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2QFY09 Result Update
CMP: INR 1,227 Target: INR 1,750 OUTPERFORMER
Sector View CAUTIOUS  Infosys reported revenues of USD 1,216 mn for 2QFY09, up 19%, in
Company Risk MEDIUM  Jine with our expectations. Revenues in rupee terms remained little
higher than our estimates due to better average rupee realization (Rs
LB il 10529 445/USD as against our estimates of Rs 43.7/USD). Net profit in
SNy 3280 rupee terms is little higher than our expectations primarily due to
L1 1 2584 rupee rate assumption. The company has revised FY09 USD guidance
Ity i downwards by ~5% to reflect economic uncertainties and cross-
(BESALL/5 OILD) 27/2/7  currency headwinds (USD appreciation against major global
currencies). Cross-currency negative impact and decline in volume
ERIgChets 500209 assumptions contributed almost equally in downward revision of
NSE Code INFOSYSTCH py()9 USD revenue guidance to 13.1-15.2%.
Bloomberg Code INFO IN . . . .
Reuters INFypo L herevised FY09 guidance remained 2% lower than our expectations.
52 Wk High/Low (INR) 2140 / 1,196 However, considering turmoil in BFSI, sluggish global economy and
Q) Equity (INR Mn) 2863 drastic currency fluctuations, it appears to be satisfactory. We expect
e Market Cap. (INR Mn) 702,093 reasonable valuations, depreciating rupee and modest growth
CS guidance, despite uncertainties over demand environment, client
r-d Shareholding Pattern (%) consolidation due to M&A, cases of bankruptcies, clients’
Foreion 5305  indecisiveness over IT spending, would provide good support to the
Q— Institutions 790  stock.
D Corporate 312 Infosys board has decided not to increase the bidding price for Axon
Promoters 1651 from 600 pence per share. We welcome this move as in the current
) Public & Others 1922 environment ~20x TTM earnings is expensive.
— We have revised FYO9E and FY10E EPS estimates down by ~2% and
5 ) — Iielet o iy ~6% after factoring in H1FY09 results, change in exchange rate
(%) Had - S BSEIT  assumption, USD revenue growth estimates cut. We maintain
N Hleritn S s 538 Qutperformer recommendation on the stock with a revised target
q) 3 Months -26.83 499 A price of Rs 1,750 at 16x FY10E earnings.
1 Year -37.92 6.12 7.87 .
m Consolidated results for the quarter ended September 30, 2008

v Income was Rs 54,180 mn; 32% YoY%, 11.6% QoQ growth

v Profit after tax was Rs 14,320 mn; 30.2% YoY, 10% QoQ growth
v EPSincreased to Rs 25; 29.9% YoY and 10% QoQ growth

v" Interim dividend of Rs 10 per share (~67% yoy increase)
Financial Summary

Descriptions INRMn ~ FY2006 ~ FY2007  FY2008 FY2009E  FY2010E
75 Income 95210 138930 166920 215784 239,245
Operating Profit 30910 43910 52380 69375 75601
Profit Before Tax 27,920 42470 53440 67246 75967
50

5552888888888 8 Profit After Tax 24790 38610 46590 58067 62,293

$: 3 E4ELEEEE PR
Sz4a =223 I3 25280 EPS (INR) 449 67.5 81.5 101.5 108.9
Source: Comline Products BVPS 126.2 196.8 2412 316.4 393.1
Analyst: Dipesh Mehta P/E 273 18.2 15.1 121 113
Cash Balance 41840 58960 70220 102453 141,183

Email: dipesh@kslindia.com

For private circulation only. Please read the Important Disclosure at the end of the report.
KSL Intelligent Research Reports can be accessed on: www.bloomberg.net (KHDS<GO>), www.thomsonreuters.com, www.capitaliq.com,
www.kslindia.com, www.moneycontrol.com, www.securities.com, www.valuenotes.com
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Key Highlights

v

Employee Addition: Gross addition of 10,117 employees (net 5,927) during the quarter. The company guided
4,500 and 25,000 employee additions (at gross level) in Q3FY09 and FY(9 respectively.

v" Client: Top client grew by ~1.3% sequentially, accounted for 7.6% of total revenues. Top 10 clients accounted for
28% of the revenues this quarter with 2.1% sequential decline. Top 10 clients reported decline in absolute USD
revenues for 2 quarters in row first time after ~7 years. USD 1+ mn clients remained at 325 despite addition of 40
new clients during the quarter. Top 2-5 clients declined by 3.5% sequentially.

V' Attrition: During the quarter attrition rate declined by 80 bps to 12.8% on LTM basis

v' Margin Movement: ~6% rupee depreciation and higher utilization resulted into improvement in margin by ~260
bps sequentially. The management indicated FY09 margin, factoring lower utilization in H2FY09, to remain
broadly at the same level of FY08.

v Pricing Environment:

* Onsite and offshore billing rate marginally improved by 0.6% and 0.1% respectively in Q2FY09, change in
business mix (onsite- offshore) resulted into 0.3% decline in blended billing rate.
* Management Comment: Management indicated pricing environment remain largely stable.

v" Guidance Assumption: FY09 guidance assumed flat growth in 2HFY09. Improved performance of subsidiaries,
SG & A leverage, favorable rupee and economies of scale would help to manage margin in the coming quarters.
The management expects operating margin for FY09 would be within narrow range from FYO08 levels of 31.4%,
and net margin to be slightly lower considering higher effective tax rate, and higher dividend payout and thus
lower non-operating income.

v Tax Rate: Tax rate return to normal rate of ~15% of PBT. Effective tax rate for FY09 is likely to be ~14% of PBT.

v Subsidiary performance: Depreciation of major global currency against USD impacted performance of
subsidiaries for the quarter, although rupee remained favorable. We believe margin improvement of subsidiaries
would help company to manage margins. Consulting subsidiary is likely to breakeven in FY09.

USD Mn Sep-08 Jun-08 Mar-08 Dec-07 Sep-07 Jun-07
Revenue 128.8 132.0 127.5 119.0 108.0 101.2
Net Profit 9.3 8.0 16.0 11.0 5.0 11.9
NPM 7.2% 6.1% 12.5% 9.2% 4.6% 11.8%
Khandwala Research Infosys Technologies Limited 2

October 10, 2008



Khandwala Securities Limited

Positives from the result and management comments

v" Q2 actual numbers are in-line with guidance - Q2 actual numbers (USD 1,216 mn) meets lower end of guidance
(USD 1,215-1,225 mn), while constant currency (qoq) numbers (USD 1,236 mn) beat guidance

v Manufacturing continues to show good traction
v" Company has added 40 new clients during the quarter, strong addition in BFSI segment gives pleasant surprise

v" No change in employee hiring plan despite near-term challenges - suggests management confidence level and
readiness to grab demand opportunities when situations start improving

v DSO decline to 60 days - Commendable in challenging environment

v Client consolidation on account of M&A - Impacted positively during the quarter

Negatives from the results and management comments

FY09 guidance revised downwards considering weakening demand and cross-currency fluctuations
Worsening economic conditions

Number of USD 1+ mn clients remain at 325 - difficulty in scaling up client account

Number of USD 100+ mn clients decline to 5 from 6

Clients indecisiveness over IT spending continues

AN N N N

Utilization likely to decline in coming quarters - Hiring ahead of demand

Valuation

Possibility of global economic slowdown, especially after large corporate failure and continued massive write-downs
in financial sector, is increased in last few months and likely to last longer than earlier anticipated, which would
impact the demand for IT and ITES. Clients’ postponement/cancellation of IT projects, indecisiveness over IT
spending and client consolidation due to M&A, bankruptcy remains key concerns. However, we believe current
valuations also factor-in this worsening macro environment to large extent. The stock has outperformed broader
markets by ~15% till date in CYO08. Clients’ indecisiveness over IT spending considering weakening business
prospects, client consolidation due to M & A and clients going out of business remains a key concern.

Infosys and other IT stocks, considering their higher cash generation and favorable rupee, would derive strength from
likely earnings slowdown in other sectors of the domestic economy on account of higher interest rates and rising input
costs.

We have revised FYO9E and FY10E EPS estimates down by ~2% and ~6% after factoring in HIFY09 results, change in
exchange rate assumption of average Rupee/USD rate to 44.5 and 42 for FY09 and FY10 respectively, USD revenue
growth estimates cut. We maintain Outperformer recommendation on the stock with a revised target price of Rs 1,750
at 16x FY10E earnings.
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2QFY09 & 1HFY09 Financial Results

Descriptions Q2FY09 Q1FY09 Q-0-Q Q2FY08 Y-o-Y HI1FY09 H1FY08 Y-o0-Y

(INR Mn) Sep-08  Jun-08 Growth  Sep-07 Growth  Sep-08 Sep-07 Growth

Income 54,180 48,540 11.6% 41,060 32.0% 102,720 78,790 30.4%

Software Development Expenses 28,910 27,540 5.0% 22,310 29.6% 56,450 44,000 28.3%

Gross Profit 25,270 21,000 20.3% 18,750 34.8% 46,270 34,790 33.0%
GPM 46.6% 43.3% 45.7% 45.0% 44.2%

Selling & Distribution Expenses 3,030 2,570 17.9% 2,830 7.1% 5,600 4,880 14.8%

General & Administrative Expenses 4,300 3,640 18.1% 3,080 39.6% 7,940 6,230 27.4%

Operating Profit 17,940 14,790 21.3% 12,840 39.7% 32,730 23,680 38.2%
OPM 33.1% 30.5% 31.3% 31.9% 30.1%

Depreciation 1,770 1,690 4.7% 1,440 22.9% 3,460 2,880 20.1%

PBIT 16,170 13,100 23.4% 11,400 41.8% 29,270 20,800 40.7%
PBITM 29.8% 27.0% 27.8% 28.5% 26.4%

Other Income 660 1,170  -43.6% 1,540  -57.1% 1,830 4,070  -55.0%

Net Profit Before Tax 16,830 14,270 17.9% 12,940 30.1% 31,100 24,870 25.1%
PBTM 31.1% 29.4% 31.5% 30.3% 31.6%

Provision for Taxation 2,510 1,250 100.8% 1,940 29.4% 3,760 3,080 22.1%

Net Profit After Tax 14,320 13,020 10.0% 11,000 30.2% 27,340 21,790 25.5%
PATM 26.4% 26.8% 26.8% 26.6% 27.7%
Equity 2,862 2,862 2,856 2,862 2,856

EPS (INR) 25.0 22.7 10.0% 19.3 29.9% 47.8 38.1 25.2%
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Revenue by Service Offering

Consulting & package implementation, Infrastructure management, and System Integration reported healthy growth

Revenue by service offering As % of Revenue Q-0-Q Y-0-Y
Sep-08 Jun-08 Sep-07 Growth Growth

ADM 42.7%  434%  44.2% 3.6% 14.9%
Application Development 20.6%  214%  21.8% 1.3% 12.4%
Application Maintenance 221%  22.0%  22.4% 5.8% 17.4%
Business Process Management 6.0% 6.3% 5.2% 0.3% 37.3%
Consulting and Package Implementation 253%  237%  23.6%  124% 27.6%
Infrastructure Management 5.9% 5.7% 5.5% 9.0% 27.6%
Product Engineering Services 2.1% 2.2% 1.6% 0.5% 56.2%
System Integration 3.5% 3.1% 2.8%  189% 48.7%
Testing 7.0% 7.4% 78%  -04% 6.8%
Other Services 3.9% 4.3% 56%  -45% -17.1%
Total Services 96.4%  96.1%  96.3% 5.6%  19.1%
Products 3.6% 3.9% 3.7%  -2.8% 15.8%
Total 100.0% 100.0% 100.0% 5.3%  19.0%

Revenue by Industry

Manufacturing, Energy & Utilities shows good traction

Industry / Vertical As % of Revenues Q-0-Q Y-0-Y
Sep-08 Jun-08 Sep-07 Growth Growth
Insurance, Banking and Financial Services 33.4% 34.5% 36.5% 1.9% 8.9%

Manufacturing 201%  184%  13.9%  15.0% 72.1%
Retailing 121%  122%  12.5% 4.4% 15.2%
Telecom 19.0%  19.7%  20.6% 1.5% 9.7%
Energy & Utilities 5.5% 5.4% 5.3% 7.2% 23.5%
Transportation & Logistics 2.3% 2.4% 2.3% 0.9% 19.0%
Services 5.1% 5.5% 7.7% -24%  -21.2%
Others 2.5% 1.9% 1.2%  385% 147.9%
Total 100.0% 100.0% 100.0% 5.3% 19.0%

Revenue by Geography

Europe continue to report healthy growth numbers
Geography As % of Revenues Q-0-Q Y-0-Y

Sep-08 Jun-08 Sep-07 Growth Growth

North America 61.5%  62.6%  62.6% 3.4% 16.9%
Europe 281%  273%  274% 84%  22.0%
India 1.3% 1.3% 1.0% 53%  54.7%
Rest of the World 9.1% 8.8% 9.0% 8.9% 20.3%
Total 100.0% 100.0% 100.0%
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Clients Data

Clients Sep-08  Jun-08  Sep-07
Number of Clients 586 567 520
Added during the quarter 40 49 48
Accounting for > 5% of revenue 1 1 1

Client Concentration

Top client 7.6% 7.9% 7.9%
Top 5 clients 18.6% 19.9% 19.5%
Top 10 clients 28.0% 30.1% 29.9%
Repeat business 99.8% 99.6% 97.7%

No. of clients with annual revenues > US$ 1-mIn

1-10 million US$ 231 234 218
10-30 million US$ 60 58 47
30-50 million US$ 14 15 14
50-100 million US$ 15 12 13
100+ million US$ 5 6 3

Business Outlook

v" Quarter ending December 31, 2008
» Income is expected to be in the range of Rs 55,190 million and Rs 57,300 million; YoY growth of 29.2% - 34.2%
» Earnings per share is expected to be Rs 26.63; YoY growth of 23.6%**

v" Fiscal year ending March 31, 2009

» Income is expected to be in the range of Rs 213,090 million and Rs 217,310 million; YoY growth of 27.7% -
30.2%

» Earnings per share*** is expected to be Rs 101.06; YoY growth of 24%

** Including tax reversal of Rs 500 million for the quarter ended December 31, 2007. Excluding the tax reversal the YOY growth is expected to be
28.9%.

*** Including tax reversal of Rs 310 million in fiscal 2009 and Rs 1,210 million in fiscal 2008 respectively. Excluding the tax reversal the earnings per
share is expected to be Rs.100.51 for the year ending March 31, 2009; YoY growth of 26.6%

Conversion 1 USD = Rs. 46.97
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EQUITY RESEARCH TEL. NO. +91 22 4076 7373 FAX +91 22 4076 7378
Name Designation Sectors E-mail

Ashok Jainani VP, Head Research Market Strategy ashokjainani@kslindia.com
Dipesh Mehta Research Analyst IT, Telecom dipesh@kslindia.com

Hatim K Broachwala Research Analyst BFSI hatim@kslindia.com

Vinay Nair Research Analyst Energy vinay.nair@kslindia.com
Giriraj Daga Research Analyst Metals, Cement giriraj@kslindia.com

Harshul Verma Research Associate Automobiles, Capital Goods harshul.verma@kslindia.com

Kruti Shah Research Associate kruti.shah@kslindia.com
Sandeep Shrimali Research Associate

Sandeep Bhatkhande Research Associate Publishing sandeep@kslindia.com

Lydia Rodrigues Research Executive Data Mining lydia@kslindia.com
INSTITUTIONAL DEALING TEL NO. +91 22 4076 7342-47/56 FAX NO. +91 22 4076 73 77-78
Biranchi Sahu Head Institutional Equity bsahu@kslindia.com

Gopi Doshi Senior Dealer Institutional Equity gopi.doshi@kslindia.com
Mayank Patwardhan Dealer Institutional Equity mayank.patwardhan@kslindia.com
PRIVATE CLIENT GROUP TEL No. +91 22 4076 7317-21 FAX NO. +91 22 4076 73 77
Sanjay K Thakur President Sales & Marketing thakursk@kslindia.com

Subroto Duttaroy General Manager Equity & Portfolio Mgmt. Service subroto@kslindia.com

Jagdish R Modi Manager Equity & Portfolio Mgmt. Service jrmodi@kslindia.com

BRANCH OFFICE (PUNE) TEL NO. +91 20 2567 1404/06 FAX NO. +91 20 2567 1405
Ajay G Laddha Vice President ajay@kslindia.com

Corporate Office: Branch Office:

Vikas Building, Ground Floor,
Green Street, Fort,

MUMBALI 400 023.

Tel. No. (91) (22) 4076 7373
Fax No. (91) (22) 4076 7377/78
E-mail: research@kslindia.com

Web site: www.kslindia.com

C8/9, Dr. Herekar Park,

Off. Bhandarkar Road,

PUNE 411 004

Tel. No. (91) (20) 2567 1404/06
Fax. No. (91) (20) 2567 1405
Email: pune@kslindia.com

Important Disclosure:

The Research team of Khandwala Securities Limited on behalf of itself has prepared the information given and opinions expressed in this report. The
information contained has been obtained from sources believed to be reliable and in good faith, but which may not be verified independently. While utmost
care has been taken in preparing the above report, KSL or its group companies make no guarantee, representation or warranty, whether express or implied
and accepts no responsibility or liability as to its accuracy or completeness of the data being provided. All investment information and opinion are subject to
change without notice. Also, not all customers may receive the material at the same time.

This document is for private circulation and information purposes only. It does not and should not be construed as an offer to buy or sell securities mentioned
herein. KSL shall not be liable for any direct or indirect losses arising from the use thereof and the investors are expected to use the information contained
herein at their own risk. KSL and its affiliates and / or their officers, directors and employees may own or have positions in any investment mentioned herein
or any investment related thereto and from time to time add to or dispose of any such investment. KSL and its affiliates may act as market maker or have
assumed an underwriting position in the securities of companies discussed herein (or investments related thereto) and may sell them to or buy them from
customers on a principal basis and may also perform or seek to perform investment banking or underwriting services for or relating to those companies.

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own investment decisions based on
their specific investment objectives and financial position and using such independent advisors, as they believe necessary. Income from investments may
fluctuate. The price or value of the investments, to which this report relates, either directly or indirectly, may fall or rise against the interest of investors. The
value of or income from any investment may be adversely affected by changes in the rates of currency exchange.

The recipient means this document strictly for use only. None of the material provided herein may be reproduced, published, resold or distributed in any
manner whatsoever without the prior explicit written permission of KSL.
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