
 

BSE SENSEX S&P CNX CMP: INR1,041 TP: INR1,200 (+15%) Buy 34,443 10,637 

Stock Info 
Bloomberg INFO IN 
Equity Shares (m) 2,285.6 
52-Week Range (INR) 1046 / 862 
1, 6, 12 Rel. Per (%) 0/-1/-22 
M.Cap. (INR b) 2,391.9 
M.Cap. (USD b) 37.1 
Avg Val, INRm 5007 
Free float (%) 87.3 

Financials Snapshot (INR b) 
 Y/E Mar 2017 2018E 2019E 

Sales 684.9 707.6 772.0 
EBITDA 186.1 188.3 202.6 
PAT 143.8 145.0 150.1 
EPS (INR) 62.8 64.7 69.0 
EPS Gr. (%) 6.4 3.1 6.6 
BV/Sh. (INR) 302 260.1 325.2 
RoE (%) 22.0 21.8 22.3 
RoCE (%) 22.0 21.8 22.3 
P/E (x) 16.6 16.1 15.1 
P/BV (x) 3.5 4.0 3.2 

Shareholding pattern (%) 
As On Sep-17 Jun-17 Sep-16 
Promoter 12.8 12.8 12.8 
DII 22.1 20.2 18.0 
FII 34.6 38.0 40.1 
Others 30.6 29.0 29.2 

FII Includes depository receipts 

Stock Performance (1-year) 

APA agreement with US to bring down tax rate 

The Development: Infosys (INFO) has announced an Advanced Pricing Agreement 
(APA) with the US Internal Revenue Service (IRS), under which both companies 
have agreed on a methodology to allocate revenues and compute taxable income 
of the company’s US operations. The agreement covers a 10-year period from 
FY11-21. 

The impact: Three-fold impact as a consequence of the APA would be: 
 INFO will reverse tax provisions of ~USD225m that were made in the previous

period and are no longer required. This is the P&L impact and will be seen in
3QFY18 earnings, driving EPS higher by INR6.7 (10.4% on FY18E base).

 INFO is expected to pay out USD233m due to the differences in payable taxes
for the prior period and actual taxes paid. This is the cash flow impact that will
play out over the next few quarters (exact period not specified).

 INFO’s overall effective tax rate is expected to decline by 100bp up till FY21 as
a consequence of the agreement. This drives a marginal upgrade of 1.4% to our 
future earnings estimates.

What is APA? 
 An advance pricing agreement (APA) is an ahead-of-time agreement between a 

taxpayer and a tax authority on an appropriate transfer pricing methodology
(TPM) for a set of transactions at issue over a fixed period of time. It allows the
taxpayer and the tax authority to avoid future transfer pricing disputes by
entering into a prospective agreement.

 For most taxpayers, certainty regarding their transfer prices is the single-most
important benefit gained through the APA process. Transfer pricing
examinations are often time-consuming and expensive. The APA process
generally takes substantially less time to complete than a transfer pricing
examination followed by a dispute resolution mechanism, which can easily last
three to four years.

Valuation and view 
 For INFO, we expect USD revenue CAGR of 8% and EPS CAGR of 7.1% over

FY17-20E. Lower earnings CAGR is a function of a 90bp decline in profitability
and slight strengthening of the INR.

 However, we do not expect INFO’s performance to lag peers materially,
especially after the company having swiftly addressed the heightened issues
around governance with the appointment of Mr Nilekani to the Board and Mr
Salil Parekh as the CEO.

 Our price target of INR1,200 discounts forward earnings by 16x, implying an
upside of 15%. Maintain Buy.
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Financials and Valuations 
 

Income Statement           (INR Million) 
Y/E March 2014  2015  2016  2017  2018E 2019E 2020E 

Sales 501,330 533,190 624,410 684,850 707,619 771,996 849,064 

    Change (%) 24.2 6.4 17.1 9.7 3.3 9.1 10.0 
Software Develop. Exp. 307,670 318,140 376,390 415,500 434,031 476,341 522,746 
Selling and Mktg. Exp. 26,250 29,400 34,310 35,910 36,121 39,779 45,000 
Administration Exp. 31,070 36,630 42,920 47,390 49,195 53,253 60,074 
EBITDA 136,340 149,020 170,790 186,050 188,272 202,623 221,243 

    % of Net Sales 27.2 27.9 27.4 27.2 26.6 26.2 26.1 
Depreciation 13,740 10,690 14,590 17,030 18,212 18,904 19,157 
Other Income 26,690 34,270 31,250 30,790 31,458 24,770 31,961 
PBT 149,290 172,600 187,450 199,810 201,518 208,489 234,048 

Tax 40,620 49,290 52,520 55,980 56,497 58,377 65,533 
    Rate (%) 27.2 28.6 28.0 28.0 28.0 28.0 28.0 
Minority Interest 0 10 0 0 0 0 0 
Adjusted PAT 108,670 123,300 134,930 143,830 145,022 150,112 168,514 

Extraordinary Items 2,190 0 0 0 -14,571 0 0 
Reported PAT 106,480 123,300 134,930 143,830 159,593 150,112 168,514 

    Change (%) 13.0 15.8 9.4 6.6 11.0 -5.9 12.3 
  

       Balance Sheet           (INR Million) 
Y/E March 2014  2015  2016  2017  2018E 2019E 2020E 
Share Capital 2,860 5,720 11,440 11,440 10,875 10,875 10,875 
Reserves 472,440 541,910 606,350 677,990 630,311 696,346 770,273 
Net Worth 475,300 547,630 617,790 689,430 641,186 707,221 781,148 
Capital Employed  475,300 547,630 617,790 689,430 641,186 707,221 781,148 
Gross Block 140,790 178,360 208,370 227,210 264,278 292,278 320,278 
Less : Depreciation 55,250 64,220 74,510 85,810 111,622 130,526 149,682 
Net Block 85,540 114,140 133,860 141,400 152,656 161,752 170,595 
CWIP 18,320 14,400 18,930 19,650 17,110 17,110 17,110 
Investments 45,230 24,130 21,050 167,070 22,920 22,920 22,920 
Curr. Assets 421,460 510,850 580,050 505,040 612,160 684,348 767,872 
Debtors 111,620 125,580 143,590 159,700 168,665 184,010 202,380 
Cash & Bank Balance 259,500 303,670 326,970 226,250 336,065 382,343 435,669 
Loans & Advances 43,780 76,230 104,130 113,690 102,590 113,155 124,984 
Other Current Assets 6,560 5,370 5,360 5,400 4,840 4,840 4,840 
Current Liab. &  Prov 95,250 115,890 136,100 143,730 163,659 178,910 197,350 
Current Liabilities 56,180 70,180 79,760 83,640 96,755 106,075 116,964 
Provisions 39,070 45,710 56,340 60,090 66,904 72,835 80,386 
Net Current  Assets 326,210 394,960 443,950 361,310 448,500 505,439 570,522 
Application of Funds 475,300 547,630 617,790 689,430 641,186 707,221 781,148 

E: MOSL Estimates 
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Financials and Valuations 
 

Ratios 
    

      
Y/E March 2014  2015  2016  2017  2018E 2019E 2020E 

Basic (INR) 
    

      
EPS 46.6 53.9 59.0 62.8 64.7 69.0 77.5 
Cash EPS 53.6 58.6 65.4 70.3 66.2 77.7 86.3 
Book Value 208.0 239.6 270.3 301.5 260.1 325.2 359.2 
DPS 15.8 18.5 24.7 25.7 29.7 34.0 38.0 
Payout % (excl.div.tax) 33.1 34.3 41.9 40.9 50.5 49.2 49.0 
Valuation (x)               
P/E 22.4 19.3 17.6 16.6 16.1 15.1 13.4 
Cash P/E 19.4 17.8 15.9 14.8 15.7 13.4 12.1 
EV/EBITDA 15.2 13.8 11.9 10.7 11.7 9.2 8.2 
EV/Sales 4.1 3.8 3.3 2.9 3.1 2.4 2.1 
Price/Book Value 5.0 4.3 3.9 3.5 4.0 3.2 2.9 
Dividend Yield (%) 1.5 1.8 2.4 2.5 2.9 3.3 3.6 
Profitability Ratios (%)               
RoE 24.9 24.1 23.2 22.0 21.8 22.3 22.6 
RoCE  24.9 24.1 23.2 22.0 21.8 22.3 22.6 
Turnover Ratios               
Debtors (Days) 81 86 84 85 87 87 87 
Fixed Asset Turnover (x) 6.6 5.7 5.3 5.2 5.0 5.1 5.3 
  

       Cash Flow Statement           (INR Million) 
Y/E March 2014  2015  2016  2017  2018E 2019E 2020E 

CF from Operations 122,250 135,180 149,530 160,820 178,365 169,016 187,671 

Cash for Working Capital 390 -25,770 -24,275 -18,040 22,064 -10,660 -11,758 

Net Operating CF 122,640 109,410 125,255 142,780 200,429 158,356 175,913 

Net Purchase of FA -27,450 -35,370 -37,278 -25,290 -26,928 -28,000 -28,000 

Free Cash Flow 95,190 74,040 87,977 117,490 173,501 130,356 147,913 

Net Purchase of Invest. -22,580 21,100 3,287 -132,201 144,150 0 0 

Net Cash from Invest. -50,030 -14,270 -33,991 -157,491 117,222 -28,000 -28,000 

Proceeds from Equity 0 0 0 0 0 1 1 

Others 13,020 -123 0 0 0 0 0 

Dividend Payments -44,450 -50,847 -68,403 -71,168 -88,481 -89,333 -99,842 

Cash Flow from Fin. -31,430 -50,970 -68,403 -71,168 -88,481 -89,332 -99,841 

Net Cash Flow 41,180 44,170 22,861 -85,879 229,170 41,025 48,072 

Opening Cash Bal. 218,320 259,500 303,670 326,531 240,652 469,821 510,846 

Add: Net Cash 41,180 44,170 22,861 -85,879 229,170 41,025 48,072 

Closing Cash Bal. 259,500 303,670 326,531 240,652 469,821 510,846 558,918 

E: MOSL Estimates 
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Disclosures: 
The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations). 
 

Motilal Oswal Securities Ltd. (MOSL) is a SEBI Registered Research Analyst having registration no. INH000000412. MOSL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of providing Stock 
broking services, Investment Advisory Services, Depository participant services & distribution of various financial products. MOSL is a subsidiary company of Motilal Oswal Financial Service Ltd. (MOFSL). MOFSL is a listed 
public company, the details in respect of which are available on www.motilaloswal.com. MOSL is registered with the Securities & Exchange Board of India (SEBI) and is a registered Trading Member with National Stock 
Exchange of India Ltd. (NSE) and Bombay Stock Exchange Limited (BSE), Metropolitan Stock Exchange Of India Ltd. (MSE) for its stock broking activities & is Depository participant with Central Depository Services Limited 
(CDSL) & National Securities Depository Limited (NSDL) and is member of Association of Mutual Funds of India (AMFI) for distribution of financial products. Details of associate entities of Motilal Oswal Securities Limited are 
available on the website at http://onlinereports.motilaloswal.com/Dormant/documents/Associate%20Details.pdf 
 

Pending Regulatory Enquiries against Motilal Oswal Securities Limited by SEBI: 
SEBI pursuant to a complaint from client Shri C.R. Mohanraj alleging unauthorized trading, issued a letter dated 29th April 2014 to MOSL notifying appointment of an Adjudicating Officer as per SEBI regulations to hold 
inquiry and adjudge violation of SEBI Regulations; MOSL requested SEBI to provide all documents, records, investigation report relied upon by SEBI which were referred in Show Cause Notice. The matter is currently 
pending.  
MOSL, it’s associates, Research Analyst or their relative may have any financial interest in the subject company. MOSL and/or its associates and/or Research Analyst may have beneficial ownership of 1% or more securities in 
the subject company at the end of the month immediately preceding the date of publication of the Research Report. MOSL and its associate company(ies), their directors and Research Analyst and their relatives may; (a) 
from time to time, have a long or short position in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and 
earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other 
potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), 
as the recommendations made by the analyst(s) are completely independent of the views of the associates of MOSL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the 
research report. Research Analyst may have served as director/officer, etc. in the subject company in the last 12 month period. MOSL and/or its associates may have received any compensation from the subject company in 
the past 12 months. 

 

In the last 12 months period ending on the last day of the month immediately preceding the date of publication of this research report, MOSL or any of its associates may have: 
a) managed or co-managed public offering of securities from subject company of this research report, 
b) received compensation for investment banking or merchant banking or brokerage services from subject company of this research report, 
c) received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company of this research report. 
d) Subject Company may have been a client of MOSL or its associates during twelve months preceding the date of distribution of the research report. 

 

MOSL and it’s associates have not received any compensation or other benefits from the subject company or third party in connection with the research report. To enhance transparency, MOSL has incorporated a Disclosure 
of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report. MOSL and / or its affiliates do and seek to do business including investment banking with 
companies covered in its research reports. As a result, the recipients of this report should be aware that MOSL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research 
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

 

Terms & Conditions: 
This report has been prepared by MOSL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, 
copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of MOSL. The report is based on the facts, figures and information that are considered 
true, correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. Such information has not 
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. 
The report is prepared solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though 
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. MOSL will not treat recipients as customers by virtue of their receiving this report. 
Analyst Certification 
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or will be directly or 
indirectly related to the specific recommendations and views expressed by research analyst(s) in this report.  
 

Disclosure of Interest Statement Infosys 
Analyst ownership of the stock    No  
A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may vary based on Fundamental research and Technical Research. Proprietary 
trading desk of MOSL or its associates maintains arm’s length distance with Research Team as all the activities are segregated from MOSL research activity and therefore it can have an independent view with regards to 
subject company for which Research Team have expressed their views. 
 

Regional Disclosures (outside India) 
This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, 
regulation or which would subject MOSL & its group companies to registration or licensing requirements within such jurisdictions. 
 

For Hong Kong:  
This report is distributed in Hong Kong by Motilal Oswal capital Markets (Hong Kong) Private Limited, a licensed corporation (CE AYY-301) licensed and regulated by the Hong Kong Securities and Futures Commission (SFC) 
pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) “SFO”. As per SEBI (Research Analyst Regulations) 2014 Motilal Oswal Securities (SEBI Reg No. INH000000412) has an agreement with 
Motilal Oswal capital Markets (Hong Kong) Private Limited for distribution of research report in Hong Kong. This report is intended for distribution only to “Professional Investors” as defined in Part I of Schedule 1 to SFO. Any 
investment or investment activity to which this document relates is only available to professional investor and will be engaged only with professional investors.” Nothing here is an offer or solicitation of these securities, 
products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The Indian Analyst(s) who compile this report is/are not located in Hong Kong & are not conducting Research 
Analysis in Hong Kong. 
 

For U.S. 
Motilal Oswal Securities Limited (MOSL) is not a registered broker - dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act") and under applicable state laws in the United States. In addition MOSL is 
not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under applicable state laws in the United States. 
Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment services provided by MOSL, including the products and services described herein are not available to or intended for U.S. 
persons. This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional 
investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major institutional 
investors and will be engaged in only with major institutional investors. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and 
interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., MOSL has entered into a chaperoning agreement with a U.S. 
registered broker-dealer, Motilal Oswal Securities International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this chaperoning agreement. 
 

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, MOSIPL, and 
therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account. 
 

For Singapore 
Motilal Oswal Capital Markets Singapore Pte Limited is acting as an exempt financial advisor under section 23(1)(f) of the Financial Advisers Act(FAA) read with regulation 17(1)(d) of the Financial Advisors Regulations and is a 
subsidiary of Motilal Oswal Securities Limited in India. This research is distributed in Singapore by Motilal Oswal Capital Markets Singapore Pte Limited and it is only directed in Singapore to accredited investors, as defined in 
the Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as amended from time to time. In respect of any matter arising from or in connection with the research you could contact the following 
representatives of Motilal Oswal Capital Markets Singapore Pte Limited: 
 

Disclaimer:  
The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person 
or to the media or reproduced in any form, without prior written consent.  This report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of 
offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or 
appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment 
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document should make such investigations 
as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to 
determine the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. Certain transactions -including those involving futures, options, another derivative 
products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of 
the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the 
views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time 
without any prior approval. MOSL, its associates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities 
mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities 
functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is already 
available in publicly accessible media or developed through analysis of MOSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed therein. This document is 
being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. This report is not 
directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would 
be contrary to law, regulation or which would subject MOSL to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to 
certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. Neither the Firm, not its directors, employees, agents or 
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information. The 
person accessing this information specifically agrees to exempt MOSL or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSL or any of its affiliates or 
employees responsible for any such misuse and further agrees to hold MOSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this 
information due to any errors and delays. 
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