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Q2 to set tone for second-half and beyond 
 

Despite global trade, revenue growth for tier-I Indian IT services players has 

held steady for the last three quarters. Q2FY20 will offer critical insights into 

growth visibility for the rest of the year. We expect continued stability in YoY 

CC terms, steady sequential growth and margin gains for large players ex-

WPRO. The recent flurry of big deal wins for key players and record 

outsourcing wins for Accenture offer some bright spots. We prefer HCLT & 

TCS among large-caps and NITEC & MPHL among mid-caps. 
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RECOMMENDATION SNAPSHOT 

Ticker Price Target Rating 

TCS IN 2,080 2,360 ADD 

INFO IN 796 820 ADD 

WPRO IN 239 230 SELL 

HCLT IN 1072 1,230 BUY 

TECHM IN 706 660 REDUCE 

LTI IN 1511 2,010 BUY 

MPHL IN 937 1,150 BUY 

MTCL IN 710 670 SELL 

HEXW IN 368 390 ADD 

PSYS IN 556 650 REDUCE 

NITEC IN 1371 1,550 BUY 

ECLX IN 407 490 SELL 

Price & Target in Rupees 
  

  

Stable growth trends expected in Q2: In the last one year, the Nifty IT index 

has underperformed broader markets (–5% vs. –3.1% for Nifty 50) on twin 

concerns of escalating global trade tensions and the visa-linked rise in delivery 

costs. While the latter impact has surfaced via margin moderation, the revenue 

growth trajectory for tier-I IT services companies has held steady at 10.1-10.9% 

YoY CC (aggregate for TCS, INFO, HCLT, WPRO and TECHM) over the last 

three quarters. We expect similar 10.2% YoY CC growth in the Sep’19 quarter 

before onset of the seasonally weak H2. 

Results to dictate tone of H2: The Sep’19 quarter will be critical to establishing 

growth visibility for H2FY20 and beyond, after the mixed bag thrown up in Q1 

(upsets from Tech Mahindra (TECHM) and Wipro (WPRO), positive surprises 

from Infosys (INFO) and HCL Tech (HCLT), subdued showing from TCS). Our 

estimates factor in ~150bps moderation in YoY CC growth for H2FY20 vs. H1. 

That said, the slew of large deal wins in Q2 (TECHM’s AT&T deal, TCS’s GM 

deal, HCLT’s Aperam deal, Accenture’s record offshore deal wins) present upside 

risks to our estimates. Key to watch in Q2 will be the pace of digital contract 

upscaling, large deal wins and management commentary. 

HCLT to lead quarterly scoreboard: Large-cap players are likely to post 1-5.9% 

QoQ CC revenue growth, with HCLT at the top end and WPRO at the bottom 

end of the range. Excluding inorganic revenue tailwinds, we expect TCS to lead 

with 2.6% QoQ CC growth. Similarly, we forecast 1.4-11.9% QoQ CC growth 

for tier-II players, led by Hexaware (both organically and on reported basis). 

Margin expansion QoQ: EBIT margins should improve sequentially for tier-I 

players, except WPRO due to the wage hike impact. YoY margins are expected 

to contract (ex-WPRO whose Q2FY19 EBIT margin included a one-off charge). 
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Infosys likely to upgrade FY20 outlook  

We expect INFO to upgrade its revenue guidance to 9.5-10.5% YoY CC growth 

vs. 8.5-10% currently on healthy deal win momentum and strong growth in 

H1FY20. The company is likely to retain its EBIT margin outlook at 21-23%. 

WPRO is expected to guide for 0-2% QoQ growth in the Dec’19 quarter. We 

expect HCLT to retain its FY20 revenue (14-16% YoY CC growth) and EBIT 

margin (18.5-19.5%) outlook.  

FIG 1 – SEP’19 QUARTER ESTIMATES 

Company Revenues 
US$ revenue 
growth (%) 

CC growth 
(%) 

EBIT 
margins 

EBIT 
EBIT  

growth (%) 
EBIT  

margins (bps) 
Net 

profits 
Net profit  
growth (%) 

  (US$ mn) QoQ YoY QoQ (%) (Rs mn) QoQ YoY QoQ YoY (Rs mn) QoQ YoY 

TCS 5,576 1.7 6.9 2.6 25.1 98,709 7.1 1.0 100 (140) 81,943 0.8 3.0 

INFO 3,212 2.6 13.5 3.2 21.3 47,176 5.5 4.0 80 (160) 38,409 0.1 6.3 

WPRO* 2,045 0.3 1.8 1.0 17.4 24,743 0.3 (2.9) (60) (110) 21,532 (9.8) 14.0 

HCLT 2,483 5.1 18.3 5.9 18.8 32,957 17.5 11.1 170 (110) 25,862 16.5 1.8 

TECHM 1,265 1.4 3.8 2.2 12.4 11,059 11.4 (16.5) 90 (290) 9,407 (1.9) (11.6) 

LTI 353 1.0 9.6 1.4 15.5 3,934 (0.8) (11.0) (50) (350) 3,505 (1.4) (12.4) 

MPHL 305 2.6 10.6 2.9 16.6 3,579 12.1 13.8 110 20 2,874 8.6 6.1 

MTCL 268 1.5 8.8 2.0 9.4 1,785 52.3 (22.2) 310 (360) 1,303 40.6 (36.8) 

HEXW 210 11.5 22.9 11.9 14.0 2,031 6.2 8.9 (60) (140) 1,715 13.4 (0.4) 

PSYS 123 2.8 4.0 3.0 8.2 714 (12.5) (31.2) (160) (420) 685 (16.9) (22.2) 

NITEC 144 4.9 9.3 5.1 13.5 1,373 38.9 4.4 320 (100) 1,079 23.1 (3.5) 

ECLX 52 1.4 2.9 1.4 15.5 568 16.1 (22.0) 170 (500) 435 9.5 (37.8) 

Source: BOBCAPS Research | *Refers to IT Services business 

FIG 2 – SEP’19 QUARTER EXCHANGE RATES  

Exchange rate Sep’18 Jun’19 Sep’19 QoQ (%) YoY (%) 

USD/INR      

Average 70.69 69.52 70.48 1.4 (0.3) 

Close 72.55 68.92 70.84 2.8 (2.4) 

Euro/USD      

Average 1.17 1.12 1.10 (1.7) (5.5) 

Close 1.16 1.14 1.09 (4.0) (6.2) 

GBP/USD      

Average 1.31 1.27 1.22 (4.0) (6.5) 

Close 1.31 1.27 1.23 (2.7) (5.8) 

Average      

Euro/INR 82.56 78.06 77.81 (0.3) (5.7) 

GBP/INR 92.45 88.56 86.16 (2.7) (6.8) 

Source: RBI, BOBCAPS Research 

  

 

USD appreciation against 

major currencies to pose 60- 

90bps cross-currency 

headwinds for IT majors in Q2 

We expect margin gains from 

INR depreciation vs. USD to 

be partly offset by INR 

appreciation vs. European 

currencies, especially GBP 



IT SERVICES  

 

 

 

EQUITY RESEARCH 3 04 October 2019

 

FIG 3 – GROWTH TRAJECTORY LARGELY STEADY OVER LAST 3 QUARTERS 

DESPITE GLOBAL MACRO CONCERNS 

 
Source: Company, BOBCAPS Research | *Above chart plots aggregate YoY constant currency revenue growth 

for Tier-I IT players, namely TCS, INFO, HCLT, WPRO and TECHM 

FIG 4 – NIFTY IT INDEX HAS UNDERPERFORMED BROADER MARKETS IN 

LAST 1 YEAR 

 
Source: Bloomberg, BOBCAPS Research. Indexed to prices as on 1st Oct 2018. 
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Q2FY20 performance critical 

to establish growth visibility 

for H2FY20 and beyond 

 

Twin concerns of escalating 

trade tensions and rising 

delivery cost (on stringent US 

visa regime) subdued IT 

stocks over last one year 
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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 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce) 

Rating distribution 

As of 30 September 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 15 are rated ADD, 6 are 

rated REDUCE and 9 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 I 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, wealth management and portfolio 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 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. 

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. 



IT SERVICES  

 

 

 

EQUITY RESEARCH 5 04 October 2019

 

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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