
October 23, 2019 21

Infosys
Whistleblowers allegation remains an overhang

Company details

Market cap: Rs. 279,500 cr

52-week high/low: Rs. 847 / 600

NSE volume: (No of 
shares)

92.1 lakh

BSE code: 500209

NSE code: INFY

Sharekhan code: INFY

Free float: (No of 
shares)

369.8 cr

Promoters 13.2

FII 51.7

DII 23.7

Others 11.5

Shareholding (%)

Price performance

(%) 1m 3m 6m 12m

Absolute -20.1 -18.0 -9.5 -2.4

Relative to 
Sensex

-22.0 -20.1 -11.0 -15.6

Price chart

Sector: IT & ITES

Event update

Change

Reco: Buy 
CMP: Rs. 651

Price Target: Rs. 780 â
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Sharekhan Research, Bloomberg

Valuation Rs cr

Particulars FY17 FY18 FY19 FY20E FY21E

Revenue 68,484.0 70,522.0 82,675.0 90,854.4 1,00,637.3

OPM (%) 27.2 27.0 25.3 24.8           25.0 

Adjusted PAT 14,357.0 14,597.0 15,862.0 16,438.5 18,295.9 

% YoY growth 6.4 1.7 8.7 3.6 11.3 

Adjusted EPS (Rs.) 31.8 32.4 35.4 38.5 43.0

P/E (x) 20.4 20.1 18.4 16.9 15.1

P/B (x) 2.2 2.3 2.3 2.3 2.3

EV/EBITDA (x) 13.2 13.2 12.0 11.3 10.1

RoNW (%) 22.0 23.9 23.7 25.5           28.5 

RoCE (%) 30.5 30.2 32.2 34.4           38.2 
Source: Company; Sharekhan estimates

A group of anonymous employees has allegedly complained to the 
Infosys Board and the US Securities and Exchange Commission (SEC) 
that both the CEO (Salil Parekh) and CFO (Nilanjan Roy) have been 
indulging in unethical practices to boost short-term revenue and 
profits. Whistleblowers sent the letter to the board on September 20, 
2019 and to the US Labor Department’s Office of the Whistleblower 
Protection Program with emails and voice recordings to substantiate 
the allegations on October 3, 2019. According to the letter, the major 
concerns are 1) company not fully recognising costs such as visa costs 
in Q1, 2) not recognising reversals of $50 million of upfront payment in 
FDR contracts, 3) recent large deals have negligible margins; revenue 
recognition for large deals aren’t in line with accounting standards, 
appropriate review & approval processes have been bypassed and the 
group was led to make wrong assumptions to show margins, 4) taking 
high risk to report higher other income, and 5) incomplete disclosures in 
annual reports. The CFO is alleged to have prevented these employees 
from showing large deal issues in board presentations. Infosys has 
placed the complaint before the Audit Committee and is dealing with it 
in accordance with its whistleblower policy.

Another whistleblower complaint; potential to impact performance: 
Infosys had earlier faced a similar controversy in 2017 when whistleblowers 
complained against the then CEO Mr. Vishal Sikka on the Panaya 
acquisition’s valuation and flagged concerns over higher severance pay 
to former CFO Rajiv Bansal. While these allegations were not proven, it 
affected performance and also resulted in exits of Sikka and some other 
senior management personnel. As the recent allegations have come 
from the employees itself, they have created a lot of uncertainty among 
investors. Further, both CEO and CFO have been recused from this matter 
to ensure the probe’s independence. We believe that investigations into 
these allegations would distract the top management, which could impact 
the company’s performance.    

Our Call
Valuation – Whistleblower allegation an overhang: The stock corrected 
more than 15% on October 23, after the allegations broke out. Note that 
in earlier whistleblower allegations in 2017 the stock’s multiple was also 
de-rated from 20x to 13x. Hence, we believe that the recent issue is likely 
to loom over the stock in the near term as it would divert management 
attention and affect performance. Also, any possible senior-level exits 
owing to the issue would drag down the stock and restrict any re-rating of 
multiples until clarity emerges. Given its relative outperformance among 
large peers, we maintain our Buy rating on the stock with a revised price 
target (PT) of Rs. 780.        

Key Risks
Rupee appreciation and/or adverse cross-currency movements, slow deal 
closures and/or constraint in local talent supply in the US along with a 
stringent visa regime would affect earnings.
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About company

Founded in 1981, Infosys is the second largest ($11,799 million in FY2019) IT services company in India in 
terms of export revenue with 2.25 lakh number of headcounts. BFSI accounts for the largest chunk of revenue 
(~32.5% of total revenue), followed by retail, energy and utilities and manufacturing. Region wise, North 
America and Europe remain the mainstays. Digital revenue continued to show a strong growth momentum in 
the past few quarters and now contributes 33.8% to total revenue.

Investment theme

Infosys has accelerated deal wins momentum through engagement with deal advisors, consulting firms and 
private equity players. Effectively, the strong large deal trajectory provides better revenue growth visibility. 
Further, revitalisation of sales and investment in digital competencies have certainly helped the company to 
drive its digital business. Sharp focus on execution and augmentation of digital capabilities through investments 
can bring Infosys back on its high growth trajectory. Given its strong deal wins, strengthening relationships with 
large clients and continued digital momentum, we believe Infosys is well positioned to catch up with leaders 
on revenue growth in coming years. However, the recent allegations from whistleblowers can lead to a lot of 
potential uncertainty for Infosys and affect its performance.

 
Key Risks

1) Regulatory visa norms could have an impact on employee expenses; 2) any instability in leadership; additional 
exits at senior management level; 3) rupee appreciation and/or adverse cross-currency movements; 4) increasing 
attrition rate; and 5) issue in certain industry pockets owing to macro uncertainties that could affect revenue growth.

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Additional Data

Key management personnel 

Nandan M. Nilekani Co-founder and Non-Executive Chairman

Salil Parekh Chief Executive Officer

U.B. Pravin Rao Chief Operating Officer (COO)

Nilanjan Roy Chief Financial Officer

Ravi Kumar S President, Deputy COO

Mohit Joshi President, Head – BFSI & HCLS
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Deutsche Bank Trust Co Americas 17.51

2 Life Insurance Corp of India 5.98

3 BlackRock Inc 4.96

4 Gopalakrishnan Senapathy 3.22

5 Vanguard Group Inc/The 3.02

6 HDFC Asset Management Co Ltd 2.84

7 SBI Funds Management Pvt Ltd 2.46

8 Republic of Singapore 1.89

9 ICICI Prudential Asset Management 1.68

10 Murthy Rohan 1.43
Source: Bloomberg
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