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Expert Update

Sustaining margins to remain a challenge

Quick Pointers:
®  Expect 20-50% deflationary impact on traditional IT services

®  Legacy modernization and data readiness for Al may offset revenue loss in in
the near term, but put margins at risk

We recently hosted an IT expert to understand the Al impact on labor-intensive
revenue models, run by IT services and BPM companies. They anticipate that,
sooner or later, revenue models will have to shift to outcome or output-based
constructs. Complex areas like platform engineering, Al implementation and
agentic deliveries would be more relevant vs. downstream activities, even the
ADM service lines would witness a sharp deflationary (30-40%) pressure. As a
result, delivering business outcomes becomes less resource-intensive and less
dependent on large engineering teams. The IT expert anticipates 20-50%
deflationary impact (overall) coming through reducing process complexity and
turnaround time. However, large part of this deflationary impact for IT services
would be offset by: (1) building Al-ready infrastructure, (2) undertaking model
and API development/customization, and (3) creating an agentic automation
ecosystem, which are a multi-year consulting and engineering cycle. For BPM
companies, in the near term, their revenue might bump up temporarily due to
rising Al implementation demand, but sustaining the same would be
challenging, as existing automations are replaced by intelligent agentic
workflows.

Despite IT services companies being relatively well positioned to offset the
deflationary revenue pressure, sustaining margins could be a challenge as: (1)
the deal to delivery ratio is likely to shrink, (2) reducing entry barriers would
increase competition from Al-native vendors, and (3) enterprise plumbing
activities would fetch relatively lower margins, thereby impacting the overall
margin mix. We believe the companies that drive active engagements in high-
end complex activities and anchor proprietary platforms & agentic workflows
to the enterprise ecosystem, would be able to arrest margin pressure. However,
shrinking deal sizes would require more boots on the ground to drive revenue
stability, which in turn could put further pressure on margins.

Rapid shift in business model: Post-Y2K, IT services providers have consistently
moved up the value chain, with each technology wave expanding scope and
adding incremental layers of work. Al marks a structural break: rather than creating
additional layers, it compresses efforts across all layers reducing team sizes,
shortening project cycles, and weakening traditional FTE-based pricing models.
Consequently, the industry is transitioning from scale-driven growth to capability-
and IP-led competition, introducing structural margin pressure despite sustained
demand.
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Business risk to traditional IT services: Al-led productivity is structurally
deflationary for traditional IT services. GenAl and agentic automation are
compressing efforts across the SDLC and enterprise workflows (30-40%
productivity gains; in select use cases, up to ~90% resource compression), leading
to lower ADM volumes and shorter project durations. The industry could face a
20-50% deflationary impact depending on client IT maturity. While revenue may
remain supported by new Al-led work creation, margin sustainability, not topline
growth, emerges as the primary structural risk.

New opportunities to offset impact on traditional services: Data readiness is
emerging as the next large services opportunity as enterprises must modernize
documents, APIs, legacy architectures, and knowledge repositories before
scalable Al deployment, creating a multi-year consulting and data engineering
cycle. In parallel, new revenue pools are forming across Al infrastructure
enablement, model integration, custom enterprise Al applications, and broader
automation ecosystems. While these adjacencies can partially offset the structural
erosion in traditional ADM services, they are likely to operate at comparatively
lower margins.

Key takeaways

® Al has materially simplified output generation—users can now issue a text or
voice command, and the system will execute the backend workflow end-to-
end, including code generation, data retrieval, validation and orchestration.
This removes much of the manual effort previously required across
development and operations, significantly lowering process complexity and
turnaround time. As a result, delivering business outcomes becomes less
resource intensive.

®  Barriers to entry have materially declined as Al enables smaller, highly skilled
teams to deliver outcomes that previously required large-scale offshore
delivery models. As a result, mid-sized firms and niche Al-native players can
credibly bid for large transformation programs, intensifying competitive
intensity and pricing pressure-even as the cost of specialized Al talent
increases.

®  The traditional FTE-linked pricing construct is structurally weakening as
enterprises pivot toward outcome- and value-based commercial frameworks.
This shift decouples revenue from headcount growth and creates sustained
margin pressure across vendors, particularly those reliant on labor-arbitrage
models.

® Al is reducing SaaS stickiness by materially lowering integration complexity
and customization effort. With GenAl and agentic frameworks enabling rapid
configuration, orchestration, and extension of core systems, enterprises are
increasingly reassessing the traditional buy-and-integrate model. The build-
vs-buy equation is shifting as organizations leverage Al agents to develop
custom internal applications tailored to specific workflows, reducing
dependency on Saa$S platforms and increasing vendor churn risk.
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BPO and RPA-heavy players face elevated disruption risk as automation
transitions toward intelligent, agentic workflows capable of handling end-to-
end processes with minimal human intervention. While near-term demand
may rise from Al implementation, redesign and transition programs, the
steady-state revenue pool is at risk of compression as automation reduces
transaction volumes and FTE intensity.

Across segments, hi-tech enterprises are materially ahead in Al readiness
given sustained prior investments in digital and data infrastructure;
consequently, they have already captured a significant share of productivity
pass-backs from service providers. Within BFSI, large banks and capital
markets clients are more advanced relative to insurance players in Al adoption.
As a result, these relatively mature segments are likely to see lower
deflationary impact, whereas less mature verticals could experience sharper
deflation as Al infrastructure adoption scales.
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Coverage Universe
Company Name Rating TP (Rs) Share Price (Rs)
Coforge BUY 2,150 1,636
Cyient Hold 1,070 1,709
Fractal Analytics BUY 1,260 900
HCL Technologies BUY 1,910 1,667
Infosys BUY 1,900 1,391
KPIT Technologies Hold 1,090 1,047
L&T Technology Services Hold 4,070 4244
Latent View Analytics BUY 630 457
LTIMindtree Hold 6,000 6,407
Mphasis BUY 3,480 2,800
Persistent Systems BUY 7,360 6,343
Tata Consultancy Services BUY 4,040 3,240
Tata Elxsi Hold 5,500 5,793
Tata Technologies Hold 660 651
Tech Mahindra Accumulate 1,860 1,671

Wipro Hold 260 267

PL's Recommendation Nomenclature

Buy : >15%
Accumulate : 5% to15%
Hold : +5% to -5%
Reduce -5% to -15%
Sell i < -15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) . Rating likely to change shortly
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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.

Prabhudas Lilladher Pvt. Ltd.
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www.plindia.com
gl sed by AMNIH AGGATHAL

A AA ‘I ! S DRI cv:Pelxcna\.m\e:MOl

851c37bdbac5(86a0df3e6948487,

February 20, 2026 . 5
AG G A RW A L etviainbad oy

Date: 2026.02.20 14:31:00 +05'30°


http://www.plindia.com/

		2026-02-20T14:31:00+0530
	AMNISH AGGARWAL




