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PSYS tops the revenue contribution - Hag|thcare vertical: A pause in the party?

from healthcare vertical

The healthcare vertical has been the fastest-growing vertical and has done heavy lifting for

Healthcare vertical's revenue contri.  growth in recent times. However, with the potential return of Mr. Donald Trump as US
28% President and the prospect of new healthcare reforms, there could be some short-term
uncertainty in healthcare spending. In this note, we explore how these potential changes
might impact the healthcare sector and what it could mean for the vertical’s growth

16% trajectory. We also examine the implications for Indian IT companies with significant
14% exposure to this sector, assessing how their performance might be influenced by the shifts
10% A
in the US healthcare landscape.
7% 6%
US healthcare: Bracing for impact
B Mr. Trump's second term is likely to bring many changes to US healthcare policy,
4 (%)) v
I3 E % e ga E with a focus on repealing the Affordable Care Act (ACA), altering Medicaid
g g = £ ;é funding mechanisms, and potentially reshaping drug pricing regulations.
& F B The healthcare industry is bracing for these shifts, indicating expectations of a

more favorable environment for private insurers and Medicare Advantage plans.
®  Mr. Trump's reelection is likely to have a mixed impact on providers and

hospitals, which face challenges from reduced reimbursements and rising costs.
B The life sciences sector has a mixed outlook, with expedited FDA approvals

boosting revenues but increased scrutiny on drug pricing pressuring margins.

Indian IT: Healthcare structurally strong, could have short-term snags

m Persistent Systems (PSYS) has the highest reliance on the healthcare vertical
with 28% revenue contribution, followed by HCL Tech (16%) and Wipro (14%).

m  PSYS has achieved impressive growth, averaging 51% YoY, in its healthcare
vertical over the last four quarters on the back of the ramp-up of large deals.
While this has to moderate going forward as the initial ramp-up recedes, we
believe the company could continue to deliver growth as BFS and Hi-tech, its
two other key verticals, recover in FY26.

m  HCLT’s healthcare vertical has been slightly erratic (down 4% QoQ in 1QFY25
followed by ~3% growth in 2QFY25), whereas for Wipro it has clocked an ~8.5%
CAGR over the past two years, underscoring structural tailwinds in the sector.

Plotting the recovery: Healthcare ranks one

B As highlighted in our recent thematic report (Bounce-Back! Charting the path to
revival for the IT services), we expect healthcare to be the fastest-growing
vertical over the medium to long term due to neutral tailwinds from rate cuts, a
low threat of insourcing, and stable spends backed by the need for investment

in drug discovery, biotechnology and clinical trials.

m  However, we would watch out for commentary on the vertical in the upcoming
earnings season and a potential impact from the new administration in the US.
While we expect growth to moderate in the short term, it should resume once
policy clarity emerges in 1HCY25.
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Mixed-bag impact on US healthcare vertical

m  The reelection of Mr. Trump as US President will impact the healthcare sector,
particularly regarding the ACA and broader healthcare policies. Here are key
areas:

®  The upcoming Trump administration is expected to repeal or replace the ACA,
raising concerns over a drop in potential enrollments due to the expiration of
enhanced subsidies. Medicaid Changes: There may be a shift toward block grant
funding for Medicaid, which could reduce services and enroliment.

®  Medicare Advantage Focus: There is likely to be a continued emphasis on
Medicare Advantage plans, which have gained popularity. The administration
may introduce incentives for beneficiaries while also facing scrutiny over
practices related to these plans.

B Drug Pricing Initiatives: The Trump administration may seek to undo some of
the Biden-era reforms aimed at controlling drug prices. These include potential
rollbacks of regulations introduced by the Centers for Medicare & Medicaid
Services (CMS), which could affect Medicare recipients' access to affordable
medications.

m  As seen in Exhibit 1, payers may see positive growth from increased enrollment
in Association Health Plans and HSAs, despite potential margin pressures from
deregulation.

®  Providers face a negative outlook due to reduced Medicaid and Medicare
reimbursements and rising operational costs, while hospitals are threatened by
decreased federal support and higher uncompensated care costs.

Exhibit 1: Impact on revenues and profitability across sectors
Sector Impact on Revenues Impact on Profitability Net Impact Rating

*» Increased enrollment in Association Health Plans +* Deregulation could lead to low premiums, potentially

and short-term plans may boost revenue. squeezing margins but allowing for more flexible pricing.
Payers Positive
¢+ Potential for higher consumer engagement with < Risk of higher costs associated with managing risk and
HSAs could alter revenue dynamics positively. potential loss of ACA subsidies could offset gains.
¢+ Changes to Medicaid/Medicare could reduce «» Increased operational costs due to regulatory changes
volumes and reimbursement rates, hurting revenue. may negatively affect profitability.
Providers Negative

«»+ Focus on preventive care might shift service
delivery models, potentially impacting revenue
streams.

% Higher out-of-pocket costs for patients could lead to
increased bad debt and reduced profitability.

+» Reduced federal support and changes in «+ Financial stability threatened by rising operational
reimbursement models may lead to lower revenues. burdens and increasing uncompensated care costs.
Hospitals Negative
¢ Potential increase in uninsured rates could further ¢+ Profit margins may be squeezed due to decreased
strain revenue from patient services. reimbursements from government programs.

* Potential for expedited FDA approvals may %+ Increased scrutiny on drug pricing could pressure
enhance revenue opportunities through faster )y v ep € P

margins, requiring transparent pricing strategies.
. X market access. gins, req & P pricing & .
Life Sciences Mixed
+» Domestic manufacturing incentives could lead to %+ Higher operational costs associated with reshoring
new contracts and partnerships, boosting revenues. production may impact overall profitability.
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Indian IT exposure to healthcare vertical

PSYS has the highest reliance on the healthcare vertical, with 28% revenue
contribution, followed by HCL Tech (16%) and Wipro (14%).

PSYS has achieved impressive growth, averaging 51% YoY, in its healthcare
vertical over the last four quarters on the back of the ramp-up in large deals.
While this has to moderate going forward as the initial ramp-up moderates,
we believe the company could continue to deliver growth as BFS and Hi-tech,
its two other key verticals, recover in FY26.

In the recent past, PSYS was able to more than offset the impact of a slowing
vertical. As shown in Exhibit 3, a slowdown in the hi-tech vertical after 1QFY24
might have dragged down overall growth, but this was more than offset by
blistering deal wins and ramp-ups in healthcare.

Ironically, a slowing healthcare vertical this time could be offset by a recovery
in hi-tech. We expect PSYS to be one of the fastest growing companies in our
universe in FY26/FY27 with a CAGR of 18.8%.

HCLT’s healthcare vertical has been slightly erratic (down 4% QoQ in 1QFY25,
followed by ~3% growth in 2QFY25), whereas for Wipro it has clocked ~8.5%
CAGR over the past two years, underscoring structural tailwinds in the sector.

Exhibit 2: PSYS has the highest revenue contribution from healthcare vertical

28%
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Healthcare vertical's revenue contri.
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Source: Company, MOFSL

Exhibit 3: PSYS’s Healthcare and Life Science vertical has been offsetting the slowed Hi-tech growth
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Exhibit 4: TCS’ HC vertical outperformed revenue growth
(ex. HC vertical) on an average...
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Exhibit 5: ...Infosys also follows a similar trend
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Exhibit 6: WPRO’s healthcare vertical has maintained its
growth trajectory across times

Source: Company, MOFSL

Exhibit 7: HCLT’s healthcare vertical underperformed overall
revenue growth recently
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Exhibit 8: LTIM’s healthcare vertical has grown in-line with
revenue growth (ex. Healthcare vertical)

Source: Company, MOFSL

Exhibit 9: PSYS’s healthcare vertical posted consistent
growth owing to deal ramp up
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Healthcare: Long-term tailwinds, short-term snags

As highlighted in our recent thematic report (Bounce-Back! Charting the path to
revival for the IT services) published in Sep’24, we analyzed three key factors for
recovery in sectors that Indian technology vendors are exposed to. The
healthcare vertical emerged as a strong growth vertical, ranking first among
these sectors.

We dissected recovery based on tailwinds from US Fed rate cuts, insourcing
threat (co-existence of GCCs and service integrators) and a boost from pre-

GenAl investments.

The rate cut cycle will be agnostic to healthcare technology spends — we believe
outsourcing penetration remains relatively low and clients could continue to
spend on digital transformation.

The healthcare vertical also experiences a low threat of insourcing. Outsourcing
penetration is low and there is a long runway of growth. Further, a lower
adoption of GCCs in the vertical ensures low insourcing risk.

With rising demand for innovative solutions in drug discovery, bio-technology
and clinical trials, investments in technology will ensure spending momentum
sustains.

Exhibit 10: Incremental revenue contribution by verticals (%)- top 5 players
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing

18 December 2024


https://ftp.motilaloswal.com/emailer/Research/IT-20240909-MOSL-SU-PG088.pdf
https://ftp.motilaloswal.com/emailer/Research/IT-20240909-MOSL-SU-PG088.pdf

MoTiLAL OSWAL Sector Update | Technology

NOTES

18 December 2024 6



MoTiLAL OSWAL Sector Update | Technology

Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL >-10 % to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst is inconsistent with the investment rating legend for a continuous period of 30 days, the Research Analyst shall within following 30 days take
appropriate measures to make the recommendation consistent with the investment rating legend.

Disclosures:
The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

Motilal Oswal Financial Services Ltd. (MOFSL) is a SEBI Registered Research Analyst having registration no. INH000000412. MOFSL, the Research Entity (RE) as defined in the Regulations, is engaged in
the business of providing Stock broking services, Depository participant services & distribution of various financial products. MOFSL is a listed public company, the details in respect of which are available on
www.motilaloswal.com. MOFSL (erstwhile Motilal Oswal Securities Limited - MOSL) is registered with the Securities & Exchange Board of India (SEBI) and is a registered Trading Member with National
Stock Exchange of India Ltd. (NSE) and Bombay Stock Exchange Limited (BSE), Multi Commodity Exchange of India Limited (MCX) and National Commodity & Derivatives Exchange Limited (NCDEX) for
its stock broking activities & is Depository participant with Central Depository Services Limited (CDSL) National Securities Depository Limited (NSDL),NERL, COMRIS and CCRL and is member of
Association of Mutual Funds of India (AMFI) for distribution of financial products and Insurance Regulatory & Development Authority of India (IRDA) as Corporate Agent for insurance products. Details of
associate entities of Motilal Oswal Financial Services Ltd. are available on the website at http://onlinereports.motilaloswal.com/Dormant/documents/Associate%20Details.pdf

Details of pending Enquiry Proceedings of Motilal Oswal Financial Services Limited are available on the website at https://galaxy.motilaloswal.com/ResearchAnalyst/PublishViewLitigation.aspx

MOFSL, it's associates, Research Analyst or their relatives may have any financial interest in the subject company. MOFSL and/or its associates and/or Research Analyst or their relatives may have actual
beneficial ownership of 1% or more securities in the subject company at the end of the month immediately preceding the date of publication of the Research Report or date of the public appearance. MOFSL
and its associate company(ies), their directors and Research Analyst and their relatives may have any other potential conflict of interests at the time of publication of the research report or at the time of
public appearance, however the same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely
independent of the views of the associates of MOFSL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

In the past 12 months, MOFSL or any of its associates may have:
a) received any compensation/other benefits from the subject company of this report

b) managed or co-managed public offering of securities from subject company of this research report,
c) received compensation for investment banking or merchant banking or brokerage services from subject company of this research report,
d)  received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company of this research report.

MOFSL and it's associates have not received any compensation or other benefits from the subject company or third party in connection with the research report.

Subject Company may have been a client of MOFSL or its associates during twelve months preceding the date of distribution of the research report.

Research Analyst may have served as director/officer/employee in the subject company.

MOFSL and research analyst may engage in market making activity for the subject company.

MOFSL and its associate company(ies), and Research Analyst and their relatives from time to time may have:

a) a long or short position in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein.

(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 company(ies) discussed herein or act
as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.; however the
same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the associates
of MOFSL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

Above disclosures include beneficial holdings lying in demat account of MOFSL which are opened for proprietary investments only. While calculating beneficial holdings, It does not consider demat accounts
which are opened in name of MOFSL for other purposes (i.e holding client securities, collaterals, error trades etc.). MOFSL also earns DP income from clients which are not considered in above disclosures.
To enhance transparency, MOFSL has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report. MOFSL
and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report should be aware that MOFSL may have
a potential conflict of interest that may affect the objectivity of this report.

Terms & Conditions:

This report has been prepared by MOFSL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any
way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of MOFSL. The report is based on the facts, figures
and information that are considered true, correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources
believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All
such information and opinions are subject to change without notice. The report is prepared solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or
subscribe for securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. MOFSL will not
treat recipients as customers by virtue of their receiving this report.

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is,
or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report.

A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may vary based on Fundamental research and Technical
Research. Proprietary trading desk of MOFSL or its associates maintains arm’s length distance with Research Team as all the activities are segregated from MOFSL research activity and therefore it can
have an independent view with regards to subject company for which Research Team have expressed their views.

Regional Disclosures (outside India)
This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary
to law, regulation or which would subject MOFSL & its group companies to registration or licensing requirements within such jurisdictions.

For Hong Kong:

This report is distributed in Hong Kong by Motilal Oswal capital Markets (Hong Kong) Private Limited, a licensed corporation (CE AYY-301) licensed and regulated by the Hong Kong Securities and Futures
Commission (SFC) pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) “SFO”. As per SEBI (Research Analyst Regulations) 2014 Motilal Oswal Financial Services
Limited (SEBI Reg No. INH000000412) has an agreement with Motilal Oswal capital Markets (Hong Kong) Private Limited for distribution of research report in Hong Kong. This report is intended for
distribution only to “Professional Investors” as defined in Part | of Schedule 1 to SFO. Any investment or investment activity to which this document relates is only available to professional investor and will be
engaged only with professional investors.” Nothing here is an offer or solicitation of these securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from
registration. The Indian Analyst(s) who compile this report is/are not located in Hong Kong & are not conducting Research Analysis in Hong Kong.

For U.S.

MOTILAL Oswal Financial Services Limited (MOFSL) 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 MOFSL 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 MOFSL, including the products and
services described herein are not available to or intended for U.S. persons. This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act
and interpretations thereof by SEC (henceforth referred to as "major institutional investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any
investment or investment activity to which this document relates is only available to major institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission

18 December 2024 7


http://www.motilaloswal.com/
http://onlinereports.motilaloswal.com/Dormant/documents/Associate%20Details.pdf
https://galaxy.motilaloswal.com/ResearchAnalyst/PublishViewLitigation.aspx
http://www.nseindia.com/
http://www.bseindia.com/

MoTiLAL OSWAL Sector Update | Technology

("SEC") in order to conduct business with Institutional Investors based in the U.S., MOFSL has entered into a chaperoning agreement with a U.S. registered broker-dealer, Motilal Oswal Securities
International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this chaperoning agreement.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer,
MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research
analyst account.

For Singapore

In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘MOCMSPL") (Co. Reg. NO. 201129401Z) which is a holder of a capital markets services license and an
exempt financial adviser in Singapore. Persons in Singapore should contact MOCMSPL in respect of any matter arising from, or in connection with this report/publication/communication. This report is
distributed solely to persons who qualify as “Institutional Investors”, of which some of whom may consist of "accredited” institutional investors as defined in section 4A(1) of the Securities and Futures Act of
Singapore .Accordingly, if a Singapore person is not, or ceases to be, such an investor, they must immediately discontinue any use of this Report and inform MOCMSPL .

Disclaimer:

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent. This report and information herein is solely for informational purpose and may not be used or considered as an
offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation
that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment
by any recipient. Each recipient of this document should make such investigations 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 its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not
be suitable for all investors. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not
suitable for all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The Disclosures
of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject
to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its
associates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document.
They may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as
a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is already
available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed
therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, 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 MOFSL to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to
observe such restriction. Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees
from, any and all responsibility/liability arising from such misuse and agrees not to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any
of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

This report is meant for the clients of Motilal Oswal only.

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.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 - 71934200 / 71934263; www.motilaloswal.com.
Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 71881000. Details of Compliance Officer: Neeraj Agarwal,
Email Id: na@motilaloswal.com, Contact No.:022-40548085.

Grievance Redressal Cell:

Contact Person Contact No. Email ID

Ms. Hemangi Date 022 40548000 / 022 67490600 lquery@motilaloswal.com

Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com
Mr. Ajay Menon 022 40548083 am@motilaloswal.com

Registration details of group entities.: Motilal Oswal Financial Services Ltd. (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412 . AMFI:
ARN .: 146822. IRDA Corporate Agent — CA0579. Motilal Oswal Financial Services Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit, Insurance, Bond, NCDs and IPO products.

Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services Limited (MOFSL) write to
grievances@motilaloswal.com, for DP to dpgrievances@motilaloswal.com.

18 December 2024 8



