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Clear signs of moderation

Accenture (ACN) reported healthy revenue growth of US$16.159bn (21.8% YoY USS$)
led by decent growth across consulting (24.4% YoY US$) and outsourcing (18.7%
YoY USS$). However, YoY revenue growth rate moderated compared to last two
quarters in consulting (Chart 2). Moderation in YoY growth rate can be seen across
verticals and US region as well.

ACN reported healthy deal bookings of US$17bn (10% YoY); however, book-to-bill
reached near pre-covid levels — consulting bookings at US$9.1bn (13.8% YoY) with
book-to-bill of 1.0x (vs 1.1-1.3x in last five quarters and 1.02x in FY18 and FY19) and
outsourcing bookings at US$7.8bn (5.4% YoY) with book-to-bill of 1.09x (vs 1.2-1.4x
in last five quarters and 1.06/1.09 in FY18/FY19). Management expects deal booking
and revenue growth momentum to continue for next quarter as well and has
upgraded revenue growth guidance for FY22 to be 25.5% to 26.5% in local currency
(vs 24% to 26% previously).

ACN’s pace of net headcount addition slowed down with net addition of 11,928
employees (2% 0Qo0Q) vs ~40K average net addition per quarter in the last four
quarters. It used to be 8-10K per quarter pre-covid. Slowdown in headcount addition,
decrease in book-to-bill ratio and moderation in revenue growth all point towards
normalisation of growth momentum ahead for IT services industry. We believe
revenue_momentum is likely to slowdown in H2FY23 for Indian IT services as
enterprises delay new projects amidst macro uncertainties.

Management mentioned there is more focus towards cost optimisation now along
with growth compared to last year. Amidst high inflationary consumer goods
companies are funding their change the business spends via cost optimisation
elsewhere. In Europe, industries impacted by macro environment are leveraging
technology to achieve energy efficiency, supply-chain resiliency, sustainability and
cost optimisation.

Quarterly annualised attrition inched up to 20% (+200bps QoQ) owing to high attrition
in India at lower end of pyramid. Onsite wage inflation continues to be major margin
headwind. We expect attrition to remain at elevated levels (due to wage hikes) and
margins to remain_muted (high onsite wage inflation) for Indian IT services in
H1FY23.

We re-iterate our underweight stance on the Indian IT services and believe
deployment in the sector should be very slow and gradual as we believe there would
be many unknown risks (normalisation of tech spend, downside risk on FY24
revenue growth etc.) ahead, which might further degrade valuations. We suggest
investor to stick with TCS in large cap; Coforge in mid cap.

» Moderation in revenue growth: ACN reported healthy revenue growth of
US$16.159bn (21.8% YoY USS$). Adjusting for forex impact, revenue was US$160mn
above top end of guidance (US$15.7-16.15bn) led by healthy growth across consulting
(24.4% YoY US$) and outsourcing (18.7% YoY US$). However, YoY revenue growth
rate moderated compared to last two quarters across consulting (Chart 2). Moderation
in YoY growth rate can be seen across verticals and US region. We expect normalisation
in revenue momentum going forward for Indian IT services as well.

Please refer to important disclosures at the end of this report
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Book-to-bill ratio back to pre-covid levels: ACN reported healthy deal bookings
of US$17bn (10% YoY), second highest bookings in absolute value terms. However,
book-to-bill reached to pre-covid levels - consulting bookings at US$9.1bn (13.8%
YoY) with book-to-bill of 1.01 (vs 1.1-1.3 in last five quarters and 1.02 in FY18 &
FY19) and outsourcing bookings at US$7.8bn (5.4% YoY) with book-to-bill of 1.09
(vs 1.2-1.4 in last five quarters and 1.06/1.09 in FY18/FY19). Management
mentioned about strong deal pipeline and expects deal bookings momentum to
continue in Q4FY22 (Sept-22) as well. ACN had 18 clients with more than
US$100mn+ bookings.

Focus back on cost optimisation: Management mentioned demand for total
enterprise reinvention continues to be robust. At the same time, there is more focus
on cost optimisation now along with growth compared to last year. For example,
given consumer goods industry is impacted by high inflationary environment, ACN
is helping North American multi-brand retailer scale their digital business while
reducing operational costs up to US$100mn over the next five years. In Europe,
industries impacted by macro environment are leveraging technology to achieve
energy efficiency, supply-chain resiliency, sustainability and cost optimisation. We
note demand continues to be driven by cloud, data and Al.

Pace of net headcount addition returning to pre-covid levels: ACN'’s pace of
net headcount addition slowed down with net addition of 11,928 employees (2%
QoQ) vs ~40K average net addition per quarter in the last four quarters and 8-10K
per quarter pre-covid. Headcount addition being lead indicator of demand
momentum, points to normalisation of growth momentum ahead.

Attrition inched up QoQ: Quarterly annualised attrition inched up to 20% (+200bps
QoQ), in-line with seasonal uptick in attrition in Q3 and Q4 observed historically.
Management mentioned uptick in attrition can be attributed to high attrition in India
at the lower end of the pyramid.

Operating margin guidance intact, high onsite wage inflation: Management
mentioned onsite wage inflation continues to be high. Levers of pricing
improvement, changing mix of people and use of technology are still lagging
compensation increases. EBIT margin increased by 10bps YoY to 16.1% this
quarter. For the full year, operating margin guidance of 15.2%, +10bps YoY remains
intact. Utilisation trended down by 100bps YoY to 91% (vs 90-91% pre-covid).

ACN is growing 3x higher than the market: Accenture is growing 3x times the
market given its ahead-of-time investments in cloud, digital, industry X and
cybersecurity. Its wide presence across verticals, markets and service lines as well
as across strategy, consulting and operations enables it to become a strategic
partner of client and garner larger wallet share.

Investing in new areas of growth - Metaverse and sustainability: Clients are still
in very early stages of exploring Metaverse. ACN is collaborating with an
international property developer to develop their business model and design their
customer experience in the Metaverse. ACN is also seeing demand traction in
sustainability and is building skills and capabilities in this area. It announced three
acquisitions in sustainability domain in this quarter.
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Chart 1: Revenue growth moderating

Chart 2: Moderation in consulting and...
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Chart 3: ...outsourcing revenue growth

Source: Company, Bloomberg, I-Sec research

Chart 4: BFSI revenue growth
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Chart 5: US revenue growth

Source: Company, Bloomberg, I-Sec research

Chart 6: Book-to-bill ratio back to pre-covid level
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Chart 7: Outsourcing book-to-bill moderating

Chart 8: Attrition continues to increase
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Chart 9: Order books remain strong US$bn
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Table 1: Massive moderation seen in headcount addition
1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1021 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22
Total headcount 4,68,888 4,76,542 4,81,577 492292 5,04,538 5,08,572 5,13,229 5,05,733 5,14,288 5,36,653 5,68,727 6,24,268 6,74,325 6,98,504 7,10,432
Net headcount
addition 9,710 7,654 5035 10,715 12,246 4,034 4,657  -7,496 8555 22,365 32,074 55541 50,057 24179 11,928

Source: Company, Bloomberg, |-Sec research
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Chart 10: Declining headcount addition trend
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