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IT Services

Sector Update

Demand environment remains intact, Strong
acceleration in cloud adoption!

Quick Pointers:

®  ACN's outsourcing order book stood at 6.3% Bn, grew 46.5% YoY in USD terms
(quarterly average of 5.93% Bn in FY20). This mirrors well for demand for Tier-
1 Indian IT companies.

®  Consulting order book grew 9.3% YoY (+2.2% QoQ) indicating pickup in
discretionary spends.

Accenture reported strong revenue growth, order bookings and raised
guidance underscoring the accelerated demand for technology
transformation. Most leading companies are simultaneously transforming
multiple parts of their enterprises. Pre-COVID digital leaders are racing to
widen the gap and digital laggards are racing to leap frog. This is driving force
for broad based recovery across IT industry.

ACN’s outsourcing order book stood at 6.3% Bn, grew 46.5% YoY in USD
terms (quarterly average of 5.93% Bn in FY20). This mirrors well for demand
for Tier-1 Indian IT companies. Consulting order book grew 9.3% YoY (+2.2%
QoQ) indicating pickup in discretionary spend. ACN management stated that
transition to cloud is a megatrend across the entire spectrum of low to highly
impacted industries due to COVID. ACN’s high double digit growth in cloud
resonates well with commentary of accelerated demand for cloud migration
by Indian IT companies. ACN’s revenue growth and order book was broad
based across verticals and markets. Strong rebound in BFSI for ACN can be
seen as continued improvement in BFSI demand for Indian IT. ACN
maintained their view of strong growth recovery in 2H of high single digit with
nil impact of reimbursable travel costs. Accenture results reinforces our view
of i) accelerated demand for cloud adoption ii) rising number of large
transformation deals iii) broad based demand across all industry verticals

Post the run up of sector in last 6 months, Indian IT sector valuation may
appear rich when compared to its long- term historical average. However, in
our view Valuations should not be looked separately and should also factor
key aspects such as 1) Sector has entered into Technology Upcycle, 2)
Valuations has a strong co-Relation with sales & earnings growth, 3)
Prolonged low interest rate environment, 4) Digital becoming mainstream, 5)
Strong order book & deal pipeline. Considering these key aspects, we
continue to believe that Valuations are still reasonable & we continue to
remain bullish on Indian IT Sector. Our preference order in Large Caps,
remains INFY, HCLT & TCS and in Tier-2 COFORGE, LTI, Mindtree & Mphasis.

" Revenue beats guidance, strong momentum in outsourcing continues:
ACN’'s 1QFY21 revenue grew 2% YoY local currency to USD11.76bn,
exceeding their guidance of USD11.55-11.95 by $200mn. Outsourcing growth
momentum continued with 8% YoY local currency growth in this quarter.
Consulting revenues improved 11% QoQ USD terms indicating good pickup in
discretionary spends.
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" Upward revision of guidance: ACN raised its full-year guidance band to 4%-
6% vs 2-5% previously and management sounded confident of good order
book. Inorganic initiatives would contribute 2% in FY21. ACN expects the
operating margin for the full year to be in the range of 14.8-15% (vs 14.7% in
FY20). Management guided for Q2 revenue of USD 11.55-11.95 bn, implying
growth of 1-4% in local currency terms (including Fx impact: +3% QoQ).

" Broad based growth across industry verticals and markets: Growth was
broad based with Health and public service, Financial services and
Communications & HiTech growing at 11%, 5% and 3% YoY in local currency.
Strong growth in Financial Services mirrors well for Indian IT services.

" Cloud performed better than expected generating 12$ Bn revenues in
FY20 and accelerated in high double digit growth in 1Q21. Cloud has
become a mega trend across all industry verticals — including entire spectrum
of low to highly impacted industries by pandemic

® Strong order book momentum to continue: Overall bookings grew 25% YoY
at USD 12.9bn with book-to-bill ratio at 1.1x [FY20 average quarterly order
book USD 12.4bn]. Consulting book-to-bill stood at 1.04x whereas outsourcing
book-to-bill stood at 1.16x Consulting bookings increased 9.3% YoY as
enterprises continued to reinvent their business to remain relevant to the client.
Continued strong growth in outsourcing bookings 46.5% YoY bodes well for
Indian IT companies.

Exhibit 1: Quick View of Accenture results

(USD mn) 1QFY20 4QFY20 1QFY21 QoQagr. YoY gr.
Revenues 11,358 10,836 11,762 8.54% 3.5%
EBIT 1,767 1,545 1891 22.4% 7.0%
EBIT Margins (%) 15.5 14.3 16.2
PBT 1,800 1,783 1986
Provision for taxes 425 478 464
Net income 1375 1305 1522 16.6% 10.6%
Net income margins (%) 12.1 12.0 12.9 0.75% 6.6%

Source: Company, PL

Key Takeaways from management commentary

®  Accelerated demand for transition to cloud: Transition to cloud is a mega
trend across all industries — including entire spectrum of low to highly impacted
industries by pandemic. Factors driving this trend of movement to cloud are i)
Immediate savings ii) resilience iii) security iv) cloud enables data driven
transformation and reap early business value. 4 out of 10 acquisitions in this
guarter have been in this cloud space.

® Speed of technology transformation has increased manifold:
Management indicated that organizations are going through broad
compressed transformation i.e. simultaneously addressing digital
transformation of all functions such as finance, supply chain, operations,
movement to cloud etc. The speed of transformation matters the most as
enterprises are in a race to gain edge over others.
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Exhibit 4: Revenue growth of ACN

" Management expects high single digit to low double digit growth in 2H21
driven by — i) improvement in macro-environment, ii) transformational
deals won last year, iii) Growth in S&C to come back to pre-COVID levels
iv) reimbursable travel costs won’t be headwind in 2H.

" Acquisition: Accenture closed 10 strategic acquisitions this quarter in
strategic areas such as Cloud, Intelligent Operations and Industry X.
Management expects to invest at least 1.7Bn $ in acquisition this fiscal year.

® Highest utilization reported in last 10 years: Higher utilization of 93% in 1Q
was driven by higher revenue growth. Management stated that this is not a
structural change and utilization will come back to normal range in next quarter.
ACN reported 16.1% i.e. +50bps YoY increase in operating margin driven by
lower travel cost and higher utilization.

®  Accenture launched new brand campaign around their new purpose and
growth strategy - To deliver 360-degree value to their clients

Accenture Trends

Exhibit 2: Broad based revenue growth

Segments Revenue (USD mn) YoY Gr. Local currency
Communications, Media & Technology 2,333 4% 3%
Financial Services 2,346 7% 5%
Health & Public 2,212 12% 11%
Products 3,206 0% -3%
Resources 1,664 -4% -5%

Source: Company, PL

Exhibit 3: Continued strong growth in outsourcing, pickup in consulting

Segments Revenue (USD mn) YoY Gr. Local currency terms
Consulting 6,333 -1% -2%
Outsourcing 5,430 9% 8%

Source: Company, PL

Exhibit 5: Outsourcing momentum continues, consulting

Revenue growth (cc yoy)
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Exhibit 6: Improved bookings Exhibit 7: Volatility in performance of BFSI vertical
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TCS Trends
Exhibit 8: Revenue Momentum to remain Exhibit 9: Superior margins to sustain
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Exhibit 10: Strong Deal pipeline Exhibit 11: Expect BFSI to grow in FY21E
TCV (USD bn) | —&— BFSI revenue growth YoY Revenue growth YOY|
20.0%
15.0%
10.0%

5.0% -\./I—-—I’"'_'\-—\
0.0% < -
-5.0% '\/

-10.0%
-15.0%
-20.0%
W 0 O O O O O O O O o «
— — - - - - — [sN] [sN] N N N N
1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 g ToLLTITToLLITToL
Source: Company, PL Source: Company, PL

December 18, 2020



“., IT Services

Analyst Coverage Universe

Company Name TP (Rs) Share Price (Rs)
1 Coforge BUY 2,784 2,457
2 Cyient BUY 492 485
3 HCL Technologies BUY 1,101 830
4 Infosys BUY 1,436 1,137
5 L&T Technology Services Accumulate 1,860 1,754
6 Larsen & Toubro Infotech BUY 3,465 3,259
7 Mindtree BUY 1,625 1,441
8 Mphasis BUY 1,711 1,382
9 Persistent Systems BUY 1,368 1,189
10 Redington (India) BUY 138 138
11 Sonata Software BUY 427 339
12 Tata Consultancy Services BUY 3,200 2,736
13 TeamLease Services BUY 2,677 2,724
14 Tech Mahindra BUY 1,042 848
15 Wipro BUY 415 345
16 Zensar Technologies BUY 215 225

PL’s Recommendation Nomenclature

Buy  >15%
Accumulate : 5%to 15%
Hold : +5% to -5%
Reduce : -5%to -15%
Sell T <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
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ANALYST CERTIFICATION
(Indian Clients)

We/l Mr. Aniket Pande- MBA, Ms. Aditi Patil- MBA Finance Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to
the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL") is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Aniket Pande- MBA, Ms. Aditi Patil- MBA Finance Research Analysts of this report have not received any compensation from the companies mentioned in the
report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are 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.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

www.plindia.com
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