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Earnings revision

(%) FY22E FY23E
Sales (3.3) (4.0)
EBIT 23 (4.5)
EPS (1.9) (7.5)

Target price revision
Rs2,000 from Rs2,150
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Questionable multiples! Rs2,797

LTTS continued to lag behind most of its IT / ER&D peers — earlier on resilience,
now on recovery. Reported revenue growth (3.8% QoQ, vs 4.7% of Cyient, CC)
was behind our estimates. Adjusted 1for lower amortisation, EBIT margin
expanded just 70 bps QoQ (vs ~150bps of Cyient) missing our estimates.
Revenue growth guidance (13-15%, US$), despite very weak base (-6.8% YoY in
FY21, CC), was a disappointment, implying a meagre 3% CAGR (CC) over FY20-
22. (1) Potential delivery impact due to covid second wave in India (~64% of
revenue from T&M) and (2) history of downward revisions in guidance makes us
sceptical of the potential future upgrades. Disruption in chip ecosystem can pose
additional risk, in our view. EBIT margin outlook sounded more defensive (vs
previous quarters). LTTS is currently trading at 37x FY22E EPS, at a significant
premium to TCS (29x), Infosys (26x) and even ER&D peers like Cyient (16x)
despite its growth / margin trajectory being either inferior or similar. We currently
build in 14.3%/16.5%/13.4% revenue growth (US$) in FY22 for TCS / Infosys /
Cyient, respectively vs 11% for LTTS. Notably, consensus visibility on growth /
profitability / return rations over the medium term is more constrained in case of
ER&D (vs IT). In that context, the lofty multiples of LTTS should correct. Maintain
SELL rating valuing the stock at 23x FY23E EPS.

» Miss on both revenue and margins. Revenue growth (+3.8% QoQ, CC) was
behind our estimates. Quality of growth was weak with just two verticals firing —
Transportation (+6.5% QoQ, US$) and Plant Engineering (+9.9% QoQ, USS$).
Sequentially, revenue in other verticals (Telecom & Hi-Tech, Industrial Products)
remained more or less stable.

Adjusted for lower amortisation, EBIT margin expanded just 70bps QoQ. This was
led by better utilisation (+140bps QoQ to 78.9%), higher offshore effort (+80bps
QoQ to 57.9%) and stronger operational efficiencies. On LTM revenue basis, the
company lost its only US$ 30mn+ client account.

» Disappointing outlook; Questionable multiples. Revenue growth guidance
(13%-15%, USS$), despite very weak base (-6.8% YoY in FY21, CC), was a
disappointment, implying a meagre 3% CAGR (CC) over FY20-22. We see further
downside risks to this guidance due to — (1) potential delivery impact due to covid
second wave in India (~64% of revenue from T&M) and (2) disruption in chip
ecosystem.

LTTS is currently trading at 37x FY22E EPS, at a significant premium to TCS (29x),
Infosys (26x) and Cyient (16x) despite its growth / margin trajectory being either
inferior or similar. We currently build in 14.3%/16.5%/13.4% revenue growth (US$)
in FY22 for TCS / Infosys / Cyient, respectively vs 11% for LTTS. Notably,
consensus visibility on growth / profitability / return rations over the medium term is
more constrained in case of ER&D companies like LTTS (vs IT firms like TCS). In
that context, the lofty multiples of LTTS should correct. Maintain SELL rating valuing
the stock at 23x FY23E EPS.

L&T Technology Services

Market Cap Rs294bn/US$4.0bn Year to March 2021 2022E 2023E  2024E
Reuters/Bloomberg LTEH.BO/LTTS IN Revenue (Rs mn) 54,497 61,335 69,588 77,929
Shares Outstanding (mn) 105.1 Net Income (Rs mn) 6,633 7,928 9,253 10,383
52-week Range (Rs) 3062/1055 EPS (Rs) 62.9 751 87.6 98.3
Free Float (%) 25.8 % Chg YoY (18.9) 19.4 16.7 12.2
FIl (%) 9.5 P/E (x) 444 37.2 31.9 28.4
Daily Volume (US$'000) 10,957 CEPS (Rs) 83.6 96.6 112.0 125.6
Absolute Return 3m (%) 9.0 EV/E (x) 28.0 22.8 19.6 17.5
Absolute Return 12m (%) 126.5 Dividend Yield 0.8 1.1 1.1 1.1
Sensex Return 3m (%) (3.1) RoCE (%) 21.7 24.0 25.1 25.0
Sensex Return 12m (%) 44.9 RoE (%) 21.3 21.6 22.4 22.0

Please refer to important disclosures at the end of this report
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Table 1: Q4FY21 result review

(Rs mn, year ending March)

Q4FY21 Q3FY21 Q4FY20 QoQ (%) YoY (%)
Revenues (US$ mn) 197.5 190.1 195.4 3.9 1.1
INR/USD 72.9 73.7 74.0 (1.0) (1.5)
Net Sales 14,405 14,007 14,466 2.8 (0.4)
Cost of revenues 8,496 8,556 8,415 (0.7) 1.0
SGA expenses 2,978 2,695 3,368 10.5 (11.6)
Total Expenses 11,474 11,251 11,783 2.0 (2.6)
EBITDA 2,931 2,756 2,683 6.3 9.2
Depreciation 540 624 485 (13.5) 11.3
EBIT 2,391 2,132 2,198 121 8.8
Finance cost 125 114 94 9.6 33.0
Other Income (net) 346 488 614 (29.1) (43.6)
Recurring pre-tax income 2,612 2,506 2,718 4.2 (3.9)
Taxation 659 637 655 3.5 0.6
Minority Interest (8) (8) (15) - (46.7)
Recurring Net Income 1,945 1,861 2,048 4.5 (5.0)
Extraordinary - - - na na
Reported Net Income 1,945 1,861 2,048 4.5 (5.0)
Recurring EPS (Rs) 18.4 17.6 19.4 4.5 (5.1)
Ratios (%)
EBITDA margin 20.3 19.7 18.5
EBIT margin 16.6 15.2 15.2
Effective tax rate 25.2 25.4 241
Recurring Net profit margin 13.5 13.3 14.2

Source: Company data, I-Sec research

Table 2: Change in estimates

Revised Earlier Change

FY22E FY23E FY22E FY23E FY22E FY23E
INR/USD 75.0 76.0 73.0 74.5 2.7% 2.0%
USD revenue - mn 818 916 869 973 -5.9% -5.9%
Growth (%) 11.0 12.0 17.8 12.0 -680bps Obps
EBIT margin - Overall (%) 16.5 17.0 15.6 17.0 90bps -10bps
PAT (INR M) 7,928 9,253 8,081 10,000 -1.9% -7.5%
EPS 75.1 87.6 76.6 94.7 -1.9% -7.5%

Source: Company data, I-Sec research
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Financial summary

Table 3: Profit and loss statement

(Rs mn, year ending March 31)

Table 5: Cashflow statement
(Rs mn, year ending March 31)

FY21 FY22E FY23E FY24E
Revenue (US$ mn) 737 818 916 1,025
Total Income (Sales) 54,497 61,335 69,588 77,929
Operating Expenses 44,423 48,972 55,212 61,792
EBITDA 10,074 12,363 14,377 16,137
% margin 18.5 20.2 20.7 20.7
Depreciation & Amortisation 2183 2,269 2,575 2,883
EBIT 7,891 10,094 11,802 13,254
% margin 14.5 16.5 17.0 17.0
Other Income 1,537 1,125 1,250 1,375
Interest expense 455 550 605 666
Recurring PBT 8,973 10,669 12,447 13,963
Tax expense 2,308 2,721 3,174 3,561
Recurr. profit before minority 6,665 7,948 9,273 10,403
Minority interest (32) (20) (20) (20)
Extraordinary items - - - -
Net Profit as restated 6,633 7,928 9,253 10,383
Source: Company data, |-Sec research
Table 4: Balance sheet
(Rs mn, year ending March 31)
FY21 FY22E FY23E FY24E
Liabilities
Share capital 210 210 210 210
Reserves and Surpluses 34,521 38,505 43,813 50,252
Net Worth 34,731 38,715 44,023 50,462
Minority Interest 101 101 101 101
Non-current Liabilities 4,915 4915 4,915 4,915
Total Liabilities 39,747 43,731 49,039 55,478
Assets
Fixed Assets 12,943 11,900 10,717 9,393
Other Non-current assets 2,760 3,065 3,527 3,825
Current assets 35,026 39,100 46,351 55,051
less: current liabilities 10,982 10,335 11,556 12,790
Net current assets 24,044 28,765 34,795 42,261
Total Assets 39,747 43,731 49,039 55,478
Source: Company data, I-Sec Research
Table 5: Quarterly trend
(Rs mn, year ending March 31)
Jun-20 Sep-20 Dec-20 Mar-21
Net sales 12,947 13,138 14,007 14,405
% growth (QoQ) (10.5) 1.5 6.6 2.8
Recurring EBITDA 2,059 2,328 2,756 2,931
Margin (%) 15.9 17.7 19.7 20.3
Other income 137 566 488 346
Recurring Net Income 1,172 1,655 1,861 1,945

FY21 FY22E FY23E FY24E
Op. CF before W Cap changes 11,550 12,926 15,002 16,825
Working Capital Inflow / (Outflow) 4,245 (4,575) (3,043) (2,697)
Taxes (2,523) (2,721) (3,174) (3,561)
Capex (including acquisitions) (756) (1,227) (1,392) (1,559)
Free Cashflow 12,516 4,403 7,393 9,008
CF from other Invst Act (Ex
Capex) (9,298)  (195)  (170)  (148)
Change in share capital 1 - - -
Inc/(Dec) in Borrowings (287) 672 90 91
Dividend paid (2,198) (3,944) (3,944) (3,944)
Others (1,143)  (570) (625) (686)
Increase/(Decrease) in Cash (409) 366 2,743 4,322
Source: Company data, I-Sec research
Table 6: Key ratios
(Year ending March 31)

FY21 FY22E FY23E FY24E
Per Share Data (Rs)*
Reported Basic EPS 63.3 75.6 88.2 99.0
Recurring Diluted EPS 62.9 75.1 87.6 98.3
Recurring Cash EPS 83.6 966 1120 125.6
Book Value per share (BV) 3294 366.6 416.9 4779
Growth Ratios (%)
Total Income (Sales) — US$ terms (6.3) 11.0 12.0 12.0
Total Income (Sales) (3.0) 12.5 13.5 12.0
EBITDA (9.3) 227 16.3 12.2
Net Income (19.0) 19.5 16.7 12.2
Diluted EPS (18.9) 19.4 16.7 12.2
Diluted Recurring CEPS (11.9) 15.5 16.0 12.2
Valuation Ratios (x)
P/E 44 .4 37.2 31.9 28.4
P/CEPS 334 28.9 25.0 22.2
P/BV 8.5 7.6 6.7 5.8
EV / EBITDA 28.0 228 19.6 175
EV / Sales 5.2 4.6 4.1 3.6
EV/FCF 22.6 64.1 38.2 313
Operating Ratios
Other Income / PBT (%) 171 10.5 10.0 9.8
Effective Tax Rate (%) 25.7 255 255 255
NWC / Total Assets (%) 12.9 20.0 221 23.2
Receivables (days) 82.7 80.0 85.0 85.0
Payables (days) 13.0 13.0 13.0 13.0
D/E Ratio (x) - 0.0 0.0 0.0
Return/Profitability Ratios (%)
Net Income Margins 12.2 12.9 13.3 13.3
EBITDA Margins 18.5 20.2 20.7 20.7
RoNW (Based on Avg) 21.3 216 22.4 22.0
Dividend Yield 0.8 1.1 1.1 1.1

Source: Company data, I-Sec research
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