(&) rene

INDIAN IT SERVICES
INDUSTRY

Hiring unlikely to pick up materially
over the near time as growth
momentum yet to recover
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Hiring is expected to remain low until
the demand outlook improves; it is
likely to pick up materially only by the
end of H1 FY2026.

As Gen Al makes rapid inroads, all
leading IT services companies are
upskilling their employees for tech
skills as they-explore Al-driven business
opportunities. This is likely to lead to
an overall moderation in fresh hiring,
as compared to pre-Covid levels.
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*ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.

Moderation in demand coupled with the increase in utilisation of excess manpower added during FY2022-
FY2023 exerted pressure on hiring by IT services companies through FY2024 and Q1 FY2025. Coupled with
an increase in attrition levels, this also led to negative net employee addition for the seven quarters till Q1
FY2025 for ICRA’s sample set companies. While there has been some recovery in Q2 FY2025, ICRA expects
hiring to remain low in the near term until the growth momentum picks up by H2 FY2026.

Average revenue in USD per employee for the sample set has largely been stable at around USD 50,000
over FY2020-FY2024. However, this metric will show steady improvement if assessed on revenue in rupee
terms due to depreciation of the rupee against some key foreign currencies over this period. The impact of
higher adoption of Generative Al (Gen Al) on improving employee productivity is expected to be visible
over the next few years.

The last twelve-month (LTM) attrition rate had peaked at ~23% during Q4 FY2022 and Q1 FY2023, led by
significant hiring and subsequent demand-supply mismatch. However, it sequentially tapered with lower
hiring by IT services companies amid moderation in demand in key markets of the US and Europe. The LTM
attrition rate for ICRA’s sample set companies started stabilising from Q3 FY2024 at ~13%, much lower than
the pre-pandemic level of ~18% in Q1 FY2020 for the sample set companies.

Employee cost as a percentage of operating income for ICRA’s sample set increased steadily to 58% in
FY2024 from ~54% in FY2021, due to moderation in revenue growth coupled with wage cost inflation amid
surge in attrition levels till H1 FY2024. While this has exerted pressure on operating profit margins (OPM) of
the companies, they have been able to partly offset the same through increased operating efficiencies and
employee utilisation levels. ICRA expects the OPM for its sample set companies to largely remain stable at
21-22% over FY2025-FY2026.
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Moderation in hiring in the Indian IT services industry @ ICRA

Lower discretionary technological spending
by customers in key markets of the US and
Europe, considering an uncertain
macroeconomic environment, has led to
moderation in demand for Indian IT
services companies over the last 6-8
quarters. Higher inflation and interest costs
also exerted pressure on clients across key
industries, resulting in increasing focus on
cost optimisation/ business critical
projects, and deferment of large
discretionary spends.

Employee attrition has declined in
recent quarters beginning from Q3
FY2023 for most Indian IT services
companies, which has helped reduce
the demand-supply mismatch
witnessed in the industry, after the
Covid-19 pandemic.
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Indian IT services companies continue to utilise the excess
employee capacity added over FY2022 and FY2023.
Additionally, the industry is focused on improving employee
utilisation and upskilling fresh talent.
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Revenue growth has tapered due to slowdown in discretionary IT spending in key markets @ ICRA

Exhibit: Trend in quarterly revenue growth of ICRA’s sample set companies*
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Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Negative net employee addition in recent quarters; some recovery in Q2 FY2025 @ ICRA

Exhibit: Trend in net employee addition for ICRA’s sample set companies
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= Hiring by IT services companies had been at an all-time high in FY2022 and H1 FY2023, buoyed by strong demand for digital technologies and to combat the surge in
attrition levels. Subsequently, moderation in demand coupled with the increase in utilisation of excess capacity added during FY2022 and FY2023 exerted pressure on
hiring by IT services companies through FY2024 and Q1 FY2025. Together with an increase in attrition levels, this also led to negative net employee addition for the
seven quarters till Q1 FY2025 for ICRA’s sample set companies.

= While there has been some recovery in Q2 FY2025, ICRA expects hiring to remain low in the near term until the growth momentum picks up. The formation of the new
Government in the US may create some policy uncertainty in the immediate term and thus will remain a monitorable.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd. www.icra.in




TCS has maintained its lead in terms of total headcount @ ICRA

Exhibit: Trend in quarterly addition over total headcount for ICRA’s sample set companies
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= |n line with the trend witnessed in recent years, five leading IT services companies accounted for ~75% of the total net employee additions at the industry
level in FY2024. However, given moderation in demand outlook, gross hiring by IT companies has remained flattish in recent quarters.

= |n H1 FY2025, while TCS, Infosys and Tech Mahindra reported net employee addition of 8,000-11,000 each, HCL and Wipro continued to report negative net
addition to their employee base.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Revenue generation per employee has largely been maintained @ ICRA

Exhibit: Trend in average revenue per employee (USD) Exhibit: Trend in number of employees per USD 100 million revenues
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= Average revenue per employee for the sample set has largely been maintained at ~USD 50,0000 over FY2020-FY2024. Consequently, the number of
employees required for every USD 100 million of revenue generation has also largely remained stable at ~2000 over the same period. However, the same
parameters assessed on revenue reported in rupee terms will show steady improvement over this period, primarily due to depreciation of the rupee against

some key foreign currencies.

= However, the impact of higher adoption of Gen Al on improving employee productivity is expected to be visible over the next few years.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Employee attrition has stabilised in recent quarters @ ICRA

Exhibit: Trend in LTM attrition rate for ICRA’s sample set companies
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= The LTM attrition rate had peaked at ~23% during Q4 FY2022 and Q1 FY2023, led by significant hiring and subsequent demand-supply mismatch. However, it
sequentially tapered down with lower hiring by IT services companies amid moderation in demand in key markets. The LTM attrition rate for ICRA’s sample set
companies started stabilising from Q3 FY2024 at ~13%, lower than the pre-pandemic level of ~18% in Q1 FY2020.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Wage cost inflation and its consequent impact on profit margins also constrained hiring @ ICRA

Exhibit: Trend in employee cost and OPM for ICRA’s sample set companies

Exhibit: Trend in average cost per employee (Rs. lakh) for ICRA’s sample set
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= Employee cost as a percentage of operating income for Indian IT services companies increased steadily in the recent years to 58% in FY2024 from ~54% in
FY2021 due to moderation in revenue growth coupled with wage cost inflation amid surge in attrition levels till H1 FY2024. This has also led to lower hiring by
IT services companies, to rationalise costs.

= While this has exerted pressure on OPM of companies, they have been able to partly offset the same through increased operating efficiencies and employee
utilisation levels. ICRA expects the OPM for its sample set companies to largely remain stable at 21-22% over FY2025—-FY2026.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Way forward... @ ICRA

Focus on tier-1l/1ll cities Attrition Upskilling employees Wage costs/OPM
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Hiring is expected to remain To rationalise costs, IT After having peaked As Gen Al makes rapid Wage cost inflation has
low until the demand services companies are after Covid-19, employee inroads, all leading IT started to taper from Q3
outlook improves; likely to hiring more from tier-II/1ll attrition has services companies are FY2024 and expected to
pick up materially only by cities and also expanding tapered significantly with upskilling their employees remain under control, with
the end of H1 FY2026. their office footprintin easing off of the demand- for tech skills as they regular hikes being
these regions. supply mismatch. ICRA explore Al-driven business announced by IT services
expects LTM attrition levels opportunities. This is likely companies. Consequently,
to remain stable to lead to an overall ICRA expects OPM for its
at 12-13% over the near to moderation in fresh hiring, sample set to also remain
medium term. as compared to pre-Covid stable at 21-22% over the
levels. near to medium term.

Source: ICRA Research; *ICRA’s sample set of five companies: HCL Technologies Ltd., Infosys Ltd, Tata Consultancy Services Ltd., Tech Mahindra Ltd. and Wipro Ltd.
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Rating actions by ICRA: IT services @ ICRA

Exhibit: Ratings upgrade/ downgrade across IT services companies Exhibit: Distribution of ratings for IT services industry
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= |CRA has a total of 31 entities rated under the IT and BPO industry, distributed across IT services and IT BPO.

= Approximately 84% of the rated entities are in investment grade category for the IT services sector. This is a reflection of the healthy cash flow generation led by higher
margins and low working capital requirements. Further, with low capex requirements, entities in the industry have been generating free cash flows leading to net
surplus of cash and liquid investments.

= There have been two upgrades in FY2024 and 7M FY2025 driven by a strengthening of their credit profile of those companies, aided by healthy growth in revenues and
increased accrual generation, while maintaining a comfortable capital structure. There was a single downgrade in 7M FY2025 owing to pressure on earnings due to
flattening revenue growth curve, as compared to higher manpower costs.
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ICRA-rated entities in IT services industry @ ICRA

Name of Issuer Long-term Rating Outlook Short-term Rating
24/7 Customer Private Limited [ICRA]BBB Stable [ICRA]JA3+
Ascendum Solutions India Private Limited [ICRA]BBB- Stable -

ASM Technologies Limited [ICRA]BB+ Stable [ICRA]JA4+
C-Edge Technologies Limited [ICRA]AA- Stable [ICRA]JAL+
Conneqt Business Solutions Limited [ICRA]A+ RWDI [ICRA]JAL+
Datamatics Global Services Limited [ICRA]JA+ Stable [ICRA]JAL+
Embee Software Private Limited [ICRA]BBB Stable [ICRA]JA3+
Emudhra Limited [ICRA]A- Positive [ICRA]JA2+
Genisys Information Systems (India) Private Limited [ICRA]BB+ Stable -

HCL Technologies Limited [ICRA]JAAA Stable [ICRA]JAL+
IBM India Private Limited [ICRA]JAA+ Negative [ICRA]JAL+
IGT Solutions Pvt. Ltd. [ICRA]JA Stable [ICRA]AL
In-Solutions Global Limited [ICRA]BBB Stable [ICRA]JA3+

Iris Business Services Limited [ICRA]BBB- Positive [ICRA]JA3
Kochar Infotech Limited [ICRA]BBB Stable [ICRA]JA3+
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ICRA-rated entities in IT services industry @ ICRA

Name of Issuer g-term Rating Outlook

KPIT Technologies Limited [ICRA]JAA Stable [ICRA]AL+
Lentra Al Private Limited [ICRA]BB- Stable -
Mastek Limited [ICRA]AA- Stable [ICRA]AL+
Motherson Technology Services Limited [ICRAJAA- Stable [ICRA]AL+
Mphasis Limited [ICRA]AA+ Stable [ICRA]AL+
Onward Technologies Limited [ICRA]BBB Stable [ICRA]A3+
Ramco Systems Limited [ICRA]BBB+ Stable [ICRA]A2
Sasken Technologies Limited - - [ICRA]AL+
Sify Digital Services Limited [ICRA]JA Stable [ICRA]AL
Sify Technologies Limited [ICRA]AA- Stable [ICRA]AL+
Tata Consultancy Services Limited [ICRAJAAA Stable [ICRA]AL+
Trigyn Technologies Ltd. [ICRA]BB- Stable [ICRA]JA4
Wipro Limited [ICRA]JAAA Stable [ICRA]AL+
Zensar Technologies Limited [ICRA]AA+ Stable [ICRA]AL+
Epicenter Technologies Private Limited [ICRA]BBB Stable [ICRA]A3+
Sagility India Private Limited [ICRA]BBB Stable [ICRA]A3+
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Name Designation Email Contact Number
Shamsher Dewan Group Head shamsherd@icraindia.com 0124 — 4545 328
Kinjal Shah Co-Group Head kinjal.shah@icraindia.com 022 — 6114 3442
Deepak Jotwani Sector Head deepak.jotwani@icraindia.com 0124 — 4545 870
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Shubham Gupta Senior Associate Analyst Shubham.gupta2@icraindia.com 0124 -4545 399

©@ O © © 0



mailto:shamsherd@icraindia.com
mailto:kinjal.shah@icraindia.com
mailto:charvi.sagar@icraindia.com

ICRA Business Development/Media Contact Details

Name Designation Email Contact Number
L Shivakumar Chief Business Officer shivakumar@icraindia.com 022-61693304
Neha Agarwal Head — Research Sales neha.agarwal@icraindia.com 022-61693338
Rohit Gupta Head Business Development — Infrastructure Sector rohitg@icraindia.com 0124-4545340
Vivek Bhalla Head Business Development — Financial Sector vivek.bhalla@icraindia.com 022-61693372
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