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Infosys and HCL Tech: Analyst meet takeaways

At analyst meetings hosted separately by INFO and HCLT, we noted evolving
digital capabilities and growing digital contract sizes at both players. Talent
reskilling, a partner ecosystem of mature and niche tech players, and a
consultative approach to solutions appears to have become the accepted
playbook for the digital business. HCLT emphasised its strategic focus on the

products & platforms business, while corporate governance took prominence

at INFO. We prefer HCLT (BUY) and TCS (ADD) among large-caps.
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Similar playbook for digital business: The digital playbooks of both Infosys
(INFO) and HCL Tech (HCLT) focus on (1) talent reskilling, (2) building an
ecosystem of technology partners — both mature and niche (150+ at HCLT),
and (3) adopting a consultative approach to offer innovative solutions. IT
vendors are investing on dedicated innovation labs for collaborative client

engagement and fostering new digital capabilities.

INFO - reiterates commitment to corporate governance: Board chairman
Nandan Nilekani assured investors of transparent corporate governance and
announced that a summary of the investigation into recent whistleblower

complaints against INFO would be shared once it reached a conclusion.

Large deals and digital services to catalyse growth: INFO’s management is
targeting a combination of digital services and large deals to serve as building
blocks for topline growth, while value and cost optimisation initiatives will serve
to improve margins. A centralised team to spearhead big-ticket contract wins

and proactive participation of senior leaders has led to healthy deal traction

(+77% YoY in H1FY20).

HCLT - comprehensive strategy in products & platforms business: In contrast
to most enterprise software product companies, HCLT aims to emphasise
‘customer delight’ as a key principle driving the product roadmap. A strong
foundation (large product slate, 400+ sales team, 1,750 R&D team, 600+
customer support team) and a ~90% annuity revenue mix safeguard the

downside, while successful execution holds the key to potential upsides.

Prefer HCLT, TCS among large-caps: We expect revenue growth to moderate
for Indian IT services players in H2FY20 and hence stay selective. HCLT (rated
BUY) and TCS (rated ADD) are our preferred stocks among large-caps.
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KEY RECOMMENDATIONS

Ticker Price Target Rating
INFO IN 720 860 ADD
HCLT IN 1148 1,260  BUY
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Corporate governance to the fore: Board chairman Nandan Nilekani assured
investors of the highest standards of corporate governance and of responsible
handling of the anonymous whistleblower complaint against the company.
While emphasising that premature disclosure of such complaints without
establishing their validity was a hinderance to the normal conduct of business,
he stated that a summary of the investigation would be shared once it

was concluded.

Management refrained from committing to any deadline for the investigation,

considering the involvement of 3-4 audit firms, including Shardul Amarchand

Mangaldas & Co.

Sales transformation drive underway: As part of its sales transformation
initiative, INFO is focusing on large deals, account mining and targeted new
logo additions. The transformation programme includes changes in
compensation structure, recruitment of new talent and an ambitious agenda

beyond large deals.

Large-deal engine: INFO’s strategy for bagging large deals has a twin focus of
improving win rates and enlarging the deal pipeline. The company has created
a group of directors to shape up a centralised team charged with big-ticket
wins and ensuring higher engagement with influencers and deal advisors. It is

also creating a proactive deal pipeline through domain-focused investments.

Besides competitive commercials, creative and innovative solutions now
constitute a critical feature of every large deal proposal. The active
participation of senior leaders from deal inception has further supported win
rates — in H1FY20, contract signings grew 7/% YoY and carried a diverse
profile.

Scalable digital offerings: Management highlighted that its scale offerings
marketed as ‘Experience, Insights and Cloud’ underpin digital business
momentum for the company. In contrast to industry expectations of a
reduction in revenues for system integrators (SI) on cloud ERP programs,
management believes that the combination of several ancillary services triples

the opportunity size for Sls.

Integrated bundled offerings (cloud + SAAS ERP + Infosys services) are
building traction for INFO as clients look at innovative contract structuring to

finance their transformation initiatives.

Operational efficiency to augment margins: INFO highlighted the stability of
key operational parameters, namely attrition, utilisation, headcount, and

onsite/offshore effort mix. The company is well on track to achieve
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US$ 100mn-150mn of cost savings in FY20, with ~50% already achieved in
H1FY20. Focused efforts are underway to drive further operational

excellence, as outlined below. [restructured this section]

o Fresher hiring is aimed at correcting both the onsite pyramid structure

and attrition.

o The company is taking a renewed approach to control subcontracting
expenses by converting subcontractors to fulltime employees or
Jjudiciously managing contract cycles — this should help minimise any

adverse revenue ramiﬂcations.

o Recent measures have been launched to improve digital project pricing

by leveraging the value proposition to clients.

o INFO’s internal transformation initiatives aim to achieve agility and
efficiency through intense automation and artificial intelligence (Al)
adoption. Currently, these are adding to the company’s competitive
advantage in relatively commoditised offerings. Management highlighted
that INFO accrued 22% efficiency gains and 17% FTE (full time

employee) savings over the last 12 months on the back of these measures.

o INFO has brought together 80 internal applications under four mobile
apps to improve employee efficiency and productivity. In recent months,
45% of the company’s internal ticketing transactions were executed using

these apps.

Roadmap for growth: HCLT’s strategic framework includes (1) growth
acceleration backed by organic and inorganic initiatives, (2) building an
enhanced services and product portfolio to increase share in client spend,
(3) pursuing the mode 1-2-3 strategy to sustain growth in core business,
(4) creating a diverse ecosystem of partners (+150 at present), and

(5) focusing on cost management.

Growing large deal momentum: Management highlighted that its efforts to
structure integrated deals by offering a combination of scalable digital and
outcome-based engagements is driving momentum for large deals. HCLT
successfully renewed 22 large application services contracts and added 45+
new clients with large transformational deals over the last three years (loss of
only one client in large contract renewal). Management believes that its scale

advantage helps the company win digital contracts.
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Reshaping engineering services: Management aims to transform the
engineering services business from a mere service-linked, linear-revenue

portfolio to a more product-linked portfolio.

Scaling up acquired IPs: HCLT will focus on scaling up acquired IPs before
any further inorganic IP portfolio expansion. However, it will continue to
evaluate opportunities to strengthen digital services offerings and the

engineering services portfolio.

Solid foundation for products & platforms business: A 400+ sales team,
1,750+ R&D team, and 600+ customer support team sets a strong
foundation for the software business. Management believes that as the
proportion of products & platforms business increases, company-level
operating margins will improve over the medium-to-long term. At present,

however, HCLT is focused on investments to scale the mode-2 business.
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 October 2019, out of 79 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 48 have BUY ratings, 18 are rated ADD, 7 are
rated REDUCE and 6 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

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.

BOBCAPSs 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.: INHOO0000040 valid till
03 February 2020. 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.
Obpinions 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.
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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.

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.
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