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caT i twas late afternoon rusk hour.onJanuary 13,1999 arid N.R. Naravana Murthy and Nandan' =~ " .- ol
Nilekani had just artived from another Basiness trip.to the Uniced-smés_nasmw_a_tghga the heavy -, i
.. lafficin the crowded streets of dewntown Bangalore, Murthy theught S nist hiive made s R
7 iiseveral hundred fimes Sirce Tounding. thi company back in 1981 Tiring s i tay-be; it was an il
o essentidl element of his business. Murthy was @Omﬂuﬂmaﬂmdmﬂhwmsl’fﬂﬂdemﬂ@ Sroo
"~ India that -developed software

! €-de and; provided ‘information technology vices for-
.+, sintemational clients:-. But.this Hme;Murihy and, Nilekani were “hot cor - back from. a “visit with.
"":.l?i:u,éi:c'tme,ts'-b_t_;t’wiﬂ_xH—S-'ihv&s@%n#.bankem....éltifs!sy'.i:héd:sgonépubﬁc onthe Bombay: Stock Exchange |

{BEE") n 1993 but was now Considering an offering in the Unihed States thi

T

2 lon one of ‘the U.:S." exchanges. *As the driver of the EuropeCar dodged the traffic of the streets o L e K
hBanggzl,ore,-':seyeral.g_u&stion's'rushied’thro'i.i'gh—Mtj':ﬂ\y’_s head Did it _ Se 10 ¢ ahead wit o
L Us. offeting from a strategic standpoint? . From _ghsfinandﬂ-staqdpoixgt?--lf they ‘completed the - FEER 5|-l{

meritsofeach? “v

-z

P = 8 S . . R - K B K EARDE ST ) s LT e i Sl _."- i
. prestigious NYSE? - What were their alterriatives ;ogtsi_c_i_e.offag _of_fenng and ‘What _we:j:g.ﬂge_;{glz__;ﬁyg SURRT | /

. -On their way to'the Infosys Campus, Musthy and Nilekani passed the Indian subsidiariesaf | - -~ - .
IBM, ;Hewlett-Packard; ‘and Microsoft. ~Even though the offering was important, there was stili _ “
.business to attend to in terms of running Infosys“:opérations. Infosys was on thehigh of armunonthe . | ‘

“BSE {see Exhibit ‘IJ, but'-ﬂ_‘{a_t w:_is no-cause for_pvg‘r--exgitemept.- "’Wg have a moral qbli_g';i_a_:ion toallof | ‘

. swimming through Murthy’s head, the car pulled up to the driveway of the Infosys Campus, The = = . |||
- “security guard:sahited 2 Murthy and Nilekani talked about the long night anead. . h T

" lncﬁa and_ ngtware—:nAn'l_Jn_common Match? - - . o |“‘

- The divilization of the Indian sub-continent dates back about 5000 years, when cities-thrived _ ‘ -Ii 1.
over g s valley. Tnwading forces from acriss.the region established a series of powertul cimoiey i
rover the centuriés, including the Mislim Mughal emperors (see Exhibit 2 for a map ofIndfa). The -. |
resulting mix of ethni¢ and religious groups and the emergence of social structures such asthe Hindu
<caste system laid the foundations for much of contemporary India. ' '

Dean’s Fellow, William §: Coughlin, MBA '9% prepared this case under the supervisign g’PmﬁssorWaltchlmmucdcas Sl T B
- the basis for class discussion vathier.thirt o llystrate ci’tkcrgﬁ’cdmorianecfwefmndffng of ant adwingstritive situation. o | |
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From the 15th fo the 17th centuries, Eurgpean traders maintained ahlrutedpresencem .t'he

L Subcontinent, eventually overshadowed by the ore aggressive interests of thie _Btiﬁﬁkg.'-ﬁ]:ifg,ugd -

1840, the mandate to rule India eventually wentto the Brifish crown. -

, Brifish rule-in India ended in 1947 after a sustained campaign for independence. Soon after
independence, India . was partitioned amid great bloodshed. o create the Islamic State of Pakistan,
while India assutned a secular constitution. India's first Prime Minister was Jawaharlal Nehru, leader
of the Indian National Congress. Under his gvaent,' India established. a i:omplex system of
socialist economic controls. From the early 19805, there was a growing consensus in the country in
- favor of economic liberalization. Political inertia and powerful vested interests initially ensured that
.- - little was done,; save.for limited incentives. to- exporters, minor industrial deregulation and -some
.+ ’simplification of & taxation regime. But a serious financial crisis'in 1991 led o emergency IME . -
x  funding. and changes were-introduced 1o reduce government tontrol of the economy (see Exhibit 3 -
£ or edonomicintstmation B Tndi) 3 1 ot g e R e R

LT econom: supportedhythegovmmentpmﬂo 1991taused manyprob!ems for-
.~ business, especially for those bysinesses that wanted t0 import goods from 2 foreign market. In 1981,
1t would take 18-24 months to import 3 computer. Furthermore, the infrastructure in India wasyery

The ‘economic polic

- 1985 ghat the first satellite commumications link was set p. In ‘the light of India’spoorly developed’ .
- ‘technology infrastructure and ‘import ‘estrictions it: seemed somewhat unlikely in the 1980s that
‘Indian software ‘firms could grow:at a rapid ‘pace.-On the other hand, India’s top universities

toduced alarge pool of highly skilled engineers with sound mathematical and analytical training.

2 liosow oo o This. labor ~pool -was faced i with. a, Jack of employment ‘opportunities ‘in “traditional

'+ manufacturing industries.and at'the same time particularly qualified to develop software. Computer

. software consisted of the programs, routines, and symbolic languages that controlled the functioning

-y ;'of'leo%np,itter‘:h&fﬂwa_i-e and directed its iaperaﬁon;.2 ‘Estimates of the size of the global software

industry in 1999 ranged from $300 billion to up t0 $750 billion if the software development performed

by users in-house was included 3 The industry was growing at 15-20% rates, and even faster than
 thatin developing couritries, although more than80% of demend was in.developed countries.

_ _Basedona survey by the software industry association, NASSCOM, India’s software exports
increased from $128 million in 1990-1991 %o $2.65 billion in 1998-99 representing a compound annual

- growthrate of 46%. :In 1999 software actounted for approximately 5% of the country’s total exports,
.. and the industry was projected to grow t0 $3.9 biltion in 1999-2000.4 {See Exhibit 4 for data onIndia’s
.| - software industry). North America (the United States and Canada) absorbed 61% of Indian software

.- " -exports, Europe 23%, Japan 4%, and Southeast Asia #%. The North American share was down from
= " nearly 80% in the 1980s {see Exhibit 5 for the top five Indian software exporters). ‘Domesticallx, India

.. ‘was plagued by software piracy rates estimated at approximately 70%.

Indian exporters concentrated on suppoit services, maintenance and the like (in which their

- share of world demand was estimated to be 10% ot more)’, rather than on higher-end services such
- 2s application solitions and. software consultirig or the dévelopment and marketing of packaged
“software. . However, several successful Indian software firms had recently added IT consulting and

! The preceding part of this section was adapted from the Economist Intelligence Unit, Country Profile: India. _
% Thé remaining paragraphs in this section were adapted from “The Indian Software Industry at the Millenium,”
2 Paul Taylor, “India’s IT Mantra,“ Survey of Indian Information Technology, Financial Times, Decemnber2, 1998.
¥ The NASSCOM dita cited here and in the rest of this case are all drawn from that organization’s website unless
' noted otherwise. : R o | :
® Paul Taylor, “Software Exports,” Survey on Indian Information Technology, Financial Times, December 2,1998. - °
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‘poor: a telecommunications facility was not simply costly, but really not available. It wasy’t-until: - .. fu
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o ";‘re_létec.l_ high-end services td—,ﬂgeii".gffgrhg. Services performeéd on-site (at the client éit_'é)_a_ccquritéd for :

. 59%ef India’s softwareexports i 1998-1999, compared tg'95% in 1390. “The shift from ensite toward. -
offshore® (i.e.. in India) business had been accompanied by significant changes in contractual form.”
Lower end ,'WOf._k' was',.-_typicaﬂy ‘.gove_medrby time-and -materials contracts, aind"highe_rfnd work by

" fixed-price contracts, which were particularly subject to large overruns, a large fraction of which were
_ gypically bomne by the Indian software vendor {see Exhibit 6 for information on the “value chain® in
software).rFFE e Ly W e e e '

. . .7 isstesiof contractual fofm continued fo be unportantbecausemstonuzed software continued” -+
" go domiinate India’s software exports: standardized products and packages, which typically required” " .
- " Jarge investients in R&D and iarketing, accounted: for only about 10% of {otal exports. Onceagain.
. Indian exporters concentrated on thie low-end of this segient; on systems softwareand utilifies and .~ -

for ‘other developing countries rather than, for ¢xamplé, mass-market applications.

- niche products for ‘other de . ; examy -matk tio
- The ackaged $oftware -in-Indian exports -had actually ‘slipped ‘towards. the end of the -
il use of4 ons {and the emergent.demand for By

Jbecause ofthe increasingfocus onA2K
Y d revenues accounted for abou

- o A Narayana NR.Murthy was born the son ofa schoolteachermkl%é He grew up in a modest
" envifonmient anid graduated with Masters degrees.in Electrical Engineering and Computer Sclence
‘from LLT Kanpur in-1969. After graduation, he took a job in Paris instead of pursuing a-higher -

S § " 1.was preparing to go to eitherthe United States.or: Israel for a Ph.D. when
: " thejob in -Pars was offered to me based on a paper I had presented in italy.
“Professionally, it.gave me a chance to be part of a team that was to ‘design a huge
- new pperating system. But, for me-personally, the job was even more compelling. 1
‘was 23 years old and, like all good Indians at the time, I was something of a socialist
who lived on a heavy diet of Nehru's socialist philosophy. So, for me, post-1968

" “Paris was a véry interesting time. -

s T ;=_‘T1'_§e'r"c'l<_a_g:i"___;ion_-wpr_lge§ out to Murthy’s expectaticns.. In 1971, Murthy found: himself mzhe ERg
S midstwof sthe: post 1968 “5tudent -revolution. -During his time in -Paris,-he -attended talks by -
" existentialists, and even met the head of the French Communist Party. These interactions and

experiences gave him a chance to formulate his personal philosophy on fife: - ™

L s . Witha reasonably active Communist Party, I was able to witness first hand
" the iaximum jmpression of socialism and 1 came away with four observations.
. First; the only way a society can create wealth for people is not by distributing it but '
by actually fotering it creation. Second, aftec looking at business 25 a whole,  came
‘to grudgingly acknowledge-that there are relatively few people who are capable of
leading the creation of wealth on a meaningful scale. "Third, good people need the
. proper incentives—money, power . . . whatever, it can take many forms—to Create
... that wealth. My greatest insight out of all of this was that it is not the job of the
' govemment o create wealth buf to create the environrment where the incentives.for

8 The offshore percentage includes packages developed in India that were ;old overseas.
* 7 The discussion in this paragraph is based on Abhijit V. Bannerjee and Esther Duflo, “Reputation Effects and the
o - paper, MiT, June 9. 1999.

Limits of Contracting: A Study of the Indian Software industry,” zmpubhshed working

| L g




. '800-103

S

. fafosys: Fihancing an Indiad Software Stactllp

When his tour in Paris was completed, Murthy hxtd\hikedback 10 India over the course:of - L

"’ the nextyear living .on the 5450 he had:saved for himself. “After a two and a’half-year stint witha -

. public sector think tank, ‘he decided that the public sector was -not for him. *T wanted to see first
~ hand how wealth was created and to see if 1 could make it he said. Soin1977 he joined a start-up of

‘2 friend of his called PCS and became the head of the software group. But soon he wanted to create

~his own enterprise and, after four years at PCS. he left to start Infosys with six other PCS employees.

... . . Whilethe seven founders had complementary skills in finance, technology, human resources -
;. -and marketing, they shared .thie vision-of creating wealth in a legal and ethical manner and going
_ '_—_‘;_.:?gt_iiigjg4_e:_x_ygarsf::"8ut_th¢y*were.§h0ttm_qnpil_al. Venture capital did not existin India at that time -

“*-"and bapks did-not provide funds withoyt collateral.” Furthermore, none-of the founders'had tieso -
" gignificant family money-or to.one of the large Indian family group.companies. -Thus, the founaers -

amnily’ '
just§

" +'Betause the domestic market held no seal oppotfunity for the new company, Infosysfocused -
‘on -international ‘markets. for .its ‘software products. JIndian-made -computer hardware ‘was Dot | &
suffidient for development ab-softwate that could mest the ‘demands of an intémational market:so -
“Infosys had :to use foreign equipment.. However, because -of the laws. EXﬁw\gmh‘dmatﬂ‘e me;

- the '@iog_:;paqy '_had.t:o-per{prin_ﬁ\e_work on customer’s equipment outside of India: -

ibafe e % ‘We struck a deal.with a company in New. York that needed to upgrade its - -
. 7 .systems from a 16-bit to 2 32-bit computer. So we went to the United States and met.
= i withy them. ' Wee 5aid, *Her fare our strengths and heze is how we can add value for-
- '.'-'yqq,‘ébut here aré.our toxpétraiﬂts.": “And they said, “No problem. You can use our '
‘equipment.” - We entered into a six-year contract where they paid all of our expenses,
let us use their equipment and paid us a consulting fee. -

5 Vg Ws.th that Murthy sent ‘the found.mg ‘members to New York to wo‘fk ‘on the pg_ojject and
- Infosys had officially begun operations. - ; ' ; ' :

2. Managmg and Financing Growih

* 7 ‘Weathering the Early Storms .

L Infosys slowly started to add new customers and to take on new projects over the next
.+ several years.  From 1981 through 1989, the company grew from its original seven founders to a

| * - company with over 100, people. Despite some éarly cash flow concems, operations were Funning
" zelatively smoothly until the crisis hit in 1989. Murthy offered the following summary= T

* 77 in 1989, we almost clased down business. The turning point was when one ' -

customers but was “still fledgling. Because . the factor conditions hadn't changed
dramatically, we were forced to send people outside of India to complete the work. -
90% of the work was still being petformed outside of India at the client site. This -

. .wasn't the vision:we had for the company; we wanted to add maximur value inside
prrarnpiat s e SR S EE A -

Nilekani agreed with Murthy’s assessment. ~The departure of ‘a founder brought ‘the
- realization that we were executing a bad stritegy. Steady growth witha low profile just didn’t work-

BTt

j}lzma_rd'ware was virtually impossible to import, even if the firm hadthe money to doso. “As a result, - )
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“Some MNCS (Mglﬁ— NaﬁonalACérpefaﬁOns)_ t'q"_e_té already here and we knew ‘more %ould come. it

' we didn‘t do something, we knew we would getgm_s‘hed,f espedially.on the people side.”

.- Atthatpoint, Murthy called 2 meeting and offered to buy out all the: shares of the remaining
- founders.- (See Exhibit 7 for resumes of Infosys remaining -founders.) Within half an hour, the-other
" five founders rallied behind him and vowed to continue with Infosys. An extemal booster followed

 this new intenal

: impetus - the liberalization of the.Indian economy.- ‘There were five key reform. .
- méasures. that made a difference for the Indian software. industry. These werea more responsive’ -

: overnment, the establishiiient of software development patks. current account convertibility, the::
cmission of 100% foreign ownership for any-high technology company, and ‘the élifination of © - -
<-mument dictated pricing of niew equity Seurities, In. 1983 the company mavedits headquarters
ity of life there which would help in atiracting enginee

ST
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& Financial History

i7" Infosys had used little ouitside capital to fund its business. Beyond the initial 51,000 on which. ..

“the ‘company was founded ‘and -periodic. working «capital funding, there had onily been six outside

capital infusions prior toJanuary 1999. These capital infusions took the form of four loans (225,000

“in fiscal year 1986, $250,000 in fiscal year-1989, $150,000 in fiscal year 1991, and $100,000 in fiscal year

717 21992) for purchasing hardware and-other moveable property,.an [PO:in 1993, and a private placement
-~ }o-international investors.in fiscal 1995. Infosys CFO, Mohandas Pai, explained the company’s

. fnancingphilosaphy: . - :

- ° . - The financing histery -of Infosys is partiaily-the history of the business and
' partxaﬂytheculnn'emshﬂedby Murthy. Service businesses generally have positive
_cash flow and this helped shape our financial policy. But equally important is the .-
- company’s ‘veluctance - to .use debt -financing. . The - conservative, middle ‘dass
. .. ‘background :of Murthy and the other founders has -directly contributed to that
. 0 -réluctance. Asa result, we are quite frugal .and have avoided debt as much as
- [i. i ‘possible. Financing has mainly been through. profit-retention, iower than market
' salaries for the founders, tight cost control (the founders always chose the low cost
| option provided the quality of deliverables was not.compromised), and zelatively -
“low capital expenditure (computer's uipment was shared between employees.and.

* . -Early on 1994, we drew up 4 financing policy that had three main elements. -
First, we need to have liquidity of up to.25% of revenue'in the form of cash and
liquid assets. -This is.to ensure we can cover our next eight months of expenses—
: espedially salaries—at any time. Next, we pay a dividend only if we have a cash
- surplus above that-level and it will represent no more than 20% of a year’s profits.
. Even though wé are a high .growth company, Indian investors demarnd a dividend.
. -Much of this stems from the old wealth tax of 2% - a tax that was Jevied because you

owned something.. Even though equity shares.were made exempt from this wealth
“tax-in-1993, indians still look for yielding 2 sets. We fund all capital expenditures
_-.and working capital needs out of our cash flow. Borrowing, f at all would only be 2
L B low ad wond always be fully colateralized by the cash
* balances. In those days banks were not willing to lend money to a people intensive,
- .as -opposed. to an -asset infensive, business. Even though debt financing is more

accessible today, we still do not émploy it.

TOGD DDV OO TTTTET

% Lol Gnce ﬁge-.'mfgmls:wez;a passed in 1991, we were able to take advantage of the.
. capital markets with one of the first. market-priced TPQOs.in 1993. ‘There were two
: ' ; the investment by

motivations behind. the IPO. The first was to réalize the value of

Wbay to Bangalore becaiise of the belter access to engineerifg talent-and becatise of better . =1 1



B00-103 - s . ‘ ol ,lnfos-ys:- Financing aa Indian Software Start-Up e k':"if

Y

~ - .

-~ . the employees and to contribute to the creafion of wealth in India. The second was to
- *.-iake advantage of the tremendous growth opporturities in India through investment
"\ in/the business.”One of the first investments was in‘new’ facilities that could absorb
.the growth we anticipated in the business. We invested Rs 130 million in the new
_facilities even though our 1993 revenue level was only Rs 145 million (1992 revenues
. were 95 million)# After the IPO, our business really fook off—revenues doubled and . - -
-~ “wehad a stock split in 1994. We started making threé to five year projections and we
" “ realized we needed more resources.  Since we didr't want to constrain liquidity, we.  :.7 ¢
‘decided to complete the private placement jn fiscal 1995 to fuel ‘our-anticipated. "~ .~

S% %

7 Singe that tirhe, Infosys hatt seen tremendous growth in ifs bysiness  (see Exhibit8 foryecent - 4

- ... :Hnancialdata). Thessinitialinvestments a owed Enfosys toexpand the scope of itsbusiness andthe . € >

" company had béen zble to generate sufficient cash flow for all of its past capital needs. During that

" time, Infosys had growrito become one-of the largest.and most successfiil.comipanies in the Indian . -
1L i rseftware industry. Moreover, the company achieved its goal of hecoming aleader in Indianbusiness.

= {17 (See:Exhibif9 for.a full list of Infosys accomplishments) * . .-

hst of

- putting Péople First g s

TR P~ P N K - A

... Between 1989 and 1999, Infosys dramatically transformed their business and image. Where
as-in 1989 -only 10%:20% of the work was being ;performed in India, operations had dramatically
improved by the start 6f1999... At that-time, 75% of the wotK performed by infosys was conducted
domestically, yet only 2% of the company’s sales -were to Indian customers. It was estimated by

_industry insiders that Infosys” attrition rate was around 11%, well below the Indian average of 25%-
30% in -the .software industry .and dramatically below the 50%-60% -levels: found at software
companies in- Bombay?. In. fact, Infosys was corsidered ‘one -of the ‘most desirable places of

' employment among Indian students. Mutthy explained the reason for the turnaround:

s g
=N

e

.. Thechanges in govemment policy were a boon fo bur-business, but they” -
.. -were cerfainly nét going to:make Infosys a success in and of themselves. We knew
“* that it was up to us o create a sustainablé business. But if the solutions to the
problems were within Infosys, the question became “how can we transform Infosy's
to get people to want to work here? We needed to create an environment where
people used -speed and. imagination-in everything that they did, where people.
. ‘benchmarked th ves. on a global scale and - where ‘we recognized what our
=" stategic resoufoes were. -We needed to hecomfie a globally respected firm and 2 -

3+

KOS S A
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leadér in the Indian market:. ~ - -

e As a result] Infosys worked to create an enviropment that would erhance the overall
_ experience for employees. With the funds from the IPO in 1993, Infosys began construction of the
.company’s “campus,” a number of multi-floor buildings on a five-acre fadility that includes A
basketbail and volleyball courts, shower rooms, banking and ATM facilities, and fleet of 26 busses y

: ' ' for the employees if a project

=, PSR S -

" that ran t6 several different locations. “We even haveﬁepkxgﬁ;almes

 fl January 1999, The exchange rate between ﬂxeRupeéandd\eUSMIar was qurbx_imtély Rs42.3:51.
: _9 Source:Caseamtmmtﬂmms mﬁxlndransaftwamexpedsoutsidehfosys- S : )
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 requires them t0 work late into the evening.” explained Sénr Vi

- 1 _ into-1 ) ce P:es;dent of ‘{:{ﬁmah -Kefsox_xrce
"~.‘-T,Diei:élepmem;ﬂemaﬂ_aviﬂ@nd@i She continued; . e E

......  Thereare three reasons why a person would stay with Infosys. People stay if

~ there is- ieaming value-addéd; ‘if there is --ﬁnanciél.v_alue-added,- and if there is
"e"mqtiénalyalue—a'dde_d. We must address each of these needs.if we -are going to . -
ffatt_r_act_.a_tgd:etainempl_qyggs; " AR L P R e R

: On the leaming side, Infosys allows you to have.a chance " We give you U
;e _"‘i’s‘iéP?nsibil.iFY-?eﬂy and allow-you to-progress quickly.in the 5fganiiati¢h due to the &
W7 factthat we are growing so fast—b oth in terms of revenues and employees.

ﬁntheﬁnaneials:deat is not

- progresses,. y{_)q first become ehgible fo_r a fwo !;Vheeiet ioan, then for a car lzzan, then

_-ahome loan, and soon,' As a result, the attrition rate of people who participate in the
 housing loan program is much lower than the overall level of 11%. - h
i ;?ﬁe_ emotonal side, -however,

. 7 is-perhaps the most ithportant{element we
- -have created in this erganization. - The

culture at a company is hugely important and
is a little more difficult to quantify. For example, if someone has just fost a close
© relative, Infosys:really helps out and is always there to get people through tough’
. ‘times. The friendliness, openness.and transparency of thé organization are really the .
" key factors in bur ability fo-attract and retainpeople. . - :

. dnfosys Asthe Madetieader. - . L

In addition to the operating environment Infosys had created, there were several areas where

'_infosjfs d. taken ‘a_leadership Pposition in the Indian market Much of that leadership was
0 i in: the .Iny -ian_bti_sin_'ess-'envimnment--_asr ‘Murthy and other -employees held numerous

leadership positions in indian business associations. M.

indian { _ ns. Murthy served as president of NASSCOM, the
software trade association in Iadia, from 1992401994, - .. - AR S

.. Aside from these formal positions, Infosys had been a leader in ‘India mostly by example. In
addition to being:the first company to institute an employee stock plan, they were also the first Indian:
company to file a 10K and the first ‘to perform a full audit according to US. GAAP. Nilekani
o Most of the large and successful companies in-India have existed for some
- time and were run akin to personal empires, éven if they-are now public. In the old
- regime, there used to be the 2% wealth tax. Often this tax was higher than the yield
the owner was receiving on the asset, which meant he would need to séll off-some of
this asset in order to pay. the tax. - What this did was create a perverse system where
there was no incentive to increase the value of an asset; in fact quite the opposite was

S VOO UOUVYOVUOUTY
-wwwwwwvaVW““””ﬁv”?V””?””*?ij???????*“”{ S
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" true., Peopleweteoniyable to.get valuenutof&xe:rbusmesses through o&zer means, ._'.:_"::;'--‘. Bl

“ag p& .rather than throush tl'te creahon ef share_helder sralue R

As a result &ere has been very. little transparency in traditional Indian
‘businesses. What we understood early on was that investors—especially foreign
institutional investors—place a high value on transparency: One of the reasons why
Infosvs has been able to:realize the value it has in the public market is its willingness

~ to be transparent. We havé won many awards, in India and- ti\rnughout Asia, for the 4
-standards we have setia our reporting and dxsclosut!e pol!cms. _

‘“ieadersiup posmquasfdlowa T

- Pax summanzed tnfosys

e Murthy has mbhshed the vision of creatmg ma)amum value in ind:a e on Ca
" i 1eamed thatyaueanaea‘teweal& nta;legal m&ﬁu@w ‘We. hareaiauge S
. competitive ‘advantage by ke
"o -biggercompetitive advantage
-~ simply- kee@ it for_aurselsa,aa
i s ﬁ:ldtan con;ipames and ;

. Although infasys tauld 166K back on many accompbslm\ents “the company faced several
challenges in the months and :years ahead. . “The ‘major. issue on the herizon was with regard to
producuuty Al&mugh Infosys compared favorably to U5. companies on a productivity basis when

using operating profit as the measuring. guideline, the company lagged far behind when looking at
| Tevenues per employee- {seeExhibit 10 for comparable productivity- data) “The cause for conicern was

in the wage differential between India and the United States. According to Infosys, Indian wages for .

software engineers were growing at approxxmately 25% per ann.-..m {see Exhibit 11 for. industry cost

comparisons).. With the wage differential closing, fop 3 Tine productivity. gams ‘were.a: top priority -at.
-Infosys Murthy explamed infosys vxews on the challenge" :

g Jnordertoremamepm_penuveenaglohalbas:s wemedtodoseﬁmgapm
L per capm révenuie by moving upthe “yalire chain” of software development. To do
so, we must accomplish three objectives. First, we need to increase our «customer
penetration. Cuirently, our - fargest -project-is $7 million. ‘In arder to increase our
reveaue base, we are going: tohave to a) take on more projects and b) take on bigger
_projects.: Right now, about’ 80% of ‘our Tevénues represent. fepeat business, whichis -
- 2 onﬁtekﬂghrmgeofoureargetm?’«sa%mpeatbusms}. One tool we haveused to'
. . acquire 4 new customer is ‘1o wark on Y2K ‘projects. ‘Although this is-relatively
A mundane work, it has acted asan in road tcthedlﬁ\tandhas allowed us tobegin a
: ersh:pmthﬁiedmnt——-to%egmatong tarm telationship. Since-this is a
.-Vtemporaryphenammmmatlsabau toend, wehavebeenverycelecuvemmem
projects ‘we have taken and have been wo:kmg 0. decrease our exposure to the
business. Our'goal is to limit our Y2K exposure tp 25% at, 1ts pea.k(see E.xhlbnt 12. for
'iustoncalandpro]ectngZK e:gmsu:e)

' In order to'take an b;gger pm]ects wé need to.convince the customer of our
—:abxhty to do:s0. -That leads to.our second objective—increase: ‘our brand equity. We
_need to- c:reate a buzz amqnd !he Infcsys name but we need to take 2 d.le.nCtlve

. ‘thanagement .and owneyship 'Separate and @il
ﬂr;roug‘h onr ‘transparéncy. But wé do miot: ‘wanto just ST
We,,wam 1o Shafe aﬂ o{ ou: best pl:actrces aith Al
‘how you- create';_-;

Pl
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. i condepts were culting &dge. .Hts “Global Delivery Model, " for exampis, w5 3 distributed proie
el _mamggmentmeﬂmdolﬁgytbatdmded Projects-into compo

.., goncurtently—part at.the- client 'site and. -the ‘rest: at
- “:dévelopment across time zones allowed -for 24-hour
~: -different-modyles accelerated delivery tirrie of larger projects.

- global,” - explained K. Dinesh, director and Head of ‘Productivity, Qual:

-..outside and within the firm_ . That growth probably can not-all come organica

s .'Ql;l:iri_ng_'aflq ﬁfi‘étainigg_ﬁmp_{oyeesi Pa
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.. -approach. Where Andersen Consulting -can enhance it brand. through inass

. - markefing, we are notin a positionito do & Our target audience.is maybe 15,000
. people worddwide—CIOs ‘and -executive directors. As-a result, we need fo focus

. .more on seminars and direct marketing —-ane-on-one customer meetings. While we -

have made strong inroads on this.effort, we still have our work cut out for us.

ol A third .6bj_éctive_ is to increase th
&2 onl0 {See Exhibit 13 for hi ) , fi)
three risksin increasing that.figure. First 'we are not abl ;

€ amount of fixed price contracts we work .

" While thete were nitmeroxis challenges, Infosys felt that several of its. software development
ot
nents to be « zecuted independently and
Aremote: development centérs: “Spreading
workdays, andsizultaneous -processing -of

 ‘Cultural Concerns . .~

company believed. thatit would need to increase. the number .of foreign personnel weorking for the
firm. As of thé'start of 1999, Infosys only had eight non-Indians working at the company. In order to
accomplish its goal of high growth, Infosys believed that the company had to grow, both organically
and, perhaps, through acquisition. “We are entering a new era where'all companies want to be more
ty. and Mahagement
cultures bgtter-—bc_ath

Ly, but we.must not
lose-our focus or ourdistinctive culture. 1t is what makes this place special.” . . . 7 -

Information fSyé,tem_s'MS}-- “Therefore, we must leamn to handle different

figures).. In order to rapidly grow their employee base withopt diluting their alent pool, Infosys had

Carried ouit a rigorous interviewing Process “dﬁangtanﬁa!.c'amjidate_s. “We seek the candidates thgt

‘have the highest degree 6f learnability, according to Murthy:

10 The company was generally engaged on projects in two manners: on a fixed price contract basis and on a time
and material ‘reimbursement basis. 'Fixed price contracts were generally viewed as.“higher value added

which directly effect the costs) and were compensated for managing those risks. -




. held.

After looking at the resumes of potential candidates, we select a relatively.
.+ small number of people for testing(see Exhibit 15 for Infosys* recruiting process and
. . statistics).” These tests consist of a set of puzzies and math algorithms in order to
gauge which candidates have the highest leamability. Those candidates that pass are
then interviewed for a position with Infosys. T :

< In the past, Infosys had been able to offer a -fnighly meritorious career path for people due to
its growth. The rapid pace of growth had allowed and .even demanded that it give an inci’easi.ng
amount of ‘responsibility to its-employees.: The chalienge’ for.the company going forward was to

" infosys: Financing 20 ladian Software Start-Up -~ -

. presérve the spirit and to offer a similar caseer horizon for few, hires in the face of an increasing base _ - 2

-of employees.

“s8b s A United States Offering—ToList OrNot Totist?

% - Facing'these challengas in the inatketplace; Infosys had a Keylecision to make at the start of -

.1999: whether to commence a stock offering in the United States. Jinfosys had gone public néatlysix - -
' years-eatlier, listing ‘on:the :Bombay. Stock ‘Exchange. ;- That-listing had . not only fulfilled one of -

*“"Murthy’s original. goals of completing an PO of Infosys but had also. fulfilled the goal of creating

- wealth for Infosys’ managers andemployegsbycreatmga liguid asset out ‘of the equity that they " e

LA AT offering as providing many benefits 'gxgpdi@g to Nilekaniz = 7+

= =77 * QOur main challenge is to move up the value chainby increasing our revenues

" per employee and by increasing our customer base. To accomplish this goal, it is
essential that we enhance our brand. - Because of -our ‘size and our niche market, we
cannot rely on tools like advertising and other “traditional” forms of marketing.
That may ‘work for IT consulting companies. that can leverage advertising .acioss
‘many businesses and by :doing so generate much higher revenues—but that might

_ not-work for Infosys. What we need to dois create a burz in the ‘market—create
word-of-mouth publicity ‘that will “highlight the- uniqueness of our company
compared ‘to ‘our competitors, Currently, our competitors are perceived to be the
. other Indian companies in the market. -We need to be viewed in relation to -our
- “true“competitors——technology companies such as Cambridge Technology Partners:
- in the United States. .An American Depository Receipt (ADR) offering in the United
-~ States will allow us to accomplish that goal. ‘We may be an Indian company, but
-inost of our customers are in the United States. The U-S. offering would allow :us to

create and to leverage that buzzin our customers’ home market. o

_ Secondly, an ADR offering in the United States would help accomplish other
_goals, such as the recruitment of -intemational ‘employees. - Not -only would ‘the
offering enhance Infosys” image with potential employées in the United States, but it
_ would also ‘provide.us with flexibility. We would be able to offer the potential
- "employeé a completely US. dollar-based compensation package as the options and
- stock he/<he would be given will be disted in the United States. Thirdly, in addition
fo providing currency for our employees, a listing would also provide currency for
‘acquisitions in the United States or any- anather international location. - Finally, it
would be helpful for our current investors as well. As 26% of our investors are
Jocated in the United States arid in other locations outside India, we aim tohelp them
- by gaining gow._r'ex_-;_nment approval to allow foreign investors to convert existing shares
‘into ADRs. This increases our degrees of freedom in how we conduct business going
- -forward. o e gt R e S e Tl Bt T S
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‘Although the exit event had already’ been created through the original IPO; Infosys viewed 2 b
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: LI we declde to go ahead w1th ihe hstmg, -the issue of which exchange to lxst
: com&; up- We have to- choose between the New York Stock Exchange (NYSE) and
§ the NASDAQ. -There @re benefits to listing on either exchange. As the first Indian
.company- to list in_the United States, we have a responsnb:htv to make the nght 3
deécision (see’ Exhibit 16 for hsnncr cons:de:anon.s) :

LE R While: there were cleax benehts of an. otfenng, there mere also soine questmns surroundmo L
" the vlabﬂltv ofan US. offenng “First of all, it was- niot at-all clear the company needed the'extracash .~ .-
“that’ would- come from - -an: nﬁermg More unpertant ‘was ‘hdw: the | ~progess . of: hstmg wauld"be W e 2

: "ieveraged {see Exhlblt 1 for‘a stock. price- graph-for- Infesys} The -company’ ‘had seenits stock g A
. .appreéciate at 142% 'per annum between the 4P'0.in 1993 .and 1999, which was both a_tribute to the gl
*. -$UCCess, themmpany h&df.mevaed and a:trem,endous f%pﬂnsibility for manageiment, “Remember; we : = i
: ':-.-have -a moral obligation, to both ‘our em ioyees and to our. shareholders to perform 'to *thelr T e
: '--:_.expectahons, wamed Murthy = .. _ : e

i Wall Street research analvsts a.lso offered vxews on {nfosys and the com,pa.ny sl &al\fmn CHI
e :'(See Exhibits 17-19.for comparable. tradmg information, eamings forecasts, and market. mform ioR).
- Bab Ausman, from Bancnf Amenca Secuntxes hlghhghted some. of Wall Street S vxews ok

o I have posﬁmned Intosys as tha Star ot 1nd1a plavmg on. the name of the ¥ T e ]

gem in ‘the - Museum ‘of Natural . History in New York — an-incredible object of =
. .priceless value. Blending world-class software services  with. an -offshore model,

“Infosys has been the IT Star of India — the best in: performance and growth: the best in

transparency and managing - expectatmns, the best in most everything in India. (See
- Exhibit 20" for ‘estimated wversus actual performance_) They had ‘a donservative

discipline in everything they did. Plus, they have been riding a very favorable trend

of outsourcing-IT needs.. The offermg would ‘be fantastic-for investors as there are.

very few, if any, comparable ways to invest in this part of the world and there is a
" -huge desire fo invest in international markets.

- However, there are certainly some risks mvolved First, the valuation is way

. out there—very rich by most measures. Second,. there has been a serious. shift in
trends at the start of 1999, not the least of which is the Y2K boon to revenues
‘subsiding in ‘the near term.’ The ERP (Enterprise Resource Planning). software
segment had slowed down and was way out of favor at the start of the year. And the -
shift to .e-commerce had begun and the company needs to find a.way to exploit that " -
segment. Finally, on the company specific side, the on-going diligence situation is

- quite difficult for myself and for investors. With the company in India, there isno

" way to. check up on them quarter to quarter, let alone week-to-week. These factors
are not only in the minds of the investors but also the company. The last thing in the
world they want to do would be to- champlon itself and have the market fall apart
thatis very dangerous. : : : -

" David Grossman, from Thomas Wetsei Pariners, .ei_abqrated on infosys’ prospects:

The Company ‘was the first professional ‘services firm to leverage in a
consistent way the breadth of highly trained ‘English-speaking technical talent in
~India, the cost. advanbag& 4n India, and the. abl.hty to execute software developmient
projects remotely in another -country and time zore. Infosys has. proven to be a
master at managing -offshore -opportunities, especially -with new -technologies.
Technology moves very fast and Infosys is always vulnerable to the risk that it will
. not be capable of delivering those services in highest demand with its offshore
model Other nsk.s age that indlan compa.mes have iustom:aliy been weak in sales
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. 'andmrkeung espec:ally inthe U.S. Furthermore,. h\fosys geeds to. stabhsha brand o

3 s : ) m«the U.S fo protect ﬂ:s maxgms and dtwe ﬁ.xj;una; Erowth.

" With all of this, Murthy asked “'ﬂ\e quesuon becames-—-What are our ophons’ Does the

offennz reallv help uS pvercome some of our <_:urrent chal[enges or are. there other methods ﬂ \at
S would be better——or at least 1ess expenswe ?” : R _

- As Murthy and Nilekani walked towards t’neu: ofﬁces ihey passed by the construction site a

- one <->f the buildings of Infosys’ sprawling. mmpus Murﬂiy,obsewad how construction workers wete .

L ‘:. unloading. large ‘batteries.to. be installed: as.a- back-gp Hor. power fatlures« The ‘contrast of - the
T sqmewhatunreiwble electricity supply:in Bangalore

*.miost advanqe& fiims for customized. sofrwammméed:h&uxﬁ\y -of how far Infosys had come since

ity of sizccess, espécially infodia. Just

" the company-had becnon th
trouble forihe company m 1

e atgd:the tampus-expansion,  of one of the world's o
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| Exhibit2  Map ofIndia
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" Exhibit3 Comparable Economic Information .
3 , _India UK " U.s. india UK U.s.
“Local currency - USS? (year average). - R$35.43 * €084 . = - — ]| Rs2274° £056 = —
"~ Population? (miffions) , . 95669 - 5889 2553 1807 578 2526
GDP2 (market prices infocal cuc.bnj. . . 12,6199 - 73394 - 73580 | 5.420 5757 5917
Exports (in local currency bn) - - g56.89¢  164.09 81359 4139 - 1023 4169
- tmports? (in local.currency bn) ", 7753%  -3756%. . 76999 . 4616 - 1125 . .4910. L.
-GDP % teal growth® °  * CUEINE 2a%d leswlTUISA% 0 20% L 10% 5
'GDP % financial. bus. & other semcesh ‘11 !%ﬂ' 22.2%’ : -‘35.6.%95:‘. 10 2%0 ‘ ‘.;24.6%'_ 358% 0
- Capital Markets® (Jan. 31) M el : : S )
" Price index ] . B 1729 1835 192 3. e
i!o!ume of shares fraded (mitlions) 27 491 - 12 26371
-Market Value (in local currency.bn) ‘_- 2584 " 5.B58
Val. of volume (indocal gn:rencym) -5, 552._ :

Rat:ngs index {unless othemse noted}. 19951

F nam::e 'Market = '

“No. of listed domesﬁccompames (1994)

¢ .'No. of companies followed by at feast one anadystk

_No. of securities analysts (individuats)X . . ‘ :
* " Ability of foréign investors to control. domest:c companies '’

- -Local.capital markefs accessable o domeshc&torelgn co,. j TL-B86-. 8.
" Stock maikets reflect real value of companies - L
Availabmty of venture. capttal i : T T A58
“Adequate financial regulations = .. T 826
Accounting standards ' 5.70
Anformation & infrastructure ’ o
~ tUrban population (%) S 268% UB9S%  782%
No. of business students! (% of pop.} £, T 0.1% 0.4% 0.9%
Radios per 1,000 pop.! : : - ~B1 " 1,429 2,122
Phone lines in use per 1,000 pop. {1994) _ R - 477 =7 -
TVs per 1.000! (1994) - 40 - . 439 817
Newspaper circulation per 1,000 pop. (1992) e weidl -e o f383 - 240
‘Electricity generation (annual Kwh per captta, 1993) . 363 3,533 11,158
- Adequacy of power supply . : i ‘o -:2.76, '8.48 S -9.00 -7
- “Adequacy of roads et 215 - 549 834
-Adequacy of telecom infrastructure = Ll L . .00, 828 .. 909 .
- 'Overall efficiency of distribution systems B 514 784 878
Political Risk Factors™ e ,
* | Efficiency of judicial system - 800 10.00 10.00
" Rule of law , : 417 - 8587 10.00 -
_ Corruption o 458 9.10 8.63
Risk expropration : 175 9.71 998
‘Risk of contract repudiation by govemment ) o .-6.1-1 963 . ) 9.0 .

:Source ‘Modemlndsa ' HBS No. 797-108, p. 11

24s reported in Economic lateligence Unit (E1U) Country Reparts. various countries, Tst quarter, 1997 and-4th quarter; 1996, "As
feported in EIU Country Profiles, various countries. 1996-1997 and 1933-1994. “Datastream Intemational. 1997. indian data from
CRISIL.500 Equity Index, Bombay, india. JEAU estimiate. @Merchandise exports andimports oaly. T1995 ddta. 91893 data. MReat
estate and finance onty. Yndudes real estate and insurance. iUnless otherwise nated, data & from World Competitiveness Report,
1996. XU Statistical Abstract, Table 654, 1996 (US) and Nelson's Directoly: of lavestment Resaarch. Vol 11, 1996 (UK) and 1997 * -
(ndia). YUNESCO Statistical Yearbook, 1996. MLaw and Finance, by Raphael La Porta, Floréncio Lopez-de-Silanes, Andred
Shileifer, and Rabert W. Vishay, working paper #5661, ‘I‘heNauonalameaudEmmmcReseardl.lnc July 1986, Table 7. The
.ftings are an average of the months of Aprl and October from the fntemational Country Risk's monthly index between 1982 and

1995. The “Efficiency of judicial system” rating is a 1980-1983 avetageoitawmmberspmﬁedbymeausmesstmemm
Comporation. "Estimates vary widely.
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" Exhibit4 -

Andia’s Software Exports Domestlc Sales and Imports (Rs 8 xihon{ e e )

S Mlllmn}

 tatosys: .Financing an tndiaa Settware StacUp-

Year

Exporis

Domestic |

Sales

- Exports/ -

Total Sales
(%i

Software

. lapotts

Hardware - -

. dmpotts. -

1987-88

Rs. 0.70

- '552

“{ Rs.1.00

T 41

199051

.5128

w225

4199192

:} Rs. 4-30 k

$164

Rs. 320 -

57

e

{Rs. 670
5225

57 "f

{e3ea”

, :ﬁs'::ii):_zia'---:
18330

.':RS 5_-95 '.'“’__.

o e

{158495 -

Rs. 1530 -1 |
{s485 |

Fis. :o 7 i

1995-96. -

$735 -

Rs.25.20

Rs. 16.70

60 T

1996-97 | _
T 1stti0

[Rs.39.00

8s.25.00 ]

64

" I7gs798

Rs. 653~
1 51790 '

[ Fs.358

64

"1998-99

4 Rs. 109
32650

[®s. 495

o

$ 500

(estimate) '

Sou. ces:

Development, {New Delhi: Sage Publications. 1996)
~ Figures not avadab!e )

Note: The figures for the domestic sofnvaf‘
‘ byend users wtuch tspresumedtobeaoonsadetable amount..

NASSCOM Heeks, R Ind:as Sofrware industry:” State Poﬁcy

Lrbemu‘saaon and

acuutydonat:r\dudennhouseueveioprmmofsoﬂwa!’e ;.

b6 1
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; Exhtbit 5- < T _,oé 5 {ndzan Softwa.re Exporters

'VCompaﬂy

Rs. Million

Description

10.;,.-" : :

Infosys

“Top 35 Total

Inéia's totzl-expor:s

Sharg of top 5 firms

|1 TataConsultancy (TCS) 15,185
- 6,325 . "

3,949

. 109,400

325%

" -past five years and were split
: the domestic market.. .~

.__lﬁpmx}mtely::ﬁ%&._wof.sr_evgpl:_les.@gr@,"accquﬁ:éd for by el
- software ‘exports, 9% by software “miditimedia. 4% by, - Sl
. domestic software and 3%-by training. Family. contralled e g
‘company that recently - undenvent “governance changes ~ - -
+ Aincluding divesting holdingsin othes family companies). *.... - -

‘India’s first software cormpany and the largest ééfu._qa;e ;

‘independent in Asia. Owned by the Tata industrial group.

Revenues had grown at an.annual rate of 40% -aver the.
| .9.0;19:'?;3_e_twt_:eq -exports and -

Diversified public. company. Software 40% of sales; S
software exports §¥% 6f operating profit. 75% -of ‘shaces 3 RN
. : family controlled. CEQ transformed comp ny from sleepy - ..
. manufacturer. .of -hydrogenated oils ian
}ugh-ted1company‘

.10 a.leadine nd

Appfoxim;tgiy.-gz% of 1ts Tevenues “were generated by .

-software exports, with domestic software accounting for -

the remainder.” Revenues a‘nd‘ﬁja_mﬁﬁ_gé had grown at 60%-.

‘80% rates over ‘the past two vears. Infosys was the first"

Indian 1T services firm to achieve CMM level 4

certification. 'CMM level 5 certifications were relatively
rare. P A R e .. - 2 1

" ‘Revenues spread across softwa‘re-gx]ion‘s (30%). software

multimedia (17%, - focused .on_‘educational packages),
domestic software {16%), and training (37%). india’s.
largest computer training firm. NIIT was considered part
of the closely held HCL (Hindustan Computers Limited)

_group, which on a consoudatedbas:.shad been the largest -~ . -
ATgroupiin india until overtakeaby TCSin1997:98. = =

Sources: NASSCOM; “The Indian Softicare Industry at the Millennium,” H8S No. 700-036.

S meaey - O
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“Bxhibit 6 . IT Software Value-added Chain for flsta'ftw.'nrt. Survice Providers
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e omhore ccmm
' low-level outsourciiig:
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- 'Exi;it}i_t 7-Infosys .founa,ér; (Description of duties in fanuary. 1999) '

gin(a_sys; Financiag 20 indtan Software Start-Up - B o e S - : .'?-_800511_)_3 .

NR Naravana Munizy Mr. Murthy is the Chairman of the board and Chief Executive Officer of Infosys

chhnolocxcs Limited.: He hasvaried cxpcm:nce in developing software products. project managemen:. He °
also has extensive exposure’to the intérnational business environment Hé is credited with designing the
first BASIC INTERPRETER for an Indian computer. manufacturer. Mr.- Muchy has also served ‘as, the =

‘President of the National Association of Software and Service Companies (NASSCOM). He was. given he. " A

~{T -Man of the Year™ award.for- 1996 by ‘Dataquest, India and also the prestigious JRD. Tata: Corporaf.c : e

" Leadership Award in 1998.'He is a Fellow of the Al India Management Association and dlc-CompuLcr o

i i

. .Society of india. Mr: Murthy holds a Bachelors degree i n :Eiccmcai Engirieering from lhe IJ
- Mysore and a Niastcrs dccrcc {rom th.. Indtan Insulute -ef Tachnology (LLT ) Kanpnr-

: ,__Technoloates Ltrmtcd Bcfore {hlS he has held vanous posumns at 1hc r:qmpary mciuﬂm*ih

: ;company E nth e WAy e

B A--_;' - 0 e : Pt v , w2 .,.., .

-Ncmdan M Ndekam Mr ‘Nilekani . is the Hcad of thc Markcunv and Saics functions ;of nfosys -

' .N S Raghavan - Mr. Raghavan has served as a Director-of Infosys Ta\.hnolocles Lunucd since - 1981 Hc is

also:the head of Human ‘Resources ‘and Education “at Infosys. -Prior ‘to’ this he ‘held vanous “senior
management positions at the company. Mr. Raghavan is.a veteran of the software services :ndustrv and has
over 30 years of. cxpcncncc Before starting Infosys-in 1981, he worked at Pami Computcrs '
holds . a Bachelors degree in Electrical Engineering from Andhra Umvcrsuy.

S Gopalakrishnan: Mr. Gopalaknshnan has beer: the Head of Client Delivery and chhnoloay at Infosys
Technologies Limited since 1996. From 1994 to 1996. he served in the capacity of the Head of a,cchmcal
Suppon Services at Infosys. From 1987 10 1994, he managed pm_;ecrs at the US based K. SAf{nfosys joint
venture as the Technical Vice President. Before 1987, he guided the technical direction of the company as
the Techaical Director of Infosys. He has over 19 years of cxpcncncc in the- sofmarc lcchnoiooy mdusu'y-_
He holds a Masters degree in Physics and Computer Scxcncc from LI'T. Chennai.- s

K Dinesh: Mr. Dinesh-is the Head of Quality, Produciivity and" MiS at Infosys Technqlomcs L:.mu:ed

Prior 10 this he has held various senior projéct management positions at the company-and was: ﬁcspenmble.* e e
for the worldwide sofiware development efforts of the company. He is the author of DMAP, a large®
application package used by various distributors for inventory management. ‘He has over 22 years of

experience in the software industry and holds a Masters degree in Mathematics from Bangalore I_}nivé;sixy._

. 8D Shibulaf: Mr. Shibulal serves as the Head of Manufacuuring, Distnbuuon and Year 2000 business unit
- and also the Internet and Intranet business unit. ‘Prior to that he worked on various software development

projects for Infosys-in the United States. - From 1991 t0 1996 Mr. Shibulal was-on sabbatical from Infosys
‘and served as Senior Information Resaurce Manager at Sua Microsystems. - He holds a Masters. degree dn
Physics from the Umvcrsuy of Kerala and 2 Masters in Computer Science from Bostcm Unwcrsuy.




e VﬂesavesaMSutptus

800-103 : ) o S -ln_t_oé.'y_s: Finaacing aa indian Software Start-Up :

Fat Exhibit8 Infosys Recent. Fmanaai Data :

Rs. in mtllmns (except per share data. other mformatson and ratios)

For the Years EndedMa;t_:.h_M,. . qes2 1884 1995 1995 T em 1998.

Panicuiars : e W ; o . j
-Revenue L. 2 3008 570 9341 14381 26037 -
‘ opecamgproﬂt(PBIDn Tt o Te 3 97.1 . 198.6 . . 3395 -. - 5006 886.1
-t - ) I | "_045 - - i ot 6-1 oLt R e
Depreaaﬂon simn . ER | gy . o460 . 8631, AGSZ . - iERIS o
Provision for taxation . ‘ T e

_-activities - - o g U - 8 o 1332 2104 - - ass.s T ea3s
* Dividend L T 11.7 1231 .. .363 | . 399 F03
*, Remmmaveragenetworth(%) : i : v R b
--v--__*Remmoaaveragecapnal

- Temployed (PBiT/average
-@ﬂmed)i%}

T Asat the-end of xhe Year
. Share capital

.82, - 6 .-::'7-1_19 A LS O
A T 5.7 P5E3 < - - 4555 - ©-p73a - L L34A0TT

- Net current assets e : 139.4 - 3247 41T 5420 9723
" - Debt—equity ratio I T et B I . IS S e e .
© - “Market capitalization ST - ) 20110 3488:0 - 35930 .. 73104 - 282150 - -

o Persharedata T . )
‘ EanmgsﬁomordmaryaMes e s ; L ) ) B . '
SRS - ©oe 3TFIT ] 245 0 403 © &35 . IO 18 . 18.25
Dividend per share (Rs) il . 407350 - FERS0 “5.00 's50 600
Book vaiue (Rs.) © '383.10 9.00 19.00 24.00 3400 5200 -

Othet inférmation . ’ ‘ ¢ i Lo

-Number of shareholdets . (7 2 7 6.033 6.526 5.909 6.414 6:622
Credit rating from CRISIL® . _ ‘ - '
Commercial paper - o - - “Pi+" P . P1eT Pl
Non-convertible debentures 5 - - CRAT T AR CAAT “AA”

Soume lniosys

-Note The above ﬁgur&s are based oa indian GAAP.
‘Cna ﬁuﬁy diuted basis: and adjusted forberuss asue of 11 dumg 1994—1995 1997,19913 and 1998-1999.

-‘CR(S[L ‘Credit Rating iformation Services of India L:mded o

- O . e | SR sa.s o AR e fe
Pmﬁtanertaxfromordinaxy Beg, Ul o] TL om I SN S | | Ee L EREEL i
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2 |nfo$ys Financing an 'l_ndién.Sdftwar_e.s.la;l-ﬂp

: “'__I;:xhibité ! List of Infosys’ Acx_:omp’iisﬁments

. Anfosys Firsts
ieBays Ieéhnplﬂ’g?es.!_-.td. was: :

- 1. The first ma;or Iadian software company to obtam :mmed:ate cemﬁcanon l
"to ISG 900! ag'i mtemahqnal sof;wa:e qual‘ ty standard : :

2.-The ficst lnd‘ ian software oom.pany to concepf,uahze articulate,and - -
-unplemem the:24-hour productive dayandihe. Offshore :Soﬂwafe
.i‘Development Center{GSD’C) concepts =

: f,?..f:‘The furstindtan company 10 !o!!ow the u.s. GAAP system of acoountmg Ex )

4'.‘_The fust ind;an company 1o value human tesources and pubr sh 1he
: "-valuauon wnh 1°\elr staiement oi accounts

5. ‘The first lndlan compaﬂy to vaiuerts brand and pubhsh lhls mformation N
-with its. balance sheet_ S ; S

6. The first !ndian comp_any to .pubﬁsh ali mandatory and  optional c‘-iisdosq_rgs-.

1 The first Indian company to dlstnbute audued quartedy repotsfoits -
: mvestors o g H

8. The first Indian company to guarantee publication of audited annual
: halance sheets by Aprﬂis of each year. {Year end c!osmg is March 31).

9. The first indian company to provide audited balance‘sr_xeets in soft copy
“format {Floppy disks and CD-ROM) to investors. Infosys was also the first
: lndian company to make its balance sheet avaitable on the ltuemet

The first lndian company to oﬁer employee stock optwns to-all qua{tﬁed
employees :

__w,

11. The first Indian company to have installed 1,400 nodes in one given
locahon-

12. The firstindian company to have 160 000 sq. ft of built up software areain
one location in India.

Source: Infosys

{6e ©
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; -.: Exhibit 10 Productw:zy Parameters, Indsan vs.U. S. Software Compames o g’

' Indlan Seftware Sector: Key Produc*w;ty Parameters

. ‘psa : Pentafour  Satyam  Tata

(5SS 000s) : Software infosys - Nl!'? Software Tomputer Iafotech Wipro

‘SalesfEmployee e 31.551 32014 30037 - 67.366 = 21775 | 33.081 . 30270

Opérating CostiEmployee 22300 21341 20137 37700 17364 23410 20882

“Operating Proﬁthmpioyee - 9242 10674 . 9800 G 29666 10411 . lze7t. -9.388

RBM/Employee e Basz . ea84 923 | 22087 - 8de4 ‘2357 3.8

‘NetProfitEmployee - .~ . 6734 1. .7.500° '5.,237.-“ 16185 - eb8t 3se2  ss21 T g
o Cap:taUEmp!oyee # # o8 & 23'902‘7 755 . 80.310,- Lo TET3N0 IS0 ‘30324 g

158 Software Sector: Kev Produchv:ty Parameters-' o B Y ey

. ; " “Cambridge- c«;mpiete Camputer - informamn ' Keane - Mastech - Sapient Technology -
) (USS 000s) Technalogy ~ Business . Harizons lfanagqnent Assoc. - Carp. Corp. Solutions
. Partners  Solyticas Codp. ) aesmms w5 B § N ’ Company
- 'RevenuefEmployee 166.158 70769 102270 = - 71349 93312 ~ 20281 132185 - 208.374

: ee - 139837 63.628 - -moest 4370 79.204 59218 103526 177,133
_ Operating ) . ) e
ProfivEmployee 26321 7.141 S 12588 . 16980 14,108 11063 .30.339 31,775
PBIT/Employee 23781 6688 12277 14.987 11511 10.864 25.786 28512
. Net ProfiEmployee 13,454 4289 6918 -10457 - © 6552 - 8393 18,329 16.157
Capitat/Employee 51587 27,023 39,193 66.575 . 31893 36686 111333 166535
ROCE (%) 461 267 - 33 225 . 36 296 257 278

‘Source: “india Software: ACocrq)ansen of india’s Top Scfiware Expoders.” Morgan ,Srantey Deaﬂ W'mef- August 7. 1996
Note.(:anbndge Yecmdogy Paaners’ revenues were gemrated almost enarely through lized—pnoe conwacts.

15
whl
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| Exhibit1l 1994 Software Industry Cost Camparisons (Indexed)

..Country P"ngammer - Systems Analyst
-CUsA Y T ’ T 1164 e E 1124
Japan . 1293 - : 1185
Germany 1351 o - 1196

- france © 1135 - - . 1307° .

Bdtain- .. 781 .. .. - 1287 T
“Mexico ;. . .652 e Ty .t TGEBE . g™ LNET BT Lomerarl

dadia, -« - ¢, w08 . 2Fr S aradt w00

: Riussia . .80 - LR T B4

"ﬁhina . ©75° I -

Sources 'me Econam'st @ 994) Kahsna Guha. "Software Housos t—'inanaal Tunes w8
Qctcuer26 1998 "l’heln;ﬁ.anSoftware IndustryalmeMzﬂenmlm. HBSNO 700—036 p g R
24. . e

i-According to esumates by Jardme Flemmg it costsanoo permon!h-by e end of thie ™ . .. .
'“1980s 10 outsource work o an Indian programimer; ‘Compared to @bout $5.000 in basic. -~ 7 -
salary fora U.s. progfammer or $9,0GC per month inciuding benefits. The costs of using o, 5 HE

. ‘Indian peracmnel were. compounded by turrpve{ rates iha; hacl :eached 25-30% par, L e
year - ; : :

DD DO DO DOV OO0 I00IIVI VIO YI VI vPIvrIveewow
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_Exhibit12 ‘Viﬂfosﬁﬁﬁﬁﬁtq?icai.mdl?miected YZK’Expﬂsg;;e "

 tntosys: Financing 4n Indian Sotware Stactlip 1

Y

25

20

~ X
3 T P E
: ~— i
— - -73_‘_-—-

S48

(% Sales)

. ‘.#‘ZKA-:éipbsu:ré S

e TN EGE. 1097

" 1998 1999

. Actual

-_Soprce: nfosys.

';E)-chibitlléi - Infosys Historical and Projected Fixed Price Contracts

. _  Projected

40

= —— ———"

35 - ' 5
a0 .

I

2 o
20 +—

15

10

Eixed Price Contracts
% Sales

1996

1997 1998 1999 .

—_— ._-A'ctual'-

~ Source: Infosys

— — Projected

154
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Exhibit 14 !nfosys H:storical Sales and FmpIOy menl I'iguree'

b

L ey

1989

1990

o1 1oe2 . 1883 189 ' 4088 . . _'11_9'% L 1997 1998

As of Mprch 3_1, : - ) 1088
~ Total Revenuos ‘

lndlan GAAP—Rs. millon . . 278 254

U8, GAAP—=USS inlilon o

Total emiployees ‘

79 . 110 -

415

126 -

551 46 . 52 4008 - 57‘70" 9541 384 2,600.7
' s BUL R 1) FRS R TR
176 S 800 . 480 873 Lgog 1 - SRR 1 2,608

Sourcé: Inlosys ~

QL1

¥
L
&
B .
» T
i ‘a
. o
*
. -
T w
2 “ ' :
i .
- J .
A !
P
i
e
. .-
E t
i :
i
i
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- Exhibit1s . “Infosys’ Recruiting Process and Staisis. .+ " 7.

1998 Recruiting Statistics

7/ Represents targes

74,454 Resumes

o5 atetass).

22483 People Tested

6,343 Passed/interviewed

" 3% of which .
7 -received offer - -

g © '.7'2,(')04 'Of:t‘eréf.'

. 71% acceptance
) rate

- Source: Infosys: Th§mas Weisel Partners

/.- “group{tap 20% - i

& '. ; ; -;-‘3‘0%»."-&-’? -whi":h




tnfosys: -Financing aa.fadian Software Start-Up 800-103 .
[ . IS .. - =

' Llstmg Cénsidefaﬁéné o

NYSE . . NASDAQ"

“Advaniages: -

o ? :'Fﬁghly.?resﬁsiQ@sfvi%i.ble

-

-Disadvantages:

P o .-Gfﬁﬁa_t?s;.-'i.i.qﬁidityx-

ﬂ ‘ Hwh hstmg ,standaxds create -
- meertant perce_ptmn ofquahty

-_ *® Mandatory to _prov:de voting
T nghﬁs to ADR holders '

Worldslargest equuy market Coe Peer group: favored ma:ket for o o
. e technologystocks TR

. Lew cost

‘L_zu:ge and, hqu;d market "

requ1remer1ts B

L

A

d V[ay avoxd shadow of la:ger ;':
. conpames .

© Exemption from prowdmg \,ctmv
rightscan be obtamed -

® ‘Higher listing costs ® Notas highly visible as NYSE

e Mu_ch smaller group of < Less prestigious

cgmpaz‘able ﬁnrys

- “Soucce:

r




CB00408 8-

$ e
s

Eshiblt17 - Comparable ‘Prading Information (Eddly 1999y -

e r : B N Avbrage _Ghares . :Market' . Calondar ;| -_caiaﬁiﬂﬁi'wﬂ'nitiu- AT ,‘M'kt'dnp! e
w |- R ‘pally  Outat, - -CHp T kB L VRN . Povefines - LTM . Growth. |
o _Volume (MM} “49p8A 1009 20008 “49DBA" 10958 " 120008 L SMM Hovennes  fate

el .

U8 DomasuaCo;:sunm"g&systems‘rn!egr'aﬂen Companles .. - S R N . FEE e
‘ Answar‘lfhlnk_Conmﬂﬂng Qroup 253 - a4.7, 27.4 $020 5046  $0.78 a0k BeRR  34.0x 108 9.0k 50%
Qarﬁﬁrldgﬁ'fachn‘ology Parners Eot ate 8433 - 091 0.73 ‘ 18.00  18.7x .o sgt . 15x 25

| Bendthie Internationsl . 208 254 . 8802 0.54 065 080 . -Atdx ~ 325x opdk 118 T AR .38
Intetnational Network Sérvices (6) 278 A0 28525 0.56 0.91 1,28 - 124.4x  76.Ax . 548x . 238 . 12,0% 50

| Matzlat Group ' 742 a70  3,166.3 . . 0.94 1.33 U0 ansk 2K e v -248 L ATR 30

1 saplent 3 224 285 20479 074 105 151 1087% e a8k, 180 © - 10:4% 50 .
‘Whittme-Harl . kgp 550 12298 0a7 052 072 . 595X “Aox Dogx’ 308 a0k .. 38 R O T
| Average: . S TT720x 462k N 7.0% 9% | o

\

U.S.:Doma‘sﬁé&Omehora-oevatopmerm Companies ' . w :

| cognizant Techhology Solutions 184 95 o456 8070 S008  s1.28 . D6 284%  RoAx 59 2k 2%
Complete Business Solutions - 656 - 38.3 655.1 0.83 1.16 153 i8¢ 15.8x. S48k 377 NI i<
information Management Resources £43 a77 8895 o073 095 120 24K BTy A48k yse o ARk 44 5
‘Mastath Corp : gb4 499 8189 073 100 134 17.0x 124K gk 38 e BOR T a7
Syntel : , -89 @9t . 3200 063 064 079 19.0x _2.8x. 104, - 188 b g B gl S
: : : ' Boox  17.4% 133k T 2.8k “35% '

1 Average:

European IT Setvices (These companles do mot {rade in.the Unitact States but do trade [n European markets) LI Y } s
o Gap Geminl (Parls) 8.2 .- 1_1.?63_ 4386 $4.88 . ad7x  A8Ax EOT0 SR I 0% | - o ¥
i Druid'(s{.ondén)‘ . o o2 .. 539 052 084 . 46,8x - e, SR B 1% a5 g .

Loglca (6 Londan) : . o780 . - 2911, 016 020 L groax  Suax . in  LTIT 3.7x 26
SEMA Group (London) . 459.5 5,127 0.20 0.23 . Brox  ABOX. ot R LTI nex 25
Average: , - ‘ ‘- _ e W IR TR —Taax 20% |

;e

1 Intosys tochnofogles Limited (37 . 16.0 L4230 5006 3231 347 R TIS e 182%° 108 11:4% 35%

éource: AT Financlal, First Call, Zack’s company r&po’rts,'BancB'mbn Robertson Stephen's ostimatas, and €S First Boston gslimates TR g

s of January 11, 1999 as quoted oh e Bormbay Stock Exchange.

"Infosys data & | |
of fiscat year if other than Dacemnbet,

Noté:  Numbers In parentheses tollowing company name Indicate month
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el Exﬁibit 18 ¢ -:Eamil,_:lgs Forecast

' incpmg_S;atément—-Year end March 31.(USS millions)

‘ A ©19s6 1997 1998 .. 1999F  2006F - 2001F
. Netrevenues - e 2661 - 3959 - 6833 _ 12082 . ;
. Totalreveaues- ~ - - - ‘2681 . - 39.59 $8.33°. 12082
.Expenses '- -‘. ) . . ‘ . ‘, g =
.- Costofsales. . ST 18840 2262 . 4016 . 6458
.SGEA 77 74357 738 1323 1865 -
“Deferred stock compensation”. . - 0.36 .0.77 257. . 1660
. Totaloperating expenses ~ - 2035 3077 5595 . 99784 _ 12801 -
Opedatingincome  ~ 1Li L n S TgHET gy 12387772088 5045
“Nonopesating income . - . - - 146 - 132 7 ‘pgo 1717 400
A .-jntereﬁ_texpenses:; S L T- T 0AT - . L T
- TPredakincome. T T T T2 086 T A3 08 B0 T
 Taxes - . .089. 1.32 0.77 513
Subsidiary preferred stock dividends - _© .- . - o SV
' TR USYT TTE82 T 8ea . 1241 . 1736 -

~“Netincome .

. Netincome ex-deferred stock comp.- - - ?,is 9.41 1498 3397 °

Weighted shares (basic) . -29.03. 2904 . 3053 3110 -
.. Weighted shares (diluted) - . :29.28 2970 . 31.33 31.47-
“BasicEPS - T 0.24 . 0.30 0.41 0.56
Diluted EPS ' . 0.23 0.29 0.40 055
. CSFBEPS. | - 0.2s 032 048 1.08

‘Head Count i , )

Software professionais ) S 957 7 139 - 2.182 3,132 4,432 5,932
Others * . : .. 215 312 440 521 631 706
Total . : , L1720 T 1708 L 2622 3653 5063 6638

Revenuefsoftware professional . 31,358 33647 38,195 43.468 47,291 '-'51,3.8"3
_ .,Revenuelempioyee C 25,645 27,490 31,561 38,511 40,882 45,565

' “Cash Flow Statement—Year end Maljch 31 (US$ millions)

. . 1997 - 1998 - 1399F . 2000F _-2001F.

' “Cash flow from operating activities - - R A
"7 Profit after tax . . 864 ,12.41 1736 46.57 68.54 | -

.- Changein warking capital : - {2.29) 9.7 (768) {12.37) -

Net cash from operations = 9.73 1625 - 1779 - 5314 7749

Cash flow from investing ' _ - - s
lnvestment id fixed assets -7.27 (8.44)  (2317) (2647) _ (37.51)

‘Net cgsh"irqt‘nin\gesﬁng {7.35) (8.44) -(2317) . (26.47) A37:51)

“Cash flow from financing '

Issue of common stock : : 0,46 202 70.38

Issue of preferred stock - _ 0.00 232

Preferred dividend : , {0.07)

Long-term loan ‘ -1.25 - - N - -

. Dividends paid _ __-1.06 (1.47) = (340) = {(524) {7.45)

- Net cash fromi financing - :  °F - (1.85) - 280 6698~  (524) - (7.45)

.Curtency translation effect - -1.90 (3.:51) T

Net_in&:reasehcash&cashéquivaieqts ' 082 710 @ 61.60 21.43 32.52

Soutce: CSFB

-

. Jnder U.S. GAAP, expense recognized for the difference betwean exercise prica.and market peice on date of optian grant,
% ;afnoﬁiz,edrbvérvesﬁngpeﬁod. o C - ‘

e
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s Exhi:!:;it 1%a - -Mar_ket. Information -

lnfosys Beta ’ S T B 1.20
~ Betafor U.S. software companies 1.46
" Beta for all indian soﬁware companies-versus Bombay - 073
[ Stock Exchange ) a3 ]

© U.S. equity risk premium _ . 70%
- _indian equity risk premium e T ST YL 10.0%:
30 year U.S. treasury boad- T .7 5.15%
lndlan bonds: ’

‘Indian govemment fong. bond tlocai cmrency) L 12.45%
AA?\c,oxporate boﬂds (U S$ denommated} ©.880%

e '?Erdublt 19b Indlv:dual Be{.as for Somc Indian Soﬂwarc Compamcs (vc(sus Bombay Slgck_‘E;gchaggg') s "

'.;0.92 SR Ll S =
LIRS, olau panirnc S IAVES
NERE V- R EERIE
- 23
113
0.95

- _ngrq)e:_.;'(:?:S_EB Research, HorganStanleyDeanWitter. infosys

Exhxbit _2'0- : Analvsts Estu:nate; Versus Actual Performance

‘.Fi_scal Year1897" | - Fiscal Year 1998* : Fiscal Year 1989°

Est  Actuals %a | Est  Acwals %A { Est  Actuals’ %4

-juetmcome(as m-MM] 3060 - 3368  10.1% | 4696 6036 285% 8700 13526 S555%.

'-EPS.(RS} 0 ) aa . aea 129w |n3ie 877 216% ! 275 402 462%
':Smmﬁtleall Wﬁmmmwﬁam&

Y 1997 eszmate's reﬁec(anafysts consensus in October 1996. ‘ePs mmate and actua! aumber is not adjusted for stock split
- 'FY’1998 estimates, sefiect analysts’ consensus in Apdl 1997. .

"RV 1999 estimates reflect analysts'mensus in Apdl 1998. o : ma HERE i s

o ‘FY 1999 actuals refiect TWP estimates, exclude non-rewmng wnpeasanm charges and are convered into rupees

>






