Sector Update
IT

Realistic Expectations, Reasonable valuations; Either recession fear overstated or
growth moderation yet to play out

Festina Lente (meaning Make haste slowly) — Suetonius Augustus

Quick Summary: We are making a case that IT services sector expectations are
now reset at realistic level, and under a scenario of receding global macro-
concerns, coupled with reasonable valuations (refer earlier note “pessimism
overdone”- link) we are continuing with our view (elaborated in 2QFY23 preview)
that there is near-term trading upside but medium term view is uncertain as it is
too early to disregard macro-induced demand concerns (despite receding macro-
concerns, we are likely to get clarity only by 1QCY23 and will reassess our medium
term call). Long term, no point belaboring (again) that, anyway IT is a secular
growth sector. Therefore, we continue with a view that there is near-term trading
upside and to build position gradually with an option to consider buying
aggressively only after clarity in/around 1QCY23 i.e. Festina Lente. We continue
to prefer large-caps/larger-midcaps with top picks as Infosys (CMP INR 1636,
Mcap INR 688,294 cr), LTI (CMP INR 4938, Mcap INR 86,607 cr) and Persistent
(CMP INR 3971, MCap INR 30,346 cr) and LTTS (CMP INR 3886, Mcap INR 41,026
cr).

IT sector reset at realistic expectations in near term: Over last 2 quarters IT results
are a study in contrast —not because sequential growth was materially different,
but because, despite similar growth, 1QFY23 was considered underperformance
while 2QFY23 is considered outperformance (refer exhibit 01). Implying, what has
changed is our/street/consensus expectations, not companies performance per-se
(infact, except for some details about few more geo/verticals facing headwinds,
overall commentary about demand, pipeline, and contract booking is largely
unchanged in 2Q v/s 1Q). This is in-line with our 2QFY23 preview (2QFY23 = 1QFY23
+ some margin expansion) and made a case that IT stocks could be considered
gradually buying for trading upside though it is too early to disregard macro-
induced demand concerns.

Exhibit 01: Growth performance (vs est) was better in 2Q vs 1Q despite almost
similar growth trend

1QFY23 Revenue growth 1Q23 Margins performance  2QFY23 Revenue growth 2Q23 Margins performance|

QoQ QoQ Est P/F EBITM Est. P/F QoQ QoQEst P/F  EBITM  Est. P/F
TCS 1.3% 14% in-line 23.1% 23.5% U/PF 1.4% 1.2% OfPF 24.0% 23.7% OfPF
Infosys 3.8% 3.0% OfPF 20.1% 21.1% U/PF 2.5% 2.9% U/PF 21.5% 20.5% OfPF
Wipro 0.5% 2.8%  U/PF 14.3% 16.1% U/PF 2.3% 2.2% OfPF 15.1% 15.2% U/PF
HCLT 1.1% 32%  U/PF 17.0% 17.7% U/PF 1.9% 1.0% O/PF 17.9% 17.3% O/PF
TECHM 1.5% 3.0% U/PF 11.0% 11.2% U/PF 0.3% 0.5% inline 11.4% 11.1% O/PF
LTI 1.7% 3.4%  U/PF 16.0% 15.3% O/PF 3.6% 2.0% OfPF 16.1% 16.3% U/PF
Mindtree 4.0% 5.0%  U/PF 19.2% 18.6% O/PF 5.7% 4.4% OfPF 19.1% 18.7% O/PF
Coforge 2.7% 4.2%  U/PF 13.0% 14.5% U/PF 3.4% 3.5% In-line 15.2% 15.4% U/PF
Persisten|  11.0% 9.7% OfPF 14.3% 13.5% O/PF 5.8% 6.0% In-line 14.6% 13.6% OfPF
LTTS 3.2% 32%  U/PF 18.3% 18.2% O/PF 3.2%  25% OfPF 18.2% 18.0% O/PF
Cyient 3.1% 1.5% O/PF 11.5% 12.5% U/PF 8.2% 9.3% U/PF 8.8% 11.0% U/PF

Source: Companies, Bloomberg, Edelweiss Wealth research
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Medium term, either there is no recession or earnings are too optimistic: Despite wide fear of recession in key markets of Indian
IT services companies, consensus estimates do not suggest any recession. S&P 500 consensus EPS estimate is USS 232.2 for CY23E,
a growth of 5% over USS 221.1 estimate in CY22 (source: Factset). Historical data (since 1957 to 2020) of recession suggest peak-
to-trough S&P 500 earnings cut of ~30% on an average, and excluding outliers (of Tech bubble 2000/01 and GFC 2008) average
earnings cut of ~19%. If we just consider inflation-induced recessions in the historical data then average earnings cut was ~13%.
So likely upcoming recession (in 2023 probably) will be a historically strange one where there will be no earnings contraction (but
yet it will be labeled as “recession”). Similarly, Indian IT services companies earnings has again saw, on an average, earnings
upgrade in 2QFY23 after sharp cut in 1QFY23 and some downgrades since 3QFY22 (refer Exhibit 02).

These data-points suggest either the fear of recession is unfounded or CY23/FY24 earnings estimates are too optimistic. So we
need to wait till 1QCY23 at least for clarity to emerge.

Exhibit 02: Consensus EPS estimate change post 2QFY23 results vs post 1QFY23 results

EPS est (post-1Q23) Change post-1Q23 EPS est (post-2Q) Change post-2Q23

FY23E FY24E FY23E FY24E FY23E FY24E FY23E FY24E
TCS 115 129 -2.7% -3.1% 115 130 0.1% 0.6%
Infosys 58 65 -3.4% -5.8% 58 68 1.1% 4.6%
HCLT 52 59 -3.4% -4.2% 53 59 1.5% 0.0%
Wipro 21 24 -11.1% -10.9% 21 24 -0.9% 1.0%
TECHM 61 72 -8.8% -7.1% 60 72 -0.7% -0.1%
LTI 155 175 0.6% -4.2% 162 193 4.4% 10.2%
Mindtree 119 137 3.6% 2.6% 122 138 2.1% 0.3%
Mphasis 92 109 -1.1% -3.1% 92 107 -0.5% -1.2%
Coforge 133 162 133 164 -0.1% 1.1%
Persistent 117 141 121 146 3.8% 3.3%
LTTS 109 134 0.7% 4.9% 107 123 -2.3% -7.9%
Cyient 52 62 -2.5% 1.8% 49 61 -5.0% -2.3%

Source: Bloomberg, Edelweiss Wealth research
IT sector at reasonable valuations: We elaborated earlier that IT stock’s valuation has corrected 17%-49% and Nifty IT index
valuation corrected by 27%. Since then, valuations have inched up but valuation is broadly within the reasonable band (albeit at

higher side of the band) adjusted for RoCE & growth rate expansion post-pandemic.

Exhibit 03: Valuations (using Bloomberg consensus estimate)
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EWM View and Top Picks: We continue to maintain based on reasonable valuation and positive demand/pipeline commentary
(divergent from street fear of recession) we may see near term trading upside. But it is too early to discard global-macro induced
demand slowdown concerns, either recession fear was overstated or earnings cut is yet to play out. In our previous note we made
a case that 2 of 3 concerns — 1st, margin and 2nd, cost-of-capital — related price corrections are mostly done. 3rd concern about
demand impact from global macro-concerns is yet to play out though recent macro signals (US Fed-speak/Fed-pivot, etc) suggest
receding concern and possibly upcoming “recession” might be “different this time” with no negative earnings impact. However,
we believe it will be prudent to let clarity emerge by/around 1QCY23.

Therefore, we continue with our trading upside call and suggest to gradually build position in IT stocks with an option to buy
aggressively once there is clarity, i.e. Festina Lente (Make haste slowly).

We continue to prefer large-caps/larger-midcaps within the sector with top picks largely unchanged as Infosys (CMP INR 1636,
Mcap INR 688,294 cr), LTI (CMP INR 4938, Mcap INR 86,607 cr) and Persistent (CMP INR 3971, MCap INR 30,346 cr) and LTTS
(CMP INR 3886, Mcap INR 41,026 cr).

Viea Revenue (INR Cr) EBIT Margins EPS (INR) P/E (x) ROE (%)
cMP P
(INRCr)  py2pp  Fv23E  FY24E | FY22A  FY23E  FY24E | FY22A FY23E  FY24E | FY22A  FY23E  FY24E | FY22A FY23E FY24E
TCS 3389 12,40,290 | 191,754 2,23,505 2,43,218 @ 25%  24%  25% | 104 117 128 33 29 26 | 44 45 43
INFOSYS 1636 688294 | 121,641 1,49,164 1,62,996 | 23%  21%  22% 52 59 68 31 28 24 | 29 31 31
HCLTECH 1,128 3,06155 | 85651 101,715 1,14,606 | 19%  18%  18% 50 52 60 23 2 9 | 2 23 25
WIPRO 403 2,20979 | 79,093 92,000 106639 | 17%  15%  17% 2 2 28 18 18 14 | 20 17 19
TECH M 1,080  1,05153 | 44,646 53,600 59,834 | 15%  12%  13% 63 61 72 17 18 15 | 2 19 20
] 4,938 86,607 15669 19,705 22,424 | 17%  17%  18% | 131 163 194 38 30 25 | 29 30 32
Mindtree 10525 13647 15689 | 19%  19%  17% | 100 121 132 3 33 30
Coforge 3,945 24,059 6432 8189 9,504 15%  15%  16% 110 146 184 36 27 21| 27 28 28
LTTS 3,886 41,026 6570 8128 9,430 18%  18%  19% 91 112 135 43 35 29 | 25 26 27
:5;::;‘2” 3971 30,346 5711 8205 9,587 4%  15%  15% 90 119 144 44 33 2 | 2 25 25
Birlasoft 204 8,023 4130 4926 5590 4%  13%  15% 16 18 24 18 16 12 | 20 19 21
Cyient 797 8,805 4133 4534 5891 4%  13%  12% 48 54 61 17 15 B3 17 16 17
eClerx 1,429 7,250 2,160 2,635 3,005 2% 2% 24% 81 92 107 18 16 B3| 27 27 2
Newgen 348 2,436 779 922 1,104 | 23%  17%  22% 23 23 30 15 15 2 2 2 4
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Source: Companies, Edelweiss Wealth Research
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Sr.No  Coverage Sr. No Tactical Buy

1 Aditya Birla Fashion & Retail Ltd 1 ACC Ltd

2 Aegis Logistics Ltd 2 Ajanta Pharma Ltd

3 Amber Enterprises India Ltd 3 Ambuja Cements Ltd

4 Astral Ltd 4 Ashok Leyland Ltd

5 Balaji Amines Ltd 5 Axis Bank Ltd

6 Bata India Ltd 6 Bharat Electronics Ltd

7 Birla Corporation Limited 7 Brigade Enterprises Ltd

8 Can Fin Homes Ltd 8 DLF Ltd

9 Century Plyboards India Ltd 9 eClerx Services Ltd

10 Cholamandalam Inv and Finance Ltd 10 Globus Spitits Ltd

11 City Union Bank Ltd 11 GNA Axles Ltd
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14 CSB Bank Ltd 14 Indusind Bank Ltd

15 Deepak Nitrite Ltd 15 Jamna Auto Industries Ltd
16 Easy Trip Planner Ltd 16 JK Cement Ltd
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28 Navin Fluorine International Ltd

29 Neogen Chemicals Ltd

30 Newgen Software Technologies Ltd
31 Orient Electric Ltd
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34 Shriram Transport Finance Company Ltd
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Edelweiss Wealth Research



& Edelweiss | reeancy

Edelweiss Broking Limited, 1st Floor, Tower 3, Wing B, Kohinoor City Mall, Kohinoor City, Kirol Road, Kurla(W)
Board: (91-22) 4272 2200

Vinay Khattar VI NAY Digitally signed by
VINAY KHATTAR
Head Research Date: 2022.11.27

KH A-I_I-A 09:49:36 +05'30'

vinay.khattar@edelweiss.in

Edelweiss Wealth Research 5



WEALTH

& Edelweiss | reearcn

Disclaimer

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking,
depository services and related activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital
markets, resulting in significant and material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking
Limited ("Edelweiss") in the capacity of a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No. INHO00000172.

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231 (Member of NSE, BSE, MCX and NCDEX). EBL CIN:
U65100GJ2008PLC0O77462. Research services offered by Edelweiss Broking Ltd. under SEBI Registration No. INHO00000172. Depository Participant SEBI Registration No.:
IN-DP-656-2021 with NSDL having DP ID: IN302201 & IN303719 and with CDSL having DP ID: 12032300. Investor grievance resolution team: 040-41151621; Email ID:
Helpdesk@edelweiss.in (for trading related) and dpservicesebl@edelweiss.in (for demat related). Name of the Compliance Officer for Trading & DP - Mr. Pranav Tanna,
Email IDs: complianceofficer.ebl@edelweissfin.com / ebl.dpcompliance@edelweissfin.com. Edelweiss Broking Ltd. also acts in the capacity of distributor for Products such
as OFS, Mutual Funds and NCD etc

Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098, Contact 18001023335 / (022)-42722200 / 022-40094279.

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INHO00000172 and distributed as per SEBI
(Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation
of any transaction. The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and
is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each
recipient of this report should make such investigation 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 his own advisors to determine the merits and risks of such investment. The investment
discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This 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 EBL and associates / group companies to any registration or licensing requirements within such jurisdiction.
The distribution of this report in certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions.
The information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
information is subject to change without any prior notice. EBL reserves the right to make modifications and alterations to this statement as may be required from time to
time. EBL or any of its associates / group companies shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in
the information contained in this report. EBL is committed to providing independent and transparent recommendation to its clients. Neither EBL nor any of its associates,
group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential including loss of revenue
or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make investment decisions
that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements
incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information
provided in these reports remains, unless otherwise stated, the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties, remains
the property and copyright of EBL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright
holders.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in
the system, break down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL
to present the data. In no event shall EBL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the EBL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive
this report at the same time. We will not treat recipients as customers by virtue of their receiving this report.

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and
buy or sell the securities thereof, of company(ies), mentioned herein 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/company(ies) discussed herein or act as advisor or lender/borrower to such
company(ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of
research report or at the time of public appearance. EBL may have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as
interested. The views provided herein are general in nature and do not consider risk appetite or investment objective of any particular investor; readers are requested to
take independent professional advice before investing. This should not be construed as invitation or solicitation to do business with EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public
offering of securities for the subject company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or
brokerage services from the subject company in the past 12 months. EBL or its associates may 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 12 months. EBL or its associates have not received any compensation
or other benefits from the Subject Company or third party in connection with the research report. Research analyst or his/her relative or EBL’s associates may have financial
interest in the subject company. EBL, its associates, research analyst and his/her relative may have other potential/material conflict of interest with respect to any
recommendation and related information and opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large
fluctuations; ( i) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in
equity and debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume
currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
EBL has financial interest in the subject companies: No
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EBL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the
date of publication of research report: No

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research
report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three
years.
A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:
The analyst 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.

Additional Disclaimer for U.S. Persons

Edelweiss is not a registered broker — dealer under the U.S. Securities Exchange Act of 1934, as amended (the“1934 act”) and under applicable state laws in the United
States. In addition Edelweiss is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the
1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment
services provided by Edelweiss, including the products and services described herein are not available to or intended for U.S. persons.

This report does not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not
be considered as an advertisement tool. "U.S. Persons" are generally defined as a natural person, residing in the United States or any entity organized or incorporated
under the laws of the United States. US Citizens living abroad may also be deemed "US Persons" under certain rules.

Transactions in securities discussed in this research report should be effected through Edelweiss Financial Services Inc.

Additional Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to
investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including
high net worth companies and unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together
being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates
is available only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research
report or any of its contents. This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Additional Disclaimer for Canadian Persons

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration
requirements under such law. Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not
available to or intended for Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or
investment services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking,
depository services and related activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital
markets, resulting in significant and material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking
Limited ("Edelweiss") in the capacity of a Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INHO00000172.
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