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LTTS to guidance revised downwards to 15% in cc terms against 15.5-
16.5% earlier. Reported revenue of $ 248Mn ( up 0.4% QoQ/10.2%YoY in
USD terms) against our estimate of $250 Mn. The cc growth was flat
QoQ/+13.5% YoY. Reported revenue of INR 20,486 up 2.7% QoQ/ 21.4%
YoY against our estimate of INR 16,875 mn. On the YoY basis,
Transportation (36.9% YoY/6.6% QoQ), followed by Plant Engineering (
22.4% YoY/-2% QoQ), Industrial products (18.6% YoY/3.6% QoQ), Medical
Devices (8.7% YoY/1.2% QoQ) and Telecom & Hitech (7.3% YoY/-0.4%)
The strong segment led by a healthy pipeline: The company is positive
on Transportation seeing healthy pipeline in connectivity and
autonomous especially in the software side. Plant engineering is seeing
broad-based growth across FMCG, O&G and Chemicals and steady
growth is expected ahead. Industrial products growth was impacted on
account of client-specific issues. However, this is temporary and with
decent pipeline, strong growth is expected ahead. LTTS has set up a new
business unit for Metaverse which should help in growth and profitability
within Telecom segment. Further, the company is launching 5G lab and
global development centers to capture demand across key segments.
Medical is seeing a gradual increase in pipeline as clients spend on
software and digital platforms.

Beat On Margin: EBIT margin was up 51bps QoQ/6bpsYoY at 18.7%
against our estimates of 18.6%. Operational execution has kept pace with
Q3 being the 6th consecutive quarter. This has been the 6th consecutive
quarter of 18% plus EBIT margin. Headwinds from the return of travel and
discretionary costs and wage inflation can be offset by a better margin
profile in low-margin verticals, productivity gains and cost efficiencies.
Valuations: The company has Lowered its FY23 revenue growth guidance
to 15% in cc terms from 15.5-16.5% earlier guidance. We believe
guidance is conservative against the backdrop of robust vertical and deal
pipeline commentary. Management aspires to maintain EBIT margins at
18%. We remain optimistic on the LTTS story, as we see its strong
fundamentals, decent clientele and capabilities across segments help
deliver better earnings growth going forward. We believe, opening up
Europe will be the key trigger for the ER&D Space. We expect the
company to deliver revenue growth of CAGR ~16% over FY22-25E. We
value, LTTS at a PE of 24x to its FY25E EPS of INR 140, which yields a
target price of INR 3,359 per share (Earlier target; INR 3,420 per share).
We maintain our Neutral rating on the stock.

Exhibit 1: Financial Performance

YE March Net Sales EBIT Adjusted EPS(INR) EBITDA RoE (%) P/E (x)
PAT Margin %

(INR Mn)

FY22 65,697 12,005 9,570 90.7 18.3% 23.0% 35.6

FY23E 79,072 14,513 11,973 108.6 18.4% 24.0% 29.8

FY24E 90,234 16,816 13,998 125.5 18.6% 23.3% 25.7

FY25E 102,238 18,764 15,827 139.9 18.4% 22.0% 231

Source: Arihant Research, Company Filings
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Exhibit 2: Q3FY23 - Quarterly Performance (Consolidated)

Consolidated (in INR Mn) Q3FY23 Q2FY23 Q3FY22

Revenue (USD) 8

Net Revenue 20,486 19,951 16,875 21.4% 2.7%
Employee cost 11,763 11,528 9,224 27.5% 2.0%
Other Expenses 4,311 4,205 3,977 8.4% 2.5%
EBITDA 4,412 4,218 3,674 20.1% 4.6%
EBITDA margin % 21.5% 21.19% 21.8% -24bps 39bps
Depreciation 583 590 530 10.0% 10.0%
EBIT 3,829 3,628 3,144 21.8% 5.6%
EBIT margin % 18.7% 18.2% 18.6% 6bps 51bps
Other Income 742 392 370 100.5% 89.3%
Finance costs 115 131 111 3.6%4 -12.2%
PBT 4,456 3,889 3,403 30.9% 3.0%
Tax Expense 1,406 1,057 907 55.0% 33.0%
Effective tax rate % 32% 27%, 26.7% 490bps| 437bps|
PAT 3,050 2,832, 2,496 22.2% 7.7%
Extraordinary Items (Net of tax expense) E . .

Reported PAT 3,050 2,832 2,496 22.2% 3.0%
PAT margin % 15% 14% 14.8% -16bps -48bps|
Minority Interest -14 -8 -8

PAT (After MI) 3,036 2,824 2,488 22.8% 3.0%
EPS (INR) 28.75 21.89 23.6 ] -15.7%

Source: Arihant Research, Company Filings, Ace Equity, Bloomberg

Q3FY23 Conference call Highlights:

* Guidance: Lowered its FY23 revenue growth guidance to 15% in cc terms from 15.5-16.5% earlier
guidance. We believe guidance is conservative against the backdrop of robust vertical and deal pipeline
commentary. Management aspires to maintain EBIT margins at 18%.

* Sixth consecutive quarter of 18%+ EBIT Margin. The company crossed INR. 300 crore milestone of net
profit.

* Net headcount addition for Q4FY23 would be at least 500 employees due to big deal win from Airbus.

* Transportation vertical expected to sustain growth momentum due to demand for next generation
cockpit and aero related platforms. Management quite optimistic with this vertical for FY24.

* Digital Manufacturing led new products and process development may prove to be a demand driver
going ahead.

* Growth in 5G and cybersecurity space expected to drive pickup in Telecom vertical.

* The company, demand pipelines remain strong across geographies. No signs of softness despite
economic concerns in US, Europe and Middle East regions.

* Muted Q3FY23 growth was due to seasonality and higher furloughs in Plant Engineering Vertical,
however quite optimistic regarding the bounce back of growth in Plant Engineering vertical.

e SWC acquisition is helping company win deals in communication, cybersecurity and 5G segments.
(Transaction consideration of INR 8 Bn). Aligns with 3 of the 6 Big Bets of LTTS — 5G, Sustainability &
Digital Products & Al. Acquisition will enhance LTTS’ end-to-end offerings playbook across Next-Gen
Communications, Sustainable Spaces & Cybersecurity. Closing is expected to be achieved within 3
months.

e Utilisation dropped 80bps QoQ to 75.1% on account of full impact of strong hiring in Q3FY22. This
should gradually move to 78% levels. Attrition for the quarter increased 290bps QoQ to 20.4% and is
likely to stay elevated in the near term.

* Going forward, management expects headwinds from revenue mix change and utilisations which should
be offset by economies of scale, currency depreciation and operational efficiencies. Regular wage cycle
would be followed from Jul FY22 after positive corrections made for critical talent in JanFY22.

* Offshore near term revenue going up to 60% driven by vertical. The company expect growth across the
vertical. Digital product and services, embedded, services and part of digital services. Driver for
offshoring — very high focus on the fresher utilizations and taking 500-600 employee on every quarter.
The company is pushing work offshoring and leveraging the hybrid working model.
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Exhibit 3: Business Matrix

Telecom and HiTech
continued to  grow
despite note renewing
legacy low margin media
deals.

Transportation - all
three  segments are
growing well and
management is bullish

on this segment given
demand for EACV across
cars, aerospace, rail etc.

Revenues from the top
2-5 clients decelerated
by 16.6% QoQ. Revenue
from the top-20 clients
was constant QoQ, while
revenue from the non-
top-20 clients grew by
11.9% QoQ.

LTTS is focusing on
expanding delivery talent
in Chennai, Mysore and
Baroda where attrition is
very low. It is also
looking at secondary
centres as Mumbai
Hyderabad Bangalore
and Chennai as needed
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Operational Performance

Revenue by Vertical Q2FY22| Q3FY22] Q4FY22 QI1FY23 Q2FY23 Q3FY23
[Transportation 31.40% 31.80% 33.30% 33.20% 34.50% 35.90%
Industrial Products 20.00% 19.50% 19% 19.00% 18.90% 19.00%
Telecom & Hi-tech 21.10% 21.4%| 21% 20.30% 19.40% 18.80%
Plant Engineering 15.30% 15.4% 15% 16.00% 16.30% 15.50%
Medical Devices 12.20% 11.9% 12% 11.50% 10.90% 10.70%
Segment revenue

Transportation 5040 5369 5844 6218 6896 7349
Plant Engineering 2461 2605 2708 3006 3253 3189
Industrial Products 3221 3288 3302 3553 3763 3898
Medical Devices 1954 2011 2019 2135 2160 2186
Telecom& Hitech 3401 3602 3688 3825 3879 3864
Total 16077, 16875 17561 18737, 19951 20486
Revenue by Geography

North America 62.90% 62.50% 62.30% 62.90% 63.40% 62.70%
Europe 16.70% 16.50% 16.10% 16.40% 15.90% 16.10%
India 12.90% 13.70% 14.50% 13.20% 12.80% 13.60%
Rest of the World 8.00% 7.40% 7% 7.40% 7.90% 7.60%
Revenue Mix

Onsite 40.80% 41.30%| 45.40% 43.80% 45.10% 43.00%
Offshore 59.20% 58.70% 54.60% 56.20% 54.90% 57.00%
Revenue by Project Type

Fixed Price 30.00% 29.00% 28.60% 26.90% 27.00% 28.60%
Time and Material 70% 71.00% 71.40% 73.10% 73% 71%
Client Profile *

Client Detail

Number of Active Clients 314 318 324 337 343 343
30 Million dollar + 0 2 2 2 3 2
20 Million dollar + 6 6 6 7 8 8
10 Million dollar + 21 22 22, 23 24 25
5 Million dollar + 45 44 48 51 49 50
1 Million dollar + 125 126 136 142 150 158
Client Contribution to Revenue

Top 5 Clients 17.00% 17.30% 17.20% 16.70% 16.40% 16.00%
Top 10 Clients 28.20% 28.50% 28.30% 27.60% 26.90% 26.60%
Top 20 Clients 44.10% 43.80%| 43.50% 43.20% 42.40% 42.10%
Employee Statistics

Total Headcount 17983 20118 20861 21433 21474 21649
Bilable (as per number of employee) 16875 18975 19534 20082 20189 20346
Sales & Support 1108 1143 1327 1351 1285 1303]
Voluntary Attrition % (LTM) 16.5% 17.5% 20.4% 23.2% 24.1% 23.3%
Exchange Rate (USD/INR)

Period Realised $ 73.96 74.95 75.69 78.23 80.76 82.59
Source: Arihant Research, Company Filings
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Exhibit 4: Management guided for organic growth of 13.5-15.5% YoY USD for FY23.
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Exhibit 5: Margin improvement led by currency benefits
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Exhibit 6: Revenue by Verticals
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Key Financials

Balance Sheet (INR Mn)

Income Statement (INR Mn)

Year End-March FY22 FY23E FY24E FY25E Year End-March FY22 FY23E FY24E FY25E
Revenue (Mn USD) 880 992 1,115 1,204 Sources of Funds
Growth (%) 19.5% 12.7% 123%  8.0% Share Capital 211 211 211 211
Revenues 65697 79,072 90,234 102,238 pogeryes & Surplus 41,414 49,790 59,911 71,805
Change (%) 20.6%  20.4% 14.1% 13.3%  NetWorth 41,762 50,138 60,259 72,153
Employee Costs 36,505 43,076 46,522 51,174 .
Other Expenses 15,043 18,977 24,093 29,240 Non-Current liabilities
’ ’ ! ! Total Current liabilities 13,263 13,234 15,069 16,948
Total Expenses 51,548 62,053 70,615 80414 1oy jiapilities 19,117 18200 20,071 21,984
EBITDA 14,149 17,019 19,620 21,823 Total Equity and
EBITDA Margin (%) 21.5% 21.5% 21.7% 21.3% liabilities 60,910 68,369 80,361 94,168
Depreciation 2,144 2,506 2,804 3,060
EBIT 12,005 14,513 16,816 18,764 Total Non-current
EBITDA Margin (%) 18.3% 18.4% 18.6% 18.4% Assets 20,888 15,725 15,565 15,480
Other Income 1,524 2,156 2,587 3,105 Current Assets
Interest 437 485 490 490 InvestmenFs 13,918 16,751 19,116 21,659
PBT 13,092 16,184 18,913 21,379 Trade receivables 16,959 17,547 20,025 22,688
Tax 3486 4176 4880 5516  Coonandcash
’ ’ ’ ! equivalents 2,347 8,430 15,128 23,169
Rate (%) 26.6%  258%  25.8%  258%  (ther bank balances 4395 576 576 576
PAT 9,606 12,009 14,034 15,863 Other financial assets 2,564 2,445 2,790 3,161
Minority Interest 36 36 36 36 Other current assets 3,068 5,106 5,827 6,602
Adjusted PAT 9,570 11,973 13,998 15,827 Total current assets 43,251 50,855 63,461 77,856
Change (%) 44.3% 25.1% 16.9% 13.1% TOTAL ASSETS 60,910 68,369 80,361 94,168
Cash Flow Statement (INR Mn) Key Ratios
Year End-March FY22  FY23E FY24E  FY25E
Year End-March FY22  FY23E FY24E FY24E
Net Profit before Tax 13,092 16,184 18,913 21,379 Per Share (INR)
’ 4 ’ ’ EPS 90.7 108.6 1255  139.9
Adjustments: CEPS 108.1 1317 1506  166.9
Depreciation 2,144 2,506 2,804 3,060 BVPS 1979 2376 2856 3420
) DPS 35.0 35.0 35.0 35.0
Finance Costs 437 - - - Valuation (x)
Interest and Dividend P/E 35.6 29.8 25.7 231
received (759)  (221) (252) (286) P/CEPS 30 25 21 19
Operating Profit before p/BV 8 7 6 5
wc Chgnges . 14,914 18,469 21,465 24,152 EV/EBITDA 2 - 1 12
Operating Profit after Return Ratio (%)
WC Changes 13,625 17,880 18,988 21,489
Direct Taxes Paid & EBIDTA Margin 21.5% 21.5% 21.7% 21.3%
Exceptional Items (3,563) (4,176)  (4,880)  (5,516) EBIT Margin 18.3% 184%  18.6% 18.4%
Cash Flow from PAT Margin 14.6% 15.2% 15.6% 15.5%
Operating Activities 10,062 13,705 14,108 15,973 ROE 23.0% 24.0% 233% 22.0%
Cash Flow from ROCE 21.1% 21.5% 20.7% 19.3%
Investing Activities (4,483) (4,178)  (3,198)  (3,437) Dividend Yield 11%  1.1%  1.1%  1.1%
Cash Flow from Leverage Ratio (%)
Financing Ac.t|V|t|es (4,982) (3,471) (4,212) (4,494) Net Debt/Equity (x) 01 0.2 03 03
Net Change in Cash & Net Debt/EBITDA () 02 05 08 11
Cash Equivalents 597 6,056 6,698 8,041
Opening Cash & Cash Turnover Ratios
Equivalents 1,777 2,374 8,430 15,128 Asset Turnover (x) 32.1 40.2 47.7 56.9
Closing Cash & Cash Receivable Days 81 81 81 81
Equivalents 2374 8430 15128 23169 Payable days 11 11 11 11
Source: Arihant Research, Company Filings
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. 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. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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