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Onward Technologies (ONWARDTEC: NSE) is a software outsourcing 
company specializing in Digital and Engineering Research & 
Development (ER&D) services. The company has global presence in 
North America & Europe, and state-of-the-art offshore delivery centres 
(ODC) in India, the company supports businesses in focused verticals of 
Industrial Equipment & Heavy Machinery, Transportation & Mobility 
and Healthcare & MedTech. With two decades of expertise in Mechanical 
Engineering capabilities, the company has augmented their prowess in 
two lines of business in Digital & Data Engineering and Electronics & 
Embedded Engineering for their customers. With a scalable outsourcing 
and offshore model across 6 countries, a fast-growing team of 2,646 
employees, and long-term customer associations, the company 
accelerates innovation and maximizes returns on R&D investments for 
its customers.  
 
Onward Technologies provides services to 8 of the global top 10 
ÁÕÔÏÍÏÔÉÖÅ /%-ȭÓ ÁÎÄ υ ÏÆ ÔÈÅ ÇÌÏÂÁÌ ÔÏÐ ρπ ÉÎÄÕÓÔÒÉÁÌ ÅÑÕÉÐÍÅÎÔ 
manufacturers. This gives it the unique ability to drive revenue growth 
across Digital and ER&D business segments with Industrial 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 deliver 
strong revenue growth especially due to the inherent scope for growth 
across above business segments and verticals. We see revenues growing 
at a 27% 5-year CAGR to Rs.14,443 mn by FY 03/28E along with 
increases in gross, operating and net profit margins. We see a unique 
opportunity in terms of investment as the company is known for its 
reputation of generating a chunk of its revenues through repeat business 
from existing clients. The revenue increase is likely to be followed by a 
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. 
,ÁÓÔÌÙȟ ÔÈÅ ÆÉÒÍȭÓ ÃÏÎÔÉÎÕÉÎÇ ÉÎÖÅÓÔÍÅÎÔ ÔÏ ÅÎÈÁÎÃÅ ÉÔÓ ÔÅÃÈÎÏÌÏÇÙ 
infrastructure and develop its in-house capabilities 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 business 
to the Digital and Engineering R&D services business has already started to drive revenue 
growth along with a sharp recovery in margins (can be seen in Q1FY24 results performance). 
This shift from the legacy driven IT services business to digital and ER&D services business 
would ultimately reduce the share of legacy lower margin business and move the company 
to a higher margin business. The highly experienced yet young management team of the 
company has strategized in driving this business transformation to focus on new capabilities. 
The company generates business from existing clients and and along with that the focus also 
lies on generating more business from new clients especially in the US and European markets 
(billing in terms of US Dollars). It also continues to generate revenue by offering services to 
India based global capability centers(GCCs) of global clients (billing in terms of Indian 
Rupees). 
 
The company, despite being in the competitive IT industry, is an expert and highly capable in 
providing Digital & Engineering R&D services. It will continue to generate higher revenues 
and increase profitability due to solid demand for Digital & Engineering R&D services all over 
the world. The valuations for this company look decent considering what is possible in terms 
of growth in the next few years to come. Even though the stock might look expensive in terms 
of price to earnings on a trailing twelve-month basis, the expected rapid growth in EPS would 
make the stock look attractive in terms of what is really possible in terms of EPS to be 
achieved. 
 
From a one-year investment perspective, we see 15% upside for this stock. The company is 
unique in the fact that almost half of its revenues in the near future are expected to come in 
the form of services from Digital and the remaining half is expected to be contributed by 
Engineering Research and Development. Rising contribution from the Digital business 
segment will incrementally generate higher profitability and higher margins for the 
ÃÏÍÐÁÎÙȭÓ ÂÕÓÉÎÅÓÓȢ 4ÈÅÉÒ &#& ÙÉÅÌÄ ÏÎ &9ςφÅ ÉÓ ÁÌÓÏ ÆÏÒÅÃÁÓÔÅÄ ÔÏ ÂÅ 8%, due to their 
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 impressive. 
The company has achieved a three-year compound annual growth rate (CAGR) of 23% in 
revenues. Despite the impressive growth in revenues the net profit showed a decline in the 
FY2022-23. This was due to the ongoing capital expenditure and investment in human 
resources aimed at achieving impressive growth trajectory in terms of revenue as well as net 
profit in the upcoming years.  
 
The first quarter results have been very robust with revenues gaining growth momentum 
with a 28% increase YoY and the net profit rose sharply by 803% (off a small base as 
compared to Q1FY2023). During the quarter, the company continued to experience 
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 Q1FY24 revenues. The 
top 25 clients contributed 85% to the total revenue and the total global headcount reached 
2,646 employees. 
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As seen the business contribution from ER&D segment amounts to 61% in Q1FY2024 
followed by 37% from Digital segment and 2% from IT services. The digital services 
business segment revenue is expected to witness the highest growth amongst all the 
segments alÏÎÇ ×ÉÔÈ ÉÎÃÒÅÁÓÉÎÇ ÏÖÅÒÁÌÌ ÃÏÎÔÒÉÂÕÔÉÏÎ ÔÏ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÂÕÓÉÎÅÓÓ ÄÕÅ ÔÏ ÔÈÅ 
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 stage 
in the business life cycle. 
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Commenting on the Q1FY24 results, Jigar Mehta, Managing Director, Onward 
4ÅÃÈÎÏÌÏÇÉÅÓȟ ÓÁÉÄȟ Ȱ7Å ÁÒÅ ÐÌÅÁÓÅÄ ÔÏ ÒÅÐÏÒÔ ÁÎÏÔÈÅÒ ÓÔÒÏÎÇ ÑÕÁÒÔÅÒ ÄÒÉÖÅÎ ÂÙ ÏÕÒ 
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 expansion t o drive our future growth. I would like 
to extend my sincere gratitude to our shareholders, customers, and employees for 
ÔÈÅÉÒ ÓÕÐÐÏÒÔ ÔÈÒÏÕÇÈÏÕÔ ÔÈÉÓ ÊÏÕÒÎÅÙȢȱ 
 
The company had a solid Q1 ended June. They were able to produce rapid revenue growth 
ÉÎ ÃÏÍÐÁÒÉÓÏÎ ÔÏ ÌÁÓÔ ÙÅÁÒȭÓ ÑÕÁÒÔÅÒȢ 4ÈÅ 9Ï9 ÇÒÏ×ÔÈ ÆÏÒ &9ςπςς-23 has also been 
impressive despite a slowdown witnessed in the IT Industry in India. 
 
We therefore believe the company is a rapid growth and unique services offering business, 
with a forecasted 5-year EPS CAGR of 102% and a revenue CAGR of 27%. The CAGR EPS of 
102% is impressive, as we expect high growth rate to continue going forward. On further 
valuations, the company is trading at an undervalued P/S of 1x and a very attractive FCF 
yield of 8% on FY2026E.  
 
Leading IT Services company looks Compelling on Forward Estimates  
/Î×ÁÒÄ 4ÅÃÈÎÏÌÏÇÉÅÓ ȭÓ ÆÏÒ×ÁÒÄ 0Ⱦ% ÏÆ ρςØ ÏÎ &9 ςπςφ ÅÓÔÉÍÁÔÅÓ ÌÏÏËÓ ÃÈÅÁÐ ÇÉÖÅÎ ÔÈÅ 
expected growth that is possible in the next few years. Our valuations are also backed by a 
DCF assuming it reaches Rs.9,318 mn in revenue by FY26 at a 10.1% net profit margin.  
 
We initiate coverage on Onward Technologies with a price target of Rs. 692. Onward 
Technologies shares have risen 97% since January 2023, outperforming the BSE Sensex 
sharply. We believe Onward Technologies can deliver 27% revenue growth and rapid 
expansion in net profit with a 102% CAGR over FY23-28, driving positive free cash flow 
from FY25 onwards without draining much of the excess cash on balance sheet.  
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We view Onward Technologies as a unique combination of steady growing Engineering R&D 
services segment and faster growing digital business segment. The digital services segment 
is expected to drive margin expansion with higher profitability as the business grows 
multifold.  
 
Expertise in many Industry domains  
 

 
 
Over the last few years, the company has strategically decided to focus on three service lines 
ɀ Digital Services, Embedded & Electronics Engineering services and Mechanical 
Engineering services offered across three dedicated verticals - Industrial Equipment & 
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Heavy Machinery, Transportation & Mobility and Healthcare & MedTech. The US and 
Europe geographic regions along with digital services segment, and MedTech & 
Healthcare vertical is where maximum opportunities are expected to come for Onward 
Technologies going forward. The growth from verticals of the business such as Industrial 
Equipment & Heavy Machinery and Transportation & Mobility will continue to be robust, 
but as Healthcare and MedTech are new verticals they will witness faster growth 
compared to other sectors. The company is highly competitive in the areas of Digital 
Services segment and the Healthcare & MedTech sector and the growth is likely to 
accelerate in these areas. Infact, the areas of expertise for the company includes everything 
from coming up with the best possible design solutions to testing, and software 
outsourcing. Onward Technologies continues to offer engineering solutions for the 
automotive industry. Some of the new software and embedded product development 
areas within the automotive include connected, autonomous, shared, electric mobility.  
 
Onward Technologies, has a long history of serving global automotive OEMs as well as 
large Tier 1 organizations. The company has the right solutions to cater to the automotive 
ÉÎÄÕÓÔÒÙȭÓ ÄÙÎÁÍÉÃ ÅÎÇÉÎÅÅÒÉÎÇ ÁÎÄ ÄÅÓÉÇÎ ÎÅÅÄÓȢ 4ÈÅÉÒ ÖÁÌÕÅ-added solutions ensure 
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 by 
highly-skilled teams. They have expertise across embedded software solutions 
(adaptive/classic AUTOSAR middleware stacks and bootloaders), ADAS, electric, 
connected vehicles and functional safety topics of ISO 26262. Their excellence lies in high-
quality software, first-time right project delivery and cost engineering which ensures 
value delivery. 
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Industrial Equipment & Heavy Machinery  
Heavy Equipment & Machinery and Mining  
Onward Technologies develops solutions for equipment design and development 
requirements of manufacturing companies like oil & gas, energy, water, steel, plastic, etc. and 
off-highway companies like construction, agriculture, mining, road building, etc. They have 
end-to-end engineering capabilities, right from designing process flows to developing 
drawings and manuals. 
 

 
 
 
 
Healthcare & MedTech  
Medical Devices and Pharma  
Onward Technologies delivers innovative solutions to pharma, life sciences, healthcare, and 
medical equipment companies. They have capabilities to engineer user-friendly and 
advanced technology-enabled medical devices that ensure better and faster positive 
outcomes. They also enable their clients to become more patient-centric through digital 
information solutions and supply chain innovations. This is a new and fast-growing business 
area that the company is focused on and they continue to make investments for 
strengthening their competencies. 
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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 from 
Indian and Global markets and the traditional IT Services business was coming from only the 
Indian clients. Nationalized Banks in India were contributing to the chunk of the revenues in 
the past for Onward Technologies. The company strategized to change this revenue mix from 
the traditional business to the more innovative and dynamic Digital & Engineering R&D 
business (New Business). In FY2016-17 100% of the business was generated from the 
traditional business of the company. The strategic move paid off, as in FY2017-18, the Digital 
& ER&D business increased its contribution to 56% with an improvement in every year 
thereon. In FY2022-23 its contribution increased to 93% with only 7% contribution from 
traditional business.  The company now plans to exit the traditional business completely in 
the near future with focus on the Digital and ER&D business only.  
 

 
 
As the contribution from the digital services business segment grows significantly to the 
overall business of the company, margin expansion remains an obvious possibility. The gross 
profit margin will increase as the company generates more revenue from the digital services 
domain. This along with increasing revenues due to the sheer number of industry verticals 
being catered to would tend to leverage the talent and extract higher realizations for 
incremental services being offered to ultimately improve the gross margin for the company. 
The operating margins should also increase as the selling, general and administrative 
expenses would tend to stabilize in comparison to the revenue that would tend to increase in 
significantly. The overall effect of increase in gross and operating margins would tend to 
ÉÎÃÒÅÁÓÅ ÔÈÅ ÎÅÔ ÐÒÏÆÉÔ ÍÁÒÇÉÎ ÆÏÒ ÔÈÅ ÃÏÍÐÁÎÙȢ 4ÈÉÓ ÅÆÆÅÃÔ ×ÏÕÌÄ ÂÒÉÎÇ ÔÈÅ ÃÏÍÐÁÎÙȭÓ 
business into a relatively high profit margin territory and further increase the earnings per 
share going forward and help in achieving the aim of sustained profitable growth for 
shareholders. The chart below shows the improvement in gross margin due to change in 
revenue mix of the company from FY2017-18 to FY2022-23. Business has moved to a more 
vertical focused approach.  
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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 in 
repeat orders. A significant portion of the revenue comes from Global 2000 clients. The 
company has prioritized long-term contracts and recurring revenue, thereby generating 
robust revenue streams. The company has developed a strategy to focus on existing 
customers that have the capability to generate higher revenue in the near future. It will aid 
Onward Technologies in achieving rapid revenue growth going forward and also 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 larger 
revenue from these markets in order to deliver on rapid revenue growth and sharp 
improvement in margins.  
 
The management team has extensive expertise in a wide variety of business fields. The 
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 with 
an experienced background with proven on ground experience who are focused on 
execution, delivery and customer satisfaction. The company's digital line of business, 
which is the primary and largest investment area, continues to see very strong traction 
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 well as more 
profitable Digital & Engineering R&D services businesses. The company has also invested 
heavily in the Healthcare vertical which contributes approximately 9% to the revenues in 
the 1st quarter of FY2023-24. The Healthcare vertical is expected to contribute to the 
revenues in terms of faster growth for Onward Technologies going forward, as it has 
tremendous potential across the globe. 
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In the above chart we can see the EBITDA margins have declined from 8.05% in 
FY2018-19 to 6.19% in FY2022-23. Similarly, the PAT margin has declined from 
7.7% in FY2021-22 to 2.6% in FY2022-23. A sharp increase in employees billed in 
dollar terms from 84 in FY18 to 463 in FY23, on the back of strong demand for new-
age technologies and the launch of Talent Acceleration Program incurred higher 
training costs on freshers were the main reasons for decline in margins. Costs 
usually get streamlined after the training period of the employees and then the 
margins start showing improvement which can be seen in the recent Q1 results. 
With the chunk of the investment in employees now done by the company across 
domains and verticals, we expect consistent gross, operating, EBITDA and net 
profit margin improvement over FY23-28, with the net profit margin reaching 
12.1% by FY28 from 2.6% in FY2023. This is largely driven from rising contribution 
of digital services. Engineering services segment is expected to deliver decent 
revenue growth in comparison to rapid growth from the digital services. 
 
 


