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A positive growth quarter after Q1 slump

We expect Q2FY21 to be the growth recovery quarter with most companies in Ruchi Burde | Seema Nayak
our coverage universe showing low-mid single digit QoQ growth, barring few research(@bobcaps.in
exceptions. Growth pick-up is expected to be driven by receding supply side

issues and accelerated demand for cloud and digital. BFSI, healthcare-life

sciences and hi-tech will be the verticals with steady demand. Pipelines will be

healthier across the board. Operating margins will remain strong QoQ. We

will be watchful of management’s commentary regarding troubled verticals.

A growth recovery quarter: For most of the IT companies, Q2FY21 will be a RECOMMENDATION SNAPSHOT
positive growth quarter after sharp contraction in Q4FY20 and Q1FY21. Ueler s e by
HCLT’s guidance update of at least 3.5% growth echoes the same. Despite the TCSIN 2523 2620 BUY
. . . . . . INFO IN 1,018 1,020 ADD
uncertainty regarding a covid-19 second wave, businesses are ramping up their
. . . . WPRO IN 313 246  SELL
tech spend to remain operational. Supply side issues have abated completely,
. . .. . HCLT IN 813 920 BUY
even for BPS businesses. Verticals driving growth are: BFSI, Healthcare, Hi-
o _ TECHM IN 823 910 BUY
Tech and technology. Communications and Manufacturing have not gone back TN 2527 3290  BUY
to pre-covid levels but are improving m-o-m. Retail and Travel and hospitality MPHLIN 1357 950  SELL
will take longer to recover. We have factored in a sharp 7% QoQ cc growth for MTCLIN 1336 1220 ADD
NIIT Tech and low single digit growth for the rest. PSYS IN 1304 840  SELL
NITEC IN 2,336 210  ADD
Deal wins to recover as well: Deal wins had got postponed as clients took time ECLXIN 697 580 SELL
to assess their own budgets and reassess their tech spending in the light of Price & Target in Rupees

covid-19. Post two quarters of delayed decision making, deal pipelines are
returning to pre-covid levels. Most deals focus on cost reduction, digital
transformation, vendor consolidation and captive takeover. Client requests for

pricing discounts have also thinned down significantly since March. Most new

deals are from BFSI, Healthcare, Hi-Tech and Retail-CPG.

Green shoots: Within Hi-Tech, demand for cloud adoption has picked up the
most with most companies upping their investment in cloud. Apart from all
pervasive increased demand for cloud, Infosys’ newly launched ‘Cobalt’-a set of
solutions and platforms to accelerate cloud transformation journey of
enterprises is a testament to that. Mortgage part of BFSlis seeing better
traction because of lower interest rates. IMS and run-the-business will see
demand for higher productivity. E-commerce adjacent investments in retail are
also seeing increased demand. Greater demand for automation will be seen

from BPO segment.
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There is a considerable amount of currency tailwind at play in Q2. We
estimate the growth to be roughly sub 5% QoQ USD across the board except
for exception of 8.7% QoQ growth for NIIT Tech. The traction is expected to
come from reduced exposure to airline, gain in travel tech market share and
increased focus on other verticals, after 9.8% decline in Q1. We do not expect

any new provisioning for travel clients.

Infosys” estimated growth of 3.7% will be driven by US$1.74bn TCV in Q1 and
US$1.5-2bn Vanguard deal. TCS is expected to see 2.8% growth driven by
stable BFSI revenues and growing demand in Life-Sciences, Healthcare,
Products and Platforms.

We have factored in HCLT’s mid-quarter updated guidance. Consequently,
we have factored in 5.2% QoQ growth due to broad-based growth in pipeline
and have raised its EBIT margin by 30bps QoQ to 20.8%.

We expect the 2.8% growth to be driven by both enterprise and telecom for
TechM. TCV is expected to bounce back to pre-covid US$500+ levels.

Mphasis’ DXC segment is expected to underperform and the recovery will be
driven by Direct core segment. Digital risk’s growth will be fueled by traction
in the mortgage business driving 2.1% QoQ growth for Mphasis.

Mindtree will show a muted positive growth of 2.3% impacted by weakness in
travel vertical. Hi-Tech and communication will drive the recovery in Q2FY21.

Some portion of deal ramp-up from Q1FY21 will happen in Q3.

For LTI, we have assumed a growth of 1.7% led by receding supply side issues
and marginal recovery in manufacturing, BFS and Insurance. EBIT margin
estimate stands at 17.8% with 40bps QoQ improvement.

Persistent’s IP growth is expected to be flat. Services segment will drive the

3.1% QoQ growth. For Wipro and eClerx we estimate modest 2.4% and 1.4%
QoQ growth.
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FIG1- SEP’20 ESTIMATES

US$ Revenue cc EBIT

Company Revenues growth (%) growth  margins EBIT | EBIT growth (%) | EBIT margins (bps) PAT | PAT growth (%)

(US$mn)  QoQ YoY |QoQ (%) (%) (Rsmn) | QoQ YoY |  QoQ YoY | (Rsmn) | QoQ YoY
TCS 5,201 28 (.7 1.0 243 94161 41 0.6 70 30 | 74627 65 7.2
INFO 3,236 37 0.8 22 218 52,466 Q.4 6.8 ©2) 8| 41184 2.3) 1.0
WPRO* 1,968 24 (3.9 1.0 19.6 28700 3.0 8.0 50 150 | 24,619 30 (40
HCLT 2,479 52 (03) 35 208 38484 51 10.0 30 90 | 30,388 40 14.6
TECHM 1,241 28 (3.6) 13 1.6 10,665 163 (8.0) 150 (120) | 12,403 27.6 10.4
LTl 397 17 9.1 14 178 5264 24 46 37 109 | 4179 0.3 .2)
MPHL 310 21 1.1 16 157 3612 0.8 41 0 “4o) | 2,791 15 21
MTCL 259 23 4.5) 1.1 143 2756 51 51.4 60 480 | 2003 (5.9) 436
PSYS 135 31 7.6 26 11 11 8.0 404 63 21 902 0.2 48
NITEC 152 87 21 7.0 135 1,521 247 49 193 (50) | 1,220 247 21
ECLX 45 14 9.3) 0.8 201 681 3.0 129 50 320 577 16 192

Source: BOBCAPS Research | *EBIT margins refers to |T Services business | CC - Constant Currency

FIG 2 - CURRENCY MOVEMENT

Exchange rate Sep'19 Jun20 Sep20 QoQ (%) YoY (%)
USD/INR

Average 70.4 75.4 74.0 1.8) 5.1
Close 70.7 755 737 23) 43
Euro/USD

Average 110 m 118 6.9 7.0
Close 1.09 112 117 4.1 6.7
GBP/USD

Average 122 124 1.31 5.4 7.0
Close 123 124 128 27 37

Source: BOBCAPS Research
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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 September 2020, out of 104 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 54 have BUY ratings, 18 have ADD ratings,
10 are rated REDUCE and 22 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.: 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.
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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