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Source: Bloomberg

Infosys Technologies 
Buys leading UK-based SAP vendor 

 Deal terms: Infosys has entered into an agreement to buy London-based 

SAP consulting company Axon Group in an all cash acquisition valued at 

GBP 407.1m. The deal, which is expected to be completed by Nov. 2008, 

will add about 2000 employees of Avon to Infosys rolls.  

 Consideration: Infosys has valued Axon at 1.99x CY07 revenues. The 

consideration implies a premium of 19% to last quoted price of Axon (as 

of Friday closing price) which amounts to a premium of GBP 84m in 

absolute terms. The all cash nature of the deal implies Infosys will dip 

into its cash reserves (Rs 61.45bn as of June 30,2008) to pay the deal 

consideration of about Rs 33.1bn . 

 Revenue impact: Given that Infosys anticipates the deal to be 

completed by Nov. 2008, we expect consolidation for three months only 

(in Q4 FY09). Incremental revenue from the deal in FY09 is expected to 

be in range of Rs 4387m in Q4 FY09 with neutral impact on margins and 

EPS. We expect the deal to be EBITDA margin dilutive in both FY09 and 

FY10 notwithstanding enhanced offshoring efforts and other streamlining 

of Axon’s processes by Infosys. 

 Valuation: The Axon acquisition ought to strengthen Infosys fast growing 

SAP practice and enable it to increase its win rate in large size 

transformational deals going forward. We expect Infosys to report 

revenue growth of 32.74% and 30.67% in FY2009 and 2010 respectively. 

The acquisition while being a good fit in the long-term would be viewed 

as a bit expensive in the near-term.   The acquisition will be EPS neutral 

in FY2009 and marginally EPS accretive in FY2010 (Rs 122.5 v/s Rs 

121.6). At the CMP of Rs1,703, it quotes at 14.0x FY10E consolidated 

earnings. We maintain Market Performer rating with a target price of 

Rs1,837 (15x FY10E earnings). 
 
Key financials (Y/e March)                      Old                                                       New  
 FY09 FY10 FY09 FY10 

Revenues (Rs m) 217,185   268,039   221,572   289,535 
EBITDA (Rs m) 63,146   77,054   63,827   80,923 
     Margin (%) 29.1   28.7   28.8   27.9 
PAT (Rs m) 59,431   70,394   59,351   70,917 
     Margin (%) 27.4   26.3   26.8   24.5 
EPS (Rs) 103.1   121.6   103.0   122.5 
PE (x) 16.5   14.0   16.5   13.9 
Target Price (Rs)    1,837 

Source: Company Data; PL Research 

Jayendran Rajappa Jaspreet Chhabra 
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Axon: Profile 

Axon Group is a London based SAP consulting company with a market cap of 
GBP 323m. Axons annual report labels it as one of the worlds largest 
independent SAP services provider employing about 2000 consultants. Axon 
derives about 60% of its revenues from Europe (mainly UK) and 34% from US. 
Its major operating segments are Business Consulting which forms about 19% 
of its revenues while its Solutions segment forms about 70% revenues.  

While Axon has reported impressive growth rates over the last few years, 
analyst consensus estimates expect growth to moderate given the tough 
macro environment. 

Axon summary financials GBP Mn 

Y/e Dec 2004 2005 2006 2007 2008E 2009E 

Revenue 60.2 87.9 137.5 204.5 242.8 270.8 

 YoY gr. (%) —  46.0 56.4 48.7 18.7 11.5 

EBITDA 6.1 10.1 18.6 30.5 39.21 42.05 

 YoY gr. (%) — 11.5 13.5 14.9 16.1 15.5 

PAT 4.7 5.1 11.3 20.2 22.06 23.8 

  YoY gr. (%) — 5.8 8.2 9.9 9.1 8.8 

Source: Bloomberg 

Business Impact 

Currently Infosys employs about 2100 SAP consultants servicing over 100 
clients across the globe. The acquisition of Axon will add over 2000 
consultants to Infosys’ SAP practice making it one of the largest SAP vendors 
globally. Further, management indicates minimal overlap of SAP clients 
providing opportunity for cross selling/upselling of services by the combined 
entity. Currently Infosys derives around 24% revenues from Consulting and 
Package Implementation which post acquisition is expected to move up to 
25.6% in FY09E and 29.6% in FY10E. Given that over 60% of Axon’s revenues 
are derived from Europe, we expect Infosys consolidated revenues from 
Europe to move from the current 28% to 28.6% and 30.4% in FY09 and FY 10 
respectively (assuming similar revenue profile for Infosys-standalone- to 
continue). 

Impact on Infosys’ revenue profile (Rs m) 

 Package Implementation Europe 

 FY2008 FY2009 FY2010 FY2008 FY2009 FY2010 

Infosys  39,727   52,124   64,329   46,905   60,812   75,051  

Axon  -    4,387   21,496   -    2,632   12,898  

Infosys-Axon  39,727   56,511   85,826   46,905   63,444   87,949  

% of combined revenues 23.8 25.5 29.6 28.1 28.6 30.4 

Source: Company Data, PL Research 
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Financial Impact 

As a result of the acquisition, we expect consolidated Infosys revenue to 
grow 32.7% YoY in FY09 to Rs 221.5bn (v/s Rs 217.2bn earlier @ 30.1% YoY 
gr).The marginal change in estimates is owing to consolidation done for a 
single quarter only. In FY10, we expect consolidated revenue to grow a 
handsome 30.6% to Rs 289.5bn (v/s 23.4% gr to Rs 268bn earlier). We expect 
the deal to be EBITDA margin dilutive in both FY09 and FY10 notwithstanding 
enhanced offshoring efforts and other streamlining of processes by Infosys. 

Valuation 

Infosys has valued Axon at 1.99x CY07 revenues. The consideration implies a 
premium of 19% to last quoted price of Axon (as of Friday closing price) 
which amounts to a premium of GBP 84m in absolute terms. Assuming the 
CMP to be broadly indicative of fair value of the stock, we believe it would 
be challenging for Infosys to extract synergies from the deal much in excess 
of the premium paid, given the tough operating macro environment and 
Axon’s dependence on SAP based revenues which typically include a 
significant element of discretionary spending. Having said that, we expect 
the acquisition to strengthen Infosys fast growth in SAP practice and enable 
it to increase its win rate in large size transformational deals going forward.  

We expect Infosys to report revenue growth of 32.74% and 30.67% in FY2009 
and 2010 respectively. The acquisition will be EPS neutral in FY2009 (Rs 
103.0 v/s Rs 103.1) and marginally EPS accretive in FY2010 (Rs 122.5 v/s Rs 
121.6). The acquisition while being a good fit in the long-term would be 
viewed as a bit expensive in the near-term.  At the CMP of Rs1,703, it quotes 
at 14.0x FY10E consolidated earnings. We maintain Market Performer rating 
with a target price of Rs1,837 (15x FY10E earnings). 

Key financials 

Y/e March FY07 FY08 FY09E FY10E 

Revenues (Rs m) 138,930 166,920 217,185 268,039 

     Growth (%) 45.9 20.1 30.1 23.4 

EBITDA (Rs m) 43,910 52,380 69,936 85,654 

PAT (Rs m) 38,620 46,590 59,431 70,394 

EPS (Rs) 67.6 81.3 103.1 121.6 

     Growth (%) 48.8 20.2 26.9 17.9 

Net DPS (Rs) 11.7 33.3 24.0 28.0 

Source: Company Data; PL Research 

Profitability & valuation 

Y/e March FY07 FY08 FY09E FY10E 

 EBITDA margin (%) 31.6 31.4 32.2 32.0 

 RoE (%) 42.3 37.2 37.2 33.9 

 RoCE (%) 42.3 37.2 37.2 33.9 

EV / sales (x) 6.6 5.4 4.0 3.1 

EV / EBITDA (x) 20.9 17.3 12.5 9.8 

PE (x) 25.2 21.0 16.5 14.0 

P / BV (x) 8.7  7.1  5.4  4.2 

 Net dividend yield (%) 0.7 2.0 1.4 1.6 

Source: Company Data; PL Research 
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Prabhudas Lilladher Pvt. Ltd. 
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India. 
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 

PL’s Recommendation Nomenclature 

BUY  : > 15% Outperformance to BSE Sensex Outperformer (OP) : 5 to 15% Outperformance to Sensex 

Market Performer (MP) : -5 to 5% of Sensex Movement Underperformer (UP) : -5 to -15% of Underperformace to Sensex 
Sell : <-15% Relative to Sensex 

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (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 accept 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.  

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 


