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TCS 4,272 Buy 5,230
Infosys 1,934 Buy 2,050
HCL Tech 1,777  Buy 2,000
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IT

Steady recovery in play

Summary

* We expectrevenue growth of 0.1-3.2% g-o-q for Tier-1IT service companies and revenue
growth of 1.4-3.9% g-o-q for Tier-2 IT companies in constant currency (CC) terms.

¢ EBIT margin for most Tierl companies are expected to see expansion of ~20-80 bps
aided by cost control, operational efficiencies and absence of visa costs.

+ Deal wins to be moderate across companies in Q2FY25 on absence of mega-deals, and
would largely be of cost take-out nature.

¢+ Management commentaries on recovery in discretionary spending to be crucial to
provide further acceleration. We maintain Positive stance on the sector and advise
selective investment in the preferred picks.

We expect Tier-1 IT service companies to report decent numbers in Q2FY25, led by a
recovery in the BFSI vertical and deal ramps. We expect q-0-q constant currency (CC)
revenue growth of 0.1-3.2% for Tier-1 and 1.4- 3.9% q-o0-q revenue growth in CC terms
for Tier-2 IT companies. Among Tier-1 IT companies, Infosys is expected to lead with
revenue growth of 3.2% q-0-q in CC terms, while Persistent among Tier-2 companies is
expected to report a strong sequential revenue growth of 3.9% in CC terms. Most Tier 1
IT service companies under our coverage are likely to report an improving EBIT margin
trend aided by cost control, operational efficiencies and absence of visa costs. Deal
wins are likely to be moderate across companies considering the absence of mega-
deal wins during the quarter. We expect a decent uptick in revenue for most covered IT
companies for Q2FY25 while management commentaries on recovery in discretionary
spending could provide further acceleration. We maintain Positive stance on the sector
and advise selective investment in the preferred picks.

Steady revenue growth: Tier-1 IT service companies under coverage are expected to report
decent CC revenue growth of 0.1-3.2% g-0-q owing to revival in BFSI vertical and cost take out
deal ramp up. Reported revenue growth is expected to be aided by cross-currency tailwinds
of 20-100 bps. Infosys is likely to lead among Tier-1 companies, with 3.2% g-o-q CC revenue
growth followed by LTIM with 2.6% g-o-q CC growth. TCS, HCL Tech and Tech Mahindra are
expected to report a 1%/0.6% and 0.5% g-o-q CC revenue growth while Wipro is expected
to report flat growth within their guided range. Tier-2 IT service companies are expected to
report revenue growth of 1.4-3.9% g-o-q in CC terms. Persistent is expected to lead with 3.9%
g-o0-q growth in CC, while LTTS, Coforge and Mastek are expected to report revenue growth
of 3.5%/3.3% and 3.8% in CC. Birlasoft is expected to report growth of 1.4% g-o-q in CC terms.

EBIT margin recovery for Tier-1: Most Tier-1 IT service companies under our coverage are
likely to report an improving EBIT margin trend aided by cost control, operational efficiencies
and absence of visa costs. TCS, Infosys, HCLTech, Tech Mahindra and LTIM are expected to
see margin expansion of ~20-80 bps. Among Tier-2 companies, EBIT margin for Coforge and
NITMTS are expected to see ~110 /50 bps g-o-q decline largely due to wage hikes. LTTS
is expected to see EBIT margins rise by ~60 bps aided by revenue growth and operational
efficiencies. EBIT margins for Birlasoft is expected to decline ~130 bps g-o-q while for
Persistent it is expected to be flattish.

Deal activity and guidance: Deal win activity to be moderate across companies considering
the absence of mega-deal wins during the quarter. Deal wins are expected to be more of
a cost take-out nature. We expect most companies to stick to their revenue and margin
guidance except for Infosys which may be expected to up the guidance on the back of a
better H1FY25.

Valuations

Management commentaries on recovery in discretionary spend crucial: The Nifty IT
index has witnessed decent momentum over the past one year (up 33%), outperforming
the Nifty (up 28%). We believe the momentum can gain further traction as recovery picks
up fueled by the rate cut cycle in the US. Accenture Plc has increased the guidance for FY25
reflecting improvement in the macro environment. GenAl adoption is expected to pick up
momentum in the next 12-18 months improving the demand for cloud services. We expect
decent uptick in revenue for most covered IT companies for Q2FY25 while management
commentaries on recovery in discretionary spending could provide further acceleration. We
maintain Positive stance on the sector and advise selective investment in the preferred picks.

Leaders: Infosys, LTIM, Persistent, LTTS, Coforge, Mastek.
Laggards: Wipro, Intellect.
Preferred picks:

¢ Large caps: TCS, Infosys, HCLTech, LTIM and Tech Mahindra.
¢ Mid-cap: Persistent Systems, Coforge, Mastek.

Sector Update



harelkhan

Sector Update

Q2FY2025 result estimates

Sales OPM (%) Net profit (Rs. cr)
Company o ‘ QoQ (%)
TCS 63,889 59,692 7.0 2.0 26.9 264 53 30 12,362 11,342 9.0 2.7
Infosys 40,987 38,994 5.1 4.3 24.3 24.2 10 31 6,856 6,212 104 7.7
HCL Tech 28,581 26,672 7.2 1.9 21.5 223 (82) 81 4,019 3,832 4.9 -5.6
Wipro 22,253 22,543 -1.3 1.4 19.6 18.8 88 (34) 2,942 2,646 11.2 -2.0
Tech M 13,201 12,864 2.6 1.2 12.6 8.3 431 62 989 643 53.7 16.1
LTIM 9,432 8,905 5.9 3.2 18.1 18.3 (22) 53 1,228 1,162 5.7 8.3
L&T Tech (LTTS) 2,569 2,387 7.6 4.3 19.5 19.9 (42) 98 341 315 8.1 8.8
Coforge 2,531 2,276 11.2 54 16.8 15.3 156 (20) 239 181 31.8 4.4
Persistent 2,866 2,412 18.9 4.7 16.5 16.8 (30) (13) 326 263 236 6.2
Birlasoft 1,358 1,310 3.7 23 13.6 158 (220) (109) 141 145 -3.0 -6.3
Mastek Limited 849 766 10.9 45 16.0 16.1 (12) 70 74 67 10.8 3.7
Intellect Design 610 619 -1.5 0.9 21.0 19.8 117 102 88 70 24.8 18.1
NIITMTS 417 382 9.1 23 23.0 235 (54) (58) 62 51 21.5 -1.2

Source: Company; Sharekhan Research

Valuations
EPS (Rs.) P/E (x)
FY24 ‘ FY25E ‘ FY26E ‘ FY23 ‘ FY24 ‘ FY25E ‘

TCS Buy 5,230 4,272 115.2 128.8 140.1 157.3 37.1 33.2 30.5 27.2
Infosys Buy 2,050 1,934 57.6 63.4 65.1 789 33.6 30.5 29.7 24.5
HCL Tech Buy 2,000 1,777 54.7 57.9 61.7 68.5 325 30.7 28.8 26.0
Wipro Reduce 470 531 20.7 21.2 23.0 24.8 25.7 25.1 23.1 214
Tech Mahindra Buy 1,810 1,618 57.6 32.0 46.3 69.4 28.1 50.6 35.0 233
LTIM Buy 7,500 6,253 148.6 154.5 176.4 2131 42.1 40.5 355 29.3
L&T Tech Buy 6,500 5,144 114.5 123.0 131.4 159.3 449 41.8 39.2 323
Coforge Buy 8,480 7,208 111.5 129.6 155.4 197.3 64.6 55.6 46.4 36.5
Persistent Systems Buy 6,200 5,226 63.6 75.1 89.7 114.4 82.2 69.6 58.3 45.7
Birlasoft Limited Buy 780 567 11.9 223 21.5 27.9 47.6 255 26.4 20.3
Mastek Limited Buy 3,150 2,629 86.6 98.2 103.3 143.0 30.4 26.8 25.5 18.4
Intellect Design Hold 1,050 868 19.2 229 28.5 45.5 45.1 38.0 30.5 19.1
NITMTS Buy 550 476 15.5 16.1 19.5 24.8 30.6 29.6 24.4 19.2

Source: Company; Sharekhan Research

Q2FY2025E: USD revenue and EBIT estimates

Revenue (USD mn) EBIT Margin (%)

Company ‘ Q2FY25E ‘ Q2FY24 ‘ YoY (%) QIFY25 ‘ Q)| Q(‘:A?) ‘ Q2FY25E ‘ Q2FY24 ‘ YoY (bps) ‘ QIFY25 ‘

TCS 7,633 7,210 5.9 7,505 17 1.0 24.9 243 65 24.7 25
Infosys 4,897 4718 38 4714 39 32 213 212 9 211 23
HCL Tech 3,415 3,225 5.9 3,364 15 06 17.9 185 64 17.1 77
Wipro 2,653 2,713 22 2,626 1.0 0.1 16.4 16.1 25 165 1
Tech M 1,577 1,555 14 1,559 12 05 9.0 47 433 85 57
LTIM 1,127 1,076 48 1,096 28 26 155 160 -48 15.0 51
L&T Tech (LTTS) 307 288 6.5 295 40 35 162 17.1 -85 156 64
Coforge 302 278 8.7 291 38 33 125 119 64 136 112
Persistent 342 292 17.4 328 43 39 139 137 18 14.0 13
Birlasoft Limited 162 158 25 159 2.0 14 11.8 14.2 234 13.1 131
Mastek Limited 101 93 96 97 43 38 126 133 79 12.8 23
Intellect Design 73 75 2.8 73 05 - 15.0 14.4 61 139 105
NITMTS 50 46 7.7 49 20 - 19.7 19.1 59 20.1 -46

Source: Company; Sharekhan Research
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Company wise key expectations

Company
TCS

Infosys

HCL Technologies

Wipro

Tech Mahindra

LTIM

L&T Tech

Coforge

Persistent Systems

Birlasoft

Mastek Limited

Intellect Design

NITMTS

Source: Sharekhan Research

TCS is expected to report revenue growth of 1% in CC terms with ~70 bps cross currency tailwinds leading to 1.7%
reported growth. Revenue to be aided by BSNL deal ramp-up.

EBIT margin is likely to expand by ~25 bps g-o-q after wage hike impact taken in Q1.

Infosys is expected to report revenue growth of 3.2% in CC terms g-o0-q with ~70bps cross-currency tailwinds, leading
to a 3.9% g-o-q reported growth aided by recovery in BFSI.

EBIT margin is expected to improve by ~25 bps g-0-q owing to operational efficiencies.

HCL Tech is expected to report revenue growth of 0.6% in CC terms g-o-q with ~90 bps cross-currency tailwinds,

leading to 1.5% g-o-q reported growth aided by recovery in BFSI but offset by State Street divesture impact. EBIT
margin is expected to expand by ~80 bps g-0-q owing to operational efficiencies.

Wipro is expected to report revenue growth of 0.1% in revenue in CC terms, within its guided range of -1% to 1%. EBIT
margin is expected to be flat.

TechM is expected to report soft revenue growth of 0.5% in CC terms g-o0-q with ~70bps cross-currency tailwinds,
leading to 1.2% g-o-q reported growth

EBIT margin is expected to improve by ~60 bps g-0-q owing to operational efficiencies.

LTIM is expected to report sequential revenue growth of 2.6% in CC terms with growth led by BFS. Wage hike to be
taken in Q3.

EBIT margins are likely to improve by ~50 bps g-0-q aided by the absence of visa costs and operational efficiencies.

LTTS is expected to report sequential revenue growth of 3.5% in CC terms. EBIT margin is expected to expand by
60bps g-o0-q aided by revenue growth and operational efficiencies

Coforge is expected to report strong sequential revenue growth of 4% in CC terms driven by deal ramp ups and
recovery in BFSI. EBIT margin is likely to decline by ~110 bps g-o-q largely due to wage hike.

Persistent is expected to report strong sequential revenue growth at 3.9% in CC terms led by broad-based growth
across its verticals. EBIT margin is expected to be flat.

Birlasoft is expected to report sequential revenue growth of 1.4% in CC terms. EBIT margin is expected to contract
~130 bps g-o0-q.

Mastek is expected to report sequential revenue growth of 3.8% in CC terms, while EBITDA margin is expected to
improve by ~80 bps g-0-q, aided by operational efficiencies and operating leverage.

Intellect Design is expected to report sequential revenue growth of 0.5%, EBITDA margin is expected to improve by
~100 bps g-o0-q on operational efficiencies.

NIITMTS is expected to report sequential revenue growth of 2%. g-o-q EBITDA margin is expected to decline ~50 bps
largely due to wage hike.

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other
reasons that may prevent SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in
the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine
the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the
month immediately preceding the date of publication of the research report. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has not been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its
associates or analysts have not received any compensation for investment banking, merchant banking, brokerage services or any compensation or
other benefits from the subject company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act
as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or
related securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time
to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in
no event shall SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability
for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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