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IT SERVICES Q1FY25 Preview

Earnings cycle to turn up? Too early to call, in our view
= After multiple quarters of earnings downgrades, 1QFY25 will likely see a
pause. We think it is too early to call if the cycle has turned up for good

= Commentary from players indicates growth upturn is unlikely in FY25.

Consensus assumes it will happen in FY26. We think the odds are even.

= We expect better QoQ growth on an aggregate basis, which we believe

is in the price. We will be reinitiating coverage on the sector soon.
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Demand commentary: We expect the demand commentary to be largely like what
we have heard in the last few quarters. Need to see if customers are becoming
increasingly wary of changes in economic policies due to changes/likely changes in
governments in various parts of the world — the US, the UK, France, etc. We do not
expect any change in the guidance given by INFO and HCLT either on revenue or
on margins post 1QFY25.

Contrasting narratives: The market is grappling with two contrasting narratives (1)
a sharp demand upturn in FY26 (backed by a US soft-landing scenario) and (2) a
‘slower-for-much-longer’ situation under a not-so-soft-landing. We think a new US
presidency under Donald Trump (seems likely at this stage) could lead to greater
uncertainty in 1THCY25.

US economy: The US economy has been very resilient thus far despite high
interest rates, helped by excess household savings from the pandemic and a looser
fiscal stance by the US government. But the latest economic data is pointing to
weakness.

IT spends: IT spending has broadly held up in this environment and grown at a
muted pace in 2022, 2023 and 1H2024. Growth has slowed materially for India’s IT
services sector compared to the pandemic frenzy, but it has not felt significant pain
yet.

Gen Al and Productivity: There still is no sign that discretionary spending is making
a decisive comeback. Enterprise Generative Al uptake has been slow. We will watch
for commentary if that is eating into other IT services spend. It remains to be seen if
the ‘surround services’ business needs to be compressed to generate savings for
the Gen Al initiatives. Different players have given out different numbers regarding
the extent of productivity increase due to Gen Al — from 10-15% to as much as 30-
40%. The bigger question is how much is retained by the vendors and how much is
passed on to customers.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report.
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Growth trajectory mixed: We believe the trajectory of growth in FY25 is likely to be
mixed, with players like INFO likely to see a strong 1H while others see a relatively
stronger 2HFY25.

Mega deal activity: Mega deal activity seems muted for the sector since Sep’23. We
think total contract value (TCV) for players will be broadly at average levels. The large
deal activity does not seem to be translating into revenue due to (1) higher tenure of
deals, (2) compression in the existing book of business. We need to see if the leakage
in the existing book has slowed.

The BFS, Telecom, Hi Tech and Retail sectors have generally been weaker than the
rest in the last 12-24 months. We think most of these sectors have probably hit a
temporary bottom and may not show further deterioration.

Margin: We think the utilisation and subcontractor cost levers have broadly played out
for most players in FY24. The start of cost take-out projects won in FY24 will require
upfront investments. Plus, Visa charges have been hiked by the US government and
that will likely show up in 1QFY25 assuming the number of visas applied for remain the
same. However, margins will play out differently for different players as the salary
cycles were changed quite a bit in FY24 with the increments being pushed back by as
much as three to six months. The timing and extent of salary increases is a key
monitorable. There has been discussion around value-based pricing by various players,
and we need to see if players are able to extract that, and also the cost-of-living
adjustment-related (COLA) changes based on the higher cost of living in developed
countries.

Hiring: On the hiring front we expect companies to be in pause mode even in 1QFY25,
with no material addition expected. At the same time, we do not think there is going to
be a net material cut in employees for the industry in the current quarter unlike in past
quarters.

Are GCCs structural threats?: The buzz around global capability centres (GCCs) has
been high during the last 12-24 months with a large net employee addition being
discussed when IT services players have been shedding staff. While GCCs have been
around in some form or other in the last three decades, their role in the IT services
context has waxed and waned. Recent commentary indicates that these have become
much more central and critical to developed market customers than they have been in
the past decades. To that extent the question to be asked is whether GCCs are eating
into the outsourcing opportunity.

Expectations around revenue growth in FY25: While the general expectation has
been that FY25 is going to be a better year than FY24, the guidance given by INFO and
HCLT and the commentary from various global players indicates that it will likely be at
best similar and more likely worse.
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Fig 1 — Summary of financial performance by Indian IT services industry for 1QFY25

1QFY25E .
QoQCC US$ revenue growth (%) EBIT Margin (%)

Company Name Revenue ’ ’

US$ mn Growth (%) QoQ YoY 1QFY24 4QFY24 1QFY25E

TCS 7,436 15 1.0 29 232 26.0 240

Infosys 4,655 25 2.0 0.8 20.8 20.1 2041

HCLT 3,351 (2.0) (2.3) 47 17.0 176 174

Wipro 2,623 (0.5) (1.3) (5.6) 15.1 15.9 16.2

Tech Mahindra 1,550 1.0 0.1 (3.2) 6.8 74 79

LTI Mindtree 1,087 2.0 1.6 2.7 16.7 14.7 154

Mphasis 418 20 1.8 5.0 154 14.9 15.2

Persistent Systems 326 5.0 49 15.3 14.9 145 14.0

Coforge 290 1.9 1.2 6.8 115 14.4 10.9

Birlasoft 167 20 1.7 8.6 136 14.7 14.8

Zensar 150 15 1.0 02 15.3 14.6 14.7

Source: Company, BOBCAPS Research

Fig2 -TCS

QoQ YoY
1QFY24 4QFY24 1QFY25E growth (%) growth (%) Comments

Revenue (US$ mn) 7.2 74 74 1.0% 2.9% Had an exceptional FY24 with TCV up 25% (a decline of 1% in
FY23). Expect US$ 9bn-11bn TCV in 1QFY25.

Revenue (Rs bn) 594 612 620 1.2% 4.4% TCS had been sounding incrementally positive on the BFSI vertical.
Need to see if that is playing out.

EBIT (Rs bn) 138 159 149 6.5% 8.3% Had a better-than-expected margin performance in FY24 due to
significant subcontractor cost compression. That may be a mild
headwind in FY25.

PAT (Rs bn) 111 124 115 -1.1% 4.3%

Compression of existing book of business has been a key issue
] with TCS with clients curtailing projects or pushing them back. Need

EBIT Margin (%) 23.2% 26.0% 24.0% (197bps) 86bps to see if that behaviour has undergone a change.

While the company has stated that FY25 will be better than FY24 it

PAT Margin (%) 18.6% 20.3% 18.6% (168bps) (2bps) has not indicated by how much.

Source: Company, BOBCAPS Research

Fig 3 — Infosys

QoQ YoY

1QFY24 4QFY24  1QFY25E

growth (%)  growth (%)

Comments

Revenue (US$ mn) 4,617 4,564 4,655 20 0.8
Revenue (Rs bn) 379,330 379,230 388,000 23 23
EBIT (Rs bn) 78,910 76,210 78,062 24 (1.1)
PAT (Rs bn) 59,450 79,690 61,920 (22.3) 42
EBIT Margin (%) 20.8 20.1 20.1 2bps (68bps)
PAT Margin (%) 15.7 21.0 16.0 (505bps) 29bps

Revenue growth guidance for FY25 of 1-3% CC will be maintained.
Margin guidance to remain at 20-22%.

Likely to report the best among Tier-1 revenue growth of 2.5% QoQ
in CC terms.

1QFY25 TCV should be US$ 3bn-4bn.

Things to watch out for: (1) The timing and extent of salary hikes in
FY25. (2) Any disclosure of Gen Al revenue or order inflow
numbers.

Source: Company, BOBCAPS Research | CC = Constant currency, TCV = Total contract value
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1QFY24 4QFY24  1QFY25E growth (%) _ growth (%) Comments

Revenue (US$ mn) 3,200 3,430 3,351 (2.3) 47 = Expectrevenue growth guidance for FY25 at 3-5% in CC terms to
be maintained and so too the EBIT margin guidance of 18-19%.

Revenue (Rs bn) 262,960 284,990 279,358 (2.0) 6.2 ) ) )

" Likely the worst QoQ growth numbers in 1QFY25 among Tier-1

EBIT (RS bn) 44,600 50,180 48,548 (3.3) 8.9 peers — 2% decline. Flagged off during 4QFY24 largely due to
offshoring of a large client and productivity pass through for others.

PAT (Rs bn) 35,340 39,860 38,229 @41 82 . Expect TCV to come in at US$ 2bn-2.5bn (entirely net new).

EBIT Margin (%) 17.0 176 174 (23bps) 42bps  * Margin is a key monitorable especially in services as this has been
quite volatile in the past and has in certain quarters surprised on the

PAT Margin (%) 134 14.0 137 (30bps) 25 bps downside.

Source: Company, BOBCAPS Research

Fig 5 — Wipro

QoQ YoY
1QFY24 4QFY24 1QFY25E growth (%)  growth (%) Comments

Revenue (US$ mn) 2,719 2,857 2623 (1.3) (58) = Estimate (0.5%) CC QoQ revenue growth in 1QFY25 as against
(1.5%) to 0.5% CC growth guidance

Revenue (Rs bn) 228,310 222,083 219,550 (1.1) 38 .  EBIT margin will remain range-bound at ~16%

= TCV should be in the US$ 3bn-US$4bn
EBIT (Rs bn) 34,516 35,373 35,510 04 29
] Conversion of TCV to revenue a key monitorable as it seems to be
more acute than its peers.
PAT (Rs bn) 28,701 28,346 29,273 33 2.0
= The market is watching how much the new CEO Srini Pallia has
o had an impact in terms of order inflow and revenue growth and if he

EBIT Margin (%) 151 159 16.2 25bps 106bps can deliver a revenue growth surprise in 2QFY25. We believe a
positive revenue growth guidance may help keep the stock up after

PAT Margin (%) 126 128 133 57bps 76bps a strong performance in the last 2-3 months.

Source: Company, BOBCAPS Research

Fig 6 — Tech Mahindra

QoQ YoY
1QFY24 4QFY24  1QFY25E growth (%) growth (%) Comments

Revenue (US$ mn) 1,601 1,548 1,550 0.1 (32 - 1.0% CC QoQ growth. Likely impacted by weakness in CME
vertical (~37% of sales).

Revenue (Rs bn) 131,590 128,713 129,175 04 (18 - Expect TCV to be higher than 4QFY24 TCV of US$ 500mn after
remaining below the guided range of US$ 700mn-1bn for the fifth
consecutive quarter.

EBIT (Rs bn) 8,914 9,464 10,142 72 138

] Expect adjusted EBIT margin to expand QoQ in 1QFY25. TML
recorded its lowest-ever EBIT margin of 4.7% in 2QF Y24 followed

PAT (Rs bn) 6,925 6,610 9,148 384 3241 by 5.4% in 3QFY24 and 7.4% in 4QFY24 due to business
restructuring, including termination of unprofitable contracts. Its goal
. o ;

EBIT Margin (%) 68 74 79 50bps  108bps Is to reach 15% EBIT margin by FY27.

= Things to watch out for: (1) Is there demand recovery in the CME
- vertical? (2) Update to increase BFSI contribution. (3) Specific
PAT Margin (%) 53 51 71 195bps 182bps actions taken to bring down the average resource cost.

Source: Company, BOBCAPS Research | CME = Communications, Media, and Entertainment
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QoQ YoY
1QFY24 4QFY24 1QFY25E growth (%) _ growth (%) Comments
Revenue (US$ mn) 1,059 1,069 1,087 1.6 27 = President of Sales Sudhir Chaturvedi has been quoted in the media
recently saying that FY25 will be better than FY24 - our question
Revenue (Rs bn) 87,021 88,929 90,610 19 4.1 will be by how much. The company failed to deliver on its double-
digit revenue growth guidance which it gave at the beginning of
EBIT (Rs b) 14,508 13,087 13,965 6.7 (3.7) Fy2d.
= Will the quarter see a material pickup in the TCV numbers - they
PAT (Rs bn) 11,523 11,007 11,948 8.6 37 have been underwhelming thus far for the company's size.
EBIT Margin (%) 16.7 147 154 70bps (126bps) . Elggtress on the client mining strategy articulated at its 2023 analyst
. . When is it going to achieve the EBIT margin target of 17-18% as it
PAT Margin (%) 132 124 132 81bps (6bps) is looking to reinvest more in the business?
Source: Company, BOBCAPS Research
Fig 8 — Mphasis
QoQ YoY
1QFY24 4QFY24 1QFY25E growth (%) _growth (%) Comments
Revenue (US$ mn) 39 41 418 1.8 50 ., Could possibly see the second successive quarter of growth after
12 months of QoQ CC decline due to continued pressure from the
Revenue (Rs bn) 32,520 34,121 34,851 21 7.2 Mortgage business amid high interest rates in the US.
. It reported TCV of US$ 177mn for 4QFY24, which was the lowest of
EBIT (Rs bn) 4,995 5,081 5,287 4.1 5.9 the last 10 quarters. After 1QFY24 TCV at US$ 707mn, the highest
in the company's history, TCV numbers could not cross US$ 300mn
PAT (Rs bn) 3,961 3,933 4,040 27 20 in any of the remaining three quarters of FY24. For 1QFY25, TCV
will likely rebound and cross the US$ 300mn mark.
EBIT Margin (%) 154 14.9 15.2 28bps (19bps) = Key monitorables - (1) Performance and outlook for the non-
mortgage BFS part of the business. (2) Progress in growth beyond
PAT Margin (%) 122 115 116 Tbps  (59bps) BFSI and top 10 clients.
Source: Company, BOBCAPS Research
Fig 9 — Persistent Systems
1QFY24  4QFY24  1QFY25E o) Yo Comments
growth (%)  growth (%)
Revenue (US$ mn) 283 3N 326 4.9 183 = Expect the strongest in the Tier-2 peer set QoQ growth of 5% CC
driven by its strong net new TCV addition in FY24.
Revenue (Rs bn) 23,212 25,906 27,184 4.9 171 = Expect margin to contract QoQ (50bps) due to upfront costs on
large deal execution. The possibility of a higher contraction is not
EBIT (Rs bn) 3.466 3.745 3.804 16 9.7 ruled out. The company has clearly stated that its focus is on
revenue growth.
= TCV to be around the US$ 400mn+ mark in 1QFY25E after strong
PAT (Rs b) 2,288 3,154 2979 (66) 302 TCV of US$ 447.7mn in 4QFY24. ACV is likely above US$ 300mn.
PSYS has been investing in building a company that is for a larger
EBIT Margin (%) 14.9 145 14.0 (47bps) (94bps) size and we believe that should be reflected in higher TCV.
= What is happening in the Hi-tech vertical - where it has the
PAT Margin (%) 9.9 122 11.0 (122bps) 110bps maximum exposure.

Source: Company, BOBCAPS Research
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QoQ YoY
1QFY24 4QFY24  1QFY25E growth (%) _ growth (%) Comments
= Coforge unlike in the past has not given specific revenue growth
Revenue (US$ mn) 212 287 2% 12 68 guidance for FY25, though in a recent media interview the CEO
indicated organic growth of 10%.
Revenue (Rs bn) 22,210 23,585 24,206 26 9.0 = Itreiterated its goal of achieving revenue of US$ 2bn by FY27
(including inorganic elements) and margin expansion of 150-
200bps by FY27 (adjusted EBITDA margin for FY24 was 17.6%).
EBIT (Rs bn) 2,559 3,405 2,650 (222) 36, Expect 1.9% CC QoQ growth in 1QFY25. Expect EBIT margin to
contract by 350bps QoQ to 10.9% as full salary hikes have been
given from 1 Apr 2024. The new ESOP scheme will also have an
PAT (Rs bn) 1653 2,238 1,939 (134) 173 impact on margins and these costs will be frontloaded in FY25.
] Coforge is likely to report US$ 300mn+ TCV like what it did for nine
EBIT Margin (%) 1.5 14.4 10.9 (349bps) (57bps) consecutive quarters.
= Things to watch out for: (1) BFSI demand in the UK where the bulk
. of its revenue comes from, (2) trajectory of SG&A costs, and (3) an
PAT Margin (%) 74 9.5 8.0 (148bps) 57bps update on Cigniti M&A
Source: Company, BOBCAPS Research
Fig 11 — Birlasoft
QoQ YoY
1QFY24 4QFY24  1QFY25E growth (%) growth (%) Comments
Revenue (US$ mn) 154 164 167 1.7 86 = We expect 2.0% CC QoQ growth in 1QFY25.
= We expect EBIT margin to expand by 10bps QoQ to 14.8% as it
Revenue (Rs bn) 12,628 13,625 13,901 20 101 looks to invest in capability and Sales and marketing which will be
offset by better operational efficiencies.
EBIT (Rs b) L7 2,008 2,060 27 20, Birlasoft to likely report TCV of US$ 200mn+ same as the average
for the past 13 quarters.
PAT (Rs bn) 1,375 1,801 1,703 (5.4) 23.8
. Things to watch out for: (1) Birlasoft has done a lot of hiring at
) seniors' levels in both verticals and geos. We would like to hear
EBIT Margin (%) 136 147 148 10bps 122bps plans laid down for FY25 and FY26 in these areas. (2) Birlasoft
indicated industry-leading growth for FY25 —want to see if it sticks
PAT Margin (%) 10.9 132 12.3 (96bps) 136bps to this.
Source: Company, BOBCAPS Research
Fig 12 — Zensar Technologies
QoQ YoY
1QFY24 4QFY24  1QFY25E growth (%) _growth (%) Comments
Revenue (US$ mn) 149 148 150 1.0 02 = We expect1.5% CC QoQ growth in 1QFY25.
Revenue (Rs bn) 12,272 12,297 12,468 14 16 =  Weexpect TCV for 1QFY25 to remain above the US$ 150mn mark,
which has been the case for the past five quarters.
EBIT (Rs bn) 1,878 1,793 1,836 24 (2.2)
" It created a net new engine for deals in FY24. Will watch out if it
PAT (Rs bn) 1,562 1,733 1,721 0.7) 10.2 starts delivering.
; = Things to watch out for: (1) whether revenue growth will pick up in
EBIT Margin (% 15.3 14.6 14.7 15bps 58bps
gin (%) P (58bps) FY25 after a weak FY24 - though margin expansion was
- commendable in that year. (2) Update on the new healthcare
PAT Margin (%) 12.7 14.1 138 (29bps) 107bps vertical.

Source: Company, BOBCAPS Research
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harmless BOBCAPS and MAYBANK from and against claims, charges, actions, proceedings, losses, liabilities, damages, expenses and demands (collectively, the
“Losses”) which BOBCAPS and/or MAYBANK may incur or suffer in any jurisdiction including but not limited to those Losses incurred by BOBCAPS and/or MAYBANK
as a result of any proceedings or actions brought against them by any regulators and/or authorities, and which in any case are directly or indirectly occasioned by or
result from or are attributable to anything done or omitted in relation to or arising from or in connection with this report.

Distribution into the United Kingdom (“UK”):

This research report will only be distributed in the United Kingdom, in accordance with the applicable laws and regulations of the UK, by Maybank Securities (London)
Ltd) (“MSL”) who is authorised and regulated by the Financial Conduct Authority (‘FCA”) in the United Kingdom (MSL and its affiliates are collectively referred to as
“MAYBANK”). BOBCAPS is not authorized to directly distribute this research report in the UK.

This report has not been prepared by BOBCAPS in accordance with the UK’s legal and regulatory requirements.

This research report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are eligible counterparties and professional
clients of MAYBANK as selected by MAYBANK solely at its discretion; (b) have professional experience in matters relating to investments falling within Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended from time to time (the “Order”), or (c) fall within Article 49(2)(a) to (d) (high net
worth companies, unincorporated associations, etc. as mentioned in the stated Article) of the Order; (all such persons together being referred to as “relevant persons”).

This research report is directed only at relevant persons and must not be acted on or relied on by any persons who are not relevant persons. Any investment or
investment activity to which this material relates is available only to relevant persons and will be engaged in only with relevant persons.

The relevant person as recipient of this research report is not permitted to reproduce, change, remove, pass on, distribute or disseminate the data or make it available
to third parties without the written permission of BOBCAPS or MAYBANK. Any decision taken by the relevant person(s) pursuant to the research report shall be solely
at their costs and consequences and BOBCAPS and MAYBANK shall not have any liability of whatsoever nature in this regard.

No distribution into the US:

This report will not be distributed in the US and no US person may rely on this communication.

Other jurisdictions:

This report has been prepared in accordance with SEBI (Research Analysts) Regulations and not in accordance with local regulatory requirements of any other
jurisdiction. In any other jurisdictions, this report is only for distribution (subject to applicable legal or regulatory restrictions) to professional, institutional or sophisticated
investors as defined in the laws and regulations of such jurisdictions by Maybank Securities Pte Ltd. (Singapore) and / or by any broker-dealer affiliate or such other
affiliate as determined by Malayan Banking Berhad.

If the recipient of this report is not as specified above, then it should not act upon this report and return the same to the sender.

By accepting this report, you agree to be bound by the foregoing limitations.
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