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Onward Technologies (ONWARDTEC: NSE) is a software outsourci
company specializing in Digital and Engineering Research
Development (ER&D) services. The company has global presence
North America & Europe, and statef-the-art offshore delivery centres

(ODC) in India, the company supports businesses in focused verticals
Industrial Equipment & Heavy Machinery, Transportation & Mobility
and Healthcare & MedTech. With two decades of expertise in Mechanic
Engineering capabilities, the company has augmeed their prowess in

two lines of business in Digital & Data Engineering and Electronics «
Embedded Engineering for their customers. With a scalable outsourcin
and offshore model across 6 countries, a fagfrowing team of 2,646
employees, and longerm customer associations, the company
accelerates innovation and maximizes returns on R&D investments fo
its customers.

Onward Technologies provides services to 8 of the global top 1
AOOT i T OEGA J %-60 AT A v 1T &£ OEA
manufacturers. This gives it the unique ability to drive revenue growth
across Digital and ER&D business segments with Industti Equipment
and Heavy Machinery, Transportation & Mobility and Healthcare &
MedTech verticals, which implies that growth momentum would
continue in the longer run. We expect Onward Technologies to delive
strong revenue growth especially due to the inhenat scope for growth
across above business segments and verticals. We see revenues grow
at a 27% 5year CAGR to Rs.14,443 mn by FY 03/28E along wil
increases in gross, operating and net profit margins. We see a uniqt
opportunity in terms of investment as the company is known for its
reputation of generating a chunk of its revenues through repeat busines
from existing clients. The revenue increase is likely to be followed by
sharp improvement in profitability.

The company will continue to dedicate its commitment and support to
grow its business to further capitalize on digital services opportunities.
, AOOIl uh OEA Z£ZEOI 60 Ai1TOET OETC
infrastructure and develop its inrhouse capablities continues to be a
demonstration of its commitment to generate long term sustainable
growth for the Shareholders.

Investment Thesis

Onward Technologies is an attractive stock proposition as Digital &
Engineering R&D services are expected to drive rapid growth in its
revenues thereby generating higher profitability in the near future. The
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transition of the company from offering the traditional and legacy driven IT services busines:
to the Digital and Engineering R&D services business has already started to drive reven
growth along with a sharp recovery in margins (can be seen in Q1FY24stéts performance).
This shift from the legacy driven IT services business to digital and ER&D services busine
would ultimately reduce the share of legacy lower margin business and move the compar
to a higher margin business. The highly experienced ygbung management team of the
company has strategized in driving this business transformation to focus on new capabilitie:
The company generates business from existing clients and and along with that the focus al
lies on generating more business from newlients especially in the US and European market
(billing in terms of US Dollars). It also continues to generate revenue by offering services
India based global capability centers(GCCs) of global clients (billing in terms of India
Rupees).

The company, despite being in the competitive IT industry, is an expert and highly capable
providing Digital & Engineering R&D services. It will continue to generate higher revenue
and increase profitability due to solid demand for Digital & Engineerig R&D services all over
the world. The valuations for this company look decent considering what is possible in term
of growth in the next few years to come. Even though the stock might look expensive in tern
of price to earnings on a trailing twelvemonth basis, the expected rapid growth in EPS woulc
make the stock look attractive in terms of what is really possible in terms of EPS to t
achieved.

From a oneyear investment perspective, we see 15% upside for this stock. The company
unique in the fact that almost half of its revenues in the near future are expected to come
the form of services from Digital and the remaining half is expected tbe contributed by

Engineering Research and Development. Rising contribution from the Digital busines
segment will incrementally generate higher profitability and higher margins for the
AT T DPATUBO AOOET AOO8 4EAEO &#& UB%, Idue toltheir

business model and how they generate their revenue.

Impressive Growth in Revenues in the last 3 years; Q1FY2024 Results on a Strong
Footing: Net Profit shows sharp recovery

The revenue growth for Onward Technologies in the last 3 years has been quite impressiv
The company has achieved a thregear compound annual growth rate (CAGR) of 23% ir
revenues. Despite the impressive growth in revenues the net profit showed a decliivethe
FY2022-23. This was due to the ongoing capital expenditure and investment in huma
resources aimed at achieving impressive growth trajectory in terms of revenue as well as n
profit in the upcoming years.

The first quarter results have been very robust with revenues gaining growth momentun
with a 28% increase YoY and the net profit rose sharply by 803% (off a small base

compared to Q1FY2023). During the quarter, the company continued to experienc
substantial growth in its three focused verticals- Industrial Equipment & Heavy Machinery
contributed 53% followed by Transportation & Mobility at 35%, and Healthcare at 9% to the
total revenue. The Digital Services line of business contributed 37% to Q1FY24eaues. The
top 25 clients contributed 85% to the total revenue and the total global headcount reache
2,646 employees.
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Consolidated Financial Summary — Q1FY24

Particulars (in ¥ Crore) Q1FY24 Q4FY23 | QoQ Growth Q1FY23 | YoY Growth
Revenue from Operations 119.6 121.4 (1.4%) 93.7 27.7%
Other Income 2.6 1.7 51.5% 21 25.5%
Total Revenue 122.2 1231 (0.7%) 95.8 27.7%
EBITDA 14.5 141 2.9% 2.9 396.3%
EBITDA Margin (%) 12.1% 11.6% 51bps 3.1% 899bps
EBIT 1.2 10.8 3.7% 0.2) NM
EBIT Margin (%) 9.4% 8.9% 46bps NM NM
PBT 13.5 12.2 11.0% 1.5 779.3%
PBT Margin (%) 11.3% 10.0% 126bps 1.6% 964bps
PAT 10.9 7.2 50.3% 1.2 802.5%
PAT Margin (%) 9.1% 6.0% 313bps 1.3% 781bps
EPS () - Diluted 4.77 3.19 49.7% 0.53 799.9%
. . , ’onwar
Consolidated Financial Summary — Q1FY24 V4 hifrrs

(Figures in X Crore)

Revenue from Operations

!!

Q1FY23 Q4 FY23 Q1FY24

V 1.4% QoQ

A 27.7% Yoy

3.1%

Q1FY23

Q@4 FY23

A 29%aoq

Q1 FY24

A 396.3% Yoy

Q1FY23

Q4FY23

Q1FY24

A 11.0%qoQ
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Q1FY23

Q4 FY23

EBITDA & EBITDA % PBT & PBT % PAT & PAT %

Q1FY24

A 503% QoQ

A 302.5% Yoy

As seen the business contribution from ER&D segment amounts to 61% in Q1FY20
followed by 37% from Digital segment and 2% from IT services. The digital service
business segment revenue is expected to witness the highest growth amongst all tl
I OAOAI I
fact that the digital services all over the world are experiencing explosive growth rates
The growth momentum should continue for many years to come due to its nascent sta(

segmentsal 1 C

in the business life cycle.

xEOE ET AOAAOET ¢

AT 1 OOE
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Particulars Q1FY24  Q4FY23 ‘ Q1FY23 ‘
ER&D 61% 72% 74%

Revenue by Business (%) Digital 37% 20% 8%
TS 2% 8% 18%
- Industrial Equipment & Heavy Machinery 53% 56% 38%
 Transportation & Mobility 35% 31% 45%
Revenue by Industry (%) I
: Healthcare 9% 9% 6%
Others 3% 4% 1%
‘USA 39% 40% 36%
Revenue By Geography (%) Europe 12% 1% 13%
' India 49% 49% 51%
- Time & Material 90% 91% 82%
Revenue By Contract Type (%) . - ; ; -
: Fixed Time, Fixed Price 10% 9% 18%
Onsite 72% 74% 69%
Revenue By Engagement Model (%) !
| Offshore 28% 26% 31%

Commenting on the Q1FY24 results, Jigar Mehta, Managing Director, Onward
AAAETT1 1T CEAOh OAEAR O7A AOA bPI AAOGAA OI
continuous focus on execution and transformation journey. Despite macroeconomic
challenges, we repor ted revenue growth of 27.7% on a YoY basis and maintained a
double -digit EBITDA margin of 12.1%. One of the most remarkable achievements is
robust growth in our PAT, which grew by 9 times as compared to the previous year.
This demonstrates our long -term re lationships with customers and the dedication

of our talented team. Going forward, we remain focused on sustaining the growth
trajectory and maximizing value for our shareholders. We will continue to invest in
building capabilities and offshore expansiont o drive our future growth. | would like

to extend my sincere gratitude to our shareholders, customers, and employees for
OEAEO 0OOPDPI OO OEOI OCEI OO OEEO ET OOT1T Auso
The company had a solid Q1 ended June. They were able to produce rapid revenue gro\
ET AT T PAOEOIT O 1AOGO UAAOSO -BIDWO A deen
impressive despite a slowdowrnwitnessed in the IT Industry in India.

We therefore believe the company is a rapid growth and unique services offering busines
with a forecasted 5year EPS CAGR of 102% and a revenue CAGR of 27%. The CAGR E
102% is impressive, as we expect high growth rate to continue going forward. Ourther
valuations, the company is trading at an undervalued P/S of 1x and a very attractive F(
yield of 8% on FY2026E.

Leading IT Services company looks Compelling on Forward Estimates

/I'TxAOA 4AAETTITCEAO 60 A& OxAOA 07T% 1T £ p
expected growth that is possible in the next few years. Our valuations are also backed by
DCF assuming it reaches Rs.9,318 mn in revenue by FY26 at a 10.1% net profitgna

We initiate coverage on Onward Technologies with a price target of Rs. 692. Onwa
Technologies shares have risen 97% since January 2023, outperforming the BSE Sen
sharply. We believe Onward Technologies can deliver 27% revenue growth and rapi
expansia in net profit with a 102% CAGR over FY228, driving positive free cash flow
from FY25 onwards without draining much of the excess cash on balance sheet.
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Projected revenue in Rs million
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We view Onward Technologies as a unique combination of steady growing Engineering Ré
services segment and faster growing digital business segment. The digital services segm
is expected to drive margin expansion with higher profitability as the businesgrows
multifold.

Expertise in many Industry domains

ﬂ/ nwere

Diversified Business Lines

Platform services ‘ O New product design & QO Engineering O SW Development &
hardware, software development automation Maintenance
Connectivity solutions O Value engineering O Big data analytics Q Enterprise Applications
Product sustenance & 3 Virtual simulation 0 Cloud & DevOps O Data Management &
modernization O Manufacturing Q A/mL Reporting

Aftermarket support engineering O Digital with AR/VR O Testing & QA Services
Verification & O Technical publication O Enterprise Managed
validation Services

Revenue Share
FY23

Over the last few years, the company has strategically decided to focus on three service lir
Z Digital Services, Embedded & Electronics Engineering services and Mechani
Engineering services offered across three dedicated verticals Industrial Equipment &
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Heavy Machinery, Transportation & Mobility and Healthcare & MedTech. The US ai
Europe geographic regions along with digital services segment, and MedTech
Healthcare vertical is where maximum opportunities are expected to come for Onwari
Technologies gang forward. The growth from verticals of the business such as Industria
Equipment & Heavy Machinery and Transportation & Mobility will continue to be robust,
but as Healthcare and MedTech are new verticals they will witness faster growt
compared to other sectors. The company is highly competitive in the areas of Digite
Services segment and the Healthcare & MedTech sector and the growth is likely
accelerate in these areas. Infact, the areas of expertise for the company includes everyth
from coming up with the best possible design solutions to testing, and software
outsourcing. Onward Technologies continues to offer engineering solutions for thi
automotive industry. Some of the new software and embedded product developmer
areas within the automotiveinclude connected, autonomous, shared, electric mobility.

Onward Technologies, has a long history of serving global automotive OEMs as well
large Tier 1 organizations. The company has the right solutions to cater to the automotiv
ET AOOOOUGO AUl Ail EA Al CET AA Omilded sdlitighs ehghed
good quality work that translates requirements into innovative and quality products at
affordable costs and reduced delivery time.

Transportation and Mobility

Automotive and Rail Transportation

The company has decades of experience in providing engineering services supported
highly-skilled teams. They have expertise across embedded software solutior
(adaptive/classic AUTOSAR middleware stacks and bootloaders), ADAS, elect
connected vehices and functional safety topics of ISO 26262. Their excellence lies in hig
quality software, first-time right project delivery and cost engineering which ensures
value delivery.

Automotive Rail Transportation

% of Revenue (FY23 31% L20 i -
Wikt ol st e A - @5 Digital & IT Services
@~0f
% of Revenue (Q4FY23) 31% .
S O S 5 Embedded Electronics &
Overview Mechanical product engineering, Software Development
Embedded design, testing and
digital transformations services ) . . .
to both automotive and rail % Mechanical Engineering

transportation segments
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Industrial Equipment & Heavy Machinery

Heavy Equipment & Machinery and Mining

Onward Technologies developssolutions for equipment design and development
requirements of manufacturing companies like oil & gas, energy, water, steel, plastic, etc. a
off-highway companies like construction, agriculture, mining, road building, etc. They hav
end-to-end engineering capabilities, right from designing process flows to developing
drawings and manuals.

Industrial Equipment & Heavy Machinery

% of Revenue (FY23) 55%

Nl 2

w: Engineering Services

Overview DeIiverequipmentAdesign and o1 . :
development solutions for 5. Digital Transformation
Industrial Equipment & e
Manufacturers

Healthcare & MedTech

Medical Devices and Pharma

Onward Technologies delivers innovative solutions to pharma, life sciences, healthcare, a
medical equipment companies. They have capabilities to engineer uskiendly and
advanced technologyenabled medical devices that ensure better and faster positive
outcomes. They also enable their clients to become more patieoéntric through digital
information solutions and supply chain innovations. This is a new and fagfrowing business
area that the company is focused on and they continue to make investmentsr f
strengthening their competencies.
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Healthcare & MedTech

Medical Devices

% of Revenue (FY23) 8%

Nl i i i R e Y

Overview Verticals serviced include

pharma, life sciences, healthcare,

and medical equipment
companies

Revenue Metrics

Revenue by Industry

FY21

B Others
Healthcare
¥ Transportation & Mobility
Industrial Equipment & Heavy Machinery

(@
57

lewt

ls &3

Revenue by Business

ER&D

Digital

ITS

=

Pharma

Product Development

and Sustaining

Manufacturing

Engineering & Quality

Regulatory

Compliance & Clinical

Application
Software & Digital

Revenue by Geography

India

FY22

mUSA
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Strategic Focus has changed Revenue Mix and shown Gross Margin Improvement for
Onward Technologies

In the past the company was generating revenues from Mechanical Engineering segment frc
Indian and Global markets and the traditional IT Services business was coming from only tt
Indian clients. Nationalized Banks in India were contributing to the chunkf the revenues in
the past for Onward Technologies. The company strategized to change this revenue mix frc
the traditional business to the more innovative and dynamic Digital & Engineering R&L
business (New Business). In FY20167 100% of the business wa generated from the
traditional business of the company. The strategic move paid off, as in FY2018, the Digital
& ER&D business increased its contribution to 56% with an improvement in every yea
thereon. In FY202223 its contribution increased to 93% with only 7% contribution from
traditional business. The company now plans to exit the traditional business completely i
the near future with focus on the Digital and ER&D business only.

What has changed?

‘s8> Legacy Business

Revenue Mix

4% 4% 4%  30%

0 Transitioning IT services clients to Digital services
with focus on Digital and ER&D business

0 Shifted focus from India accounts to Global accounts

0 Built capabilities in Embedded Software

O Multi-year, multi-million dollar marquee client
engagements with an offshore focus

Change in business mix from Legacy to New
0 Key focus verticals include Transportation & Mobility,
Industrial Equipment & Heavy Machinery, Healthcare

& MedTech

FY17 FY18 FY19 FY20 Fy2l FY22 FY23 O New Business has grown at 25% CAGR (FY18-FY23)

0 Focus on Mechanical engineering in Indian and
Global markets along with T support services to
Indian accounts

0 Banking Industry was the main revenue vertical
supporting Nationalized Banks in India

a Invested in building capabilities in Mechanical
Engineering services with CoE in Pune

0 Opening subsidiaries in USA & Germany

Legacy Business M New Business

@ Legacy IT business Digital ER&D Business @
@ Commoditized Low Margins Move Towards High Margin Business A\
Q Horizontal Focused Specific Vertical Focused ®

As the contribution from the digital services business segment grows significantly to th
overall business of the company, margin expansion remains an obvious possibility. The gro
profit margin will increase as the company generates more revenue from tragital services
domain. This along with increasing revenues due to the sheer number of industry vertical
being catered to would tend to leverage the talent and extract higher realizations fo
incremental services being offered to ultimately improve thegross margin for the company.
The operating margins should also increase as the selling, general and administrati
expenses would tend to stabilize in comparison to the revenue that would tend to increase |
significantly. The overall effect of increasen gross and operating margins would tend to
ET ACAAGA OEA TAO pPOT £ZEO | AOCET & O OEA
business into a relatively high profit margin territory and further increase the earnings per
share going forward and help inachieving the aim of sustained profitable growth for
shareholders. The chart below shows the improvement in gross margin due to change
revenue mix of the company from FY201-48 to FY202223. Business has moved to a more
vertical focused approach.
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Leading to Gross Margin Movement

Reflecting Change in Business Mix

FY19 FY20 FY21 FY22

Legacy Business Gross Margin B New Business Gross Margin

The Way Forward for Onward Technologies: Focus on Increasing Repeat Business
which can improve EBITDA and PAT Margins

Over the years, the company has built strong ties with its renowned clientele, resulting il
repeat orders. A significant portion of the revenue comes from Global 2000 clients. Tt
company has prioritized longterm contracts and recurring revenue, thereby gnerating
robust revenue streams. The company has developed a strategy to focus on existi
customers that have the capability to generate higher revenue in the near future. It will ai
Onward Technologies in achieving rapid revenue growth going forward a@halso in
improving their margins further. The company has identified the large potential that exists
in the overseas markets of the US and Europe and continues to focus on generating lar
revenue from these markets in order to deliver on rapid revenue rgwth and sharp
improvement in margins.

The management team has extensive expertise in a wide variety of business fields. T
majority of the revenues come from two industry verticals: transportation & mobility,
which includes automotive & rail transportation, and industrial equipment & heavy
machinery. The young but highly experienced management continues to hire people wit
an experienced background with proven on ground experience who are focused c
execution, delivery and customer satisfaction. The company's digital line of busines
which is the primary and largest investment area, continues to see very strong tractior
with rapidly increasing contribution to the revenue. The overall strategy is to implement
its digital capabilities across all its client verticals by focusing on complex as Wels more
profitable Digital & Engineering R&D services businesses. The company has also inves
heavily in the Healthcare vertical which contributes approximately 9% to the revenues ir
the 1st quarter of FY202324. The Healthcare vertical is expected teontribute to the
revenues in terms of faster growth for Onward Technologies going forward, as it ha
tremendous potential across the globe.
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In the above chart we can see the EBITDA margins have declined from 8.05%
FY201819 to 6.19% in FY202223. Similarly, the PAT margin has declined fromr
7.7% in FY202122 to 2.6% in FY202223. A sharp increase in employees billed ir
dollar terms from 84 in FY18 to 463 in FY23, on the back of strong demand for nev
age technologies and the launch of Talent Acceleration Program incurred highe
training costs on freshers were the main reasons for decline in margins. Cos
usually get streamlined after the traning period of the employees and then the
margins start showing improvement which can be seen in the recent Q1 result
With the chunk of the investment in employees now done by the company acros
domains and verticals, we expect consistent gross, operatjin EBITDA and net
profit margin improvement over FY2328, with the net profit margin reaching
12.1% by FY28 from 2.6% in FY2023. This is largely driven from rising contributior
of digital services. Engineering services segment is expected to deliver dece
revenue growth in comparison to rapid growth from the digital services.
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