CRISIL

An S&P Global Company

Ratings

Press Release
July 06, 2020 | Mumbai

US visa ban not much of a snag for Indian IT firms

Profitability impact not more than ~ 25-30 bps as firms have increased local hiring in the US
The US government’s decision to suspend issuance of new H1-B and L1 visas till December 2020 will have only a
marginal impact of 25-30 basis points (bps) on the operating profitability of Indian information technology (IT) firms this
fiscal.
However, this will be over and above a 200-250 bps decline expected because of the Covid-19 pandemic? and will
beat down operating profitability from an average ~23% seen last fiscal, a CRISIL Ratings analysis of 15 large IT
firms, which account for almost 70% of the IT service sector revenue, shows.

Credit profiles of IT firms will continue to be strong supported by healthy balance sheets and liquidity.

The US move will have only a marginal impact because it pertains to just new H1-B and L1 visas issued till December
2020. Applications for renewal of visas, which on average are 3-4x new H1-B requests, remain unaffected.

Over the past three years, Indian IT firms have gradually reduced dependence on the H1-B route because of
increasing denial rates — from about 6% in fiscal 2016 to 39% in the first half of fiscal 2020 (see table in below).

Trend in H1-B visa approvals for CRISIL sample set of Top 15 Indian IT firms

2016 2017 2018 2019 H1 2020
Number of new visa approvals 9,649 8,885 2,459 6,137 3,898
Denial rates for new visa approvals (%) 6% 8% 28% 32% 39%
Number of renewal visa approvals 36,949 42,935 25,660 22,455 22,455
Denial rates for renewal visa approvals (%) 4% 5% 19% 20% 18%

Source: USCIS

Says Anuj Sethi, Senior Director, CRISIL Ratings, “New H1-B visa issuances contribute less than 5% of the
US onshore workforce of the top 5 listed Indian IT firms, which account for 60% of the industry revenue. On
the other hand, the share of local hires in their US onshore employee mix has steadily increased from 30-35%
in fiscal 2017 to about 55-60% in fiscal 2020. And with firms aiming to increase the share of local talent,
especially with digital skills, the transition impact is expected to be marginal for them.”

The US has proposed a transition of the existing H1-B visa issuance to a merit-based programme (criteria for capping
new visas at 85,000 to be decided on quantum of salary rather than the lottery system currently) or a potential
increase in minimum salary floor.

Assuming employee requirements through new visa approvals (6,137 units in fiscal 2019) are completely met via local
hiring and considering a 25% premium for local hiring over the H1-B route, the additional cost burden on IT firms may
not exceed Rs 1,200 crore. Thus the incremental cost impact on the ~$97 billion IT service industry remains marginal
at about 25-30 bps, though a few mid-sized IT firms with higher reliance on H1-B visas and lower onsite presence
could face some challenges.

Says Sameer Charania, Director, CRISIL Ratings, “Additionally, with higher share of employees working from
home and with continued restrictions on mobility due to the pandemic, the onshore requirements of IT firms
are likely to be lower. Further, IT firms are expected to re-negotiate the onsite requirements with clients until
the industry witnesses a recovery in discretionary IT spending.”

Having said that, any larger adverse change in US visa regulations especially on the existing visa H1-B visa renewals
or continued suspension of new H1-B visa issuances over the long run will remain a monitorable, given the industry
derives ~60% of revenues from North America.

CRISIL Ratings does not expect any material impact on the credit quality of most IT firms as their financial risk profile
is healthy, supported by low debt levels and large liquid surplus. The sample set of 15 IT firms has an average gearing
of ~0.12 time and cash balances adequate to cover 4-5 months of employee costs.

! Refer to our press release dated April 24, 2020 titled, IT firms stare at revenue, margin blows of the decade
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https://crisil.com/en/home/newsroom/press-releases/2020/04/it-firms-stare-at-revenue-margin-blows-of-the-decade.html
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About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We are
India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of innovation
and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient solutions to over
100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is registered
in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of independence, analytical
rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire range of debt instruments, such as,
bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially convertible bonds and debentures,
perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed securities, partial guarantees and other
structured debt instruments. We have rated over 24,500 large and mid-scale corporates and financial institutions. CRISIL has also
instituted several innovations in India in the rating business, including rating municipal bonds, partially guaranteed instruments and
microfinance institutions. We also pioneered a globally unique rating service for Micro, Small and Medium Enterprises (MSMEs) and
significantly extended the accessibility to rating services to a wider market. Over 110,000 MSMEs have been rated by us.
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DISCLAIMER

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The Press release may be used by you in
full or in part without changing the meaning or context thereof but with due credit to CRISIL. However, CRISIL alone has the sole right of distribution (whether directly or
indirectly) of its Press Releases for consideration or otherwise through any media including websites, portals etc.

CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers reliable. However,
CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and is not responsible for any errors or omissions
or for the results obtained from the use of this Press Release. CRISIL, especially states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/
distributors of this Press Release. CRISIL or its associates may have other commercial transactions with the company/entity.
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