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The Infosys Financid Modd
T. V. Mohandas Pai,
Director (Finance and Adminigration) and Chief Financid Officer

P R Gangpathy: And now ladies and gentlemen, it is time to sharpen your pencils and pull out
your cdculaors. We have a sesson now on the finandd modd, and Mr. Mohandas Pa, who is
familiar to you dl, Member of the Boad in-charge of Finance and Adminidration, and CFO,
will wadk you through some of the intricacies of revenue utilization, capitd expenditure,
vighility, forecadting, qudity of revenues, etc, etc. In his inevitable style he can throw a lot of
numbers that are complicated cdculaions a@ you, and try and hdp you undersand the modd
better. Mohan in his modes Syle will not have told you his achievements s | will take this
opportunity. Those of you who know him well might know some of these things.

He joined Infosys in 1994, prior to which he was an Executive Director with Prakash Leasing.
He has been, snce he joined Infosys, an important architect of some of its very breskthrough
successss in the financid fidd, such as adoption of some of the leading world class accounting
dandards and our liging on the NASDAQ. He is a Bachdor of Commerce from . Joseph's
College. He has dso a law degree, and he is Felow Merber of the Ingtitute of Chartered
Accountants of India He is dso a member of severa key committees of the Securities and
Exchange Boad, as wdl as vaious Government of India committees. Without further ado,
Mohandas Pai, Director and CFO.

Mohandas Pa: Thank you Guns. Guns is making a pitch for something on my table right now. It
isan incentive plan for Guns, | guess.

Ladies and Gentlemen, | will wak you through this finendd modd. | think, dl of you know a
lot about the modes that we have, the way this company is sructured, because information
avalable to you through various andyst reports through our medings with you, through the
information on the web is exhaudive. We are probably one of the researched companies in this
goace in terms of modeling. But there are gill some areas of andyss that we discover as we go
dong, as we have tried to find out what exactly makes this company tick; & which point do you
put your finger to make sure that you get a 30% net margin, what are implications of a change in
the ongte-offshore ratios, with a change in the hilling ondte offshore between 270 dients, and
things like that, so, | will take you through some of the modds possbly answer some of the
questions that you have in mind, and posshly try to meke you think a bit more before you ask
questions agan.

The agenda for this tak is going to be an overview of the financid modd, key drivers to the
revenue modd, the cost dructure with emphasis on depreciaion and income tax, a rather under-
reseerched area for andyds today, reading the andysts report that we get; managing receivable,
thisis going to be amore critica as you go dong, because the busnessis dl about cash flows.
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Narayana Murthy keeps tdling us, right from the time | joined in 1994, the cash in the bank is
the only redity in the busness. So, our am has been to go on increasng the cash bdance in the
bank and dso answver some of the quedions that come with increasing cash badances. Capita
expenditures, and why we spend this kind of money, and mos of you have had quedions on this,
you have come to this campus and think wow! You know, but the customer has to pay for it. |
want to tel you that it is much better to do wha we do, than to hire buildings, and furnsh it, and
right off the duff, 1 will explan to you why. Pro-forma Profit and Loss account and the proposed
format, is the issue on which Narayana Murthy and | had a lot of debates, we wanted to change
the format of the accounting for the quarter results under Indian GAAP, we were supposed to do
this quarter but Narayana Murthy in his wisdom fet that we firg mus inform our investors as to
what we intend to do. If you happen to open the quarterly report that should have been on the
table about a week back, in one of the pages we have given the old format, the new format, and
how the new ratios will look. This | think is another dasscd example of how Infosys
communicates to investors about what changes are going to come in financid reporting so that
you are not caught by surprise.

Management guidance for fiscd 2002, just keep looking & what we ae going to guide you
towards. Guns has dready made a comment in the morning, let me see if | can improve on thd,
and meeting future challenges that comedong. Hang on to your segt bets. ..

You know dl about this we grew 63% in terms of net revenues under US GAAP in the firg
quarter this year. Net income grew by 46%, a the EBIDTA levels we have farly game for the
course, but we had a higher amount of Bxes this year under US GAAP, badcdly because of the
fact tha we had a higher tax lidbility due to higher profitability. We have a drong financid
modd. Severd andyds in the world have come and told us we probably have one of the mogt
profitable software service companies P& L in the world today.

A drong baance sheet with zero debt. Vary many of you have asked us why is it that we do not
have debt. W, you know, if you have debt, you've got to pay it back. And paying it back does
creste deepless nights Narayana Murthy has sad that you lose a hbillion dollars than lose one
nights deep, | think that is a very good satement to make, we prefer to be debt free But the
technical answer is when in a high growth technology oriented business, you do not want to add
a finencid risk to wha is dready a highly busness risk. Our job as management is to minimize
risks and maximize revenues. So, we have to try every which way to minimize risk. Bill Gates
sad that he wants to have cash in the baance sheet to pay dl his expenses for two years, we only
have it for ayear. So, we dill have along way to go.

And high qudity of earnings, | think if you look a the Infy bdance sheet and P&L, you will
notice the high qudity of earnings compared to anybody ese, | will explain thet as you go dong.



| n'l:c)s The Infosys Financial Mode!
Page 30of 13

We have led the way in mogs aress in following accounting sandards around the world, to make
sure that our bdance is drong, robugt, provide for dl known liadilities and possbly some
unknown ligbiliies no contingent ligbilities, amortize dl our assts, 0 assets remains fresh, and
have a drong cash flow, make sure that your cash flow is pogtive every quarter, pay dividends
out of strong surplus cash and keep adding to cash. If you look a dl these things you will find
the quaity of earnings to be quditative difference from mos of the corporations.

Capitd expenditure is financed by internd generation of the funds not by borrowings, and we
have a cash bdance of $134 million, as on June 30, 2001. A drong financid modd because we
have robust offshore mode, the offshore mode has a higher margin then the onste modd. We
do have some work ondte, but onste does have a lower gross magin and a lower net margin
than offshore, in offshore the margins are higher though on a per capita bass wha you earn in
terms of profitability per person both ondte and offshore has a amilar numbers. But in terms on
percentages, the percentages vary. So, depending upon the ongte offshore mix, you will see a
different kind of percentage. But | will take you through the modd and you will find out that the
lag seven or eight quaters, even though the ondte raio went up from 25% to something like
36%, in tarms of efforts our net margin did not come down. What is this magic due to, | will
explan it to you as we go dong.

The offshore modd dso ensures a flexible organization that can make smooth technology
trangtions, we have gone through three trangtions so far, the fird trangtion has been from
mainframe to the dlient server era, on the dient server era than we had the Y2K phenomenon
come through, then we had the internet phenomenon come through. Through dl these we were
able to reconfigure, to train our people in a very cost effective manner. And if you look a the
companies around the world who were gars in 1999, gas in 2000, were dars today, some of
them were not able to do it, because they didn’t have the capability to offshore modd.

Then, we have this dack needed to take care of new opportunities Let us say a lage
multinationd dient comes to India and says | am going to give you 2000 personyears of work.
Presto! Nandan will sgn the contract and we will Start everything, we have everything in place
today. So, we have huilt a drategic bench, drategic because it is avalable to us as and when you
need it, and we have absorbed the cost over the last one and hdf years, and we did not hurt the
margins. Now that is the mysery of where the extra 40% increase in per capita revenues last year
went.

We made sure that the money that we earned was ploughed back into marketing, ploughed back
into traning, ploughed back into quaity sysems ploughed back into our SETLabs into R&D,
ploughed back to meke the company inherently strong. So, later when the excess of this per
cgpita revenue going up wears off, you see the benefits flowing through the bottom line We
have a longterm reaionship modd with clients We have not dedt with one, we ae a
raionship-based company, in the lagt seven years, possbly one or two large cusomers we have
broken rdationship with, not many. Like Nandan sad, we have 84 million dolla cusomers And
this provides us enhanced revenue visihility because we are a part of the dient.
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| remember a vary wdl known dient who became a dient about five years ago, immediatey
after losng GE, they went through very bad times when times were bad we stood by them, so
today they swear by us. Because rdationship is ultimady two ways You have to work with
dient, you have to sidy them, you mugt not chage them extra you mus ddiver continuing
vaue, and they will stay with you and you will become the preferred partner with them.

Fnancid discipline It is extremdy difficult to spend money in Infosys. If you lave a budget you
can spend it, but you work so hard, you don't have money, you don't have time to soend the
money. And if you don't have a budget, believe me, it is difficult to spend because if you want to
send a sngle penny above your budget, you have to do wha is cdled a five year andyss,
which our drategic planning department does they go into ten different areas to find out the
impact, next year and the five years later, then it has to go to the Managing Director for a sgn off
and it has to pass through us and dl of us are searching questions. By the time the process is
finished, unlessit is very drategic, important for the company, people do get a bit tired.

So, enhanced amortization ensures technology is current, 0 we have an amortization program of
two years for technology; it makes sure that we write off our stuff. If you have worked on the
campus, dl the workdaions have zero vaue in the books. Lagt year | think we wrote off Rs. 30
Crores, less than 5000 rupees, and that means in future you don't have to amortize that. If you
look a the balance sheet today, end of June 30, we will have Rs. 250 Crores in technology and in
plant and mechinery and furniture, which is just about, may be one and hdf years 175 years
depreciation, after that what? We will have land, buildings dl red assts A/R, cash in the bank,
nothing ese in the baance shedt, this shows the strength of the balance sheet.

Compardtive lower proportions of the fixed cods We have optimized the G&A cod. If you look
a the compdtition on the globe, you will find that operating margins, the gross margin is about
46 to 53% for mogt companies induding us but when it comes to SG&A mos of the
compstition in the developed countries have 30%, we have 13 to 14%, that & because the S is
abroad but the G&A is in India And you have seen the front page Economic Times and seen
what Narayana Murthy gets pad and what the poor CFO gets pad. So, you know how cost
competitive we are and how optimize the G& A.

High qudity of accounting: Again | want to dress on this because | think persondly, so do a lot
of people in this room, tha this is one of the things that one must look for in companies, because
company has to be finanddly conservative and aggressve in its busness gpproach. You have to
go get the busness you have to pound the payment, you have to sdl, when it comes to finances
you have to provide for every known lidbility that accounting dandard dlows you to do and
become inherently consarvative and build the baance shedt, because tha is your ultimate
drength. And baance sheat is ultimatdy a test of credibility. So, in terms of revenue recognition,
we have adopted the mogt dringent norms in the world, we have something cdled unearned
revenue, revenue we receved in advance of our actud hilling, because dients do pay you in
advance for fixed price contracts and those contracts that did not ddiver value, we put it under
unearned revenues.
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We have provisons made for bad and doubtful debts provisons made for pos-sde customer
upport, provisons mede for our grauity ligbility under US GAAP which is higher than Indian
GAAP, and then we have provided for dl other known liahilities both to employees and across,
like provisons made for leave ec., which have just become pat of the accounting Standards
right now. And then, when you come cdose to the bottom line we work in aout 26 countries
around the world, and in 11 countries we pay full tax. We have taken the stand that whichever
country you work you have a work permit, you have a permanent establishment. If you have a
permanent establishment you source dl income to that country and you pay full tax on a trandfer-
pricing baess We made trandfer-pricing dudies in dl these countries by the Big 5, so that our
trandfer pricing or our accounting is in tune with the naiona norms, so that we don't have any
problems anywhere, and we pay tax dl over. Ultimady, we pay more tax to Uncle Sam than to
poor India So, that is why some of you might have noticed we kegp a cash in the bank and earn
some interest, to pass a little bit of tax to be pad here in the corporate level, and mogt of you
have sad that put it in, some people have sad tha put it in Gilt Funds and earn something tax
free, but we think we do have some kind of obligation.

Now, employment practices too, most countries say that if you want to work and bill, you must
have a visa, a work permit, rather than any other kind of visa and in most countries we have
these work permits, wherever work permits are avalable, and we have made sure that most
employees have them, so we comply totdly. For example, just this year, the H1-B visss in the
US were changed to say that, if you want to make sure that your client does not have you give
you a letter to say that they have not removed people in the last 90 days, in the next 90 days, etc,
you have to pay a minimum of $5000, dl told to the employee So, we are paying $5000 to
everybody as a minimum, the cogt to the company comes to something like $6000 per person
month, bascdly because you have to pay an unemployment tax and dl kind of taxes And we
have made sure that we comply. In Germany for instance you have to pay a minimum of 100,000
Deutsch Mark for every work permit person that goes there. So, the cost of compliance is a little
high, and is dl inbuilt in the modd, and that is why we have 4.5% to 4.7%0f revenues as taxes
compared to mogt of the companies who have taxes as you have seen.

We have a low risk from litigaion and other issues, | do not remember that in the last 20 years
that this company has been run, any dient putting a case agang us for non-performance and
non-ddivery. Mog dients sometimes do complain that our people work too hard, they work on
Saurdays Sundays, ddiver vdue, they want them to have a holiday. But we have mitigated the
rik from litigation to meke sure tha the dients are sdidied, and if you look a contingent
ligbilities, it isamogt zero. But we think thet al thisis necessary for a sustained business.

Wha ae the key drivers of revenue? Billed effort volume, ongte-offshore mix, per capita ongte
offshore revenues, mix of services and products revenues, products ae a 3% now, | think
oveadl for the company is 45 to 5%, 0 not much of a swing item. If you look a this chat, this
is a chat which shows you, please sudy it very caefully, you will see it in the web if you have
more time, and if you look a this chart, you will find thet totd billed effort has gone up quarter
upon quarter upon quarter, volumes have gone up, volumes have never come down in the lagt
nine quarters.
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Revenues have gone up. There has been a sequentid growth in billed effort, and sequentia
growth in revenues. The difference between the sequentid growth in billed effort and sequentid
growth in revenues, is due to the per capita revenues growing up. And wherever, the sequentid
revenue growth has been higher than the growth in billed effort, per capita revenues have gone
up, whereas they have been lower, you see the per capita revenues coming down. So, in the last
two quaters Q4 and Ql, we have seen the sequentid growth in revenue being dightly less than
the sequentid growth in billed effort, there seems to be some kind of a plateau effect, because if
you look a the fourth quarter the billed effort grew by 9.1% and sequentid growth in revenue
was 5.1%. Now it is 2.5% because we had a dip in offshore revenues due to the dot-com and the
Internet business coming down as a percentage of revenues. But this is avery nice chart to see. If
you look &t the hilled effort mix and look a the effect in the gross margin, this is exactly what |
sad in the firg pat of my tak, ongte efforts 28.9% Q1, gross margin 48%, ondte effort goes up
to 36.8%, a large jump, 47.7% is gross margin. Now, we come to 31.2%, gross margin is 47.6%,
this is cdled yidd-management system, which Phaneesh keeps talking about esch quarter. Just
as an arline fills its capacity, we dso have a yidd-management sysem, which Phaneesh works
on his PC to make sure the mix of price, mix of projects is in tune with what we require. We dso
manage our bench very well, by keegping the bench in India so that our cogts are not very high.

Per capita ondgte and offshore rates. You will see that ondte raes is going up, except in one
quarter, Q3 of fiscd 2000, it came down by 0.8%, it was flat in Q4 of 2000, then it gdloped in
Q1, it went up @& a dep pace in Q2, came down dightly to 2.1%, was negative in 4, ad
podtive in Q1. So, in the lag 9 quarters, ondte revenues have been negative some quarters
postive most quarters, offshore revenues have been negative in the last two quarters pogtive
most other quarters, 0 the growth has somewhat tapered off. Now if you look & the venture
cgpitd revenue, you will find the phenomenon here, that when we had a growth in revenues in
Q1 of fiscd 2000, you had a growth in offshore revenue for the 11%, ondte 11%, venture funded
revenue and e-commerce was 28%, it went up to 31%, has been coming deedily down, ad
venture capitad revenues have been disgppeared, it is just 5% today, very smdl, e-commerce
revenues have dso come down. We see the gross margin in ecommerce has been higher. So this
is the reason. If you look a the offshore revenue, we have comeback bascdly to Q1 of fiscd
2001, so0 theimpact of increase took place from that point of time and then it tapered off.

Drivers of per capita revenue — Pricing: We had the policy of getting a pricing higher than the
pricing for the previous dient last year. Now the pricing has become very price sendtive. | want
to tdl you emphaticdly that we have not reduced our rates when we quote. We don't reduce the
rates when we quote. We quote at a good rate, but what happens is that when the customer starts
the negatiation process, if the gap between you and number two, who is chosen is very high, they
necessarily come and tdl you, please look a a much more aggressve pricing because we cannot
judify a higher premium than x% to our higher ups. So, we quote the proper rates, but in the
negotiations sometimes comes down because of volume, because of market condition, etc.
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So, mix of revenues between exiding and new dients, last year the new dient came in a
ubgantidly higher rates, the dient who had in 95, who came to us in '94, if you look a ther
rates today, they are lower than the clients who came to us may be 2000 or 2001. So, clients who
cane in a different years have different kind of raies. Depending upon the mix of the busness
between dl this, the per capita revenues go up and down.

Employee productivity: Which | think our qudity people spoke aout that. In tems of
productivity for fixed price contracts.

Revenue forecasting: How do we forecast our revenues? How do we manage finances in this
company? We have a ralling plan for 5 years It is a 5 year modd, which has got about 250 to
300 variables, we take everything in the sun and make it a modd, which works only on may be a
PC 833 MHz capacity, which only the planning depatment knows how to operae possbly. So
the 5 year modd, we have a firm plan for the next 2 years which we handle, to make sure that 2
years is a good time to have rather reasonable vishility. Five years is a perspective plan, 2 years
is a firm plan, and we have a firm budget for this fisca year, a budget cast in sone, which you
canot sheke. Updated a regular intervas, every quater we do the due diligence update in the
budgets to make sure that we rearrange costs, in case we find that the cost are showing an
upward trend, we do some cutting in discretionary spending. That is why you will see that this
year in the firgt quarter the costs have been rather down.

Sydem based: We have yidd management sysem. We have wha is cdled as hilling
performance indicator, the production department or the ddivery people who manage the project
put in the sysem as to what the likdy hilling is going to be by dient, by project. May be 600 or
700 projects, 270 dients, everything is there. Then we have a column which Phaneesh's people
put as to the likdy revenues tha comes from the vishility thet is shared by the marketing team,
we see both and both of them gets updated every 10-15 days. So going forward, we have firm
billing in hand as wel as potentid busness and make a gagp andyss to see how deep the gap is
or how shdlow the gep is, to come to a kind of figure. And based on those figures, we are able to
give you quarterly projections. We are system based. So, thisis how the system works,

The cogt dructure If you look at the cost structure, cost of revenues have been fluctuating in the
narrow band of 350 to 400 basis points from 51.9% to 56%, is come down 52.4%. But the cost
of revenues is after dlowing for depreciation. You mug factor that when you compare us with
the American companies, because for us cogt of revenue includes depreciaion, if it is 5% to 6%.
Sling and marketing expenses have been a 6.3 to 55, is 45% to 5% running now. G&A
expenses too has been a narow band, but G&A includes dmog a one percentage the last four
quarters for provisons for bad and doubtful debts. So if you look a the gross margins, they have
been in a narrow band. Operating margins too has been between 31% to 33%, in fourth quarter
of fiscd 2000, it came down 281% because we had meke a provison for some grauity
expenses, SO gross margin is aso down, and the dack.
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You see the dack here, the impact of the dack has been rather well managed, when the dack is
the bench, if you have a 25.2% bench in Q3, you had aoperating margin of 30%, when it came
down to 14%, and went up to 32.9%, then the bench up to 195, 32.9now the bench is 27-26%,
come down, operaing margin is gill high. Now this is a secret of the modd. You have this
bench, which can be sold, and which gives you revenue and if you sl it offshore, the revenue
comes draght to the bottom line So, inherently built &bility to teke on ay adverse
circumstances.

Personnd cost: The personnd cost depends upon the proportion of ondte to offshore, and
addition to ongte-offshore personne, and impact of sday hike, we have sad tha the sdaries
went up by 25-30% offshore, till this year, and this year has gone up by 15%, and ongte has
gone up by 4-6% partly because of compliance cost.

Utilization of billing and software personne indudes gratuity and leave. If you look & the totd
personnd cog, this is only for the production, this is under the new format, and you will find thet
we have managed to keep it within a certain range. Even though it wert up to 42% in this
quarter, 42 is induding G&A plus production, but production has been 39.4%, is gone up by 4%
points in Q1, Q4 of last year was dightly down because of reversa of some bonus provisons to
the marketing staff, so you must look &t the trend for the last three quarters.

Employee utilization levels You can see the corrdation between utilization and gross margin.
You see the gross margin has been rather deady, despite the utilization coming down from 75.8
to 64.9%, once agan managing the drategic bench and taking care of the high per capita revenue
increases that we got last year. Last year out of the 100% increase in the revenues, 60% came
from volumes, 40% came from price. The price impact has to wear off before we redly get
impacted a the next margin level. Because typicaly, our cogt increases come to may be 78% a
year, in terms of the requirement of revenue productivity incresse.

Underdanding utilizetion: This is the definition that we have Utilization incduding the trainees
means billed employees as a proportion of totd ddivery people Utilization exduding trainees
means we remove the people in traning, because they undergo a 14 weeks training and then they
are dlocated to the projects, so we remove them, and s0 we keep both these indices because it is
a good mix to see. And cdculated avalable cgpacity, now, when you cdculate the totd billed
effort or the totd hillable effort, believe you me, we take into account the leave, the leave is not
discounted, training is not discounted, that means, we take 12 months work, we don't teke 11
months work like many of the companies in the developed makets So, if you teke utilization
75%, you mug factor in the leave which you have something like 8.3%. Across the organization
30-35% utilizetion of the leave does take place every year. But we show it as a part of the bench,
and we do it for the reasons that we want do develop high productivity, that we want to be very
transparent.
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Other direct cogts. These are the costs that you see in our P&L account. If you look at this chart,
a lot of figures but just see the bottom line, direct cogs of 15.3%, 16.8, what has been going up
and down, are possbly the sdary cost or the other foreign travel cost of the software for own
use. Cumulaively, not much of a difference except in the firgd quarter of this year, the totd cost
has come to 13%. We have been able to make a deep cuts in the cogting Structure, and the impact
isbeing fdt here.

Sdes and marketing cogs They incdude the sdaries, the bonus and things like that. For the sdes
daff, we have a mix of a fixed cog sday, plus a bonus We are trying to make as much of their
compensation varigble as possble. We have had it for the sales gaff and for the consulting daff
as far the rest of the company, we had it partly this year and hopefully should keep going up. If
you look a the sdes and the marketing codt, as compared to the raionship that we have, the
beauty of the rddionship modd is your S&M cogt keeps coming awn. So, we have increased
the number of dients and the rdaionship modd ensures that our sdling and SG&A codt is
typicdly & 5 to may be 4.5%, going up to 55%, with a discretionary spend of 0.5 to 1%. Repesat
business percentage has been something that kegps making sure that the cogt is under control.

G&A expensss is a mdter of detal. If you look a the G&A expensss now this is very
interesting, if you dissect the G&A expenses, you will find that exduding provisons for debtors
they have been farly in a norma band, not much fluctuation, but induding provisons, they have
gone up to 95% in Q2, 9.2%, 9.6%. So, out of the 9.6% G&A expensss, 1.1% is due to
provisons for our debtors, our accounts receivable. Why we are doing that, | will explain to you.

Now, this is a nice chat to see. What is proportion of support gaff to the rest of the company?
That means dl of us have been working harder. Last year we worked 11 hours, this year 12
hours, next year 13 hours, and after that we have stay a home. We don't see much room for
improvement. So, there were 14.3% of us nonthillable poor folks is been brought on to 9.8%,
Nandan refuses to dgn any indent for a non-billable person, extremdy difficult to get an
additiond hand. So, we have to become more productive, work smarter, improve our sysems,
become more cost conscious.

Depreciation and income tax: We have an aggressve amortization schedule. Write off buildings
in 15 years, why? You go to that building there, red building, is cdled the heritage block, why?
Five years is heritage, five years you don't exis, you are higory, but we have got to write it off,
0 we write off in 15 years even though mogs people write buildings in 30 years Pant and
meachinery, generaors, UPS and other equipments in 5 years. Computer equipments, everything
in 2 years. And furniture and fixtures 5 years exduding work dations, which is done off
immediatdy. Vehide 5 years For the whole company we have just one car, jus because you
have to have some vehide a leadt, then of course we have a couple of vans and one vehicle for
the fadlity depatment, and two of those dectric vehides outdde to ferry important vistors,
goat from that just one car, we don't have any cars we don't believe having cars, company
owned cars, they areapain.
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Depreciation of our assets is proportiondly charged depending upon capitdization, capita
expenditure incurred on R&D is totdly amortized immediaidy, and individud assts less then
Rs. 5000 charged off immediaidy. The drivers for depreciation, you see the percentage going up
and down, number of newer software development centers capitdized during the period, days of
cgpitdization, proportion of items less than Rs 5000, and investment in technology ass is a
complex mix of dl that. We have a modd, which takes into account dl this mix. If you look a
this chart, depreciation is 5.5% Q1, went up to 6.7% out of which 24% was in ass less than
5000, it was degped out in Q4 of fiscd 2000 to just 4.3%, and as agang 5.1% in the firg
quarter. In this quarter it is 5.3% excdluding 100% items. So, the excess depreciaion is because of
this charging of these 100% items which | think is a very important point, because you don't
have any assetsin your books, which are sanding there for along period of time.

Provisons for income taxes The new accounting standard cdled deferred taxes came because
the committee on corporate governance sad India should follow dl globa accounting Standards,
induding consolidation, deferred taxes, segment reporting, related party transaction, etc., but we
have dways told everybody if you have deferred taxes you get a credit, we got a credit. So, in the
firgd quarter of this year, we took a credit of Rs 11.5 Crores or 0, to our generd reserve. Mogt
large corpordions in this country had to meke a debit provison, we had a credit, and that is
because our write off in the book was higher than the write off for tax purposes. Not tha it
matters for the tax purposes, because we ae tax free but, we have a accounting policy, we
choose the tax affect accounting and provison is made after conddering tax dlowances and
deferred tax assets are being crested under the US GAAP, now under Indian GAAP. So, tax
charge depends upon proportion of ongte, proportion of revenues from vaious countries,
proportion of the profit from ondte operaions quantum of other income, pricng, etc. We
provide for the tax liability both in India and abroad, dl over the world in 11 countries we pay
the tax. The tax liddlity in India is atributed to other income treasury income domedic
corporaions or banking units like Girish, plus any tax dtributable to 8OHHC companies We
have dl our physcd units, excduding one or two, under STP scheme, which gives you 10 years
tax holiday, and the tax holiday for the heritage building goes away in 2004. From 2005 we have
to pay the tax there, but at that point of the time it will be a samdl proportion of our revenue. The
key idea is ance the expanson takes place in our newer centers till 2009 a leagt out tax liability
will go up very gradudly from what we have today for Indian tax. It is only after 2010, that we
will have a full tax lidbility for the income in India Tax liadility for droad, as | sad earlier, we
pay taxes in dl ocountries where we opeae usng a visa, because we have permanent
establishment, and we deduct direct expenses there and then we dlocate head office expenses,
based upon person months, and we pay tax in 11 countries today. Tax assessment has been
completed in alarge number of these countries.

Domedtic versus foreign taxes Slightly choppy, because of the nature of the busness, ondte,
offshore, the margins then come from ondgte, margins from offshore, etc. Effective tax rae 14%,
came down to 10%, it has been 10% to 11% lagt year, in the first quarter this year has gone up to
134%, because foregn tax ligbility has gone up, because the profitability ongte is dightly
higher.
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Now, this is what | would like to present to yu because we are a full tax, fully compliant, globd
corporation. We are head quartered in India but we are a globa corporation, we work in about 26
countries, we employ people of different netiondities, we are lised adoroad, outsde India, and we
pay tax outdde India

Foreign taxes. You can see here, the ratio of foreign tax to ongte revenues has been higtoricaly
a aound 65 to 7%, it came down because quite possbly the profitability was lower, is gone up
this year again.

Managing receivables Continuoudy we monitor recaelvables We dassfy them based upon the
rik category. We have something caled as past due. If 30 days is the payment, you give 7 days
grace, beyond that it is dassfied past due. And every day a mal goes out to everybody who has
to collect and dso to Narayana Murthy, and dso to Kris, and dso to Nandan, and everybody asks
questions why is it not collected? Because, when you hill a customer, till you collect, you have a
rik, you have a lidbility, and we want to collect. Because the redity is cash in hand. And we
classfy dl the recavebles under different risk categories high risk, low risk, and medium risk.
We have a rating mechaniam, which is done interndly, and we dso make sure that in case of a
highrisk category we have a much fatter margin to absorb any variaion. Maximum provison
for bad debts till last year, has been 0.17% of revenues across the last, may be, 1819 years. Last
year we enhanced to 1.1, because the dot-com phenomenon was there. This year we have leen at
nearly 1.1% for the firsg quarter, but we had some dack there. We have a quarterly collection
targets on a daily bass and receivable collection is pat of the performance indicators. When our
people I, they get a bonus on sdes and dso on collection, till they collect, bonus is kept in
deferred abeyance.

If you look a this chat, you will find that more than 90 days were 7.4% in Ql, it has been
deadily coming down, except a blimp in Q3, and now we have 1.3%. And if you look a the
provison made for doubtful AR is been 0.71, 0.11, and in the last year it has been 1% every
quater excduding the fird quarter. So, we have brought down the dues more than 90 days
because it is these dues of more than 90 days, which have a chance of going bad. So, G-30 days
has increased in the firgt quarter and our AR has come to 46 days Don't expect our days of sde
outdanding to be 46 going forward. Forty-sx was an extraordinay effort, typicdly it will be
about 56-59-60. Because las months hilling is not collected, the previous months hilling is sent
on the %" of the last month; so may not be collected, that is 60 days. So, we are able to collect the
previous months hilling to the quarter. So, we are very ficient, but normdly it should be not 60
to 70 days or so.

Capitd expenditure We want to provide our employees with world-cdass fadlities | think, 1 will
go pretty fast. We have done a lease versus buy argument. Let me give you a smdl thing, our
campus has cogt us Rs 2100 a 99. ft., if you want to leese it out, it cods you in any pat of the
country, Rs. 25-30, may be more, if it is more it is grea. If you take the furnishing on the lease,
because Rs 2100 indudes furnishing, it will cog you Rs 15-20. So take Rs25, take Rs15,
Rs40 a 9. ft., and it costs us Rs480 a year per 9. ft.
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And if you take Rs 2100, and if you take 480 as a yidd on 2100, that's 24%. Twenty four
percent you get, if you build your own dructure. You put money in the bank, you get 78%, and
here you gt 24%. And the longevity of the assets is great. When our customers come to this
campus, they pay us 10% more because of the campus they see dl the beautiful lawns the
svimming pool, the food courts heppy people progoerous people, the place where Vampire
came and made a speech, the place where Craig Barrett came and planted a tree. They go to the
company shop and see the Infosys branded items and say Wow! It is the company we want to
work with and they pay us more. Now thet is the intangible benefit of thiscampus.

Now, dl our Cgpe is funded out of internd accruds. This year we have sad we ae going to
spend $80 million, because we have some campuses on hand, we want to build capacity ahead of
requirement, because we want to operae a 80-75% utilization. Hitherto we were operating at
100% utilization, we think going forward a company of our sze should work & 75 to 80%. If
you look a this chat, you have some three or four cardind principles. Capital expenditure for
the quarter should be met out of the cash flows for the quarter. The commitment a the end of the
quarter should not be higher than the cash flow of the previous quarter, and we have matched
that. And every quarter our cash accumulation should increase. Look at the chart, the figures are
smdl you can seeit in print, we have achieved dl that.

So, we are going to change our P&L forma, and if you look a this format, on my left, is the
proposed formet, and on my right, is the current format. What we have done is take awvay other
income, which is non-core income, and put it after the operaing profits. By doing this we think,
it will even out the fluctuation in operaing income, because if you look a the last four quarters
we have had foreign exchange fluctuation, income fluctuaion, etc, which has digtorted the
margins. This gives you a better picture. This is how the rest of the world does it, and we have
been confirming to the US GAAP, 0 we want to dign US GAAP and Indian GAAP, and follow
the functiond method of accounting, and this is what we ae going to do from this quarter
onwards. What ae the implications? Net profit remains the same, nothing hgppens. PBT remains
the same, nothing happens. It is only above that there are some dight fluctuations. And if you
look at the ratios, mogt ratios ae dmost the same, because the base varies, there is a dight
increese or decreese. Our gross profit, our depreciation, and our profit before tax, on the
proposed format go up dightly. That is because the base were cdculaied in that is different,
because the other income is not there. If other income disappears, and other income is becoming
a smdler pat of the revenues, in the Q1 of the lagt year, other income was 4%, in the Q1 of this
year it is 2%. That means the qudity of the earnings has sgnificantly improved.

Management guidance: Remains the same. For various reasons as told by Guns and every body
dse, we fed it is good to be consavaive We ae seang chdlenging times there is pricing
pressure, SO we are saying that we have to achieve what we have committed.
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Meeting future margin chalenges Sday increeses have been lower this year. Ongte and
offshore have been lowered. Impact on magins has been lowered. Other codts, our
tdecommunication cod, trave, have been tightly controlled. And we think we can mantan
margins within an acceptable band, by managing cods improving utilization, converting fixed
cog to variable cost. The ided P&L is everything variable, revenues go up, expenses go up,
gross margin remans the same. So, when we do budgeting we dways say we want x growth
rates, we want a paticular margin, that is where the cost is something that is dlowed for people
to just budget.

In summary, | want to place before you Ladies and Gentlemen, we have a srong financid
modd, we invest heavily in technology, training, and proceses, we have the dack to capture
additiond opportunities and take care of market requirements, we have a drong and liquid
baance sheet without any debts and we have the ability to inves, last year we invested Rs. 460
Crores, this year about may be Rs 360 Crores, and it is like a brick and mortar company. We are
among, | think, the top 20 private sector investors in fixed assats every year. We are investing for
the growth. We have a higher deprecidtion tires because of technology. We comply with dl the
tax laws. And thank you very much.

P R Gangpathy: Do you want five minutes to recover from that? We next have a short dip on
infragtructure before the tea breek. As you wel know, Infosys physcd infrastructure has
recaved many bouquet and accolades from a number of vigtors and provides us with a
sgnificant leverage. We have short clip on infrastructure before we bresk for tea.




