SECTOR UPDATE

IT SERVICES
Q1FY22 preview: expect a strong start to FY22E
= We expect robust Q1FY22 marked by QoQ dollar revenue growth of

1.5% to 11.4%; wage revision to impact operating margins

= Amid supply challenges, attrition and operating margin defense will be
a key monitorable for Q1FY22

= We stay optimistic on IT services sector on back of pandemic induced
multiyear tech refresh cycle. Prefer TCS, HCLT, TECHM, LTI.

Expect strong start to FY22E: We expect Q1FY22 to set a strong start to FY22E
as we forecast an average QoQ USD growth of 4.2% (excluding Coforge) in our
coverage. We expect 1.5% to 9.1% QoQ dollar revenue growth for large cap IT
players. Wipro will lead with 9.1% QoQ dollar revenue growth aided by ~700bps
inorganic revenues. We expect mid-caps to report sequential dollar revenue growth
of 3.3% to 11.4% with Coforge at leading end and LTI at bottom end. Coforge’s
revenue performance will be aided by consolidation of SLK Global.

Wage revision to impact operating margin: IT players are returning to normal
wage revision cycle after pandemic led aberration in FY21. Q1FY22 will have full or
partial impact of wage revision for IT companies under our coverage except for
HCLT, Mphasis and Persistent. We expect an average 140 bps QoQ EBIT margin
decline for our coverage universe because of salary hikes, supply constraint and
rising attrition. Six companies are giving second round of wage hikes after 1st round
since Sep’20 qtr. Companies are ramping up hiring as demand environment heats
up, causing talent cost to shoot up.

Expect unchanged FY22 guidance: As stated by Accenture too (IT Services -

Sector Update 24Jun21.pdf), demand environment continues to be robust driven by
multi-year technology refresh cycle. We expect largely unchanged FY22 growth
guidance from IT companies. The growth will be driven by large outsourcing
opportunity, demand for hyperscaler cloud stacks and cyber-security. Cloud part of
the business will continue of grow at a much faster pace vs. the total business.
WPRO and HCLT joined peers with separate cloud business set up in last quarter.
We expect the trend of larger volume of smaller deal TCVs to continue from
Q4FY21.

Key things to watch out: 1) Amid supply challenges attrition and operating margin
defense will be a key monitorable for Q1FY22, 2) large deal wins and (3)
manufacturing and BF S| vertical demand trend.
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Recommendation snapshot

Ticker Price Target Rating
HCLT IN 980 1,190 BUY
LTIIN 4,047 4710 BUY
MPHL IN 2114 1580 SELL
PSYS IN 2,904 1340 SELL
TCSIN 3321 3,780 BUY
TECHM IN 1,075 1,190 BUY

Price & Target in Rupees | Price as of 5 Dec 2021


https://www.barodaetrade.com/Reports/ITServices-SectorUpdate24Jun21-Research.pdf
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TCS’ main focus in FY22 will be to gain market share (similar to Accenture), as we
believe it will continue to be the prime beneficiary of vendor consolidation. For TCS,
a majority of the 4% USD sequential expected growth in Q1FY22 is likely to come
from the BFSI vertical, as BFSI TCV stood at US$3.9bn in Q4FY21. The life
sciences and retail verticals should also do well. We expect a limited impact of
100bps on EBIT margin from salary hikes as TCS will turn to levers like: sub-
contracting, offshoring and pyramid optimization to reign in the margin decline.

For Infosys, we expect 4% QoQ USD growth and ~200bps impact on the margin
due to compensation hike in Q4FY21 flowing through in Q1FY22 and rising
attrition. Infosys had industry high attrition of 15.2% in Q4FY21. Similar trend is
likely to repeat in FY22.

We estimate Wipro to grow 9.1% QoQ USD. WPRO had guided for 2-4% growth
QoQ outside Capco and Ampion acquisition. BFSI will lead growth because of
Capco acquisition. Europe will continue to be strong for WPRO on the back of
strong deal wins through FY21 in the region. We expect 300bps QoQ impact on
margin due to supply side pressure building up, costs from Capco acquisition and
salary hikes for senior management (for the rest 80%, salary hike was done in
Q4FY21).

We estimate HCLT to grow by a moderate 1.5% QoQ USD. Engineering services is
expected to perform better. Manufacturing is expected to bounce back with 8 out of
19 large deals coming from the vertical in Q4. We expect muted EBIT margin
impact of 80bps as the wage hikes will start from July on.

We are expecting a decent growth of 3.1% QoQ USD for TECHM, led by enterprise
as communication vertical might face some seasonality effects. EBIT margin will be
impacted by 300bps because of first wage hike since FY21, visa cost and
seasonality.

For LTI, we expect robust growth of 3.3% QoQ because of Injezat deal ramp-up. In
Q1, we expect 320bps impact on margin due to transition costs from deal ramp-up,
increased hiring (similar to Q4FY21), salary hike and investment in sales and
marketing.

We expect Coforge to show industry leading growth of 11.4 QoQ USD (including
full effect of SLK Global acquisition). Organic growth will be led by BFS and green
shoots in travel. We expect ~86bps impact from wage hike, increased hiring, offset
partially by better margin of SLK Global. Executable order book is also expected to
be strong as travel continues to recover.

MTCL is estimated to grow by 5.4% driven by RCPG, technology and BFSI.
Operating margin is expected to be impacted by 90bps due to visa costs,
headcount addition and rise in cost of digital talent.

For Mphasis we expect a growth of 4% QoQ USD, driven primarily by Direct
business as DXC continues to weaken. BCM will recover QoQ. We expect margins
to expand by 70bps as no wage hikes are intended for the quarter.
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= For eclerx we expect a growth of 1.7% QoQ USD as there will be some
seasonality impact in first quarter. eClerx is also expecting double digit growth in
FY22, driven by last two quarters of good growth (lack of any roll offs). Full impact
of Personiv acquisition has already materialized in Q3 and Q4FY21. Also,
H1FY21’s depressed performance (0.8% revenue decline) will also help FY22
growth. We expect 180bps wage hike (mid-single digit) impact on margins.

Fig 1 - Q1FY22 estimates

compmy Sporues | gt | cogot | gt cor Moot | | g gomt
QoQ YoY (%) QoQ YoY QoQ YoY (Rs mn) QoQ YoY
IT Services companies
TCS 6,227 4.0 231 35 259 119,854 21 325 (100) 230 95,744 3.2 358
INFO 3,757 4.0 204 3.8 225 62,935 (2.3) 16.7 (197) (28) 52,601 3.6 21.0
WPRO* 2,383 91 223 8.9 17.9 32,182 (5.8) 220 (300) 40 28,370 (4.6) 243
HCLT 2,736 1.5 16.1 12 19.5 39,650 (0.4) 8.3 (80) (100) 30,688 3.0 45
TECHM 1,371 31 13.6 28 13.5 13,773 (14.1) 50.1 (300) 340 11,403 9.2 19.3
LTI 462 33 184 3.0 16.2 5,570 (12.0) 8.4 (320)  (120) 5081  (69) 220
MPHL 356 4.0 17.3 35 16.7 4,427 9.2 235 70 110 3,434 8.4 249
MTCL 304 54 20.0 5.2 17.7 3,989 20 52.2 (90) 390 3,056 (3.7) 436
PSYS 162 59 235 5.6 13.6 1,670 14.0 62.3 43 320 1,279 (7.2) 421
COFORGE 192 114 374 115 12.8 1,822 6.0 49.3 (86) 122 1,685 226 1033
ECLX 65 1.7 44.8 1.1 259 1,271 (2.7) 92.3 (180) 620 957 (2.6) 84.6

Source: BOBCAPS Research | CC - Constant Currency, * Overall

Fig 2 - Q1FY22 Currency movement

Exchange rate Jun'20 Mar'21 Jun'21 QoQ (%) YoY (%)
USD/INR

Average 75.4 729 736 1.0 (2.4)
Close 755 726 742 2.2 (1.7)
Euro/USD

Average 1.1 1.20 1.21 0.5 9.3
Close 1.12 1.18 1.19 0.9 6.4
GBP/USD

Average 1.24 1.38 1.40 1.7 13.0
Close 1.24 1.37 1.39 1.6 119

Source: BOBCAPS Research
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Fig 3 — Change in EPS estimates because of currency adjustments for Q1FY22

FY22E FY23E
Re) Old New  Change (%) Old New  Change (%)
TCS 1176 116.1 (1.2) 135.0 134.9 0.0
INFO 55.6 56.1 1.0 59.0 59.6 1.0
WPRO* 20.2 20.3 0.5 248 246 (0.9)
HCLT 54.8 54,2 (1.2) 63.3 62.9 (0.6)
TECHM 64.1 634 (1.0) 76.1 75.7 (0.5)
LTI 132.2 1323 0.1 154.9 155.3 0.3
MPHL 80.0 80.3 04 93.6 94.5 1.0
MTCL 88.8 88.3 (0.6) 927 929 0.2
PSYS 63.0 64.3 2.2 69.6 69.6 0.0
COFORGE 132.1 131.3 (0.6) 163.2 163.3 0.1
ECLX 121.0 120.3 (0.6) 135.0 135.1 0.0

Source: BOBCAPS Research | * Overall
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 30 June 2021, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 44 have BUY ratings, 7 have HOLD ratings, 17 are
rated ADD*, 4 are rated REDUCE* and 23 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific
recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various
subsidiaries engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. 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. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not 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
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS'’s clients. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or
recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for
all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as
such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies
discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform
investment banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these
companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
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BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed in
Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of
publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based
on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in
respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a
merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant
banking or brokerage services from the subject company in the past 12 months.

EQUITY RESEARCH 6 06 July 2021



