Larsen & Toubro Infotech (.1inFo)

CMP: % 6597

Target: ¥ 7650 (16%)

Target Period: 12 months
December 10, 2021

Aspire to be US$4bn company in the medium term

About the stock: Larsen & Toubro Infotech (LTI) offers application development,

[<})
IMS, digital solution services to BFSI, retail, health, media & hi-tech verticals. m E
) ] ] ] Particular Amount o
e LTl has 71 Fortune-500 clients with a presence in North America & Europe Market Cap (2 crore) 115.815 -
Total Debt 41 é
e LTI has grown at 14% CAGR over FY18-21 with robust margins (~19%) otal Ue S
L Cash and Investment ¥ 4388 crore ==
Analyst day highlights: iy 111469 crore g
e The company has hit quarterly annualised revenue run rate of US$2bn in 52 week H/L 7506/ 3206 =
Q2FY22. It is aspiring to reach US$4bn annual revenue rate at faster pace Equity Capital Z 18 crore
than its precedent time period. Face Value z1

e The company has reported industry leading growth in last 5 years and
expect the same to continue going forward

e LTI's large deal size is US$2.07bn, out of which new logos contribute 44%
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Shareholding pattern

Dec-20 Mar-21 Jun-21 Sep-21
Promoter 743 743 743 141

of the deal size ] 133 136 131 133
. . . . . oIl 4.6 4.3 4.8 43

e The company is looking to re-invest the growth back to build up capabilities
Public 18 19 19 8.3

and talent and hence maintained PAT margin guidance band of 14-15%.

What should investors do? LTI's share price has grown by ~10x over the past five
years (from ~% 654 in Dec 2016 to ~% 6,597 levels in Dec 2021).

19.000 8,000
e We remain positive on the stock and maintain BUY rating. 17.000 }JN[ E%
Target Price and Valuation: We value LTI at % 7,650 i.e. 45x P/E on FY23E EPS o o [
11,000 f}.ﬂ 3000
Key triggers for future price performance: _ﬁ'% SR f %
e LTlI's ability to deliver end-to-end solutions to help in registering industry o rreamess
leading growth 2532535535

e Ability to win large deals, presence in niche verticals, effectively mine
clients, adding Fortune 500 clients and digital prowess other key drivers

e Vendor consolidation opportunity and digital acceleration. We expect LTI to
register 24.7% CAGR revenue growth in FY21-23E

Alternate Stock Idea: Apart from LTI, in our IT coverage we also like Infosys

Recent event & key risks

e The company aspire to be
US$4bn company in medium

term
e Key beneficiary of improved digital demand, industry leading revenue ¢ Key Risk: (i) Deceleration in deal
pipeline ii) Inability to sustain

growth and healthy capital allocation prompt us to be positive

e BUY with a target price of T 2,060

cost savings

Research Analyst

Sameer Pardikar
sameer.pardikar@icicisecurities.com
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Key Financial Summary

5 Year CAGR 2 year CAGR
(X Crore) FY17 FY18 FY19 FY20 FY21 (FY16-21) FYZZE FYZ23E {‘IF‘I'21—23E]
Met Sales 6,501 7,306 9.446 10,879 12,370 16.2% 16,169 19,246 24.7%
EBITDA 1,230 1,188 1.883 2.029 2,725 21.6% 340 4,101 22.7%
EBITDA Margins (%) 18.9 16.3 19.9 18.7 22.0 21.0 21.3
Met Profit 971 1,113 1,516 1,521 1,938 18.3% 2,397 2,968 23.7%
EPS (T) 56.9 64.7 87.3 86.6 110.3 136.4 168.8
P/E (x) 115.9 102.0 75.6 76.2 59.8 48.4 391
RoE (%) 30.9 28.8 31.0 28.1 26.5 21.6 28.5
RoCE (%) 38.7 36.0 40.4 30.7 319 33.0 34.0

Source: Company, ICICI Direct Research
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Other highlights

e The company mentioned that demand environment is strong at least for the
foreseeable future (of 3 to 5 years) based on company’s continuous
interaction with its clients. The company called out 3 key reasons for strong
demand environment i) The Great restructuring (due to pandemic) ii) New
spend areas (Cloud, Data, Cybersecurity etc) iii) The Great Resignation
(Annual wages are rising at 4.5-5%, highest in last 20 years)

e The company mentioned that it is well prepared to win war at talent which
reflects in its step up in hiring. The company net hiring for Q2FY22 stands
at 4K vs 2.3K in Q1 and 4.5K in FY21. Management maintained that high
attrition will continue for 3-4 quarters before it starts normalising. The
company is increasing the fresher intake and guided for 5.5K fresher’s hiring
in FY22. The company has been also continuously upscaling talent to be
ready for the next phase of growth in digital.

e The company did 7 acquisitions in the last 5 years i.e augument data
sciences, syncordis, RULETRONICS, N+P, lymbyc, Powerup, CUELOGIC,
which had built up their capabilities in Big data, Al,ML, core banking,BPM,
cloud consulting, digital engineering and resulted into 40% of their current
portfolio is in digital space ( Cloud, Data & Digital).

e Inthe last 5 years, the company invested in key leadership positions across
geographies which resulted into strong client additions across deal sizes.
The company has identified 50 key accounts which would be in focus for
the next area of growth. The company also indicated that it has reported
industry leading growth (14.3% for LTI vs 7.4% growth for top 5 players) in
the last 5 years. The company has identified BioTech, Streaming, Payments,
InsureTech as high potential sub-verticals and UK, Australia, Switzerland,
Middle East as new growth regions.

e Garnter’s global IT spending suggests that IT services are expected to grow
by 9.1% CAGR over FY19-25 to be driven by 10%,7.1% and 6.7% by
Energy& Utilities, Banking, Insurance. In terms of service line, the growth
will be driven by Cloud (32.3%), ERP (11.8%) and Analytics & Business
intelligence (10.1%). This augurs well for LTl as good proportion of its
revenue comes from these verticals and service lines.

Exhibit 1: 7 acquisitions in lastbyears )

Investing

Back Into...

2016 2017 2019 2019 2019 2019

syncordis 33 RULETRONICS lgl'ﬁbgc PO‘A/efGB
= | |

T T e el e —
Pega implementation Core banking Big Data, Al, Cloud consulting, | Digital Engineerin
and Advanced and Temenos in establishing BPM and Temenos ML and migration, app and Outsourced
ELENT Wealth Suite roadmap, customer Wealth Suite Advanced development and Product
implementation services, RPA and implementation analytics managed services Development
decisioning company

Building Next-gen ‘ Partnerships Talent ESG
Capabilities & Alliances Management

Strategic collaborations Continue to build a diverse Committed to sustainable
and inclusive workforce development through
with focus on re-skilling Sustainability Roadmap 2030

Focus on next-gen capabilities &
services to maintain industry to enhar_\gg our
leading growth capabilities

LTI ©Larsen & Toubro Infotech Ltd. Privileged and Confidential

Source: Company, ICICI Direct Research
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Exhibit 2: Client mining yielding results

Partnering

with Clients for Growth

X = e - . Spread of Global
Client Mining Yielding Results Client Concentration Fortune 500 Clients

Q2FY16  Q2FY22

$100wmn+ [+ 1 1

43.2%
37.5%

32.3%

S50 Mn+ | ! 29.3% 20%

S20mns |} o 15.0% 7 1 14%
“12.7% 14.8%

$10mns | . '

S5 Mn+ _— = =
Top 5 Top 6-10 Top 11-20  Non Top 20 BFS Insurance
m Hi-Tech and M&E W CPG, Retail & Pharma
$1 Mn+ FY16 mFY21 B Energy & Utilties ™ Manufacturing
M Others

LTI rsen & Toubro Infotech Ltd. Privileged and Confidential

Source: Company, ICICI Direct Research

Exhibit 3: Industry leading growth
Consistent

Growth

Annual Revenue ($ Mn)

FY15 FY16 FY18 FY19 FY20 FY21 H1FY21  H1FY22

LTI ©Larsen & Toubro Infotech Ltd. Privileged and Confidential

Source: Company, ICICI Direct Research

Exhibit 4: 4 out of 6 verticals have grown faster

Evolving client expectations
Over the past 5 years... from annual CSAT survey

Doubled our leadership positioning for

industry and practica capabilities across analysts 2020 i  Innovation
D
-2 Partner

4 out of 6 industry verticals
have top rated CAGR compared to top 5 Indian IT players

2019 ,,'-:%53, Digital

growth across cloud, data and digital service lines Y7  Transformation

5 strategic platforms (

being used by Fortune 500 companies 2 O'I 8

Program
Management

Highest levels of partnership
with key strategic partners

2007 g romoue

#1 in Everest Group’s Service Provider of the Year
Challenger List for three years

©Larsen & Toubro Infotech Ltd. Privileged and Confidential

Source: Company, ICICI Direct Research
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Exhibit 5: Capabilities made it preferred partner
Our Market Leading Ability to Scale

New Capabilities ,
Makes us a Preferred Partrer for 1 ransformation Projects

Unlimited Enterprise

Cloud Infrastructure & Security Rei ined Ent .
eimagine: nterprise

Analytics, Al & Cognitive

Enterprise Integration & Mobility Insightful Enterprise

Engaged Enterprise

©Larsen & Toubro Infotech Ltd. Privileged and Confidential

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 6: Profit and loss statement % crore M Exhibit 7: Cash flow statement g crore

{Year-end March) FY20 Y21 FY22E FY23E (Year-end March) FY20 Y21 FY22E  FY23E
Total Revenues 10.879 12,370 16.169 19.246 PRT 2.003 2588 3,218 3,957
Growth (%) 152 137 307 190 Add: Depreciation 213 333 437 481
Employes costs 7359 8219 10633 12662  (in)Dec in current assets (592)  (217)  (640)  (518)
Total Operating Expenditure 8.849 9,645 12,767 15,145 Inc/{Dec) in current liabilities 260 488 735 191
EBITDA 2029 2725 3401 4101 ¢ gom gperations 1644 2400 2407 3.040
Growth (%) 18 3 18 206 Fcdec in other investments (357) (1.363)  (655)  (623)
Depreciation & Amortization 273 333 437 481 (Inc)/dec in Fixed Assets (243) (267) (355) 423)
Other Income (net) 247 196 253 338 Other investing cash flow 6 18 8 5
Inerest ) . - - - CF from investing Activities (652) (1.656) (1.003) (1.036)
FBT before Exceptional ltems 2,003 2,588 3.218 3,957 i

Growth (%) (1.2) 292 943 230 Issue of equity . 0 i i
Tax 187 650 820 989 Inc/{dec) in loan funds (178) 185 0 (0}
PAT before Exceptional ltems 1521 1938 2397 296g  Dwidend paid & dividend tax (568)  (532) (1.007) (1.247)
Exceptional items Others (4) (2) - -
Minority Int & Pf. from associates ) ) ) CF from Financial Activities (890)  (509) (1.127) (1.347)
PAT 1.521 1.938 2.397  2.968 Net cash flow 102 235 278 658
Growth (%) 0.2 275 2.7 23.8 Effect of exchange rate changes 9 (1 - a
Diluted EPS 86.6 110.3 136.4 168.8 Opening cash 415 525 759 1,037
EPS (Growth %) (0.8) 21.3 23.7 238 Closing cash 525 159 1.037 1.695

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 8: Balance sheet < crore [ Exhibit 9: Key ratios

{Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20 FY21 FY22E FY23E

Liabilities Per share data ()

Equity 17 18 18 18 EPS 86.6 110.3 136.4 168.8

Reserves & Surplus 5387 7286 8676 10,398 Cash Per Share 302 435 59.4 97.1

Networth 5404 7303 8694 10415 BV 307.8 4155 4946 5925

Minority Interest 1 4 4 4 DPS 28.0 40.3 57.6 71.4

Long term Liabilties & provisions 1,089 770 1005 1,196  Operating Ratios (%)

Total Debt 2 41 41 41 EBITDA Margin 18.7 22.0 21.0 21.3

Source of funds 6.526 8,118 9,744 11656 o) Margin 184 209 199 206
PAT Margin 14.0 15.7 14.8 15.4
Turnover Ratios

Assets Debtor days 78 61 61 61

Net fixed assets 1,211 1,048 1,132 1,205 Creditor days 23 24 24 24

Net intangible assets 132 267 222 190 Return Ratios (%)

Goodwill 637 657 657 657 ROE 28.1 26.5 27.6 28.5

Other non current assets 517 606 760 886 RoCE 30.7 31.9 33.0 34.0

Unbilled revenue 442 607 794 945 RolC 46.4 64.1 69.3 76.5

Debtors 2,312 2,084 2,723 3.242 Valuation Ratios (x)

Current Investments 2219 3628 4428 5228 P/E 76.2 59.8 48.4 39.1

Cash & Cash equivalents 525 759 1,037 1.695 EV /EBITDA 55.7 40.9 325 26.6

Other current assets 831 1.053 1.377 1,638 Market Cap / Sales 10.6 9.4 7.2 6.0

Trade payables 695 828 1,082 1,288 Solvency Ratios

Current liabilities 1,604 1,763 2,306 2,743 Debt/EBITDA 0.0 0.0 0.0 0.0

Application of funds 6.526 8.118 9.744 11.656 Debt/Equity 0.0 0.0 0.0 0.0

Source: Company, ICICI Direct Research Current Ratio 1.6 1.4 1.4 1.4

Quick Ratio 1.4 1.2 1.2 1.2

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -56%;

Sell: <-15%
P icicidiroct.com 1 =
!n-lllnunllln‘::‘qurIrn"rl:pl BROKER ‘
ICICI Securities Ltd. 7S STARMINE ‘
Eﬂ;‘a'vsmwa’d 2012 ‘&L /
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 6
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ANALYST CERTIFICATION

|/We, Sameer Pardikar, MBA (Finance), Research Analysts, 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. 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.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. 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 — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. 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 i 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 g lly p d 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

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail 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 Institutional 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 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 beneficial ownership 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.
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