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Information Technology

Sector Update

From pilots to progress, enterprises build base for
next phase of Al scaling

Quick Pointers

® Al adoption is advancing steadily, but widespread, organization-wide
adoption is yet to materialize.

®  Alis emerging as a key demand driver for IT Services, but the market remains
too nascent to materially influence overall growth

We attended multiple public forums and NASSCOM IT Conference to
understand the ground pulse and progress around Al. The front-end business-
centric use cases and pilots see notable conversions from experimentation to
production, while the mid and back-office operations do not see relevant
outcomes. Although the foundational models are in place with robust Al
infrastructure, engineering and designing Al workloads into an Agentic form is
a real challenge for enterprise clients. Using relevant data, establishing
guardrails and introducing proper governance are some of the complexities
that need to be addressed before Al agents take their decisions independently.
More importantly, sourcing the responsible body, in case the agents
compromise systems, is another challenge beyond the scope of these
complexities.

For IT Service providers, the deflationary impact of Advanced Al is yet to
compensate against the proportionate surge in demand and appetite from
enterprises clients that is long due. Probably the macro uncertainties and geo-
political actions are weighing on their sentiment, or they have become more
ROI-centric. The build initiatives on Al come at a higher pricing, but the overall
pie itself is small to notably drive the needle, while disproportionate focus is
delved into consolidation activities and discount asks. As the industry
progresses through Al-led innovation, the pricing models from input-based to
outcome-oriented would drive more relevance to enterprise clients and provide
higher degree of control to outsourcing vendors. We prefer names, HCLT, INFY,
PSYS and MPHL, that have demonstrated an ability to be an early mover during
changing business narrative and have been frontrunners in capturing
enterprise spending. In Small Cap, we prefer Latent View.

Early Beneficiaries: The direct beneficiaries of Al, Hyperscalers and SaaS
companies, have enjoyed the Hype Cycle with proportionate increase of data and
applications workload from enterprises, and have justified the heavy Capex around
Al infra. SaaS companies on the other side were able to fetch higher pricing on
enterprise products while delivering Al-centric features and tangible value
propositions. The improving growth profile and revising revenue guidance are the
evidence of early beneficiaries in Al transition. The similar impact is yet to flow
through IT outsourcing vendors, which requires proportionate mix of solutions +
service approach vs service-oriented earlier.
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Summary of GenAl: Evolution can be defined in three progressive forms or years:
(1) 2023, just answering queries, (2) 2024, responding to queries with reasoning
and insights to the context, (3) 2025, thinking, creating multiple responses and
summarizing the concise meaning. AGI research is also progressing parallelly that
will completely converge human intelligence and contribute notably to scientific
experiments. Going forward, Al in physical would be more prominent, few
companies (3 in US and 1in China) have already started working on it, which are
aspiring to have humanoid robots in homes within 3-4 years, at least in developed

nations.
Exhibit 1: Elevated capex in a bid to power Al Data Centers Exhibit 2: Rev. growth mirrors the surge in Capex in CY24
—8— Hyperscaler Capex Total (USD Bn) —@— Hyperscalers Median Revenue YoY growth
377
353 28.8%
228
130 152
CY22 CY23 CY24 CY25E CY26E CY22 CY23 CY24 CY25E CY26E
Source: AWS, Azure, GCP, Bloomberg est., PL Source: AWS, Azure, GCP, PL, Bloomberg est., PL

We believe the enterprise Al adoption journey will unfold across three legs. The
first leg is being driven by hyperscalers, whose aggressive capex expansion since
CY22 (Exhibit 1) has laid the foundation for building GPU-rich infrastructure and
foundation models that underpin all enterprise Al workloads. This capex cycle has
translated into accelerated revenue growth for hyperscalers, which has
strengthened since CY24 and is expected to remain robust over the medium term
(Exhibit 2).

Exhibit 3: SaaS companies revised CY25 guidance upward in every quarter
Company (CY25 Rev.

e e Q4CY24 Q1CY25 Q2CY25 Q3CY25
Service Now 19.5-20% 19.5% 19.5-20% 20%
Freshworks 13-15% 13-15% 14-16% 16%
Salesforce* 7-8% 8% 8%
Snowflake* 24% 25% 27%
Appian 10% 10-12% 13-14% 15-16%

Source: Company, PL, *Q3 results not yet announced

With the infrastructure now in place, the next wave of adoption is emerging across
SaaS platforms. Throughout CY25, management commentaries and quarterly
guidance (Exhibit 3) signal heathy revenue outlook as Al features become
monetizable and increasingly embedded in enterprise software. These Al
capabilities are driving resource optimization, better productivity, and thereon
premium pricing. This second wave reflects the shift of Al from infrastructure to
applications, enabling enterprises to adopt modular Al capabilities without
needing to build them from scratch.
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We believe the third and most critical leg will be led by IT services companies. IT
Service providers have achieved limited success in experimenting with pilots and
use-cases to full-scale deployment, but the efforts are visible only in selective
business functions. The deflationary pressure on IT Service is more sensible due to
IT budgets freeze, changing business narrative, and macro volatility. We believe
the outcome on the Al-led offerings is time and tasted, and it is purely a function
of aligning multiple threads in a manner to have defined results. Hence, the third
leg of growth is more likely the scenario, but timing the same is challenging.

Other highlights

® India’s Al strategy is increasingly anchored on scaling the application layer
first, with the broader goal of deploying Al to improve citizen services,
productivity, and financial inclusion. The expectation is that large-parameter
models developed for Indian contexts (languages, regulatory frameworks,
customer behavior patterns) will expand over time, enabling more domain-
specific and locally optimized Al capabilities.

®  Asthese applications scale, growth in the model layer is anticipated to create
demand for advancements in the compute and chip layer, driving deeper
investments across the Al stack. The sector is therefore likely to see near-term
acceleration in Al use cases and digital service delivery, with foundational
infrastructure and semiconductor capabilities maturing progressively behind
this application-led approach.

®  Cyber resilience and data governance are being designed together as the
foundation for scalable Al deployment. The strategic focus is shifting from
perimeter-based security to ensuring data integrity, recoverability, and
controlled access supported by immutable data copies on isolated
infrastructure, continuous anomaly monitoring, and clean-state recovery
readiness.

®  This resilient data backbone then becomes the basis for Al adoption, with the
organization prioritizing structured, refreshed, auditable datasets and filtering
out sensitive information before model training to further safeguard from any
cyber-attacks. Alongside this, the firms are moving towards efficient Al
execution through model, workflow, and hardware-level optimization.

®  The Al operating model is expected to evolve in stages. The initial phase
focuses on equipping employees with Al assistants to improve productivity,
decision speed, and workflow efficiency. The second phase introduces
human-led Al agents that act as digital colleagues, taking over well-defined,
rules-based tasks while humans continue to supervise outcomes and manage
exceptions.

®  The longer-term ambition is to move toward a human-led but agent-operated
model, where Al systems run entire end-to-end business processes
autonomously, and human roles shift toward oversight, governance, and
strategic direction rather than execution.
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Analyst Coverage Universe

Sr.No. Company Name Rating
1 Cyient Hold

2 HCL Technologies BUY

3 Infosys BUY

4 KPIT Technologies BUY

5 L&T Technology Services Hold

6 Latent View Analytics BUY

7 LTIMindtree Hold

8 Mphasis Accumulate
9 Persistent Systems BUY

10 Tata Consultancy Services BUY

" Tata Elxsi Reduce
12 Tata Technologies Reduce
13 Tech Mahindra Hold
14 Wipro Hold

PL's Recommendation Nomenclature

Buy

Accumulate

Hold

Reduce

Sell

Not Rated (NR)
Under Review (UR)

> 15%

5% to 15%

+5% to -5%

-5% to -15%

< -15%

No specific call on the stock
Rating likely to change shortly

Information Technology

TP (Rs)
1,130
1,760
1,780
1,360

4,360

600
5,470
2,950
6,280
3,800
5,010

640
1,500

250

Share Price (Rs)

1,170
1,495
1,472
1,158
4,155
425
5,623
2,764
5,338
3,062
5,580
685
1,468
254
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ANALYST CERTIFICATION
(Indian Clients)

We/| Mr. Pritesh Thakkar- MBA Finance, Mr. Sujay Chavan- MMS-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 a registered with SEBI under the SEBI (Research Analysts) Regulation, 2014 and having registration number INHOO0000271.

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. Pritesh Thakkar- MBA Finance, Mr. Sujay Chavan- MMS-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

oract as anadvisor 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.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors

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.
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