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ISG Q2CY20 Index: Trends and call highlights

The Q2CY20 ISG Index reflects stalled deal activity (ACV down 4.7% YoY) and
a drop in managed services deal sourcing due to Covid-19. ISG expects recovery
in contract activity in H2CY20, but forecasts a 7.5% YoY decline in managed
services deals in CY20 vs. 7% earlier. These muted trends come as no surprise -

we expect deal TCV moderation in the Jun’20 quarter for IT companies under
our coverage. We prefer HCLT (BUY, TP: Rs 680) and TECHM (BUY, TP:
Rs 690) among large-caps and LTI (BUY, TP: Rs 2,230) among mid-caps.
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About ISG: ISG is one of the largest third-party outsourcing deal advisors
globally and publishes the ISG Index every quarter where it assesses contracting
activity in the IT sector. ISG classifies the contracts into Managed Services
(more relevant for Indian IT) and As-a-Service sourcing. Below are key
takeaways from the ISG Q2CY20 Index conference call on deal sourcing

trends in the global IT services sector.

Absence of large deals hits managed services: The ISG Index shows a 4.7% YoY
decline in global commercial outsourcing contracts with annual contract value
(ACV) of US$ 5mn or more in Q2CY20. Managed services deals are estimated
to have declined 15.7% YoY vs. 2.2% growth in Q1, owing to delays or cancellation
of large deals. About 90% of managed services deals in Q2 were below

US$ SOmn ACV (or smaller deals). The decline was especially pronounced in
APAC and EMEA while America reported YoY growth on a weak Q2CY19 base.

ISG lowers CY20 outlook after baking in H2 recovery: ISG trimmed its CY20
managed services outlook and now expects a 7.5% YoY decline vs. a /% decline
earlier. The revised outlook bakes in sequential recovery in managed services
deals in Q3 and Q4 CY20. As-a-service contracts are expected to grow 1%
YoY in CY20.

Puzzling vertical trends: ISG’s expectation of a larger impact on BFSIin Q3CY20
(=16% YoY) vs. travel & transportation (=13% YoY) and retail & CPG (-10%
YoY) is puzzling. In the current Covid-19 environment, travel & transportation
and retail have been more severely affected than BFSI. Telecom/ media and hi-
tech (business services) are expected to be resilient (=5% YoY). Similarly, Q1 and
H1CY20 vertical trends read together suggest deal activity slackened in BFSI and
telecom/media, while surging in retail/CPG. ISG said this contrasting trend was

due to the existing pipeline where deals were in the signing stage.
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RECOMMENDATION SNAPSHOT

Ticker Price Target Rating
TCSIN 2219 2160 ADD
INFO IN 775 760 ADD
WPRO IN 223 170 SELL
HCLTIN 575 680 BUY
TECHMIN 583 690  BUY
LTHIN 2,054 2230 BUY
MPHLIN 921 780  SELL
MTCLIN 988 880 REDUCE
HEXW IN 338 350 ADD
PSYSIN 721 590 REDUCE
NITEC IN 1,539 1430 ADD
ECLXIN 463 420 REDUCE

Price & Target in Rupees
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= Everything-as-a-service gains momentum: laaS (infrastructure-as-a-service)
ACV, led by hyper-scalers, grew 10.5% YoY in Q2CY20 with significant
moves to public cloud. ACV rallied 11% YoY in HICY20 globally despite the
downturn, catalysed by the shift to work-from-home (WFH). ISG expects
as-a-service contracts to grow 11% in CY20. The cloud market will continue
to grow significantly, especially benefiting Google Cloud, AWS and Microsoft.
Network and security will also change radically. Consulting and implementation
services, application managed services and traditional data centres will likely

see revenues drylng up.

= Covid-19 impact sharply differs from GFC: The pandemic has hit all
industries simultaneously vis-a-vis the GFC which affected financial services
the most. ISG expects the recovery to be sharp and V-shaped as there is no

underlying economic cause for this downturn.

= Clients’ IT discretionary spend slumps: March saw a big collapse in spends
followed by improvement in June as the pandemic slowed managed services

deals. America was the only region to grow.

= BPOs hit hard: As per ISG, BPO ACV declined 22% YoY in HICY20 in the
US and 52% in APAC. Contact centres and facilities management have been
particularly affected. While WFH has raised productivity, virtual chatbots and
automation are increasingly coming handy. On a strategic level, fewer
customers are looking for cost takeout and are instead looking for improved
customer experience. Captive operations have been hit due to lack of agility
and scalability. Captives have not been as resilient as service providers and

their monetisation is gaining momentum as enterprises face a liquidity crunch.

= Retail, BFSI, travel and healthcare have declined: Healthcare and hi-tech are
expected to bounce back faster. Flexible workspaces will be in demand.
Retailers are seeing recovery from ecommerce and automation. Two-thirds of

retail activity is drive by as-a-service contracts.

= Vendor consolidation to benefit larger players: The industry is likely to go
through a consolidation phase. Larger players have been more agile in handling
the WFH transition during the pandemic. A move towards cloud and SaaS will

accelerate vendor consolidation.

FIG1- COVID-19 FORESTALLED DEAL ACTIVITY IN Q2CY20

SR — Q2CY20 ACV YoY change H1CY20 ACV YoY change

(US$ bn) (%) (US$ bn) (%)
Managed Services 6.0 (15.7) 12.8 (@A)
As-a-Service 7.2 6.9 15.4 10.7
Total 13.2 4.7) 28.2 1.9

Source: ISG Q2CY20 Index, BOBCAPS Research
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FIG 2 - PUZZLING VERTICAL TRENDS - BFSI DEAL ACTIVITY PLUMMETED IN Q2CY20, RETAIL ACTIVITY SURGED
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Source: ISG Q2CY20 Index, BOBCAPS Research

FIG 3 - ISG PREDICTS SIMILAR TRENDS IN Q3CY20 - HIGHER DECLINE IN BFSI VS. TRAVEL/TRANSPORTATION
AND RETAIL
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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 30 June 2020, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 49 have BUY ratings, 23 have ADD ratings, 12 are
rated REDUCE, 10 are rated SELL and 1is UNDER REVIEW. 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.: INHO00000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 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.
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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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