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	Ticker: NASDAQ:INFY
	P/E      37.45

	Market Cap: $15.5 Bn
	Est. 2005 EPS: $1.93

	Current Price $57.30
	Yield: .38%

	Target Price: $60.00
	Revenue 2004: $1.53


Infosys Technology is a great business and prime beneficiary of globalization.  

· Infosys is a large, Indian IT firm, providing IT outsourcing for US and European businesses.

· Infosys’s low cost structure gives a competitive advantage over western competition.

· Generates high ROE and profitability with low use of leverage.

· At $57.30 Infosys shares are priced for growth.

Infosys: an Emerging IT Leader

Infosys Technologies is currently a $1.5 billion market cap company providing a variety of software development and IT outsourcing services.  Its primary customers are mid to large US and European companies interested in reducing IT costs. 

Founded in 1981, Infosys established a foothold in the US market during 1999 as companies needed to hire additional help to become Y2K compliant. 
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Companies can hire Infosys to carry out a single IT or software project, or hire them for full, enterprise-wide application development and support.  One of the key features of Infosys services is their modularity and the ability to deliver these services globally.

 Infosys services have been especially well adopted in banking and finance, which contributed 25% of Infosys Q1 2005 revenue.  Infosys lists large US companies including Bank of America, Goldman Sachs, American Express and networking giant Cisco as top clients.

The company has grown revenue at an annual rate of 32.3% over the past five years, increasing revenue from $203 million to $1.6 billion.

Since 2000 Infosys has grown its base of clients generating $5 million or more in annual revenue from 10 to 71.  In this time Infosys has also grown average revenue per client from $1.05 million to $3.64 million.

The company is now focused on expanding its menu of value added, higher revenue services including IT consulting.

Infosys reports according to US GAAP, complies with Sarbanes-Oxley, and has ADRs listed on NASDAQ.

The Low Cost Provider

Operationally Infosys’s competitive advantage is its Global Delivery Model.  Infosys was one of the first companies to outsource IT work from the US and Europe to India.  This allows Infosys to leverage low cost Indian labor to create a cost advantage for their clients.

By many estimates Indian programmers with masters degrees from respected universities can often be hired for less than it would cost to hire a western worker with only a bachelor’s degree.

These low cost Indian providers allow Infosys clients to either reduce their IT budgets, or the opportunity to do more new IT projects than they would be able to do with higher priced labor.  This labor cost differential makes it almost impossible for US suppliers to compete on price with Indian IT firms.

The company hired over 12,000 new employees in 2004, only 1% of applicants, continues extensive employee development and education programs, and Was named the “Best Employer in India: and “IT’s Best Employer in India” during 2003.
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Over the past 5 years the Indian IT sector has grown at a 39% annual rate, while the global IT market has only grown 6% annually.  As western firms face pressure to do more with smaller IT budgets, this trend towards outsourcing should continue in the near future.

The Indian IT sector is led by four firms: Tata consulting, Infosys, Wipro, Satayam.  Each of these companies have grown sales by 30% or more in the past year as their business model has gained acceptance in the US and Europe.

High ROE and Profitability

Infosys has earned a five year ROE of 41%, along with corresponding high ROA of 35%.

The company carries a clean balance sheet, with only $5 million in long-term debt.  This low use of financial leverage allows the company substantial financial flexibility.  Infosys could easily take on debt if it needed to generate capital for further expansion or for an acquisition.

Thought out this expansion the gross margin on Infosys services has stayed above 33%, indicating that growth has come from rapidly increasing demand.
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While many US companies are trying to eliminate India’s competitive advantage, with only 11% of their workforce in Asia, companies like Accenture and IBM are behind, with most of their workforce in high cost Western nations.  For example: IBM posts margins on services of only 7.2%, versus 33% margins at Infosys.  This indicates that competitors like IBM would find it difficult to cut prices to compete while Infosys still has 

ample ability to reduce price if competition demanded.

A Fair Price

At the price of $57.3, with a P/E north of 37, Infosys shares are anything but cheap.  However the company has a competitive advantage as a low cost producer, is growing rapidly, investing in expanded capacity for growth, developing new services and improving its existing services. Infosys is the kind of company investors should be willing to pay a premium for.

A discounted present value analysis reveals that assuming a 20% EPS growth rate over the next five years, investors can expect a 15% annual return on their investment, even assuming the P/E declines from the current 37 to a more modest 25.

Infosys would make a great investment for a “Phil Fisher” type of long-term growth investor.

Currently Infosys shares are 23% owned by insiders indicating insider faith in the company. Only six research analysts follow Infosys, compared to the seventeen who cover IBM.
 This indicates that many institutional investors may be unaware of the Infosys story.  While many US investors are aware of the challenge outsourcing poses to US businesses, many may not be familiar with the foreign companies that stand to profit from this trend.  Additional institutional interest or research coverage would be a plus for the stock.
Timothy Burger


Recommend: Buy


Target Price: $60.00
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