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Fitch sees stable outlook
for IT services this year

HE outlook for Indian infor-
mation technology (IT) ser-

vices sector is stable for 2010,
according to Fitch Ratings. Con-
cerns for 2010 include currency
volatility, imminent salary hikes
for employees, US regulatory risks,
and the pace of demand recovery.
Fitch projects a gradually im-
proving quarterly revenue growth
through 2010 for large players like
TCS, Infosys and Wipro as revival
of global economy leads to a grad-
ual recovery in client
demand for discretion-
ary expenditure, and
longer-term transforma-
tional engagements (that
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duction projects with

near-term paybacks.

“IT services revenue growth
will also benefit from growth op-

- portunities relating to healthcare,
~ telecom and internet security,
- along with a revival in demand of
~ the banking, financial services
and insurance (BFSI) sector. The
~ BFSI sector is the second-largest
- purchaser of IT services world-
 wide behind the government mar-
~ ket,” a Fitch statement said.

The recently announced third

quarter results of IT services com-
. panies have shown continued ro-

bust performance. Better capacity
utilisation, hiring cutbacks and
pay freeze, better negotiations
with customers on pricing and in-
creased off-shoring have resulted
in better-than-expected margins
for most of the IT companies. How-
ever, the long-overdue wage hike
could put pressure on margins.

“The Indian IT sector has con- '

sistently generated positive free

cash flow (FCF), resulting in sig-

nificant cash balances of more *

than 20 per cent of to-
tal assets for the large
IT companies - en-
abling them to weather
the slowdown better
than most other indus-
tries. Cmnaequently,
most I'T service compa-
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nies continue to be.

debt-free or have low leverage, and

have strong credit-protection mea-

sures. Cash flow generation con-,

tinues to be adequate to fund work-
ing capital and, in most cases,
capex requirements as well,” Fitch
said.

Acquisition activities are ex-
pected to continue as companies
are trying to utilise the excess cash

to diversify service line mix, ex--

pand geographically, and/or add

capabilities in targeted vertical

markets.




