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A large win in the Middle East, likely to beat its order inflow guidance for FY24

As per media reports (Link), L&T is the preferred contractor for USD 3.9bn order for Jafurah Unconventional Gas Field, Saudi
Arabia (Source: MEED). Also, till date in FY24, L&T has announced orders worth over INR 750bn. With this significant accretion
in orders, L&T could report >20% growth in order inflow in Q2 (excl. services), in our view. Note L&T has highlighted that order
prospects have improved QoQ (for the first time on prospects from the Middle East hydrocarbons). However, it has maintained
its order inflow growth guidance of 15% YoY for FY24. Given the order inflow including the above mentioned order, we expect
L&T to beat its earlier order inflow guidance. Also, we like the renewed focus of L&T to reward minority shareholders with a
significant buyback announced in Q1FY24. We believe RoE is likely to improve by 200bps in the medium term. We raise
FY25E PAT and also increase target multiple for the standalone business. Upgrade to BUY.

Order win of USD 4bn in the Middle East

A media report indicated that L&T has been issued a letter of intent in the Middle
East for two packages worth total USD 4bn. Aramco is the developer of Jafurah
field, which is the first unconventional gas field of Saudi Arabia with 2trn cubic
feet of reserves. It has awarded the contract for phase 1 worth USD 10bn. The
total estimated cost of the field is USD 100bn over the life of the field.

Likely beat in order inflow guidance in FY24

L&T had announced an order inflow of INR 660bn in Q1FY24. It has further
announced INR 150bn till date in Q2. Including the above mentioned orders,
we expect order inflow for Q2 to be in a similar range or overall order inflow
growth print to be >20%. As a result, we expect full year order inflow at INR
2.2trn, > 15% growth.

Renewed focus on rewarding shareholders

L&T has recently announced share buyback plan worth INR 100bn at a price
of INR 3,000/share and has cash worth INR 240bn as of Mar'23 (standalone).
We upgrade to BUY with a target price of INR 3,141/share

We upgrade the stock to BUY on strong consecutive order inflow for two
quarters (Q1l, Q2FY24), which could likely result in beat to order inflow
guidance for FY24, a significant buyback to reward shareholders and
consequent improvement in RoE. We expect margin improvement in Q4 and
FY25E for core business amidst benign RM prices. We upgrade the stock to
BUY with SOTP based TP of INR 3,141 (assigning 30x FY25E to EPC business).

Financial Summary

Y/E March (INR mn) FY22A FY23A
Net Revenue 1570768 1,833,407 2037941 2,294,001
EBITDA 182,423 207,621 231,461 278,447
EBITDA Margin (%) 116 113 114 121
Net Profit 91,032 103765 123308 155545
EPS (Rs) 64.4 733 87.1 1099
EPS % Chg YoY 28.1 19.2 15.0 26.0
PJE (x) 36.6 30.7 26.7 212
EV/EBITDA (x) 246 20.9 17.7 146
RoCE (%) 5.8 6.7 7.3 8.1
RoE (%) 116 125 13.2 14.4
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Market Data

Market Cap (INR) 3,838bn
Market Cap (USD) 46,170mn
Bloomberg Code LT IN
Reuters Code LART.BO
52-week Range (INR) 2,767 /1,793
Free Float (%) 86.0
ADTV-3M (mn) (USD) 53.7
Price Performance (%) 3m 6m 12m

Absolute
Relative to Sensex

212 29.0 40.7
54 104 128

ESG Disclosure 2021 2022 Change
ESG score 61.1 63.5 2.4
Environment 46.7 55.4 8.7
Social 40.3 38.7 (1.6)
Governance 96.1 96.1 -

Note - Score ranges from 0 - 100 with a higher
score indicating higher ESG disclosures.

Source: Bloomberg, I-sec research

Earnings Revisions (%) FY24E FY25E
Revenue - -
EBITDA - 3.4
EPS - 4.7
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Outlook and valuation

L&T had an orderbook of INR 4.13trn (3x TTM ex-services sales) as of Jun‘23 and has
announced orders worth INR 127bn in Q2FY24 till date. After Q1, it had announced
that its potential order pipeline has increased beyond INR 10trn in Jul'23 (vs INR 9.7trn
in May’'23) owing to increased order prospects from the Middle East.

L&T had announced its order inflow growth guidance at 10-12% in FY24 (vs INR 2.3trn
in FY23). However, if the mega order from the Middle East materialises, its H1FY24
order inflow is likely to touch INR 1.2trn (more than 20% growth YoY). Orderbook as of
Sept'23E is expected at INR 4.3trn (with book-to-bill ratio > 3.3x of FY23 revenue).

Given the business moat in terms of execution capabilities, increased potential order
pipeline and fruition of potential orders into actual order inflows, we assign a target
multiple of 30x FY25E P/E (vs 25x FY25E earlier) to the standalone business (EPC
business) owing to increased revenue visibility going forward. We arrive at an SoTP-
based target price of INR 3,141 where standalone business is valued at INR 1,789. The
balance is other listed subsidiaries and cash. We have valued the listed subsidiaries
as per their market capitalisation and adjusted the same for the shares held by L&T in
the same.

We have increased our FY25E PAT by 4.7% on account of better margins owing to
easing inflationary pressures and higher execution of new orders.

We upgrade the stock to BUY (vs Add earlier) with a revised target price of INR
3,141/share.

Key risks: 1) Slowdown in hydrocarbon capital expenditure due to any fluctuation in
crude oil prices and 2) risk of slowdown in government capex due to upcoming general
elections.

SoTP-based target price of INR 3,141/share

Businesses

Value driver

Multiple

L&T's value

L&T core E&C business
L&T Finance Holdings*
Infrastructure Development
L&T Infotech*

L&T TS*

Cash and Equivalents
Total of above

Valuation method (INR bn) = L&T's stake (INR bn) INR/share
PEx FY25 84 30 2,632 100% 2,632 1,789
Mkt. cap 318 1.0 318 64% 183 129
P/B (capital invested) 105 1.5 153 100% 153 108
Mkt. cap 1,610 1.0 1,610 69% 1,000 707
Mkt. cap 487 1.0 487 75% 329 232
P/B of 1 248 1.0 248 100% 248 175

4,445 3,141

Source: |-Sec research

Shareholding
%

Promoters

Institutional investors
MFs and others
Insurance Cos
Flls

Others

Earnings revision table

CONSOL FY24E FY25E

Rs mn Previous Revised YoY (%) Previous Revised YoY (%)
Revenue 2,037,941 2,037,941 - 2,294,001 2,294,001 -
EBIDTA 231,461 231,461 - 269,371 278,447 3.4
PAT 123,308 123,308 - 148,602 155,545 4.7
Source: |-Sec research
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Financial Summary
Profit & Loss

Cashflow statement

(INR mn, year ending March)

(INR mn, year ending March)

FY22A FY23A FY24E FY25E
Net Sales 1,570,768 1,833,407 2,037,941 2,294,001
Operating Expenses 439,265 520,116 170,022 201,520
EBITDA 182,423 207,621 231,461 278,447
EBITDA Margin (%) 11.6 11.3 114 12.1
Depreciation & Amortization 28,489 35,023 33,835 34,591
EBIT 153,934 172,598 197,626 243,856
Interest expenditure 30,323 32,072 33,901 34,447
Other Non-operating 23314 29292 28142 30397
Income
Recurring PBT 146,926 169,819 191,867 239,807
Profit / (Loss) from
Associates 1,282 (943) (200) (200)
Less: Taxes 42,166 44,930 48,194 58,776
PAT 104,759 124,889 143,673 181,031
Less: Minority Interest 17,499 20,599 20,165 25,286
Extraordinaries (Net) 2,490 417 - -
Net Income (Reported) 108,532 124,364 143,473 180,831
Net Income (Adjusted) 91,032 103,765 123,308 155,545

Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY22A FY23A FY24E FY25E

Total Current Assets

2,342,436 2,364,046 2,492,300 2,465,217

of which cash & cash eqv. 189,532 225,196 223,654 262,043
Total Current Liabilities & - gg4517 1 056,403 1,179,433 1225816
Provisions

Net Current Assets 1,359,219 1,307,643 1,312,868 1,239,401
Investments 396,034 447,983 549,130 664,506
Net Fixed Assets 407,482 405,031 391,852 409,924
ROU Assets - - - -
Capital Work-in-Progress 12,496 30,656 50,000 50,000
Total Intangible Assets - - - -
Other assets 5,333 6,072 86,072 166,072
Deferred Tax assets - - - -
Total Assets 2,180,564 2,197,385 2,389,922 2,529,903
Liabilities

Borrowings 1,234,682 1,185,134 1,268,241 1,270,241
Deferred Tax Liability (18,008) (33,544) (31,544) (29,544)
provisions - - - -
other Liabilities 10,152 10,122 10,122 10,122
Equity Share Capital 2,810 2,811 2,811 2,811
Reserves & Surplus 821,267 890,449 977,714 1,088,273
Total Net Worth 824,077 893,260 980,525 1,091,084
Minority Interest 129,661 142,413 162,578 187,864
Total Liabilities 2,180,564 2,197,385 2,389,922 2,529,903

Source Company data, I-Sec research

FY22A FY23A FY24E FY25E
Operating Cashflow 208,835 283,641 122,441 279,725
Working Capital Changes 38,538 86,473  (86,767) 31,856
Capital Commitments (20,484)  (50,732) (40,000)  (52,663)
Free Cashflow 188,351 232,909 82,441 227,061
Other investing cashflow 1,515 (52,892) (101,347) (115,576)
Cashflow from Investing
Activities (18,970) (103,624) (141,347) (168,239)
Issue of Share Capital 1 1 - -
Interest Cost (30,323)  (32,072) (33,901)  (34,447)
Inc (Dec) in Borrowings (91,370)  (49,549) 83,107 2,000
Dividend paid (34,861) (38,043) (38,043) (38,043)
Others (1,270) (17,024) 4,200 4,200
Cash flow from Financing o, o53)  (136686) 15364  (66,289)
Activities
Chg. in Cash & Bank 32,043 43331  (3,542) 38,389
balance
Closing cash & balance 194,458 232,863 221,654 262,043

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY22A FY23A FY24E FY25E
Per Share Data (INR)
Reported EPS 74.6 88.9 102.2 128.8
Adjusted EPS (Diluted) 64.4 733 87.1 109.9
Cash EPS 85.1 98.7 111.8 135.3
Dividend per share (DPS) 24.8 27.1 27.1 27.1
Book Value per share (BV) 586.5 635.5 697.6 776.3
Dividend Payout (%) 333 305 26.5 21.0
Growth (%)
Net Sales 155 16.7 11.2 12.6
EBITDA 16.8 138 115 20.3
EPS (INR) 28.1 19.2 15.0 26.0
Valuation Ratios (x)
P/E 36.6 30.7 26.7 21.2
P/CEPS 321 27.7 244 20.2
P/BV 4.7 43 3.9 35
EV/EBITDA 24.6 20.9 17.7 14.6
P/ Sales 24 2.1 1.9 1.7
Dividend Yield (%) 0.9 1.0 1.0 1.0
Operating Ratios
Gross Profit Margins (%) 39.6 39.7 19.7 20.9
EBITDA Margins (%) 116 113 11.4 12.1
Effective Tax Rate (%) 28.7 26.5 25.1 24.5
Net Profit Margins (%) 6.7 6.8 7.0 7.9
NWC / Total Assets (%) 53.6 49.3 45.6 38.6
Net Debt / Equity (x) 0.8 06 0.5 0.3
Net Debt / EBITDA (x) 3.6 25 2.1 1.3
Profitability Ratios
RoCE (%) 5.8 6.7 7.3 8.1
RoE (%) 11.6 12,5 13.2 14.4
RolC (%) 5.8 6.7 7.3 8.1
Fixed Asset Turnover (x) 3.8 4.5 5.1 5.7
Inventory Turnover Days 15 15 26 24
Receivables Days 135 113 102 81
Payables Days 127 107 102 100

Source Company data, I-Sec research
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This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

I/We, Mohit Kumar, MBA; Ashwani Sharma, MBA; Nikhil Abhyankar, Masters in Finance; Bharat Kumar Jain, MBA; 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. Analysts are not registered as research analysts by
FINRA and are not associated persons of the ICICI Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from
the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial
products. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807
7100. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager, Research Analyst and Alternative Investment Fund. ICICI
Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence.
ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities AIF Trust's SEBI Registration number is IN/AIF3/23-24/1292 ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its
various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”),
the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates
might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities
and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as
opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view
the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

The information and opinions in this report have been prepared by ICICI Securities 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 ICICI Securities. While we would endeavour to update the information herein on a reasonable
basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities 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 ICICI Securities policies, in circumstances where ICICI Securities 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. ICICI Securities 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. ICICI Securities 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.

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

ICICI Securities or its associates might have received any 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 managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other
advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial
ownership of one percent or more or other material conflict of interest in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities 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.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it
is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

India | Equity Research 4


http://www.icicibank.com/

Larsen & Toubro | Company Update | 08 September 2023

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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