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Risk-off drives DXY to 9-month high

IT Services: Q1FY22 Review

Growth surprise reinforces buoyant demand
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SUMMARY

India Economics: Weekly Wrap

Slower than anticipated growth in China, lockdown measures to contain spread of
Covid-19 and sooner than expected tapering signal from Fed minutes drove DXY
index to a 9-month high. Global equities sold-off. Yields were lower. So was oil and
other commodity indices. US retail sales and housing starts too were weaker than
expected. Indian yields too fell. MPC minutes reveal members likely to continue to
be accommodative into Q4FY22. India’s Q1FY22 growth will be released this month
and will give direction to how soon RBI may move (RBI’s estimate is 21.4%).

Click here for the full report.

IT Services: Q1FY22 Review

= |T companies ex-TCS and HCLT outperformed optimistic growth expectations in

Q1FY22
=  BFSI vertical continued to shine; sharp uptrend in communications as well

= Healthy deal wins and upbeat guidance reinforce buoyant demand trends
though supply has tightened; we stay optimistic on the sector

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.
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Indicator Current %) %) (%)
Us 10y
yield (%) 1.26 1bps 3bps 63bps
India 10Y
yield (%) 6.23 1bps 4bps 15bps
USD/INR 74.40 0.2) 0.3 0.6
Brent Crude
(USS/bbl) 65.18 (1.9) (6.0) 47.0
Dow 35,120 0.6 18 25.7
Shanghai 3427 (1.1) (3.1) 14
Sensex 55,329 (0.5) 6.0 44.0
India Fll
(US$ mn) 18-Aug MTD CYTD FYTD
FII-D 33.0 870 (3,166.2) (1,138.9)
FII-E 1484 11,0186  7,396.8 704
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INDIA ECONOMICS

WEEKLY WRAP

Risk-off drives DXY to 9-month high

Slower than anticipated growth in China, lockdown measures to contain
spread of Covid-19 and sooner than expected tapering signal from Fed
minutes drove DXY index to a 9-month high. Global equities sold-off.
Yields were lower. So was oil and other commodity indices. US retail sales
and housing starts too were weaker than expected. Indian yields too fell.
MPC minutes reveal members likely to continue to be accommodative into
Q4FY22. India’s Q1FY22 growth will be released this month and will give

direction to how soon RBI may move (RBI’'s estimate is 21.4%).
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Markets

= Bonds: Global 10Y yields closed lower led by rising Covid-19 cases as few
countries/ regions went into lockdown measures to control the spread. US
10Y vyield fell by 2bps (1.26%) with softer than expected retail sales and
housing starts. Crude prices fell by 7.7% (US$ 65/bbl-lowest since May’21).
India’s 10Y yield fell a tad by 1bps (6.23%). System liquidity surplus fell to Rs
6.9tn as on 20 Aug 2021 from Rs 7.3tn last week.

=  Currency: Even with dip in US yields, DXY rose by 1.1% to a 9-month high.
Sharp decline in global commodity prices, decelerating growth outlook in
China and lockdowns to contain Covid-19 explain US$ outperformance. Fed
minutes indicated tapering to begin this year. AUD fell the most (3.2% lower)
as Australian government extended its lockdown. INR depreciated by 0.2%
led by global cues despite lower oil prices and Fll inflows.

= Equity: Global indices ended the week in red as concerns over Fed tapering
and spread of delta variant, kept investors on the edge. Nikkei dropped the
most (3.4%) followed by Shanghai Comp (2.5%) and FTSE (1.8%). Sensex
too ended in red (0.2%) led by sell-off in metal and real estate stocks.

= Covid-19 tracker: Global Covid-19 cases rose by 4.6mn versus 4.5mn last
week. Fresh cases increased in US (1mn versus 0.9mn) and Japan (0.15mn
versus 0.11mn) and Germany (43K versus 27k). In India, cases rose by
0.24mn versus 0.26mn. Our weekly economic activity tracker index rose to
97 (100=Feb’20) from 96. Singapore has fully vaccinated 71% of its
population, Qatar at 68% and US at 51%. India is at 9.1%.

= Upcoming key events: Major events include flash global manufacturing and
services PMI, US home sales, and Bank of Korea’s rate decision. Additionally
Germany’s Ifo business index and consumer sentiment index of Germany
and US are also due. Domestically, markets will react to RBI's MPC minutes.
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Growth surprise reinforces buoyant demand

Ruchi Burde | Seema Nayak

= |IT companies ex-TCS and HCLT outperformed optimistic growth
researchreport@bobcaps.in

expectations in Q1FY22

= BFSI vertical continued to shine; sharp uptrend in communications

as well

= Healthy deal wins and upbeat guidance reinforce buoyant demand trends

though supply has tightened; we stay optimistic on the sector

Q1 growth surpassed already-optimistic expectations: IT services companies Recommendation snapshot

under our coverage saw broad-based QoQ dollar revenue growth in Q1FY22. All UL faticelars U Rating
. L AFFLEIN 3836 6200 BUY
companies (except TCS and HCLT) outperformed consensus and our optimistic
fimates that ised st i 1L d mid COFORGE IN 4988 5860 BUY
estimates that were premised on seasonal strength in Q1. Large-cap and mid-cap ECLXIN 2159 2880 BUY
growth averaged at 4.2% and 7.6% QoQ USD respectively. Wipro (WPRO) HCLT IN 1163 1360 BUY
performed well with 12.2% QoQ USD growth, driven by inorganic growth of 7.4% INFO IN 1739 2020 BUY
from the Capco acquisition. Persistent Systems (PSYS), Mindtree (MTCL) and INFOE IN 5489 6530 BUY
Coforge also outperformed estimates, led by pickup across verticals, especially BFSI. INMART IN 7,057 7,200 HOLD
JUSTIN 953 1,330 BUY
Supply pressure intensifies: EBIT margin fell 110-120bps QoQ on average across LTIIN 5053 5960 BUY
our coverage due to increased hiring and initiatives to combat attrition. Q1 saw MPHL IN 2867 3020 HOLD
record quarterly hiring, with large-cap players inducting ~53.6k employees and mid- MTCL IN 3501 2400  SELL
caps ~17k. Most companies plan to ramp up recruitment throughout FY22. PSYSIN 3214 3050 HOLD
. . TCSIN 3,637 4270 BUY
Subcontractor costs shot up as companies scrambled for talent amid a demand TECHMIN 416 1660 BUY
surge. MTCL/Tech Mahindra’s (TECHM) subcontracting costs surged 340bps/ : :
WPRO IN 629 620 HOLD

210bps QoQ but other large-caps maintained costs in an acceptable range. Price & Target n Rupees | Pice as 1 23 Aug 2021

Heathy deal wins, upbeat guidance signal buoyant demand: LTM deal TCV was
strong for all companies in Q1 (up by average ~30% YoY). TCS (US$ 8.1bn TCV)
and Coforge (US$ 319mn) had record wins. Infosys (INFO) raised revenue guidance
by 200bps to 14-16% YoY CC for FY22. Similarly, Coforge upped guidance to ‘at
least’ 19% YoY CC organic growth vs. 17% earlier. WPRO’s 3-4% QoQ CC organic
growth guidance for Q2 looks robust on a strong base of Q1. Mid-cap players are
racing to take the lead — Mphasis (MPHL) has guided for above-industry direct
business growth and L&T Infotech (LTI) aims to be in the top industry quartile.

Maintain positive view: We remain optimistic on the sector’s growth prospects on
the back of a multiyear technology refresh cycle set in motion by the pandemic. The
changing cloud footprint of enterprises is manifesting as a strong growth catalyst
(see our report IT Services: On cloud nine). Prefer TECHM, TCS and INFO among
large-caps and LTI and Coforge amongst mid-caps.
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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 31 July 2021, out of 98 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 41 have BUY ratings, 22 have HOLD ratings, 11 are
rated ADD*, 2 are rated REDUCE* and 22 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

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this 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.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.

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 CIN Number: U65999MH1996G0I1098009.

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

EQUITY RESEARCH 24 August 2021



FIRST LIGHT Zj BOBCAPS

TRUST | INNOVATION | EXCELLENCE

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.

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 orimmediately 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.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does 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.

BOBCAPS is not engaged in any market making activities for 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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