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Slowdown in discretionary spend to impact growth

Summary

Infosys (INFO) reported subdued Q1FY24 numbers mainly led by slowdown in
discretionary spend and ramp down in projects. Further, delay in decision
making and delay in conversion of mega deals has prompted Infosys to lower its
revenue guidance from 4-7% to 1-3.5% for FY24E. We believe top end of the
guidance assumes conversion of large deal wins into revenues. However, we do
not expect the same to pan out and have assumed 2.2% YoY growth in FY24E
(from earlier expectation of 6% YoY growth). This has led to lowering of our EPS
estimates downwards by 6.7% & 5.7% for FY24E and FY25E. Consequently, we
have revised our target price & multiple downwards to Rs 1,440 (21x FY25E EPS)
from Rs 1,618 & 22x multiple. We now downgrade the stock from BUY to HOLD.

Key Highlights and Investment Rationale

m  Slowdown in discretionary spend key headwind: Infosys continues to witness
headwinds across its client bucket mainly led by slowdown in discretionary
spend. Further, near term weakness in Retail, Financial services, Hi Tech and

further

pressure. In addition, despite winning robust large deals (up 10% QoQ USS2.3

Communication (60% of portfolio) will keep revenues under
bn) with 56% net new; delay in conversion, project ramp downs & delay in
ramp ups is expected to impact revenue growth. We believe with the
improvement in macros the company could witness improving growth in

longer run. Hence, we expect FY25E revenues to increase by 9.5% YoY.

= Margin to improve in FY25E: Subdued revenue growth will lead to 17 bps YoY
dip in EBIT margins to 20.9% (mid-point of guided range of 20-22%). However,
with improving revenues in FY25E, higher utilisation, automation and pyramid
rationalisation will lead to 60 bps improvements in FY25E to 21.5%.

(@ IDBI capital

TP Rs1,440 Q Key Stock Data
CMP Rs1,449  Bloomberg/Reuters INFO IN / INFY.BO
Potential upside/downside  -1%  Sector IT Services
Price Performance (%) Market cap. (Rs mn) 6,013,006
-1m 3m -12m 3-mdaily average value (Rsmn)  504.5
Absolute 11.2 18.4 (4_4) 52-week high / low R51,672 / 1,215
Rel to Sensex 4.5 5.1 (26.3) Sensex/ Nifty 67,572 /19,979
EPS (Rs) FY24E FY25E Promoters 15.1
IDBI Capital 60.6 69.3 Fll 351
Consensus 63.0 70.9 DIl 31.5
% difference (3.7)  (2.3) Public 18.3
Financial snapshot (Rs mn)
Year FY21 FY22 FY23 FY24E FY25E
Revenue 10,04,730 12,16,410 14,67,672 15,29,798 16,76,041
Change (yoy, %) 11 21 21 4 10
EBITDA 2,78,890 3,14920 3,51,312 3,67,941 4,08,937
Change (yoy, %) 25 13 12 5 11
EBITDA Margin(%) 27.8 25.9 23.9 24.1 24.4
Adj.PAT 1,93,510 2,21,110  2,40,952  2,50,662 2,86,809
EPS (Rs) 45.6 52.7 58.2 60.6 69.3
Change (yoy, %) 16.5 15.6 10.5 4.0 14.4
PE(x) 32 27 25 24 21
Dividend Yield (%) 2 2 2 3 4
EV/EBITDA (x) 21 18 16 15 14
RoE (%) 27.3 29.2 32.0 323 35.1
RoCE (%) 32 34 37 37 40

Source: IDBI Capital Research
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Other Key Highlights

Company recorded revenue of $4,617mn recording growth of 1%/4.2% QoQ/YoY in CC terms. Growth was
led by manufacturing (+20.7% YoY), followed by Life Sciences (+13.9% YoY) and E&U (+8.6% YoY). In terms
of geographies, Europe grew 10.1% YoY, North America grew 2.1% YoY, India grew 13.7% YoY and RoW
declined by 0.5% YoY.

EBIT margin for the quarter declined by 24 bps sequentially to 20.8%. Increased utilization and cost
optimization measures led to 70 bps expansion in margin which was negated by rise in employee expenses
led by wage hikes and variable pay out to the tune of 90 bps.

Large deal signing during the quarter stood at USS 2.3 bn which was +10%/+35% QoQ/YoY (TTM avg of
$2.6bn). Out of total large deals signed, 56% were net new deals. Large deal pipeline has some mega deals
and management is hopeful of strong deal conversions going forward. In addition, consolidation and cost
efficiency led deals are seeing increased traction given the tough macro environment.

Demand environment — Given the challenging macro conditions, 1) BFS sub segments like mortgage, IB,
asset management and payments and cards are observing demand softness and there is delayed decision
making and reduced discretionary spend. Though larger US banks have remained resilient, few of the
smaller banking clients are choosing not to spend on tech as of now. 2) In the retail industry, there is a rise
in cost efficiency led deals and vendor consolidation deals. Further, digital transformation using Al is
observing renewed demand in this industry. 3) Communication vertical is witnessing margin pressures
resulting in IT budget being trimmed. However, large deal pipeline remains healthy. 4) E&U is also facing
slowdown in demand. However the outlook remains positive as the deal pipeline is strong and services like
engineering, loT and digital are seeing great traction.

Company stated that its generative Al products and services are resonating well with clients. Currently 80
projects are under progress in this space. Services revolving around language, text, voice and video are a
part of these projects.

Infosys revised its revenue growth guidance downwards for FY24E from 4%-7% in CC terms to 1%-3.5% in
CC terms as discretionary spends are being cut by clients, decision making cycle has elongated and Q2 has
seen soft start. Despite lowering revenue growth guidance, EBIT margin guidance has been retained at.
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Exhibit 1: Financial snapshot (Rs mn)

Year-end: March Q1FY24 Q4FY23 Q1FY23 YoY (%)

Revenues (USS mn) 4,617 4,554 1.4 4,444 3.9

Revenues 3,79,330 3,74,410 1.3 3,44,702 10.0

QI1FY24 revenue growth stood at COGS 2,52,090 2,48,900 1.3 2,34,190 7.6
1.4% QoQ. Gross profit 1,27,240 1,25,510 14 1,10,512 15.1
EBIT margin declined by ~20 bps SG&A 36,600 35,530 3.0 31,870 14.8
QoQ EBITDA 90,640 89,980 0.7 78,642 15.3
Depreciation & amortization 11,730 11,210 4.6 9,500 23.5

EBIT 78,910 78,770 02 69,142 14.1

Other income 4,710 5,890 (20.0) 6,200 (24.0)

PBT 83,620 84,660 (1.2) 75,342 11.0

Tax 24,170 23,320 3.6 21,720 11.3

Minority interest 0 60 n.m. 20 (100.0)

Adjusted net profit 59,450 61,280 (3.0) 53,602 10.9

Exceptional item 0 0 n.m. 0 n.m.

Reported net profit 59,450 61,280 (3.0) 53,602 10.9

Diluted EPS (Rs) 14.33 14.77 (3.0) 12.76 12.3

As % of net revenue

Gross profit 335 335 32.1
SG&A 9.6 9.5 9.2
EBITDA 23.9 24.0 22.8
EBIT 20.8 21.0 20.1
Reported net profit 15.7 16.4 15.6
Tax rate 28.9 27.5 28.8

Source: Company; IDBI Capital Research
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Exhibit 2: Earnings Revision

FY24F FY25E

Year-end: March New old Chg (%) New (o] [} Chg (%)
Revenue (USS mn) 18,613 19,299 -3.6 20,390 21,428 -4.8
Revenue (Rs bn) 1,530 1,586 -3.5 1,676 1,761 -4.8
EBIT margin (%) 20.9% 21.40% (51) bps 21.5% 22.00% (49) bps
EPS (Rs) 60.6 64.9 -6.7 69.3 73.5 -5.7

Source: Company; IDBI Capital Research

Exhibit 3: Actual vs. estimates
Year to March Q1FY24 Q1FY24E Variance (%)
Revenue (USS mn) 4,617 4,565 1.1%
Revenue (Rs mn) 3,79,330 3,75,281 1.1%
EBIT (Rs mn) 78,910 78,918 0.0%
EBIT margin (%) 20.8% 21.0% (22) bps
Recurring PAT (Rs mn) 59,450 61,072 -2.7%
Recurring PAT margin (%) 15.67% 16.27% (60)bps
EPS (Rs) 14.3 14.7 2.7%
Source: Company; IDBI Capital Research

Exhibit 4: Large clients trend

Year-end: March Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 Ql1FY24
USS1 mn+ 805 841 854 853 877 895 912 922 940
USS$10 mn+ 264 270 274 275 278 281 294 298 312
USS50 mn+ 59 62 64 64 69 77 79 75 79
US$100 mn+ 34 35 37 38 38 39 38 40 38

Source: Company; IDBI Capital Research
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Exhibit 5: Q1FY24 revenue growth was above our forecast
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Source: Company; IDBI Capital Research
Exhibit 6: Q1FY24 EBIT margin was below our estimate
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Source: Company; IDBI Capital Research
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Exhibit 7: Revenue growth across various segments (%)

Parameters % of revenue YoY growth (in CC)
Total revenue 4.2%
Geography

us 60.8% 2.1%
Europe 26.8% 10.1%
India 2.7% 13.7%
ROW 9.7% 0.5%
Financial Services 28.1% -4.2%
Retail 14.5% 4.0%
Communications 11.7% -5.6%
Energy, Utilities, Resources and Services 12.9% 8.6%
Manufacturing 14.1% 20.7%
Hi Tech 8.1% 2.3%
Life Sciences 7.2% 13.9%
Others 3.4% 32.9%

Source: Company; IDBI Capital Research
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Exhibit 8: Utilisation including trainees further improved to 78.9%
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Exhibit 9: One-year forward PER trend
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales

Change (yoy, %)
Operating expenses
EBITDA

Change (yoy, %)

Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax

Effective tax rate (%)
Net profit
Adjusted net profit
Change (yoy, %)
EPS
Dividend per sh.
Dividend Payout (%)

FY20
9,07,910
10
(6,85,230)
2,22,680
7

24.5
(28,940)
1,93,740
(1,690)
28,030
2,20,080
(53,680)
24
1,66,400
1,65,950
3

39.1

18

54

FY21
10,04,730
11
(7,25,840)
2,78,890
25

27.8
(32,670)
2,46,220
(1,950)
22,010
2,66,280
(72,050)
27
1,94,230
1,93,510
17

45.6

27

59

FY22
12,16,410
21
(9,01,490)
3,14,920
13

25.9
(34,770)
2,80,150
(2,000)
22,950
3,01,100
(79,640)
26
2,21,460
2,21,110
14

52.7

31

59

FY23
14,67,672
21
(11,16,360)
3,51,312
12

23.9
(42,250)
3,09,062
(2,840)
27,000
3,33,222
(92,140)
28
2,41,082
2,40,952
9

58.2

34

58

FY24E
15,29,798
4.2
(11,61,857)
3,67,941

5

24.1
(48,346)
3,19,595
(3,600)
26,025
3,42,020
(91,096)
27
2,50,924
2,50,662

4

60.6

50

83

(Rs mn)

FY25E
16,76,041
9.6
(12,67,103)
4,08,937
11

24.4
(48,338)
3,60,599
(3,600)
30,530
3,87,529
(1,00,370)
26
2,87,159
2,86,809
14

69.3

60

87
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY20
6,54,500
21,206
6,33,295
38,570
2,13,230
1,92,610
20,620
2,51,800
9,10,240

2,05,750
1,17,360
5,87,130
1,384,870
2,74,410
1,27,850
9,10,240

Fy21
7,63,510
21,219
7,42,291
51,020
2,54,040
2,25,450
28,590
3,05,060
10,72,880

2,17,740
1,29,180
7,25,960
1,92,940
3,89,190
1,43,830

10,72,880

FY22
7,53,500
20,980
7,32,520
54,180
3,55,190
3,19,370
35,820
4,09,370
11,66,730

2,13,930
1,44,440
8,08,360
2,26,980
3,77,960
2,03,420

11,66,730

FY23
7,54,070
20,690
7,33,380
82,740
4,05,020
3,58,110
46,910
4,87,760
12,45,710

2,26,310
1,84,900
8,34,500
2,54,240
3,16,510
2,63,750

12,45,710

FY24E
7,97,832
20,690
7,77,142
82,740
3,85,593
3,41,585
44,008
4,68,333
12,70,045

2,27,972
1,83,576
8,58,497
2,64,047
3,72,315
2,22,135

12,70,045

(Rs mn)
FY25E
8,36,361
20,690
8,15,671
82,740
4,22,454
3,74,239
48,215
5,05,194
13,45,435

2,23,684
2,01,125
9,20,626
2,89,289
3,87,966
2,43,370

13,45,435
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Cash Flow Statement
Year-end: March

Pre-tax profit
Depreciation

Tax paid

Chg in working capital
Other operating activities

Cash flow from operations (a)

Capital expenditure
Chg in investments
Other investing activities

Cash flow from investing (b)

Equity raised/(repaid)

Debt raised/(repaid)
Dividend (incl. tax)*

Chg in minorities

Other financing activities
Cash flow from financing (c)

Net chg in cash (a+b+c)

FY20
2,20,080
21,790
(54,440)
(23,260)
(54,842)
1,09,328

(56,560)

(56,560)

(494)
(89,063)
2,910
(86,648)
(33,880)

FY21
2,66,280
32,670
(66,520)
16,760
25,169
2,74,359

(44,660)

(44,660)

14
(1,14,583)
(350)
(1,14,919)
1,14,780

Note: *we have incorporated buyback in dividend as buyback is through open market

FY22
3,01,100
(15,010)
(77,970)

7,520
68,830
2,84,470

18,820

18,820

(1,83,644)
(1,30,076)
(800)
(3,14,520)
(11,230)

(Rs mn)

FY23 FY24E FY25E
3,33,222 3,42,020 3,87,529
42,250 48,338 54,288
(91,830) (91,096) (1,00,370)
(37,760) 12,381 (9,616)
(12,210) 93,324  (17,549)
2,33,672 4,04,967 3,14,282

(54,630) (50,000) (50,000)

(54,630) (50,000) (50,000)

(99,690) - -

(1,40,692) (2,06,900) (2,48,280)
(110) (263) (350)

(2,40,492) (2,07,163) (2,48,630)
(61,450) 55,804 15,652

10
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Financial Ratios

Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E

Book Value (Rs) 154 180 180 182 193 202
Adj EPS (Rs) 39 46 53 58 61 69
Adj EPS growth (%) 5 17 16 11 4 14
EBITDA margin (%) 24.5 27.8 25.9 23.9 24.1 24.4
Pre-tax margin (%) 24 27 25 23 22 23
Net Debt/Equity (x) 0 -1 -1 0 0 0
ROCE (%) 29 32 34 37 37 40
ROE (%) 25.5 27.3 29.2 32.0 32.3 35.1
DuPont Analysis
Asset turnover (x) 1.0 1.0 1.1 1.2 1.2 1.3
Leverage factor (x) 1.3 1.4 1.5 1.6 1.6 1.6
Net margin (%) 18.3 19.3 18.2 16.4 16.4 17.1
Working Capital & Liquidity ratio
Inventory days 0 0 0 0 0 0
Receivable days 74 70 68 63 63 63
Payable days 15 13 17 13 13 13
Valuations
Year-end: March FY20 FY21 FY22 FY23 FY24E FY25E
PER (x) 37.0 31.8 27.5 24.9 23.9 20.9
Price/Book value (x) 9.4 8.1 8.1 8.0 7.5 7.2
EV/Net sales (x) 6.5 5.7 4.7 3.9 3.7 3.3
EV/EBITDA (x) 26 21 18 16 15 14
Dividend Yield (%) 1 2 2 2 3 4

Source: Company; IDBI Capital Research

11
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= Notes

Dealing (91-22) 6836 1111 dealing@idbicapital.com

Key to Ratings Stocks:
BUY: 15%+; HOLD: -5% to 15%; SELL:-5% and below.

IDBI Capital Markets & Securities Ltd.

Equity Research Desk
6th Floor, IDBI Tower, WTC Complex, Cuffe Parade, Colaba, Mumbai — 400 005. Phones: (91-22) 2217 1700; Fax: (91-22) 2215 1787; Email: info@idbicapital.com

SEBI Registration: BSE & NSE (Cash & FO) —INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Christina D’souza; Email: compliance@idbicapital.com; Telephone: (91-22) 2217 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 report

may come are required to inform themselves of and to observe such restriction.
E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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Other Disclosure

IDBI Capital Markets & Securities Ltd.(herein after referred to as “IDBI Capital”) was incorporated in the year 1993 under Companies Act, 1956 and is a wholly owned subsidiary of IDBI Bank Limited. IDBI Capital is one of India’s leading securities firm which offers a full suite of
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