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Infosys Ltd
Good Q2 with strong margin beat

IT & ITES Sharekhan code: INFY
Reco/View: Buy o CMP: Rs. 1,420 Price Target: Rs. 1,730 o
N Upgrade € Maintain ' Downgrade

Summary

+ Strong beat on EBIT margin at 21.5% (up 150 bps g-o-q) led by utilisation, cost optimisation,
pyramiding and currency benefit. TCV deal wins healthy at $2.7 bn (highest in last 7 quarters).
However, CC revenue growth of 4% g-o-q was below our estimate of 4.6% q-o-q growth.

+ Management raised its FY23 revenue growth guidance range from 14-16% to 15-16% reflecting
optimism due to strong deal momentum despite seasonal weakness in the quarter ahead and
given the macro headwinds. However, lowered upper end of its EBIT margin guidance to 21%-22%
versus 21-23% earlier.

+ The management cited that there is weakness in some pockets such as mortgages, discretionary
retail, telecom, and Hi-tech segments.

¢ The company announced an open market buyback of Rs 9300 crore, with maximum price of Rs.
1,850. Buyback would support the stock performance in near term amid market volatility.

¢+ We maintain a Buy rating on Infosys with an unchanged PT of Rs. 1,730, given strong deal
momentum and the management’s optimism on its capabilities and preparedness to address
diverse clients’ needs of transformation as well as on cost optimisation.

Infosys delivered strong operating performance with a beat on EBIT margins front and healthy TCV
deals wins. While CC revenues growth fell short of expectations at 4% sequential growth, though
more importantly, digital revenues, which now constitute 61.8% of total revenues was up 31.2% y-o-y
in constant currency terms. Further, Infosys has raised the lower end of revenue guidance to 15-16%
for FY23, which is a positive surprise given the volatile macroeconomic environment, however the
Company also tightened the margin guidance and narrowed it to 21-22%. The company announced
an open market buyback of Rs 9300 crore, with maximum price of Rs. 1,850, 30% above current
market price. The company also declared an interim dividend of INR 16.50/- per equity share.

Key positives

+ Strong beat in EBIT margin aided by Cost optimisation, utilisation, pyramiding and automation.

+ The management announced fourth Buyback program of Rs 9300 crore with maximum buyback
price of Rs. 1,850 (30% premium to CMP).

+ LTM attrition moderated by 130 bps -g-0-g. Net employee addition was strong at 10,032.

Key negatives

+ Revised its EBIT margin guidance to 21-22% (vs. 21-23% earlier)

+ CCrevenue growth of 4% g-o-q missed our estimate of 4.6% sequential growth

Management Commentary

¢ The management raised its FY23 revenue growth guidance range to 15-16% versus 14-16% earlier.

+ Management cited that demand remains strong, though there is weakness in some pockets
such as mortgage, discretionary retail, telecom, and Hi-tech segment but pointed that they were
discretionary related

¢ The management said that the company has hired 40,000 freshers in the H1, and the full-year
target of 50,000 may go up.

Revision in estimates — We have fine-tuned our estimates for FY23/24/25 owing to macro-overhang
and INR-USD reset.

Our Call

Valuation — Maintain Buy with an unchanged PT of Rs. 1,730: We believe Infosys is well equipped to
maintain its growth leadership among large peers in the medium term, given strong digital capabilities
to meet the client’s requirement of transformation, automation, and cost control. At CMP, the stock
trades at 24.9x/21.1x/18.4x its FY2023E/FY2024E/FY2025E earnings, which is justified, given strong
revenue growth potential and continued market share gains. We believe, Infosys’s decent Q2 numbers
and the management’s comforting demand commentary and margin sustenance despite supply side
challenges, allay investor fears in this uncertain global environment, further Buyback would support
the stock performance in near term amid market volatility. Hence, we maintain our Buy rating on the
stock with an unchanged price target (PT) of Rs. 1,730.

Key Risks

Rupee appreciation and/or adverse cross-currency movements, slackening pace in deal closures,
and/or constraints in local talent supply in the US would affect earnings.

Valuation (Consolidated) Rs cr
Revenue 1,21,641.0  1,45,895.3 1,65,283.0 1,87,064.9
OPM (%) 259 23.9 25.0 25.2
Adjusted PAT 2211.0 23,882.2 28,185.3 32,298.3
% YoY growth 14.3 8.0 18.0 14.6
Adjusted EPS (Rs) 52.6 56.9 67.2 77.0
P/E (x) 270 24.9 211 18.4
P/B (X) 4.3 41 37 3.4
EV/EBITDA 18.3 16.4 137 1.9
ROE (%) 29.2 29.9 32.0 337
ROCE (%) 336 36.3 40.4 425

Source: Company; Sharekhan estimates
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Key result highlights:

+ Mixed revenue performance: Infosys reported CC revenue growth of 4% g-o-q which was below our
estimate of 4.6%. USD revenue increased 2.5% g-o-q to $4,555 million which was marginally below our
estimate of $4574 million. A decline in the communication segment and lower growth in retail segment
was offset by higher growth rates in the manufacturing and financial services. Digital revenue grew 31.2%
y-o-y on CC terms, which now constitutes 61.8% of total revenue.

¢ Improved revenue guidance despite macro headwinds: Management stated that the demand outlook is
strong and revised upward its lower end of revenue growth guidance to 15-16% in constant currency terms
for FY2023 versus 14-16% earlier, led by higher spending on growth and efficiencies initiatives. Large deal
TCV was robust at $2.7 billion, highest in last seven quarters. Revenues from Cloud business exceeded
$1 billion.

¢+ OPM strong, but margin guidance lowered for FY23: EBIT margins at 21.5% were up 150 bps sequentially
and above our estimate of 20.4% by 112 bps. Rupee depreciation and cost optimization helped margins
to improve by 70 and 90 bps respectively was partially offset by 40 bps impact from wage hike. The
company lowered the upper end of its EBIT margin guidance to 21-22% versus 21-23% earlier due to
seasonally weak H2FY23 due to lesser working days.

¢+ Mixed performance on client metrics: Infosys added 103 new clients (versus 106 clients in Q1FY2023).
The number of $100 million clients increased by 1 g-o-g to 39, while $50 million clients increased by 8
g-o-qg to 77. Revenue from the top 5, 10 and 25 clients declined by 0.7%, 0.5% and 0.3% g-o-q respectively.

¢ Attrition rate falls: Attrition rate declined to 27.1% in Q2FY2023 versus 28.4% in Q1FY2023. Management
expects attrition rate to decline going forward.

¢+ Strong net headcount addition: Headcount grew by 3% sequentially (10,032 net hires) to 3,45,218
employees. Company added 40,000 freshers in HIFY23 and can surpass its FY23 target of 50,000.

+ Weak FCF generation: Free cash flow (FCF) stood at $589 million versus $656 million in Q1FY2023. FCF
to Net profit % dipped to 79% in Q2FY23 from 95% in Q1FY23 to. Infosys had cash balance of $4.7 billion
versus $4.4 billion in QIFY2023.
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Results Rs cr
Particulars Q2FY23 Q2FY22 Q1FY23

Revenues ($ mn) 4,555.0 3,998.0 4,444.0 13.9 2.5
Net sales 36,538.0 29,602.0 34,470.0 234 6.0
Direct Costs 24,383.0 18,948.0 23,419.0 287 41
Gross Profit 12,155.0 10,654.0 11,051.0 144 10.0
SG&A 3,253.0 2,824.0 3,187.0 15.2 2.1
EBITDA 8,902.0 7,830.0 7,864.0 137 13.2
Depr & amort. 1,029.0 858.0 950.0 19.9 8.3
EBIT 7,873.0 6,972.0 6,914.0 12.9 13.9
Other Income 518.0 476.0 620.0 8.8 -16.5
PBT 8,391.0 7,448.0 7,534.0 127 1.4
Tax Provision 2,365.0 2,020.0 2172.0 171 8.9
PAT 6,026.0 5,428.0 5,362.0 11.0 12.4
Minority interest/Share of associates 5.0 70 -

Net profit 6,021.0 5,428.0 5,362.0 10.9 12.3
EO - - -

Adjusted net profit 6,021.0 5,428.0 5,362.0 10.9 12.3
Equity capital (FV Rs5/-) 4345 4345 4345

EPS (Rs) 14.4 12.9 12.8 11.0 12.3
Margin (%)

GPM 333 36.0 321 -272 121
EBITDA 24.4 26.5 22.8 -209 155
EBIT 215 236 201 -201 149
NPM 16.5 18.3 15.6 -186 92
Tax rate 28.2 271 28.8 106 -64

Source: Company; Sharekhan Research

Revenue mix: Geographies, industry verticals, and other operating metrics

Revenues ‘ Contribution ‘ $ Growth (%) CC growth (%)
(%) | Q-0-Q % | Y-0Y %| Y-0Y %

Revenues ($ mn) 4,555 100 25 13.9 18.8
Geographic mix
North America 2,847 62.5 37 15.0 15.6
Europe 1125 247 1.3 135 285
India 132 29 14.3 271 36.4
Rest of world 451 9.9 -4.3 5.4 0.1
Industry verticals
Financial services 1,389 30.5 2.2 76 1.5
Retail 647 14.2 0.4 10.8 15.4
Communication 560 12.3 -3.0 13.0 0.2
Energy, utilities, resources & services 560 12.3 17 18.8 243
Manufacturing 583 12.8 8.4 33.8 45.0
Hi tech 374 8.2 25 9.9 9.9
Life sciences 305 6.7 57 7.5 10.3
Others 137 3.0 13.9 42.4 56.6
Service line
Service 4,268 937 25 13.6 -
Products and platforms 287 6.3 25 19.6 -
Total 4,555 100.0 25 13.9 18.8
Digital 2,817 61.8 39 256 31.2
Core 1,738 38.2 0.2 -1.0 3.0
Clients Contribution
Top 5 clients 574 12.6 -0.7 25.9 -
Top 10 clients 920 20.2 -0.5 18.6 -
Top 25 clients 1,608 35.3 -0.3 13.6 -
Revenue per employee
Revenue per FTE ($ K) 55.5 - -2.5 -31 -
Deal wins ($ mn)
TCV 2,744 - 62.3 275 -

Source: Company; Sharekhan Research
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Infosys’ CC revenue growth trend (y-o-y)
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BFSI revenue growth trends (y-o-y CC)
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BFSI revenue growth trends (y-o-y CC)
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Retail revenue growth trend (y-o-y CC)
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TCV of deal wins ($ bn)
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Outlook and Valuation
B Sector View — Technology spending to accelerate going forward

We believe the need for business continuity, operational resilience, and the switch to digital transactions have
led to strong demand for IT services post the pandemic. Industry analysts such as Gartner estimate that IT
services spending would grow by 8-8.5% in the next four years as compared to the average of 4.3% achieved
over 2011-2020. Consulting (+11%) and application implementation and managed services (+9%) are expected
to grow faster than BPO (+7%) and infra implementation and managed services (+4%) in CY2022E. Forecasts
indicate higher demand for Cloud infrastructure services, a potential increase in specialised software,
potential investments in transformation projects by clients, and increased online adoption across verticals.

B Company Outlook — Well-positioned to capture opportunities

Infosys services a large number of Fortune 500/Global 500 clients who have strong balance sheets and
are able to hold on better amid the economic downturn. Further, Infosys has aggressively invested in digital
technologies in the past couple of years to capture a large portion of upcoming digital spends. Given
strong relationships with clients and robust execution capabilities, Infosys is well-positioned to capitalise on
opportunities from clients’ transformation journeys.

B Valuation — Maintain Buy with an unchanged PT of Rs. 1,730

We believe Infosys is well equipped to maintain its growth leadership among large peers in the medium
term, given strong digital capabilities to meet the client’s requirement of transformation, automation, and cost
control. At the CMP, the stock trades at 24.9x/21.1x/18.4x its FY2023E/FY2024E/FY2025E earnings, which
is justified, given strong revenue growth potential and continued market share gains. We believe, Infosys’s
decent Q2 numbers and the management’s comforting demand commentary and margin sustenance despite
supply side challenges, allay investor fears in this uncertain global environment, further buyback would
support the stock performance in near term amid market volatility. Hence, we maintain our Buy rating on the
stock with an unchanged price target (PT) of Rs. 1,730.
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About company

Founded in 1981, Infosys is the second largest ($16,311 million in FY2022) IT services company in India in terms
of export revenue with headcount of 3.14 lakh employees. BFSI accounts for the largest chunk of revenue (V31%
of total revenue), followed by retail, energy and utilities, and communication. Region wise, North America and
Europe continue to be the mainstay. Digital revenue continued to have a strong growth momentum in the past
few quarters and now contributes 59.2% 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
driveits digitalbusiness. Sharp focus on execution and augmentation of digital capabilities through investments
can bring Infosys back on its high-growth trajectory. Given 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 the coming years.

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;
and 4) Increasing attrition rate.

Additional Data

Key management personnel

Nandan M. Nilekani Co-founder and Non-Executive Chairman
Salil Parekh Chief Executive Officer

Nilanjan Roy Chief Financial Officer

Ravi Kumar S President, Deputy COO

Mohit Joshi President, Head — BFSI and HCLS

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Deutsche Bank Trust Co Americas 17.20
2 Life Insurance Corp of India 5.67
3 BlackRock Inc. 4.61
4 SBI Funds Management Pvt. Ltd. 3.28
5 The Vanguard Group Inc. 2.69
6 Republic of Singapore 1.81
7 ICICI Prudential Asset Management 152
8 UTI Asset Management Co. Limited 1.26
9 Norges Bank m
10 Government Pension Fund — Global 110

Source: Bloomberg (old data)

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

Right Quality
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Positive

Neutral
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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