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Current Price 1,242
Target Price 1,425
Upside 15%
52 Week Range 1,545/712

Key Share Data

Market Cap (Rs.bn) 126
Market Cap (USS mn) 1,940
No of o/s shares (mn) 102
Face Value 2
Monthly Avg.

Vol(BSE+NSE) Nos 51
(‘000)

BSE Code 540115
NSE Code LTTS
Bloomberg LTTS.IN
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% Shareholding Dec-17 Sept-17
Promoters 89.2 89.5
Public 10.7 10.5
Others - -
Total 100 100

L&T Technology Services is a pure-play Engineering, Research and Development (ER&D)
Services Company that provides design and development solutions in the areas of
Mechanical & Manufacturing Engineering, Embedded Systems, Software and Process
Engineering.

Investment Rationale:

Expect overall Engineering outsourcing market to increase as well as outsourcing to India
to grow at 13.7% CAGR between FY17 and FY2021E

Of the $232 Bn spent by G500 companies on ER&D, only $85 Bn is outsourced to ‘offshore
inhouse R&D centers’ ($34 Bn) and ‘Offshore 3" party engineering service providers’ $51
Bn). Industry estimates indicate that the pie of 3" party engineering providers will increase
at a CAGR of 9.3% between FY17 and FY21E. Of the $51 Bn outsourced to 3" party, Indian
companies account for on $8.9 Bn only. This figure is estimated to grow at 14% CAGR
between FY17 and FY21E. We expect IT engineering service providers such as Cyient,
Persistent, KPIT and Tata Elxsi to be major beneficiary of this trend.

Diversified vertical presence and strong revenue guidance coupled with existence of
margin levers to bode well for company’s performance

LTTS” vertical mix consists of Transportation, Industrial Products, Telecom & HiTech,
Process Industry and Medical Devices, which contribute 30.9%, 21.8%, 27.9%, 12.7% and
6.7% to total revenues, respectively. In Q3FY18, management has given a strong and
broad-based FY18 USD revenue growth guidance of 18% yoy (highest amongst peers).
Expect growth in Transportation segment due to heightened demand in the Autonomous
Vehicle, EV, Aerospace and Truck & Off-highway space. Medical segment is expected
deliver good growth due to high demand from Japan (which is a big market for LTTS in the
Med space). Telecom & HiTech delivered strong growth in Q3FY18 and is expected to
continue the trend due to extensive client ramp-ups, growth in semiconductor business
(post acquisition of Esencia) and due to high demand from Consumer Electronics and
Media segment. The worse seems to be over for Process Industry and Industrial Products
as the company expects growth to pick up in these 2 verticals from Q4. We expect EBITDA
margins to remain steady at 15% with a possibility of expansion to 17% due to levers such
as higher off-shoring from Q3FY18 levels of 49%, increase in Billing Rates (company has
won higher bill rates in certain clients and better leverage in next gen technologies) and
reduction in SGA expenses.

Strategy revamp to result in immense value unlocking for LTTS
LTTS redefined its growth strategy in Q2FY18 through 5 main initiatives namely

i. Geo-specific targeting: Matching supply of services to identified demand in specific
regions to reduce inefficiencies

ii. Augmenting Client Relationships: through various programs and initiatives which
improve involvement with clients and in turn result in higher client mining

iii. Hunting Agencies: Snowballing strategy by approaching client offices in other
geographies and other stakeholders of existing clients

iv. Micro-vertical focus: Increased focus on sub-verticals which have high potential. For
example, emphasize only Aerospace, Automotive and Off-Highway sub-verticals in
the Transportation segment.

v. Focus on Innovation, Solutions and Frameworks: LTTS plans to monetize technology
trends such as Connected Products & Services, Smart Manufacturing Operations,
Perceptual Engineering and Pervasive Technologies through specialized offerings.
The company has also developed solution frameworks such as i-BEMS for Intelligent
Buildings, UBIQWeise — |oT Platform and WAGES for managing utilities (Water, Air,
Gas, Energy, Steam) of companies.

LTTS has ~300 patents (across its verticals) in its portfolio as of Q3FY18, of which 228 are
co-authored and 72 are own authored. Going ahead, the company also plans to focus on
this segment through continuously authoring new patents and monetizing developed
ones.
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Outlook and Valuation:

LTTS is currently trading at a PE Multiple of 21.7x and 17.4x to its FY19E and FY20E EPS. Factors such as Industry leading revenue growth
guidance (18% USD revenue growth in FY18E), broad-based growth across verticals, revival of growth in Process Industry and Industrial
Products segments coupled with presence of margin levers such as increase in Billing rates, higher off-shoring and leverage in SG&A expenses
as company focuses on Top 30 accounts will be the primary triggers for outperforming the peer group and commanding premium valuations.
We assign a PE multiple of 20x FY20E EPS of INR 71.3 to arrive at a target of INR 1,425.

Consolidated Financials (In INR Mn)

Net Sales Growth (%) EBITDA EBITDA Margin (%) PAT PAT Margin (%)

FYle 30662.0 17% 5786.4 18.9% 4191.0 13.7% 55.9 - -

FY17 32483.0 6% 5593.0 17.2% 4255.6 13.1% 41.9 29.7 33.3%
FY18E 36966.3 14% 5871.3 15.9% 4763.4 12.9% 46.6 26.7 27.8%
FY19E 43314.0 17% 7363.4 17.0% 5847.4 13.5% 57.2 21.7 27.0%
FY20E 50244.2 16% 9044.0 18.0% 7285.4 14.5% 71.3 17.4 27.0%

Source: Company, Bloomberg Estimates and Dalal & Broacha Research
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Disclaimer

Dalal&Broacha Stock Broking Pvt Ltd, hereinafter referred to as D& B (CIN_U67120MH1997PTC111186) was established in 1997 and is an
integrated financial services player offering an extensive range of financial solutions and services to a wide spectrum of customers with varied needs
ranging from equities to mutual funds to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE). D&B along with
its affiliates offers the most comprehensive avenues for investments and is engaged in the securities businesses including stock broking (Institutional
and retail), depository participant, portfolio management and services rendered in connection with distribution of primary market issues and financial
products like mutual funds, fixed deposits. Details of associates are available on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI (Research Analysts) Regulations,
2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is
registered in any time in the past. It has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its
certificate of registration been cancelled by SEBI at any point of time.

SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor
penalty on D&B for certain operational deviations in routine course of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report
accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her compensation
was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference
to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of No
the subject company at the end of the month immediately preceding the date of publication of Research

Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject company. No
Whether the research Analyst has served as officer, director or employee of the subject company No
Whether the Research Analyst has received any compensation from the subject company in the past twelve No
months

Whether the Research Analyst has managed or co-managed public offering of securities for the subject No
company in the past twelve months

Whether the Research Analyst has received any compensation for investment banking or merchant banking No
or brokerage services from the subject company in the past twelve months

Whether the Research Analyst has received any compensation for products or services other than No
investment banking or merchant banking or brokerage services from the subject company in the past twelve

months

Whether the Research Analyst has received any compensation or other benefits from the subject company No
or third party in connection with the research report

D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions
that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may
be inconsistent with the recommendations expressed herein.
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In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest including but not limited to those stated herein. Additionally, other important information regarding our relationships with the company or
companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject D&B or its group companies to any registration or licensing requirement within
such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial
instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as
official confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom. All
material presented in this report, unless specifically indicated otherwise, is under copyright to D&B. None of the material, nor its content, nor any
copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of D&B .
All trademarks, service marks and logos used in this report are trademarks or registered trademarks of D&B or its Group Companies. The information
contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination,
distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure
Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness
cannot be guaranteed.

Contact Email ID Contact No. Sector

Mr. Kunal Bhatia kunal.bhatia@dalal-broacha.com 022 67141442 Auto, Auto Ancillary, FMCG
Ms.CharulataGaidhani charulata.gaidhani@dalal-broacha.com 022 67141446 Pharma /Healthcare

Mr. AvinashKumar avinash.kumar@dalal-broacha.com 022 67141441 Capital Goods

Ms. Abhilasha Satale Abhilasha.satale@dalal-broacha.com 022 67141439 Mid Cap

Mr. Mayank Babla Mayank.babla@dalal-broacha.com 022 67141412 IT/Media/Telecom

Ms. Richa.Singh richa.singh@dalal-broacha.com 022 67141444 Analyst

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021

Tel: 91-22- 2282 2992, 2287 6173, (D) 6630 8667 Fax: 91-22-2287 0092
E-mail: research@dalalbroachaindia.com, equity.research@dalal-broacha.com
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