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Estimate change - CMP: INR5,350 TP: INR6,220 (+16%) Buy
TP change -
Rating change ) Strong deal wins and commentary indicate good FY25
In-line 3Q performance

Bloomberg LTTSIN m  |&T Technology (LTTS) posted revenue of USD291m in 3QFY24, up 0.9%
Equity Shares (m) 106 QoQ CC and slightly below our estimate. Revenue performance was broad
M.Cap.(INRb)/(USDb) 565.7/6.8 based, led by Medical Devices (+2.4% QoQ). Despite 3Q seasonality, deal-
52-Week Range (INR) 5568 /3216 signing was strong, as LTTS signed six large deals with USD10m+ TCV. The
1,6, 12 Rel. Per (%) 1/18/33 management maintained its FY24 revenue growth guidance at 17.5-18.5%,
12M Avg Val (INR M) 1011 which implies a strong exit to FY24 (+4.0-7.0% QoQ CC), aided by SWC

o ) seasonality.
:('/r;a::;:ls & valuat:())r;ZSNRzz)zse 2026E ®  EBIT margin was flat at 17.2% (up 10bp QoQ), missing our estimate of a 60bp
Sales 9%6.6 1114 1277 QoQ improvement. Despite the net headcount reduction of ~600, the margin
EBIT Margin (%) 173 17.8 183 improvement was muted in 3Q as utilization was low due to furloughs and
PAT 132 160 1838 higher SG&A costs.
EPS (INR) 125.0 1511 177.7 m While the 3Q delivery was modest and in line, management commentary on
EPS Gr. (%) 131 209 176 the demand environment was relatively more positive in the recent quarters as
BV/Sh. (INR) 4%6.6 5756  668.4 LTTS is seeing a good business environment across sectors. With deal activity
Ratios and deal pipeline continuing to improve, the company is likely to gain
RoE (%) 259 282 286 ) . ' .
RoCE (%) 210 220 Y incremental business from the scale-up in new accounts. Moreover, while 4Q
Payout (%) 400 400  40.0 will benefit from seasonal tailwinds in the recently acquired SWC business, the
Valuations upper end of the guidance indicates an improving near-term outlook, a ramp-
P/E (x) 428 354 301 up in recent empanelment, and potential large deal wins.
P/BV (x) 10.8 9.3 80 m We factorin a gradual margin expansion over the next two years, with LTTS
EV/EBITDA (x) 276 231 195 reaching its 18%+ EBIT margin target by 4QFY25. With good revenue growth
Div Yield (%) 0.9 1.1 1.3

over the next two years, we expect the company to post a CAGR of 16%/17%
in USD revenue/INR PAT over FY23-26.

hareholdi 9
Shareholding pattern (%) We keep our FY24/FY25 EPS estimates broadly unchanged after the 3QFY24

As On Dec-23 Sep-23 Dec-22 . . )

results. We retain our BUY rating on LTTS with a TP of INR6,220 (based on
Promoter 73.8 73.8 73.9 . . ;
oIl 116 11.0 79 35x FY26E EPS), considering 1) a better outlook for the ER&D services
Fil 56 5.9 22 industry compared to the broader IT services universe, and 2) the growing
Others 9.1 103 11.0 penetration of outsourced ER&D services.

In-line 3Q, revenue guidance maintained

m LTTS reported 3QFY24 USD revenues of USD291m, up 0.9% CC QoQ and
marginally below our estimate (40bp).

m  The growth was balanced across verticals, with 0.9% QoQ growth each for
Trans/Telecom/Plant. Medical was up 1.9% QoQ.

m  EBIT margin at 17.2% (up 10bp QoQ) was below our estimate of 17.7% on
account of higher SG&A % rev (up 100bp QoQ).

B PAT came in at INR3.4b, up 6.6% QoQ and in line with our estimate.

m  Net employee reductions stood at ~600 QoQ. Attrition further declined to
15.8% (down 90bp QoQ).

m Deal-signing activity remained robust, with LTTS signing six deals worth
more than USD10m, including one USD40m+ deal and one USD20m+.

B For 9MFY24, revenue (inc. SWC) came in at USD858.8m (+7.2% YoY),
operating margin stood at 17.1% (flat YoY), and net profit was INR9,627m
(+10.4% YoY).

Fll Includes depository receipts

Mukul Garg - Research analyst (Mukul.Garg@MotilalOswal.com)
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Key highlights from the management commentary

In CY24, the spending outlook from customers should either improve slightly or
remain unchanged. However, given its engineering and designing capabilities,
LTTS is confident of sustaining growth from potential accounts as it has a major
play on contractual work vs. project-based work.

The deal velocity remains as strong as it was in 2Q, and even the pipeline

remains healthy. The management expects revenue growth to rebound in 4Q
and is confident of achieving its FY24 guidance

The momentum continues within transportation segment, and the clients

continue to engage in new technologies. LTTS is partnering with AWS, auto
OEMs, and Tier-1 suppliers for SDV and embedded engineering, while also
helping them with integration and software architecture.

The headcount reduction in 3Q was done to drive productivity and bring

efficiency; otherwise, the company has a strong recruitment program for fresh
hiring. The company has already rolled out offers to 1,200 freshers and is
actively evaluating further resources as it pursues large deals.

Valuation and view

m Digitization is driving the accelerated spending in ER&D, and LTTS should benefit
due to its strong capabilities, multi-vertical presence, and solid wallet share. We
expect the company to deliver strong revenue growth over the coming years.

m  Our TP of INR6,220 implies 35x FY26E EPS. We expect industry spending to
improve vs. the preceding five years. We retain our BUY rating on the stock.

Quarterly performance (INR m)
Y/E March FY23 FY24E FY23  FY24E Est. Var.
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4QE 3QFY24 (%/ bp)
Revenue (USD m) 240 247 248 255 280 288 291 307 990 1,166 292 -0.3
QoQ (%) 3.2 3.2 0.4 2.9 9.8 2.9 0.9 5.8 12.4 17.8 1.2 -33bp
Revenue (INR m) 18,737 19,951 20,486 20,962 23,014 23,865 24,218 25,519 80,136 96,616 24,295 -0.3
YoY (%) 23.4 24.1 21.4 19.4 22.8 19.6 18.2 21.7 22.0 206  18.6 -38bp
GPM (%) 33.0 32.1 33.0 325 30.0 28.0 29.2 29.6 32.6 29.2 29.0 22bp
SGA (%) 11.6 11.0 11.5 11.0 10.4 8.1 9.1 9.0 11.3 9.1 8.8 28bp
EBITDA 4,010 4,218 4,412 4492 4,528 4,756 4,877 5251 17,132 19,412 4,908 -0.6
EBITDA Margin (%) 21.4 21.1 21.5 21.4 19.7 19.9 20.1 20.6 21.4 201 202 -6bp
EBIT 3,434 3,628 3,829 3,927 3,954 4,075 4,162 4,48 14,818 16,677 4,300 -3.2
EBIT Margin (%) 18.3 18.2 18.7 18.7 17.2 17.1 17.2 17.6 18.5 17.3  17.7 -51bp
Other income 340 261 627 392 357 286 493 434 1,620 1,570 413 19.4
ETR (%) 27.1 27.2 31.6 28.0 27.6 27.6 27.6 26.5 28.6 273  26.5 115bp
PAT 2,742 2,824 3,036 3,096 3,111 3,154 3,362 3,616 11,698 13,243 3,462 -2.9
QoQ (%) 4.7 3.0 7.5 2.0 0.5 1.4 6.6 7.6 9.8
YoY (%) 26.8 22.8 22.0 18.2 13.5 11.7 10.7 16.8 22.2 132 14.0
EPS (INR) 26.0 26.7 28.7 29.2 294 29.8 31.7 34.1 110.5 125.0 32.7 -29

E: MOFSL estimates

# Note: 1QFY23, 2QFY23, 3QFY23 and FY23 numbers have been restated by the company, however, the restatement is not covered in the

table above. Hence, YoY comparison is irrelevant

17 January 2024
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Key performance indicators

Y/E March FY23 FY24E FY23 FY24E
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4QE

Revenue (QoQ CC %) 4.7 4.5 0.0 2.2 -2.9 3.2 0.9 5.5

Margins (%)

Gross Margin 33.0 32.1 33.0 32.5 30.0 28.0 29.2 29.6 32.6 29.2

EBIT Margin 18.3 18.2 18.7 18.7 17.2 17.1 17.2 17.6 18.5 17.3

Net Margin 14.6 14.2 14.8 14.8 13.5 13.2 13.9 14.2 14.6 13.7

Operating metrics

Headcount 21,433 21,474 21,649 22,233 23,392 23,880 23,298 22,233

Attrition (%) 23.2 24.1 23.3 22.2 18.9 16.7 15.8 22.2

Key Verticals (YoY %)

Transportation 23.9 24.9 24.4 13.9 15.1 12.2 8.4 21.5

Industrial Products 13.4 7.4 7.3 12.9 8.3 6.7 6.1 10.2

Telecom & Hi-tech 7.4 4.5 -3.2 -0.5 46.9 52.7 58.4 1.9

Key Geographies (YoY %)

North America 17.6 14.6 10.5 6.3 5.0 1.7 2.1 12.0

Europe 13.7 8.2 7.5 12.0 9.8 15.9 20.9 10.3

E: MOFSL estimates

# Note: 1QFY23, 2QFY23, 3QFY23 and FY23 numbers have been restated by the company, however, the restatement is not covered in the
table above. Hence, YoY comparison is irrelevant

Key highlights from the management commentary

Demand and industry outlook

Transportation — The momentum continues within the segment, and the clients
continue to engage in new technologies. LTTS is partnering with AWS, auto
OEMs, and Tier-1 suppliers for SDV and embedded engineering, while also
helping them with integration and software architecture. Avionics is also gaining
pace, and overall it won three large deals in the Transportation segment.

Plant Engineering — It is witnessing significant traction for all three sub-
segments (FMCG, O&G, Chemical). LTTS has partnered with BP for low-carbon
emission and green-energy initiatives. The pipeline within the space remains
heathy and growth momentum in the segment is expected to continue in the
coming quarters.

Industrial — Building automation remains a challenge within the space; instead,
clients are more interested in higher productivity and efficiency-related
activities. Optimizing supply chain is another area in which demand in emerging.
Telecom - It is witnessing early signs of a recovery for semicon, as demand is
picking up slowly. LTTS won a large deal for semicon (VLSI chip set), and another
deal for cybersecurity (jointly with SWC), which is the second largest deal in the
global market. Telcos are actively looking for cost take-out initiatives, and LTTS
sees a strong pipeline in the space.

Medical — Growth was aided by large deal ramp-ups in 3Q. Digital
manufacturing and supply chain automation are gaining pace. It is also
witnessing strong traction for Al embedding into medical devices with active
participation by customers. However, for medical, the budget is a constraint and
the momentum in deal signing should help LTTS deliver growth in the medium
term.

In CY24, the spending outlook from customers should either improve slightly or
remain unchanged. However, given its engineering and designing capabilities,
LTTS is confident of sustaining growth from potential accounts as it has a major
play on contractual work vs. project-based work.

17 January 2024
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®  The deal velocity remains as strong as it was in 2Q, and even the pipeline

logy

remains healthy. The management expects revenue growth to rebound in 4Q
and is confident of achieving its FY24 guidance, given (1) the existing ramp-up of
large deals; (2) absence of furlough impact, and (3) expectations of the closure
of few large deals and immediate ramp-ups from such deals. The current growth

guidance translates to an ask rate of 4-7% QoQ CC growth in 4Q

Margin performance

B The headcount reduction in 3Q was done to drive productivity and bring
efficiency; otherwise, the company has a strong recruitment program for fres
hiring. The company has already rolled out offers to 1,200 freshers and is
actively evaluating further resources as it pursues large deals.

h

®  The company is boasting multiple margin levers: utilization, offshoring, pyramid

optimization through freshers, and productivity improvement. The managem
reiterated its target for 18% margin by H1FY26.

Exhibit 1: Muted growth across regions

ent

Contribution QoQ YoY

Geographies

to revenue (%) growth (%)

growth (%)

North America 54.6 (0.4) 2.1
Europe 16.6 6.4 21.1
India 21.5 0.4 334
RoW 7.3 0.5 11.7

Source: Company, MOFSL

Exhibit 2: Growth was muted due to furloughs with extended impact in Plant Engineering

Verticals Contribution QoQ YoY

to revenue (%) growth (%) growth (%)
Transportation 33.2 0.9 8.3
Industrial Products 17.2 0.1 5.6
Telecom and Hi-Tech 25.4 1.0 23.4
Plant Engineering 14.0 0.7 5.7
Medical Devices 10.2 2.4 12.1

Source: MOFSL, Company

Valuation and view

m Digitization is driving the accelerated spending in ER&D, and LTTS should benefit
due to its strong capabilities, multi-vertical presence, and solid wallet share. We
expect the company to deliver strong revenue growth over the coming years.

m  Our TP of INR6,220 implies 35x FY26E EPS. We expect industry spending to

improve vs. the preceding five years. We retain our BUY rating on the stock.

17 January 2024
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Story in charts

Exhibit 4: Muted growth in 3Q due to furloughs Exhibit 3: EBIT margin was flat QoQ in 3Q
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Exhibit 4: Net employee reduction was ~600 QoQ in 3Q Exhibit 5: PAT growth was at 6.6% QoQ
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Prior 1QFY24 numbers are not restated, for the charts above
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Operating metrics

Exhibit 6: Operating metrics

3QFY22 4QFY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24

Revenue by verticals (%)

Transportation 31.8 33.3 33.2 34.5 35.9 34.5 32.7 33.2 33.2
Industrial Products 19.5 18.8 19.0 18.9 19.0 19.3 17.6 17.3 17.2
Telecom and Hi-Tech 21.4 21.0 20.3 19.4 18.8 19.0 25.5 25.4 25.4
Plant Engineering 15.4 15.4 16.0 16.3 15.5 16.0 13.9 14.0 14.0
Medical Devices 11.9 11.5 11.5 10.9 10.7 11.2 10.3 10.1 10.2
Revenue by geographies (%)

North America 62.5 62.3 62.9 63.4 62.7 60.2 56.5 55.3 54.6
Europe 16.5 16.1 16.4 15.9 16.1 16.4 15.4 15.8 16.6
India 13.7 14.5 13.2 12.8 13.6 15.2 20.7 21.6 21.5
RoW 7.3 7.1 7.5 7.9 7.6 8.2 7.4 7.3 7.3
Client metrics

Top five clients 17.3 17.2 16.7 16.4 16.0 15.9 14.7 14.9 15.7
Top 10 clients 28.5 28.3 27.6 26.9 26.6 26.6 25.9 26.1 26.6
Top 20 clients 43.8 43.5 43.2 42.4 42.1 42.0 41.4 41.7 41.7
Clients (USD m)

Over USD30m 2 2 2 3 2 1 3 4 4
Over USD20m 6 6 7 8 8 9 12 12 14
Over USD10m 22 22 23 24 25 24 32 31 31
Over USD5m 44 48 51 49 50 52 56 55 56
Over USD1m 126 136 142 150 158 169 181 177 175
Employee metrics

Billable 18,975 19,534 20,082 20,189 20,346 20,878 21,933 22,366 21,887
Sales and support 1,143 1,327 1,351 1,285 1,303 1,355 1,459 1,514 1,411
Total employees 20,118 20,861 21,433 21,474 21,649 22,233 23,392 23,880 23,298
Attrition (%) 17.5 20.4 23.2 24.1 23.3 22.2 18.9 16.7 15.8

Source: Company, MOFSL
# Note: 1QFY23, 2QFY23, 3QFY23 and FY23 numbers have been restated by the company, however, the restatement is not covered in the
table above. Hence, YoY comparison is irrelevant
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MoTiLAL OSWAL L&T Technology

Financials and valuations

Consolidated Income Statement (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Total Income from Operations 56,192 54,497 65,697 80,136 96,616 1,11,405 1,27,741
Change (%) 10.7 -3.0 20.6 22.0 20.6 15.3 14.7
Employees Cost 32,747 33,550 36,505 45,639 50,280 57,326 65,074
Other Expenses 12,340 10,873 15,043 17,365 26,923 31,174 36,023
Total Expenditure 45,087 44,423 51,548 63,004 77,203 88,500 1,01,097
As a percentage of Sales 80.2 81.5 78.5 78.6 79.9 79.4 79.1
EBITDA 11,105 10,074 14,149 17,132 19,412 22,904 26,644
Margin (%) 19.8 18.5 21.5 21.4 20.1 20.6 20.9
Depreciation 1,829 2,183 2,144 2,314 2,736 3,119 3,321
EBIT 9,276 7,891 12,005 14,818 16,677 19,785 23,323
Other Income 1,727 1,082 1,087 1,620 1,570 2,005 2,299
PBT 11,003 8,973 13,092 16,438 18,247 21,790 25,622
Total Tax 2,779 2,307 3,486 4,697 4,983 5,774 6,790
Tax Rate (%) 25.3 25.7 26.6 28.6 27.3 26.5 26.5
Reported PAT 8,224 6,666 9,606 11,741 13,264 16,016 18,833
Change (%) 7.0 -18.9 44.1 22.2 13.0 20.7 17.6
Margin (%) 14.6 12.2 14.6 14.7 13.7 14.4 14.7
Minority Interest -38 -32 -36 -43 -21 0 0
PAT to shareholders 8,186 6,634 9,570 11,698 13,243 16,016 18,833
Consolidated Balance Sheet (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Equity Share Capital 209 210 211 211 211 211 211
Total Reserves 27,477 34,521 41,414 49,298 52,184 60,513 70,306
Net Worth 27,686 34,731 41,625 49,509 52,395 60,724 70,517
Minority Interest 69 101 137 180 201 201 201
Borrowings 303 0 0 0 0 0 0
Other Long term liabilities 4,890 4,915 5,359 4,293 8,714 10,047 11,521
Capital Employed 32,948 39,747 47,121 53,982 61,310 70,972 82,238
Net Fixed Assets 6,275 6,997 6,946 6,930 5,535 3,961 2,412
Goodwill 5,460 5,827 5,881 6,010 6,010 6,010 6,010
Capital WIP 87 119 99 65 65 65 65
Other Assets 2,109 2,760 4,733 4,758 5,238 5,612 6,024
Curr. Assets, Loans, and Adv. 29,102 35,026 43,251 51,410 59,030 70,403 83,434
Account Receivables 13,807 12,346 16,959 17,301 21,176 24,417 27,998
Cash and Bank Balance 2,179 1,751 2,347 5,346 4,304 8,980 14,876
Current Investments 6,370 15,725 18,313 22,641 25,141 27,641 30,141
Other Current Assets 6,746 5,204 5,632 6,122 8,409 9,364 10,419
Curr. Liability and Prov. 10,085 10,982 13,789 15,191 14,568 15,078 15,707
Account Payables 1,975 2,352 3,934 4,505 3,882 4,392 5,021
Other Current Liabilities 6,456 7,046 7,903 9,321 9,321 9,321 9,321
Provisions 1,654 1,584 1,952 1,365 1,365 1,365 1,365
Net Current Assets 19,017 24,044 29,462 36,219 44,462 55,324 67,727
Appl. of Funds 32,948 39,747 47,121 53,982 61,310 70,972 82,238

17 January 2024 7
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Financials and valuations

Ratios

Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Basic EPS (INR) 77.5 62.8 90.5 110.5 125.0 151.1 177.7
Cash EPS 94.9 83.5 110.8 132.4 150.8 180.5 209.0
BV/Share 264.9 330.8 394.5 469.3 496.6 575.6 668.4
DPS 21.0 22.0 35.0 45.0 50.0 60.4 71.1
Payout (%) 27.1 35.0 38.7 40.7 40.0 40.0 40.0
Valuation (x)

P/E 69.0 85.1 59.1 48.4 42.8 354 30.1
Cash P/E 56.4 64.1 48.3 40.4 35.5 29.6 25.6
P/BV 20.2 16.2 13.6 11.4 10.8 9.3 8.0
EV/Sales 9.8 10.0 8.3 6.7 5.5 4.7 4.1
EV/EBITDA 49.5 53.9 38.3 31.3 27.6 23.1 19.5
Dividend Yield (%) 0.4 0.4 0.7 0.8 0.9 1.1 1.3
Return Ratios (%)

RoE 31.1 21.2 25.0 25.6 25.9 28.2 28.6
RoCE 24.0 16.2 20.3 20.9 21.0 22.0 22.4
Consolidated Cash Flow Statement (INRm)
Y/E March FY20 FY21 FY22 FY23 FY24E FY25E FY26E
OP/(Loss) before Tax 11,002 8,973 13,092 16,437 18,247 21,790 25,622
Depreciation 1,829 2,183 2,144 2,315 2,736 3,119 3,321
Interest and Finance Charges 365 455 437 435 0 0 0
Direct Taxes Paid -2,119 -2,523 -3,563 -4,670 -4,983 -5,774 -6,790
(Inc.)/Dec. in WC -4,287 4,245 -1,452 -1,188 -2,845 -2,726 -2,946
Others -409 -60 -597 -177 0 0 0
CF from Operations 6,381 13,273 10,061 13,152 13,155 16,410 19,208
(Inc.)/Dec. in FA -1,511 -756 -1,555 -1,726 -5,340 -1,545 -1,772
Free Cash Flow 4,870 12,517 8,506 11,426 7,814 14,864 17,436
(Pur.)/Sale of Investments -1,039 -9,653 -3,393 -5,018 -2,500 -2,500 -2,500
Others 328 355 465 1,026 0 0 0
CF from Investments -2,222 -10,054 -4,483 -5,718 -7,840 -4,045 -4,272
Issue of Shares 1 1 1 0 0 0 0
Inc./(Dec.) in Debt -1,028 -995 -913 -833 0 0 0
Interest Paid -365 -455 -437 -435 0 0 0
Dividend Paid -2,636 -2,198 -3,633 -3,167 -6,357 -7,688 -9,040
CF from Fin. Activity -4,028 -3,647 -4,982 -4,435 -6,357 -7,688 -9,040
Inc./Dec. in Cash 131 -428 596 2,999 -1,042 4,677 5,896
Forex Adjustment 0 0 0 0 0 0 0
Opening Balance 2,048 2,179 1,751 2,347 5,346 4,304 8,980
Closing Balance 2,179 1,751 2,347 5,346 4,304 8,980 14,876

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