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Infosys (INFO IN)

Panaya acquisition — strategic, but expensive

INDIA | IT SERVICES | Company Update

Infosys announced that it has acquired an Israel based company, Panaya Inc, for a total
enterprise value (EV) of $200mn. The acquisition is expected to be completed by March
2015. Post integration, it will be a part of Infosys platforms division, led by Abdul Razacq
(former SAP executive).

About Panaya: Panaya Inc is American (home base of Israel) software as a service (SaaS)
company that provides cloud-based quality management services for enterprise
applications. Panaya with annual revenue run-rate of ~$30-35mn generates 40% of revenues
from US, 40% from EMEA and 20% from Rest of world. The company has 156 employees
with a majority of them based in Israel. Its platform offers — transition and efficiency on
different packaged service SAP®, Oracle® EBS, and Salesforce. Solutions include Change
impact analysis, automated code remediation, collaborative test management, test-
execution, and ALM acceleration enabling companies to save their IT applications life cycle
costs and minimize the risks associated with system changes.

Marquee clients list: Panaya has 400+ active recurring customers including marquee names
such as GE, Apple, Johnson & Johnson, GM, Coke, Walmart etc. and provides strong cross-
selling opportunity for Infosys. The overlap with Infosys is expected to be minimum and the
acquisition will enhance its existing service lines around ERP. The company also intends to
use the acquisition, to further enhance its other services including ADM.

Owned by strategic investor: PE firms own majority stake in Panaya — Gemini Partners,
Benchmark Capital, Hasso Plattner Ventures, Battery Ventures, and Israel Growth Partners.
The company has raised total of $59m over the last 8 yrs.

Deal valuation: The acquisition is done at EV of $200mn at ~6x EV/sales. As per the
management, the transaction is expected to be EPS accretive in 12-18 months: While the
acquisition is expensive in terms of valuation, it is however, in line with the company’s
strategy to grow through inorganic route. The acquisition, in our opinion, is not being done
to buy-out revenues, but to fill the gap in delivery capabilities of the company. We believe
this acquisition is strategic fit as it augments “renew” space by automating testing for ERP
and in the “new” space in the cloud technology.

Outlook: We expect more such acquisitions from Infosys over the next few quarters, as it
explores inorganic route to enhance its delivery capabilities. While it would a step in the
right direction for the company, successful integration and cross selling opportunity will be
the key for the strategy to bear desired results.

Also we believe that the benefits of these acquisitions and the management’s overall
strategy of focusing on artificial intelligence, automation, and design thinking — will be highly
back-ended. In its attempts to focus on strategic partnerships with clients, the company runs
the risk of ignoring the loss of market share in its traditional business of IT outsourcing. We
remain negative on the stock and believe the company will continue to underperform its
peers in the near to medium term.

On our numbers, the stock is trading at 17x FY17 earnings — too high a multiple in our
opinion, considering the risk to future earnings and the inadequate gap in valuation versus
TCS (18x FY17 for TCS).. Our price target of Rs2000 represents 12% downside from current
levels. We maintain NEUTRAL rating on the stock.
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Income Statement Cash Flow
Y/E Mar, Rs mn FY14 FY15E FY16E FY17E Y/E Mar, Rs mn FY14 FY15E FY16E FY17E
Net sales 501,330 5,40,838 6,14,565 7,01,205 Pre-tax profit 1,47,1001,69,016 1,88,363 2,16,855
Growth, % 24 7.9 13.6 14.1 Depreciation 13,740 10,876 13,278 14,361
Employee expenses -3,07,670 -3,26,733 -3,72,980 -4,23,699 Chg in working capital 5,810 -6,712 -11,231 -12,658
Other Operating expenses -59,510 -65,267 -74,659  -84,846 Total tax paid -40,960 -49,151 -54,608 -62,868
EBITDA (Core) 1,34,150 1,48,838 1,66,926 1,92,659 Other operating activities 0 0 0 0
Growth, % 16.1 10.9 12.2 15.4 Cash flow from operating activities 1,25,6901,24,0291,35,802 1,55,690
Margin, % 26.8 27.5 27.2 27.5 Capital expenditure -29,480 -24,570 -24,000 -24,000
Depreciation -13,740 -10,876 -13,278  -14,361 Chg in investments -12,710 -8,740 -7,500 -7,500
EBIT 1,20,410 1,37,961 1,53,647 1,78,298 Chg in marketable securities 0 0 0 0
Growth, % 15.5 14.6 11.4 16.0 Other investing activities 0 0 0 0
Margin, % 24.0 25.5 25.0 25.4 Cash flow from investing activities -42,190 -33,310 -31,500 -31,500
Forex gains/losses 2,300 2,079 0 0 Free cash flow 96,210 99,4591,11,8021,31,690
Other Non-Operating Income 24,390 28,976 34,715 38,557 Equity raised/(repaid) 0 0 0 0
Pre-tax profit 1,47,100 1,69,016 1,88,363 2,16,855 Debt raised/(repaid) 0 0 0 0
Tax provided -40,620 -49,651 -54,608 -62,868 Dividend (incl. tax) -84,236 -50,524 -54,769 -63,054
Profit after tax 1,06,480 1,19,365 1,33,755 1,53,987 Other financing activities 55,086 14,829 0 0
Others (Minorities, Associates) 0 0 0 0 Cash flow from financing activities -29,150 -35,695 -54,769 -63,054
Net Profit 1,06,480 1,19,365 1,33,755 1,53,987 Net chg in cash 54,350 55,025 49,532 61,137
Growth, % 13.0 12.1 12.1 15.1
Net Profit (adjusted) 1,06,480 1,19,365 1,33,755 1,53,987
Wtd avg shares (m) 1,143 1,143 1,143 1,143 Valuation Ratios
FY14 FY15E FY16E FY17E
Per Share data
FYl4  FYISE  FY16E  FY17E EPS (INR) 93.2 1044 117.0 1347
USS$ Revenue ($ mn) 8,249 8,846 9,912 11,310 Growth, % 13.0 12.1 12.1 15.1
Growth, % 115 7.2 121 141 Book NAV/share (INR) 4159 489.1 558.2 637.8
Re / USS (rate) 60.8 61.1 62.0 62.0 CFPS (INR) 88.6 832 885 1025
DPS (INR) 63.0 37.8 41.0 47.2
Return ratios
Balance Sheet Return on assets (%) 20.7 19.3 18.6 18.8
Y/E Mar, Rs mn FY14  FYIS5E  FY16E  Fyize  Returnonequity (%) 224 214 210 211
Cash & bank 2,90,060 3,45,085 3,94,617 4,55,754 Return on capital employed (%) 24.4 23.1 22.3 22.5
Marketable securities at cost 0 0 0 o  Turnover ratios
Debtors 83,510 1,00,817 1,116,178 134,478  Assetturnover (x) 34 33 33 34
Inventory 0 0 0 0 Sales/Total assets (x) 1.0 0.9 0.9 0.9
Loans & advances 56,620 65352 77,531 89,774  Sales/Net FA (x) 52 49 50 53
Total current assets 430,190 511,253 588,326 6,80,005  Workingcapital/Sales (x) 01 01 01 01
Investments 29,940 38680 46,180 53,680  Receivable days 608 680 69.0 700
Net fixed assets 1,03,860 1,17,554 1,28275 1,37,914  Liquidity ratios
Non-current assets 0 0 0 0 Current ratio (x) 4.7 4.6 4.6 4.7
Total assets 5,66,680 6,69,677 7,64,972 873,789  Quickratio (x) 47 46 46 47
Dividend cover (x) 1.5 2.8 2.9 2.9
Total current liabilities 91,380 1,10,706 1,27,016 1,44,901 Net debt/Equity (%) (61.0) (61.7) (61.9) (62.5)
Non-current liabilities 0 0 0 o Valuation
Total liabilities 91,380 1,10,706 1,27,016 1,44,901 PER(X) 245 218 195 169
Paid-up capital 2,860 2,860 2,860 2,860  PEG(x)-y-o-ygrowth 19 18 16 11
Reserves & surplus 4,72,440 556,110 6,35,096 7,26,029  Price/Book (x) 55 47 41 36
Minorities 0 0 0 o Yield (%) 28 17 18 21
Shareholders’ equity 4,75300 558970 6,37,956 7,28889  EV/Netsales(x) 46 42 36 31
Total equity & liabilities 5,66,680 6,69,677 7,64,972 873,789  EV/EBITDA(x) 173 152 133 112
EV/EBIT (x) 19.2 16.4 14.4 12.1

Source: Company, PhillipCapital India Research Estimates
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been
prepared by Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating,
target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in
this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the
information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale
of any security, investment or derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains
information provided to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this
information is correct, PCIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading
does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that
such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking
services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its
employees, directors, or affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the
company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither
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Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.
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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 PhillipCapital (India) 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
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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
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