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Infosys

Getting the Mojo back!

Infosys’ Q3FY16 performance was comprehensively ahead of expectation with
solid revenue beat, healthy deal wins and employee addition driving a better
growth outlook. Company has raised FY16 CC revenue growth guidance to 12.8-
13.2% (from 10-12%). Q3FY16 revenues grew 1.1% QoQ in CC terms (2.1% adjusted
for one-time revenue in Q2), which is commendable, given the high base,
seasonality and impact of Chennai floods. Growth has been strong across verticals
and geographies. Benefits of strategic initiatives such as zero bench, zero distance,
design thinking etc. is visible across sales and delivery organization and client
engagements (refer exhibits 4-9). Infosys will likely achieve industry leading
growth in FY16 itself and we expect further improvement in FY17/18. Management
is confident of growth despite pressure on client IT budgets.

Company Update

B Healthy volume growth in seasonally weak quarter: Volumes grew a healthy
3.1% QoQ, despite seasonal weakness. Importantly, Infosys has guided for a
better March quarter (implied guidance of 1-2.5% QoQ). Company is driving
innovation and automation across all projects and early signs are encouraging.
This is resulting in better client engagement, higher ratings on innovation
qguotient and thus, increasing win rate against competition.

B Significant improvement in operating metrics: a) Total contract value of large
deals highest ever on YTD basis, b) Revenue contribution from new clients
highest since FY08 (indicates success of hunting), c) Strong growth in top clients
after three years, d) Steady decline in attrition to 13.4% (4-year low), e) Strong
head count addition reminiscent of FY11/12. We believe all this indicates
success of various strategic initiatives; full benefits will be realized in FY17/18
and makes us confident on Infosys leading sector revenue growth.

B Valuation & Recommendation — Re-iterate Infosys as top pick with revised TP
of Rs1,500 (Earlier: Rs 1,485) 20x Dec-17 EPS: We expect 3-5% revenue led
upgrade to consensus FY17/18 EPS estimates. Industry leading revenue growth
and reduced volatility in growth profile will drive PE re-rating over next 12
months and stock is likely to trade at 18-20x EPS. Sharp global recession is a key
risk to our call.

Key financials (Y/e March) 2015 2016E 2017E 2018E
Revenues (Rs m) 533,190 619,489 706,121 801,138

Growth (%) 6.4 16.2 14.0 13.5
EBITDA (Rs m) 149,010 169,232 196,306 222,880
PAT (Rs m) 123,290 133,054 155,825 176,370
EPS (Rs) 53.9 58.2 68.1 77.1

Growth (%) 15.8 7.9 17.1 13.2
Net DPS (Rs) 22.2 30.0 35.0 40.0
Profitability & Valuation 2015 2016E 2017E 2018E
EBITDA margin (%) 27.9 27.3 27.8 27.8
RoE (%) 24.1 22.9 24.0 24.1
RoCE (%) 24.0 22.9 24.0 24.1
EV / sales (x) 4.3 3.6 3.1 2.7
EV / EBITDA (x) 15.4 133 11.3 9.7
PE (x) 21.0 19.5 16.6 14.7
P/BV(x) 47 42 3.8 3.4
Net dividend yield (%) 2.0 2.6 3.1 3.5

Source: Company Data; PL Research
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the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report
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Exhibit 1: Infosys YoY CC revenue growth to be ~16% in 4QFY16

Infosys YoY CC growth
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Source: Company Data, PL Research, 4QFY16E based on upper end of guidance

Exhibit 2: Infosys YoY CC revenue growth ahead of TCS

Infosys TCS
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Exhibit 3: Higher growth drives PE premium (Infosys vs TCS comparison)

USD Revenue Growth Diff (Infosys - TCS)
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Exhibit 4: Highest ever YTD TCV

TCV (in USS mn)
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Exhibit 5: Infosys likely to avoid March quarter blues in FY16
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Exhibit 6: Revenue contribution from new clients highest since FYO8
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Exhibit 7:

Robust YoY revenue growth in top clients (9m YTD) after 3 years

Infosys
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Exhibit 8:

Headcount addition reminiscent of FY11/12
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Exhibit 9:

Steady decline in attrition to 13.4% (4 year low)
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Exhibit 10: Q3FY16 Results overview (Rs m)

Infosys

Variance (Cons

Q3FY16 Q2FY16 Q3FY16(PLe) Consensus QoQ Q3FY15 YoY Vs Actual)
INR/USS (Average) 66.07 65.36 66.03 66.0 1.1% 62.20 6.2%
Total Operating Income (USS) 2,407 2,392 2,416 2,386 0.6% 2,218 8.5% 0.9%
Total Operating Income 159,020 156,350 159,523 157,553 1.7% 137,960 15.3% 0.9%
Operating Profit 39,590 39,930 39,482 39,323 -0.9% 36,890 7.3% 0.7%
EBIT Margin 24.9% 25.5% 24.8% 25.0% -64 bps 26.7%  -184 bps -6 bps
Pre Tax Income 47,610 47,860 47,507 47,274 -0.5% 45,290 5.1% 0.7%
Tax 12,960 13,870 13,777 13,762 -6.6% 12,790 1.3% -5.8%
Tax Rate 27.2% 29.0% 29.0% 29.1%  -176 bps 27.5% -28 bps -189 bps
PAT 34,650 33,980 33,730 33,512 2.0% 32,500 6.6% 3.4%
EPS (Rs) 15.16 14.87 14.76 14.66 2.0% 14.22 6.6% 3.4%
Source: Company Data, Bloomberg, PL Research
Exhibit 11: Guidance: Evaluated at USD term
Ql1FYl6a Q2FY16a Q3FY16a QA4FY16i FY16
Revenue (US$ mn) (LOWER) 2,256 2,392 2,407 2,431 9,486
QoQ Growth 4.5% 6.0% 0.6% 1.0% 8.9%
Revenue (US$ mn) (UPPER) 2,256 2,392 2,407 2,466 9,521
QoQ Growth 4.5% 6.0% 0.6% 2.5% 9.3%
Source: Company Data, PL Research, i - Implied, a — Actual
Exhibit 12: Growth after adjusting for $23m one-time revenue in Q2FY16
Actual Adjusted
Overall Revenue 0.6% 1.6%
America -0.6% 0.9%
Manufacturing -3.6% 0.5%
IMS -13.3% -2.5%
Pricing -2.5% -1.5%
Source: Company Data, PL Research
Exhibit 13: Revenue contribution by Geography
inUS$ Revenue contribution QoQ YoY
America* 62.5% -0.6% 10.1%
Europe 23.2% 1.9% 4.9%
India 2.8% 22.5% 21.5%
Rest Of World 11.5% 0.6% 4.9%
Source: Company Data, PL Research *- Adj. Growth of 1.6%
January 14, 2016 5
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Exhibit 14: Revenue contribution by Industry Verticals

inUS$ Revenue contribution QoQ YoY
Insurance 5.9% 6.02% 1.63%
Banking & Financial Services 27.6% 2.11% 11.76%
Manufacturing* 22.8% -3.60% 5.74%
Retail 14.7% -0.72% 7.06%
Telecom 8.0% 1.90% -0.21%
Energy & Utilities 5.1% 9.19% 12.95%
Transport & Logistics 1.9% 0.63% 37.46%
Services 7.7% -0.66% 17.69%
Others 6.3% 2.25% 6.83%
Source: Company Data, PL Research *- Adj. Growth of 0.5%
Exhibit 15: Service offering split
inUS$ Revenue contribution QoQ YoY
Application Dev 14.1% 1.3% 2.7%
Application Maintenance 19.1% -1.9% 6.3%
Business Process Management 5.8% -1.1% -3.2%
Consulting Services & Package Implementation 33.8% 3.7% 12.5%
Infrastructure Management* 7.5% -13.3% -0.7%
Product Engineering Services 3.4% 3.7% 8.5%
Testing Services 9.2% 2.9% 9.7%
Others 3.0% 7.8% 41.5%
Products 4.1% 5.8% 27.1%
Source: Company Data, PL Research *- Adj. Decline of-2.5%
Exhibit 16: Headcount and Pricing growth for the quarter
Q4FY14 Q1FY15 Q2FY15 Q3FY15 Q4FY15 Q1FY16 Q2FY16 Q3FY16
Headcount 160,405 161,284 165,411 169,638 176,187 179,523 187,976 193,383
Volume (QoQ) 0.4% 2.9% 3.0% 4.2% 0.9% 5.4% 3.7% 3.1%
Pricing (QoQ) -0.8% -0.4% 0.6% -3.4% -3.8% -0.7% 2.6% -2.5%
Utilization (incl. trainees) 72.9% 74.8% 75.2% 75.7% 72.8% 75.7% 75.4% 74.2%
Utilization (excl. trainees) 76.7% 80.1% 82.3% 82.7% 78.6% 80.2% 81.3% 80.6%
Source: Company Data, PL Research
6
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Exhibit 17: A brief overview of the company’s operating metrics over the last few quarters

Infosys

Revenue by verticals (%) Q4FY14 QIFY15 Q2FY15 Q3FY15 Q4FY15 Q1FYl6 Q2FY16 Q3FY16
Insurance 6.2% 6.0% 6.0% 6.3% 6.4% 6.0% 5.6% 5.9%
Banking & Financial Services 27.3% 27.4% 26.8% 26.8% 27.2% 27.1% 27.2% 27.6%
Manufacturing 23.0% 23.2% 23.3% 23.4% 23.8% 24.0% 23.8% 22.8%
Retail 15.5% 15.8% 15.3% 14.9% 15.1% 15.0% 14.9% 14.7%
Telecom 8.6% 8.7% 8.9% 8.7% 8.3% 8.4% 7.9% 8.0%
Energy & Utilities 5.3% 5.1% 5.5% 4.9% 4.5% 4.2% 4.7% 5.1%
Transport & Logistics 1.7% 1.5% 1.5% 1.5% 1.6% 1.5% 1.9% 1.9%
Services 6.6% 6.5% 6.6% 7.1% 6.8% 7.6% 7.8% 7.7%
Others 5.8% 5.8% 6.1% 6.4% 6.3% 6.2% 6.2% 6.3%
Revenue by services (%)

Application Dev 15.5% 15.8% 16.1% 14.9% 14.3% 14.0% 14.0% 14.1%
Application Maintenance 19.4% 18.7% 18.9% 19.5% 19.7% 19.9% 19.6% 19.1%
Business Process Management 6.7% 6.5% 6.3% 6.5% 6.3% 6.0% 5.9% 5.8%
Consulting Services & Package Implementation 32.5% 32.3% 32.4% 32.6% 32.7% 32.8% 32.8% 33.8%
Infrastructure Management 7.2% 7.9% 7.9% 8.2% 8.1% 8.3% 8.7% 7.5%
Product Engineering Services 3.4% 3.4% 3.4% 3.4% 3.5% 3.5% 3.3% 3.4%
Testing Services 9.2% 9.5% 9.4% 9.1% 8.9% 8.9% 9.0% 9.2%
Others 2.2% 2.3% 2.2% 2.3% 2.5% 2.7% 2.8% 3.0%
Products 3.9% 3.6% 3.4% 3.5% 4.0% 3.9% 3.9% 4.1%
Revenue by geography (%)

America 59.8% 60.8% 60.8% 61.6% 62.8% 63.2% 63.3% 62.5%
Europe 25.2% 24.5% 24.7% 24.0% 23.1% 22.4% 22.9% 23.2%
India 2.6% 2.4% 2.2% 2.5% 2.5% 2.2% 2.3% 2.8%
Rest Of World 12.4% 12.3% 12.3% 11.9% 11.6% 12.2% 11.5% 11.5%
Source: Company Data, PL Research
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Income Statement (Rs m)

Infosys

Balance Sheet Abstract (Rs m)

Y/e March 2015 2016E 2017E 2018E Y/e March 2015 2016E 2017E 2018E

Net Revenue 533,190 619,489 706,121 801,138 Shareholder's Funds 547,630 612,115 687,943 772,889

Raw Material Expenses 318,140 374,492 424,221 481,894 Total Debt - - - -

Gross Profit 215,050 244,997 281,900 319,244 Other Liabilities 2,060 2,060 2,060 2,060

Employee Cost — — — — Total Liabilities 549,690 614,175 690,003 774,949

Other Expenses 66,040 75,765 85,595 96,365 Net Fixed Assets 91,250 102,505 115,090 129,737

EBITDA 149,010 169,232 196,306 222,880 Goodwill 37,290 37,290 37,290 37,290

Depr. & Amortization 10,690 14,144 16,366 18,200 Investments 9,750 9,750 9,750 9,750

Net Interest (26,310)  (25,360) (28,023) (30,966) Net Current Assets 348,380 401,610 464,853 535,152

Other Income 34,270 31,654 39,532 43,729 Cash & Equivalents 303,670 333,854 382,145 436,043

Profit before Tax 172,590 186,742 219,472 248,409 Other Current Assets 158,540 173,117 197,327 223,880

Total Tax 49,290 53,688 63,647 72,039 Current Liabilities 113,830 105,362 114,619 124,771

Profit after Tax 123,300 133,054 155,825 176,370 Other Assets 63,020 63,020 63,020 63,020

Ex-Od items / Min. Int. 10 — — — Total Assets 549,690 614,175 690,003 774,949

Adj. PAT 123,290 133,054 155,825 176,370

Avg. Shares O/S (m) 2,288.0  2,288.0 2,288.0 2,288.0

EPS (Rs.) 53.9 58.2 68.1 77.1

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2015 2016E 2017E 2018E Y/e March Q4FY15 Q1FYl6 Q2FYl6 Q3FY1le

C/F from Operations 107,520 124,152 157,238 178,170 Net Revenue 134,110 143,540 156,350 159,020

C/F from Investing (12,790)  (25,399)  (28,951)  (32,847)  EBITDA 37,320 37,600 43,510 43,280

C/F from Financing (50,560) (68,569) (79,997) (91,425) % of revenue 27.8 26.2 27.8 27.2

Inc. / Dec. in Cash 44,170 30,184 48,290 53,899 Depr. & Amortization 2,830 3,130 3,580 3,690

Opening Cash 259,500 303,670 333,854 382,145  NetInterest (6,960) (6,570) (6,240) (6,340)

Closing Cash 303,670 333,854 382,145 436,043 Other Income 8,810 7,580 7,930 8,020

FCFF 114,520 98,753 128,287 145,323  Profit before Tax 43,300 42,050 47,860 47,610

FCFE 114,520 98,753 128,287 145,323 Total Tax 12,320 11,750 13,870 12,960
Profit after Tax 30,970 30,300 33,980 34,650
Adj. PAT 30,970 30,300 33,980 34,650

Key Financial Metrics Key Operating Metrics

Y/e March 2015 2016E 2017E 2018E  Y/e March 2015 2016E 2017E 2018E

Growth Revenue (US$ m) 8711 9,531 10,863 12,325

Revenue (%) 6.4 16.2 14.0 13.5 Source: Company Data, PL Research.

EBITDA (%) 111 136 16.0 135

PAT (%) 15.8 7.9 17.1 13.2

EPS (%) 15.8 7.9 17.1 13.2

Profitability

EBITDA Margin (%) 27.9 27.3 27.8 27.8

PAT Margin (%) 231 215 221 22.0

RoCE (%) 24.0 229 24.0 241

RoOE (%) 241 229 24.0 241

Balance Sheet

Net Debt : Equity (0.6) (0.5) (0.6) (0.6)

Net Wrkng Cap. (days) - - - -

Valuation

PER (x) 21.0 19.5 16.6 14.7

P/B(x) 4.7 4.2 3.8 3.4

EV / EBITDA (x) 15.4 13.3 11.3 9.7

EV / Sales (x) 43 3.6 3.1 2.7

Earnings Quality

Eff. Tax Rate 28.6 28.8 29.0 29.0

Other Inc / PBT 19.9 17.0 18.0 17.6

Eff. Depr. Rate (%) 6.9 7.8 7.8 7.5

FCFE / PAT _ 92.9 74.2. 82.3 82.4

Source: Company Data, PL Research.
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Rating Distribution of Research Coverage PL’s Recommendation Nomenclature

60% - BUY : Over 15% Outperformance to Sensex over 12-months

50% A 47.7% Accumulate ¢ Outperformance to Sensex over 12-months
] 40.2%
?‘!P 40% ; Reduce ¢ Underperformance to Sensex over 12-months
% o Sell ¢ Over 15% underperformance to Sensex over 12-months
S 30% A
o o Trading Buy : Over 10% absolute upside in 1-month
5 20% 1 12.1%
= Trading Sell : Over 10% absolute decline in 1-month
‘s 10% A o
x 5 0.0% Not Rated (NR) : No specific call on the stock

o T T T T 1
BUY Accumulate Reduce Sell Under Review (UR) :  Rating likely to change shortly
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such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an advisor or lender/borrower to the subject company or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

DISCLAIMER/DISCLOSURES (FOR US CLIENTS)

ANALYST CERTIFICATION

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately reflect his or her or their personal
views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific recommendation or views expressed in this research report

Terms & conditions and other disclosures:

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon
this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Prabhudas
Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.
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