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F3Q07 Results: Initial 
Comments 
 

Quick Comment: Infosys’ F3Q07 numbers were 
reasonably strong, especially in the backdrop of the 
3.8% rupee appreciation against the US$ that the 
company effectively recorded during the quarter. 
Revenue rose 10% QoQ in US$ terms and EBITDA 
margin rose a surprising 60 bps sequentially.  Net 
income numbers were well ahead of guidance and 
slightly ahead of consensus estimates.  F4Q07 
guidance is muted – 4% QoQ revenue growth and 
1.4% earnings growth (the company had guided for 5% 
revenue growth and 0.5% earnings growth for F3Q07). 

What’s New: Infosys reported 6% QoQ revenue and 
net income growth, while EBITDA margin expanded by 
60 bps and EBIT margin by 30 bps.  The company 
indicated that the rupee appreciation would have 
negatively affected margins by about 200 bps.  
Offshore and onsite pricing went up 1.7% and 1.9% 
QoQ – or up 3.3%/5.1% YoY.  F2007 guidance has 
been revised up marginally. 

Implications: While the element of positive surprise 
has been a lot lower than that in the prior two quarters 
(and which was in a way expected as well), we think 
that the stock and the sector continue to be well placed 
for 2007.  Overall fundamentals remain strong for 
offshore outsourcing and any improvement in pricing 
could be a strong driver of consensus earnings, as well 
as the stock price. 

We will follow these initial comments with a more 
detailed note and updated estimates.  Other key 
quarterly highlights, financials and operating metrics 
are detailed on the following pages. 

Morgan Stanley does and seeks to do business with 
companies covered in its research reports. As a 
result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of this report. Investors should consider 
this report as only a single factor in making their 
investment decision. Customers of Morgan Stanley 
in the U.S. can receive independent, third-party 
research on the company covered in this report, at 
no cost to them, where such research is available. 
Customers can access this independent research at 
www.morganstanley.com/equityresearch or can call 
1-800-624-2063 to request a copy of this research. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section. 
+= Analysts employed by non-U.S. affiliates are not registered pursuant to NASD/NYSE rules. 
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Key F3Q07 Highlights 

- Overall volumes rose 7% QoQ in F3Q07, compared to 11% 
and 9% growth in the preceding two quarters. 

- Onsite pricing improved marginally by 1.9% and offshore 
pricing was up 1.7%.  Offshore pricing has gradually 
climbed up for six quarters in a row now and onsite prices 
for four quarters (Exhibit 1 & 2). 

- The rupee appreciated on average by 3.8% for Infosys 
during the quarter.  We understand that the company has 
US$360 million of forward cover outstanding. 

- EBIT margin improved by 30 bps sequentially and EBITDA 
by 60 bps.  We believe that the rupee appreciation hurt 
margins by about 200 bps.  Pricing and increased product 

revenue helped margins by 80 bps each.  G&A savings 
were 50 bps. 

- The company added 3,282 employees (net) during the 
quarter to take the total to 69,432.  Attrition continued to 
move higher, up from 12.9% to 13.5%.  We understand that 
the attrition increase, net of involuntary attrition, was about 
0.2%. 

- The company added 43 new clients in the quarter (versus 
45 in F2Q07) and the net addition was 12 (versus seven). 

- Management has guided for 4% QoQ revenue growth and 
1.4% earnings growth for F4Q07.  It has assumed an 
average exchange rate of Rs44.11/US$.  F2007 basic EPS 
guidance has been revised up marginally to Rs66.63. 

 

Exhibit 1 
Average Onsite Billing Rate (US$ / Person-Month)  
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Exhibit 2 
Avg. Offshore Billing Rate (US$ / Person- Month)  
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Exhibit 3 
Consolidated Quarterly Financials (Rs Mn) 

Quarter Ending Mar-06 QoQ YoY Jun-06 QoQ YoY Sep-06 QoQ YoY Dec-06 QoQ YoY 
 
Revenue  26,240  4% 32%  30,150  15% 46%  34,510  14% 50%  36,550  6% 44% 
Cost of Goods  14,220  7% 37%  16,660  17% 51%  18,330  10% 51%  19,380  6% 46% 
 
Gross Profit  12,020  0% 27%  13,490  12% 39%  16,180  20% 50%  17,170  6% 42% 
Gross Margins (%) 45.81% -178 bps -179 bps 44.74% -106 bps -194 bps 46.88% 214 bps -28 bps 46.98% 9 bps -61 bps 
 
SG&A  3,690  7% 32%  4,600  25% 52%  5,090  11% 46%  5,210  2% 51% 
 
EBIDTA  8,330  -3% 25%  8,890  7% 34%  11,090  25% 51%  11,960  8% 39% 
EBIDTA Margins (%) 31.7% -226 bps -180 bps 29.5% -226 bps -256 bps 32.1% 265 bps 14 bps 32.7% 59 bps -128 bps 
 
Depreciation  1,440  23% 44%  1,060  -26% 32%  1,220  15% 27%  1,410  16% 21% 
 
Operating Profit  6,890  -7% 22%  7,830  14% 34%  9,870  26% 55%  10,550  7% 42% 
Operating Margins (%) 26.26% -313 bps -227 bps 25.97% -29 bps -221 bps 28.60% 263 bps 79 bps 28.86% 26 bps -52 bps 
 
Other Income  720  -1540% 123%  1,280  78% 348%  660  -48% 50%  590  -11% -1280% 
Extraordinary  -       (30)         
 
PBT  7,610  3% 27%  9,080  19% 48%  10,530  16% 55%  11,140  6% 51% 
Tax  810  -2% -5%  1,060  31% 32%  1,230  16% 78%  1,300  6% 57% 
Tax rate (%) 10.6% -59 bps -363 bps 11.7% 103 bps -142 bps 11.7% 1 bps 155 bps 11.7% -1 bps 44 bps 
 
PAT  6,800  4% 32%  8,020  18% 51%  9,300  16% 52%  9,840  6% 50% 
 
Minority Interest  70     80     10     10    
 
Profit after minority interest  6,730  4% 31%  7,940  18% 49%  9,290  17% 53%  9,830  6% 51% 
 
Extraordinary  -       60          
 
PAT after extraordinary items  6,730  4% 31%  8,000  19% 50%  9,290  16% 53%  9,830  6% 51% 

Source: Company Data, Morgan Stanley Research 
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Exhibit 4 
Infosys Technologies: Operating Metrics 
Quarter Ending Dec-04 Mar-05 Jun-05 Sep-05 Dec-05 Mar-06 Jun-06 Sep-06 Dec-06 
 
Geographical:          
North America  66.6% 63.9% 63.6% 65.4% 65.0% 65.0% 64.0% 63.7% 63.2% 
Europe  22.1% 23.3% 23.9% 23.7% 24.9% 25.5% 26.2% 25.8% 26.8% 
India  2.1% 2.0% 2.4% 1.5% 1.4% 1.8% 1.4% 1.6% 1.8% 
Others  9.2% 10.8% 10.1% 9.4% 8.7% 7.7% 8.4% 8.9% 8.2% 
          
Revenue:          
Offshore as a Proportion to Total 51.0% 51.9% 52.1% 51.2% 51.4% 50.7% 49.5% 49.7% 50.8% 
Onsite as a Proportion to Total  49.0% 48.1% 47.9% 48.8% 48.6% 49.3% 50.5% 50.3% 49.2% 
          
Industry Verticals (% of Revenues):          
BFSI  35.2% 33.8% 36.3% 35.7% 36.0% 36.0% 36.4% 37.4% 38.6% 
Manufacturing  14.3% 14.0% 13.3% 13.5% 14.1% 14.5% 14.5% 14.0% 12.8% 
Telecom  18.1% 19.4% 17.2% 16.7% 15.8% 16.3% 17.7% 18.9% 18.3% 
Retailing  9.4% 9.1% 9.6% 10.5% 10.3% 10.2% 9.7% 9.0% 10.5% 
Others  23.0% 23.7% 23.6% 23.6% 23.8% 23.0% 21.7% 20.7% 19.8% 
          
Client Concentration:          
Gross Clients Added  38 37 36 34 36 38 38 45 43 
Total Clients  434 438 443 450 454 460 469 476 488 
Net Clients Added  3 4 5 7 4 6 9 7 12 
Top client's contribution to revenue 4.9% 6.3% 5.2% 4.4% 4.5% 4.7% 5.8% 6.6% 6.9% 
Top 5 clients' contribution to revenue 19.8% 21.2% 19.1% 17.8% 17.6% 18.6% 19.5% 21.0% 18.9% 
Top 10 clients' contribution to revenue 32.1% 33.8% 31.8% 30.6% 29.9% 31.0% 31.7% 32.9% 31.0% 
Repeat Business 95.0% 92.9% 98.7% 96.5% 93.2% 92.1% 97.0% 95.2% 94.7% 
          
Client Size:          
$1 Mn clients  156 166 172 191 206 221 221 232 256 
$ 5 Mn clients  65 71 73 76 78 81 94 97 108 
$ 10 Mn clients  37 42 43 48 51 54 56 61 67 
$ 20 Mn clients  18 19 22 23 25 26 28 29 35 
$ 30 Mn clients  10 11 14 16 18 19 19 20 22 
$ 40 Mn clients  7 8 8 11 14 14 15 16 17 
$ 50 Mn clients  4 5 5 6 7 9 11 12 11 
          
Billing Rates (US$/Person-Month):          
Onsite Billing Rate  10833 10975 10792 10899 10892 10958 11075  11,234   11,452  
Offshore Billing  4533 4575 4558 4568 4575 4590 4598  4,649   4,727  
Blended Billing Rate  6483 6533 6517 6569 6574 6623 6742  6,825   6,924 
          
Utilization Rates:          
Including Trainees 70.4% 72.7% 72.8% 71.6% 67.6% 67.7% 70.6% 67.4% 66.6% 
Excluding Trainees 79.3% 76.1% 76.3% 78.6% 77.6% 75.9% 76.1% 79.3% 76.6% 
 
Contract Type: 
Fixed Price 32.2% 29.4% 28.6% 28.7% 28.4% 27.0% 26.9% 26.2% 27.7% 
Time & Materials 67.8% 70.6% 71.4% 71.3% 71.6% 73.0% 73.1% 73.8% 72.3% 
 
DSO 58 68 59 59 57 62 65 65 63 
 
Employees: 
IT and Consulting employees  31807 32784 35067 40903 43726 45694 50397 56374 59081 
Infosys BPO  3422 3966 4739 5293 5696 7021 8012 9776 10351 
No of Employees  35229 36750 39806 46196 49422 52715 58409 66150 69432 
Attrition Rates  10.3% 9.7% 9.8% 10.0% 10.8% 11.2% 11.9% 12.9% 13.5% 

Source: Company Data, Morgan Stanley Research 
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ModelWare is Morgan Stanley’s new system for helping investors and analysts to uncover value, free from 
the distortions and ambiguities created by accounting data. Morgan Stanley has dissected and fundamentally 
redefined the components of corporate valuation, giving clients more consistent definitions, more comparable data, 
and more flexible analytic tools. ModelWare makes investment insights easier by making value more visible.  
 
Past inconsistencies in financial reporting made it difficult to compare performance among companies and 
across sectors and regions. Even within US GAAP, flexibility complicates comparisons. And accounting standards 
were developed to analyze historical data, not to facilitate projections. In response, Morgan Stanley analysts spent 
two years reviewing our entire coverage universe of company metrics. They defined more than 2,000 general and 
industry-specific metrics that eliminated inconsistencies stemming from regional differences, historical precedents 
and accounting conventions. The team applied these metrics across also all 1900+ companies we cover, and created 
flexible tools and services that let analysts redefine and use the data with maximum creativity. Because ModelWare 
provides complete transparency, users see every component of every calculation, to choose elements or recombine 
them as they wish.   
 
ModelWare EPS illustrates the approach. It represents ModelWare EPS as ModelWare net income divided by 
average fully diluted shares outstanding. ModelWare net income sums net operating profit after tax (NOPAT), net 
financial income or expense (NFE) and other income or expense. ModelWare adjusts reported net income to improve 
comparability across companies, sectors and regions. Among these adjustments: We exclude goodwill amortization 
and items deemed by analysts to be “one-time” events; we capitalize operating leases where their use is significant 
(e.g., in transportation and retail); and we convert inventory to FIFO accounting when LIFO costing is used. For more 
information on these adjustments and others, as well as additional background, please see Morgan Stanley 
ModelWare (ver. 1.0): A Road Map for Investors, by Trevor Harris and team, August 2, 2004. 
 

.. 
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For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell 
alongside our ratings of Overweight, Equal-weight and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we 
cover. Overweight, Equal-weight, and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see 
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we 
correspond Equal-weight and Underweight to hold and sell recommendations, respectively. 
 

  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category

Overweight/Buy 814 37% 288 42% 35%
Equal-weight/Hold 996 46% 305 45% 31%
Underweight/Sell 377 17% 90 13% 24%
Total 2,187  683   
 
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-
adjusted basis over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted 
basis, over the next 12-18 months. 
More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years.  Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We 
note that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. 
 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; 
Europe - MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index. 
 
Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your 
local investment representative.  You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research 
Management), New York, NY, 10036 USA. 
 

Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, 
please refer to the latest relevant published research on these stocks.  Research is available through your sales representative or on Client Link at 
www.morganstanley.com and other electronic systems. 

This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, 
and certain investors may not be eligible to purchase or participate in some or all of them. 
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arbitrage and other proprietary trading, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to 
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have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
for such visits. 

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational 
or financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past 
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Certain information in this report was sourced by employees of the Shanghai Representative Office of Morgan Stanley Dean Witter Asia Limited for the use of Morgan 
Stanley Dean Witter Asia Limited. 
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MSCI has not reviewed, approved or endorsed the projections, opinions, forecasts and trading strategies contained herein. Morgan Stanley has no influence on or 
control over MSCI's index compilation decisions. 

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley. 

Morgan Stanley research is disseminated and available primarily electronically, and, in some cases, in printed form. 

Additional information on recommended securities is available on request. 
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Industry Coverage:India Software 
Company (Ticker) Rating (as of) Price (01/10/2007)

Anantha Narayan 
HCL Technologies (HCLT.BO) E (01/30/2004) Rs589.45
Hexaware Technologies Limited 
(HEXT.BO) 

O (06/22/2006) Rs186.15

i-flex Solutions Ltd. (IFLX.BO) E (10/31/2005) Rs1,950.05
Infosys Technologies (INFY.BO) O (04/17/2006) Rs2,168.75
MphasiS BFL Group (MBFL.BO) E (03/15/2004) Rs283.10
Patni Computer Systems 
(PTNI.BO) 

O (08/08/2005) Rs402.35

Polaris Software Lab Ltd. 
(POLS.BO) 

U (08/08/2005) Rs190.95

Satyam Computer Services 
(SATY.BO) 

O (03/18/2002) Rs464.35

Tata Consultancy Services 
(TCS.BO) 

O (09/29/2004) Rs1,234.10

Wipro Ltd. (WIPR.BO) E (03/22/2002) Rs590.60

Stock Ratings are subject to change. Please see latest research for each company. 
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