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Debunking Al Disruption Fears in IT Services Sector View: Neutral

We engaged with IT professionals from Top Tier firms, including senior technology leaders and delivery heads, to understand the industry
perspective on Al's potential impact. Building on industry perspective, Al is reshaping the IT services landscape; however, enterprise complexity,
governance requirements and integration challenges are expected to moderate the pace of disruption.

= Moderate Pricing Deflation: With proactive GenAl adoption, pricing deflation in existing engagements is expected to remain limited at ~2—-3%. Complex
enterprise environments, legacy dependencies and integration challenges act as buffers against aggressive pricing compression.

= Enterprise Complexity Limits Rapid Disruption: Al adoption in large enterprises is structurally slower. Mission-critical systems often involve multi-decade
architectures, strict compliance requirements and complex integrations, making system integrators essential for implementation and governance.

= Capability Maturity Model Integration (CMMI) Level-5 firms may face Al-driven productivity pressure as process-heavy tasks like coding, testing and
maintenance become automated, challenging the traditional labour-arbitrage model. However, their strong process discipline, data assets, and enterprise
trust enables scalable Al adoption. Industries impacted: Aerospace, Defence, BFSI, HLS, Government IT Contracts and large enterprise software
outsourcing.

= Data Security Remains a Key Constraint: Several global enterprises remain cautious about sharing sensitive data due to security, privacy, and regulatory
concerns. Since Al models rely heavily on data access, these restrictions may limit the pace and extent of Al-led disruption.

= Human Oversight Remains Critical: While Al will gradually introduce non-linearity in workforce structures, critical enterprise processes will still require
human monitoring and decision-making by senior professionals to ensure accuracy, compliance, and accountability.

= Overall, the sector is entering a structural transition, with winners defined by their shift to Al-enabled, outcome-led platform models where
presently Mid-Caps are well positioned. Hence, our long-term investment ideas are COFORGE, PSYS, HAPPSTMN and KPITTECH.

Market Misconceptions vs. Industry Reality

Al will rapidly replace enterprise Enterprise adoption is structurally slower due to legacy complexity, security and integration challenges. System
IT work integrators remain essential.
Al can automate software Coding is only ~30% of SDLC. Architecture, integration, testing and deployment (~70%) require enterprise context and
development completely human judgement. e
©
Al agents will replace IT vendors Enterprises will deploy multiple Al agents across vendors. Orchestration, governance and integration layers will g
create new opportunities for IT services firms. 2
o
Al only reduces services demand Al is creating new service lines, such as Al factories, data center infrastructure, Al governance and legacy °
modernization. o‘;
Al reduces relevance of IT The model is evolving towards platform-led delivery with proprietary Al tools and accelerators, driving higher
services model revenue per employee.
Al-led Job Disruption Rather than complete job disruption, Al adoption would encourage re-skilling and learning new tools to stay relevant with

evolving workflows.

Mid-Caps in the Sweet Spot to Capture Al-Led Transition Cycle

. ) Data Engineering Moat:

Agility Over Scale: Proven Share Gain: Better placed for Al adopQ
Leaner mid-caps retrain, reprice Tier-Il outgrew Tier-l in major with Data Engineering &
and redeploy faster than large- past technology transition Platforms-based business
cap peers. cycles. models

Valuation Gap Closed, Growth
Intact:

Tier Il valuation premium
normalised post-correction;
growth differential argues for
improving relative risk-reward.

Diversification De-risks
Earnings:

Broadening vertical mix reduces
concentration risk; resilience
improving across cycles.

Faster Margin Recovery:
Tighter cost structures drive i
sharper operating leverage l m
versus Tier-| peers. —

Tier-ll Firms Structurally Better Positioned Post Major Technology Transitions

e o O Tier-1l pivoted fully to cloud; Tier-1 defended legacy on-
0 prem revenues.
Cloud & SaaS & Product : f
Digital Ignition . aEan ineer:inuc Agentic Al Disrupts Tier-l deployed capital into digital acquisitions defensively.
The Niche gineering Traditional Delivery and Tier-Il absorbed FY15 hypergrowth
19.9% Depth Premium Explosion Favours Lean Tier-ll Models

25.0% [9-970 : 19.0% Tier-1 had multiple vertical exposure, however, Tier-II
20.0% 9 3:/ enjoyed pricing moats with exposure in few verticals.

156.0% .9/

10.0% 4.2% 54% . 6.8% Macro freeze hit both; Tier-Il rebounded leaner with pent-up
50% 12.0% 0-4% 1.5% .0.3% 1.3% demand.

0.0%
50% FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26 FY27

2 (4 (6 )

VC-funded tech firms chose Tier-II's product engineering.
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Dhanshree Jadhav Kunal Bajaj Rushil Katiyar Shreya Mehra

Email: dhanshree.jadhav@choiceindia.com Email: kunal.bajaj@choiceindia.com Email: rushil.katiyar@choiceindia.com Email: shreya.mehra@choiceindia.com
Ph: +91 22 6707 9535 Ph: +91 22 6707 9901 Ph: +91 22 6707 9901 Ph: +91 22 6707 9535

ce Equity Broking Pvt es@choiceindia



Choice

Institutional Equities Institutional Equities

institutional Research Team

Utsav Verma, CFA
Ashutosh Murarka
Bhavik Shah, CFA
Deepika Murarka
Dhanshree Jadhav
Dhaval Popat
Fenil Brahmbhatt
Ishank Gupta
Karan Kamdar
Kunal Bajaj

Maitri Sheth

Putta Ravi Kumar
Preeyam Tolia
Aayush Saboo

Avi Jhaveri

Bharat Kumar Kudikyala

Samarth Goel
Subhash Gate

Head of Institutional Research
Analyst — Building Materials

Analyst — Metal

Analyst — Healthcare

Analyst — Technology

Analyst — Energy

Analyst — Realty & Building Materials
Analyst — NBFCs

Analyst — Consumer Discretionary, Small and Midcaps
Analyst — Technology

Analyst — Pharmaceuticals

Analyst — Defence

Analyst — FMCG

Sr. Associate— Realty

Sr. Associate — Technology

Sr. Associate — Building Materials
Sr. Associate— Small and Midcaps

Sr. Associate — Autos

utsav.verma@choiceindia.com
ashutosh.murarka@choiceindia.com
Bhavik.shah@choiceindia.com
deepika.murarka@choiceindia.com
dhanshree.jadhav@choiceindia.com
dhaval.popat@choiceindia.com
fenil.brahmbhatt@choiceindia.com
ishank.gupta@choiceindia.com
karan.kamdar@choiceindia.com
kunal.bajaj@choiceindia.com
maitri.sheth@choiceindia.com
ravi.putta@choiceindia.com
preeyam.tolia@choiceindia.com
aayush.saboo@choiceindia.com
avi.jhaveri@choiceindia.com
bharat.kudikyala@choiceindia.com
samarth.goel@choiceindia.com

subhash.gate@choiceindia.com

+91 22 6707 9440
+91 22 6707 9521
+91 22 6707 9521
+9122 6707 9513
+91 22 6707 9535
+91 22 6707 9949
+91 22 6707 9930
+91 22 6707 9867
+91 22 6707 9451
+91 22 6707 9901
+91 22 6707 9511
+91 22 6707 9908
+91 22 6707 9987
+91 22 6707 9930
+91 22 6707 9901
+91 22 6707 9521
+91 22 6707 9451
+91 22 6707 9233

Heer Gogri Associate — Small and Midcaps heer.gogri@choiceindia.com +91 22 6707 9433
Heet Chheda Associate — Autos heet.chheda@choiceindia.com +91 22 6707 9233
Komal Jain Associate — Healthcare komal.jain@choiceindia.com +91 22 6707 9513

Rushil Katiyar
Shreya Mehra
Stuti Bagadia

Associate — Technology
Associate — Technology

Associate — Pharmaceuticals

rushil.katiyar@choiceindia.com
shreya.mehra@choiceindia.com

stuti.bagadia@choiceindia.com

+91 22 6707 9901
+91 22 6707 9535
+91 22 6707 9511

Vinay Rawal Associate — Small and Midcaps vinay.rawal@choiceindia.com +91 22 6707 9433 5]
g
=2

2

Large Cap* &

BUY The security is expected to generate upside of 15% or more over the next 12 months

ADD The security is expected to show upside returns from 5% to less than 15% over the next 12 months

REDUCE The security is expected to show upside or downside returns by 5% to -5% over the next 12 months

SELL The security is expected to show downside of 5% or more over the next 12 months

Mid & Small Cap*

BUY The security is expected to generate upside of 20% or more over the next 12 months

ADD The security is expected to show upside returns from 5% to less than 20% over the next 12 months
REDUCE The security is expected to show upside or downside returns by 5% to -10% over the next 12 months
SELL The security is expected to show downside of 10% or more over the next 12 months

Other Ratings
NOT RATED (NR)

UNDER REVIEW (UR)

Sector View
POSITIVE (P)
NEUTRAL (N)
CAUTIOUS (C)

The stock has no recommendation from the Analyst
The stock is under review by the Analyst and rating may change

Fundamentals of the sector look attractive over the next 12 months
Fundamentals of the sector are expected to be in stasis over the next 12 months

Fundamentals of the sector are expected to be challenging over the next 12 months

*Large Cap: More Than INR 20,000 Cr Market Cap
*Mid & Small Cap: Less Than INR 20,000 Cr Market Cap
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Disclaimer & Disclosure

Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014

Choice Equity Broking Private Limited is a registered Research Analyst Entity (Reg. No. INH000000222 ) CIN. NO.: U65999MH2010PTC198714. Reg. Add.: Sunil
Patodia Tower, J B Nagar, Andheri (East), Mumbai 400099. Tel. No. 022-6707 9999 . Compliance Officer-Prashant Salian. Tel. 022-6707 9999-Ext. 896. Email-
Compliance@choiceindia.com. Grievance officer-Deepika Singhvi Tel.022-67079999- Ext-834.

Email- ig@choiceindia.com
General Disclaimer:

Investment in securities market are subject to market risks. Read all the related documents carefully before investing. Registration granted by SEBI, and certification
from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors

This report (“Report”) is prepared by Choice Equity Broking Private Limited as a Research Entity (hereinafter referred as “CEBPL”) in its capacity as a SEBI-registered Research
Analyst and is intended solely for informational and educational purposes. This Report is meant exclusively for the recipient and shall not be circulated, reproduced, or
distributed, in whole or in part.

This Report does not take into account the specific investment objectives, financial situation, risk profile, or particular needs of any individual or class of investors and does not
constitute a personal recommendation or investment advice. Any views, opinions, or recommendations expressed herein are based on publicly available information and internal
analysis and are subject to change without notice.

Nothing contained in this Report shall be construed as an offer, solicitation, or inducement to buy, sell, or subscribe to any securities, derivatives, or other financial instruments,
nor shall it be considered as investment, legal, accounting, or tax advice. Recipients are advised to conduct their own independent analysis and are encouraged to seek
independent professional advice before making any investment or trading decisions.

The information contained in this Report has been compiled from sources believed to be reliable; however, CEBPL does not represent or warrant the accuracy, completeness, or
reliability of such information. CEBPL, its directors, employees, or associates shall not be liable for any losses, damages, or expenses arising directly or indirectly from the use of
or reliance upon this Report.

Investments in securities are subject to market risks. The price and value of investments and the income from them may fluctuate, and investors may incur losses. Past
performance is not indicative of future results. Opinions expressed herein are as of the date of this Report and may differ from views expressed in other research reports due to
differences in methodology, assumptions, or time horizons.

Disclaimers in respect of Jurisdiction:

This Report is not intended for distribution to, or use by, any person or entity who is a citizen or resident of, or located in, any jurisdiction where such distribution, publication, or use
would be contrary to applicable laws or regulations, or would subject CEBPL to any registration or licensing requirements in such jurisdiction.

No action has been taken or will be taken by CEBPL in any jurisdiction outside India where such action would be required for distribution of this Report. Accordingly, this Report
shall not be directly or indirectly distributed, published, or circulated in any such jurisdiction except in compliance with applicable laws and regulations.

Recipients of this Report are required to inform themselves of, and comply with, all applicable legal and regulatory restrictions at their own expense and without any liability to
CEBPL. Any dispute arising out of or in connection with this Report shall be subject to the exclusive jurisdiction of the competent courts in Mumbai, India.

Disclosure on Ownership and Material Conflicts of Interest:
. “CEBPL”, its Research Analyst(s), their associates and relatives may have any financial interest in the subject company covered in this Research Report.

. “CEBPL”, its Research Analyst(s), their associates and relatives may have actual or beneficial ownership of one percent (1%) or more of the securities of the subject company,
as on the last day of the month immediately preceding the date of publication of this Research Report.

. “CEBPL”, its Research Analyst(s), their associates and relatives may have any other material conflict of interest at the time of publication of this Research Report.

Disclosure on Receipt of Compensation:

. “CEBPL” or its associates may have received compensation from the subject company during the past twelve months.

. “CEBPL” or its associates may have managed or co-managed public offerings of securities for the subject company during the past twelve months.

. “CEBPL” or its associates may have received compensation from the subject company during the past twelve months for investment banking, merchant banking or brokerage
services.

. “CEBPL” or its associates may have received compensation from the subject company during the past twelve months for products or services other than investment banking,

merchant banking or brokerage services.

. “CEBPL” or its associates have not received any compensation or other benefits from the subject company or any third party in connection with the preparation or publication of
this Research Report.

. Research Analyst may have served as an officer, director or employee of the subject company covered in this Research Report.

. “CEBPL” and Research analyst may engage in market-making activity in the securities of the subject company.

Details of Associates of CEBPL and Brief History of Disciplinary action by regulatory authorities are available on our website i.e. www. https://choiceindia.com/research-
listing
Copyright:

This research report is confidential and intended solely for the recipient. Unauthorized reproduction, distribution, or disclosure of this report, in whole or in part,
in any form or by any means, without the prior written permission of the Company is strictly prohibited.
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