions to around 289 clients
across the globe. LTI provides services to 77 of the Fortune Global 500 companies. The company has 23
delivery centres and 43 sales offices, with employee strength of over 48,000+. LTI’s vertical focus is heavily
towards banking and financial services, insurance, and manufacturing, which together contribute “62% to
total revenue. LTI and Mindtree Ltd (Mindtree), on May 06, 2022, announced the proposal to merge Mindtree
into LTI through a scheme of amalgamation as approved by the respective boards of the companies. L&T
Infotech (LTl) and Mindtree have merged into LTIMindtree in Nov 2022, becoming the country’s fifth largest
provider of IT services by market capitalisation and sixth largest IT company revenue.

Investment theme

A multitude of factors such as strong execution capabilities, a dynamic sales team, accelerating revenue
contribution from its digital business, leverage of domain experience, solid top account mining, and healthy
deal wins have been helping LTI to outpace the average industry growth rate. Further, the gradual increase
in digital deal sizes along with high volume digital deals and migration of the legacy business has helped
the company grow at a rapid pace compared to its peers. We believe the sharpened focus on large account
mining and new client additions augurs well for LTI to deliver above-industry average revenue growth.

Key Risks

1) Rupee appreciation and/or adverse cross-currency movements, 2) constraint in local talent supply in the
US would have an adverse impact on its earnings and 3) macro headwinds and possible recession in the US
arelikely to moderate the pace of technology spending.

Additional Data

Key management personnel

A. M. Naik Founder Chairman

S. N. Subrahmanyan Non-Executive Vice Chairman
Nachiket Deshpande COO

Sudhir Chaturvedi President sales

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 UTI Asset Management Co Ltd 1.88
2 Aditya Birla Sun life Asset management 0.97
3 Blackrock Inc 0.88
4 Vanguard Group 0.86
5 Axis Asset Management Co Ltd 0.65
6 Tata Asset Management Pvt Ltd 0.48
7 UTI International Singapore Pte 0.44
8 Wasatch advisors Inc 0.41
9 Norges Bank 0.36
10 Quant Money Managers Ltd 0.34

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
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Neutral
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Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive
this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this 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 SHAREKHAN 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 themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the views
expressed in this document accurately reflect his or her personal views about the subject company or companies and its or their
securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he or his
relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in
the securities of the company at the end of the month immediately preceding the date of publication of the research report nor have
any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company.
Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and
no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in
this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Ms. Binkle Oza; Tel: 022-61169602; email id: complianceofficer@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com.

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
Maharashtra, INDIA, Tel: 022 - 67502000/ Fax: 022 - 24327343. Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O/
CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786; Mutual Fund: ARN 20669;
Research Analyst: INHOO0006183.

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



