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/—C L&T Infotech Ltd. — Merger Play %

Market Data
CMP Rs. 4311
Date 19-Jul-22
Target Price Rs. 5020
Upside Potential 16.00%
52 Week High/Low 7589/3733
Market Cap Large Cap
Sector IT & Software
Rating Buy

LTI (Larsen & Toubro Infotech Ltd.) is a global technology consulting and
digital solutions company helping more than 495 clients succeed in a
converging world. With operations in 33 countries, the company go extra
mile for its clients and accelerate their digital transformation with LTI's
Mosaic platform enabling their mobile, social, analytics, 10T and cloud
journeys. Founded as L&T Information Technology Ltd in December 1996, LTI
is a wholly owned subsidiary of Larsen & Toubro (L&T). During 2001-2002 the
company's name was changed from L&T Information Technology Limited to
Larsen & Toubro Infotech Limited. Each day, the team of more than 46,000
LTltes enable their clients to improve the effectiveness of their business
and technology operations and deliver value to their customers. LTI has
offshore delivery centres in Mumbai, Pune, Bengaluruy, and
Chennai; global development centres in the US, Canada, Europe, South

\_Africa, the Middle East, and Singapore; as well as various sales offices. J
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6roducts & Services: LTI provides IT services, including Applicqtion\,
Development, Maintenance, Enterprise Solutions, Infrastructure Management
Services, Testing, Analytics, Al & Cognitive and other services.

Jun - 22 (%) Mar - 22 (%) Change
Promoters 74.03 74.05 -0.02
FPI 8.42 10.08 -1.66
DIl 8.10 7.47 0.63
Public & Others 9.45 8.40 1.05
Pledged 0.00 0.00 0.00

Subsidiaries: As on Mar 31,2022, the Company had a total of 27 subsidiaries.

Revenue Breakup - FY22
TotalRevenue (FY22) - Rs.15669¢crs

N EFSI N Media
[ CPG, Retail & Pharma | Manufacturing
m Energy m others
Margins - FY22
EBITDA 20%
EBIT 20%
PAT 15%
- /
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H Key Rationale %

¢ Strong Parentage - The IT service business has been increasingly critical to

® QIFY23 - LTI's reported revenue for QIFY23 in rupee terms stands at Rs.4523

®Merger - Larsen and Toubro Infotech Ltd (LTI) and Mindtree Ltd, the two

¢ Financial Performance — The sales grew at a CAGR of 17% for the period of

N the company stands at ~Rs.4250crs strengthening the balance sheet.

the L&T group in recent years. As against the earlier stance of focusing on
infrastructure and capital-intensive segments, the L&T group is now
focusing on the service business, which includes financial and IT services.
Over the years, the contribution of service business, both in terms of revenue
and profitability has been improving. Additionally, L&T has also been
leveraging the capabilities of the services segment to augment its core
business. The acquisition of Mindtree by L&T in 2019, the initiation of the
strategic initiative called L&T Nxt in the same year (taken over by Mindtree in
JuIy—2021), as well as recent amalgamation announcement of Mindtree
with LTI bodes well for the information technology business in general and
services business in particular information. Being an L&T group company, LTI
also benefits from the strong brand and domain expertise available within
the group, resulting in better penetration and acceptability in the market.
Treasury operations dre supported by L&T Treasury, and critical treasury
decisions are taken by the treasury committee, which consists of members
from the parent and LTI.

crs which is a growth of 51% QoQ and 30.6% YoY. Net Income stands at
Rs.634 crs which is a -0.5% QoQ and 27.7% YoY. In terms of CC growth, BFS
and insurance reported strong growth of 6.3% and 3.9% QoQ, respectively
while utilities, hi-tech & CPG reported muted growth at 1.9%, 0.5% & 0.2% QoQ,
respectively. Manufacturing reported a steep decline of 12.6% on account of
seasonal weakness. The company has also won 4 large deal wins during the
quarter with net new TCV of US$79mn. LTI added 29 new logos in 1QFY23, the
highest in the past nine quarters. It also added four Fortune 500 clients in
1QFY23.

publicly traded units of India’s largest engineering company, agreed to
merge to form India’s fifth most valuable software company. Shareholders
of Mindtree will get 73 shares of LTI for every 100 held. The amalgamation
process of Larsen & Toubro Infotech (LTI) and Mindtree is likely to be
completed by December, and during this period, both the companies will
continue to operate independently. The name of the combined entity will be
LTIMindtree".

FY12-22 and the profit after tax grew at a CAGR of 19% for the same period.
The five-year average value of ROE and ROCE stand at 31% and 40%
respectively. The company has a strong promoter holding of more than 70%
with a minuscule debt to equity ratio of 0.09x. The cash and equivalents of
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ROE
ROCE
Div. Yield
PE Ratio

Face Value

EPS
@

! )

26%

33%

1.06%

33.00

1.00

Rs.131.04
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Industry Analysis

)—

According to the National Association of Software and Service Companies
(Nasscom), the Indian IT industry's revenue is expected to touch US$ 227
billion in FY22 from US$ 196 billion in FY21. According to Gartner estimates, IT
spending in India is expected to increase to US$ 101.8 billion in 2022 from an
estimated US$ 81.89 billion in 2021. Indian software product industry is
expected to reach US$ 100 billion by 2025. Indian companies are focusing to
invest internationally to expand global footprint and enhance their global
delivery centres. Exports from the Indian IT industry stood at US$ 149 billion in
FY21. Export of IT services has been the major contributor, accounting for
more than 51% of total IT export (including hardware). BPM and Engineering
and R&D (ER&D) and software products exports accounted for 20.78% each of
total IT exports during FY21. ER&D market is expected to grow to US$ 42 billion
by 2022. The IT industry added 4.5 lakh new employees in FY22 (as of
February), the highest addition in a single year. Women accounted for 44% of
\_the total new employees. J

— —

New IT-based technologies such as Tele-medicine, remote monitoring, etc.
are expanding and boosting the demand in the digital economy. The roll out
of fifth-generation (5G) communication technology, growing adoption of
artificial intelligence, Big Data analytics, cloud computing and the Internet of
Things (IoT) will further expand the size of the IT industry in India.

Growth Drivers

The government introduced the STP Scheme, which is a 100% export-oriented
scheme for the development and export of computer software, including
export of professional services.

The computer software and hardware sector in India attracted cumulative
foreign direct investment (FDI) inflows worth US$ 81.31 billion between April
2000 and December 2021.
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/—C Peer Analysis %

Competitors: Tech Mahindra, Coforge, etc.
LTI is strong in terms of fundamentals when compared with its peers. The
strong return rations with a robust and safe balance sheet gives an upper

hand for LTI. Valuation wise, the P/E of LTI is not extremely overvalued when
compared with an industry average of around 25x.

L&T Info 4311 75577  26.00% 33.00% 131.04
Tech Mahindra 1009 98131 21.00%  25.00% 18 57.27

Coforge 3412 20786  24.00%  31.00% 31 108.65

- /

/—C Outlook H

Revenue is expected to grow steadily at 12-15% annually over the medium term.
Operating profitability should benefit from efficiency on account of
improvement in employee utilization and balanced offshore component.
Furthermore, the company’s financial profile continues to be strong, supported
by healthy cash generating ability and a debt free balance sheet. The
management has guided PAT margins to remain in the 14%-15% range for FY23
and they will try to recover some wage hike related cost. Company believes
that, BFS sector need to modernize their business to stay competitive and
because of covid, insurance businesses have become a direct distribution
platform which led them to invest significantly in digitisation. The management
said the deal pipeline remains strong and should see good deal
announcements in 2QFY23. It is confident of industry-leading growth in FY23. LTI
plans to hire 6.5k freshers in FY23.
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/—C Valuation h

LTI is likely to maintain a healthy and efficient business profile over the
medium term which is mainly led by steady revenue growth and sound
operating efficiency. Its financial profile is also expected to remain strong over
the period due to healthy cash accruals, debt free balance sheet and only
moderate capital spending. We recommend a BUY rating in the stock with the
‘ target price (TP) of Rs.5020, 30x FY24E EPS.

N J

H Risks H

e Geographical concentration Risk — North America contributed 66.5% to the
revenue, in fiscal 2022. Any regulatory changes in the region could have a
significant impact on operations.

e Competitive Risk — The business environment for the IT industry continues
to be challenging. IT players in India will need to consistently scale up their
operations, primarily on account of intense competition among themselves
and from multinational corporations that are expanding their offshore
operations in India.

eForex & Attrition Risk — INR appreciation against the USD, pricing pressure,
retention of the skilled headcount, strict immigration norms and rise in visa
costs are key concerns.

\Source — Tickertape, Company’s Website, BSE Website. .

Thanks & Regards

Abeshek CV
Equity Research Analyst — Fundamental
Equity Research Desk
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Disclaimer: Wealth India Financial Services Pvt. Ltd is registered under the SEBI (Research Analyst) Regulations, 2014 (SEBI
Regulations) as a Research Analyst vide Registration No. INH200000394.

The analyst for this report certifies that all the views expressed in this report accurately reflect his [ her personal views
about the subject company or companies, and its / their securities. No part of his [ her compensation was /[ is [ will be,
directly /indirectly related to specific recommendations or views expressed in this report. This material is for the personal
information of the authorized recipient, and no action is solicited on the basis of this. It is not to be construed as an offer to
sell, or the solicitation of an offer to buy any security, in any jurisdiction, where such an offer or solicitation would be ilegal.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable, though
its accuracy or completeness cannot be guaranteed. Neither Wealth India Financial Services Pvt. Ltd, nor any person
connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on
their own investigations and take their own professional advice. Price and value of the investments referred to in this
material may go up or down. Past performance is not a guide for future performance.

We and our offiliates, officers, directors, and employees worldwide:

Do not have any financial interest in the subject company / companies in this report;

Do not have any actual [ beneficial ownership of one per cent or more in the company [ companies mentioned in this
document, or in its securities at the end of the month immediately preceding the date of publication of the research report,
or the date of public appearance;

Do not have any other material conflict of interest at the time of publication of the research report, or at the time of public
appearance;

Have not received any compensation from the subject company / companies in the past 12 months;

Have not managed or co-managed the public offering of securities for the subject company [ companies in the past 12
months;

Have not received any compensation for investment banking, or merchant banking, or brokerage services from the
subject company / companies in the past 12 months;

Have not served as an officer, director, or employee of the subject company;

Have not been engaged in market making activity for the subject company;

This document is not for public distribution. It has been furnished to you solely for your information, and must not be
reproduced or redistributed to any other person.
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