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Indicate the number of outstanding shares of each of the issuer's classes of capital or common stock as of the close of
the period covered by the Annual Report: 275,554,980 Equity Shares

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes x   No o

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.
Yes o   No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    

Yes  x    No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of "accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filerx       Accelerated filer o      Non- accelerated filer o

Indicate by check mark which financial statement item the registrant has elected to follow.  

Item 17   o    Item 18   x

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).
Yes o   No x

Currency of presentation and certain defined terms

In this Annual Report on Form 20-F, references to 'U.S.' or 'United States' are to the United States of America, its
territories and its possessions. References to ' India' are to the Republic of India. References to '$' or 'dollars' or 'U.S.
dollars' are to the legal currency of the United States and references to 'Rs.' or 'rupees' or 'Indian rupees' are to the
legal currency of India. Our financial statements are presented in Indian rupees and translated into U.S. dollars and are
prepared in accordance with United States Generally Accepted Accounting Principles, or U.S. GAAP. References to
'Indian GAAP' are to Indian Generally Accepted Accounting Principles. References to a particular 'fiscal' year are to
our fiscal year ended March 31 of such year.

All references to 'we,' 'us,' 'our,' 'Infosys' or the 'Company' shall mean Infosys Technologies Limited, and, unless
specifically indicated otherwise or the context indicates otherwise, our consolidated subsidiaries. 'Infosys' is a
registered trademark of Infosys Technologies Limited in the United States and India. All other trademarks or
tradenames used in this Annual Report are the property of their respective owners.

Except as otherwise stated in this Annual Report, all translations from Indian rupees to U.S. dollars are based on the
noon buying rate in the City of New York on March 31, 2006, for cable transfers in Indian rupees as certified for
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customs purposes by the Federal Reserve Bank of New York, which was Rs. 44.48 per $1.00. No representation is
made that the Indian rupee amounts have been, could have been or could be converted into U.S. dollars at such a rate
or any other rate. Any discrepancies in any table between totals and sums of the amounts listed are due to rounding.

Special Note Regarding Forward Looking Statements

This Annual Report contains 'forward-looking statements,' as defined in Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended, that are based on our current
expectations, assumptions, estimates and projections about our company and our industry. The forward-looking
statements are subject to various risks and uncertainties. Generally, these forward-looking statements can be identified
by the use of forward-looking terminology such as 'anticipate,' 'believe,' 'estimate,' 'expect,' 'intend,' 'will,' 'project,'
'seek,' 'should,' and similar expressions. Those statements include, among other things, the discussions of our business
strategy and expectations concerning our market position, future operations, margins, profitability, liquidity and
capital resources. We caution you that reliance on any forward-looking statement involves risks and uncertainties, and
that although we believe that the assumptions on which our forward-looking stateme nts are based are reasonable, any
of those assumptions could prove to be inaccurate, and, as a result, the forward-looking statements based on those
assumptions could be materially incorrect. The uncertainties in this regard include, but are not limited to, those
identified in the risk factors discussed elsewhere in this Annual Report. In light of these and other uncertainties, you
should not conclude that we will necessarily achieve any plans and objectives or projected financial results referred to
in any of the forward-looking statements. We do not undertake to update these forward-looking statements to reflect
future events or circumstances.

This Annual Report includes statistical data about the IT industry that comes from information published by sources
including Gartner, Inc., a provider of market information and strategic information for the IT industry, the National
Association of Software and Service Companies, or NASSCOM, an industry trade group, Business Week, an
international business publication, Business Today, an Indian business publication and Dataquest India, a trade
publication for the Indian IT industry, or Dataquest. This type of data represents only the estimates of Gartner,
NASSCOM, and other sources of industry data. In addition, although we believe that data from these companies is
generally reliable, this type of data is inherently imprecise. We caution you not to place undue reliance on this data.
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Part I

Item 1. Identity of Directors, Senior Management and Advisers

Not applicable.

Item 2. Offer Statistics and Expected Timetable

Not applicable.

Item 3. Key Information

SELECTED FINANCIAL DATA

Summary of Consolidated Financial Data

You should read the summary consolidated financial data below in conjunction with the consolidated financial
statements, the related notes and Operating and Financial Review and Prospects, all of which are included elsewhere
in this Annual Report. The summary consolidated statements of income for the five years ended March 31, 2006 and
the summary consolidated balance sheet data as of March 31, 2002, 2003, 2004, 2005 and 2006 have been prepared
and presented in accordance with U.S. GAAP and have been derived from our audited consolidated financial
statements and related notes except for cash dividend per equity share. Historical results are not necessarily indicative
of future results. The information presented below reflects our 4-for-1 stock split effected in the form of a stock
dividend in July 2004.

Fiscal Year ended March 31,

($ in millions, except per equity share data)

Statements of Income Data

2002 2003

(1)

2004

(1),(2)

2005

(1),(2),(3)

2006

(1),(2),(3)
Revenues $545 $754 $1,063 $1,592 $2,152
Cost of revenues including amortization of stock
compensation expense 294 417 603 904

1,244

Gross profit 251 337 460 688 908
Operating Expenses:
Selling and marketing expenses 27 56 77 103 136
General and administrative expenses 44 58 82 127 173
Amortization of stock compensation expense 2 2 1 -  -
Amortization of intangible assets -  2 7 2 -
Total operating expenses 73 118 167 232 309
Operating income 178 219 293 456 599
Gain on sale of long term investment -  -  -  11 -
Other income, net 14 18 28 24 31
Income before income taxes and minority interest 192 237 321 491 630
Provision for income taxes 28 42 51 72 70
Income before minority interest $164 $195 $270 $419 $560
Minority interest - - - - 5
Net income $164 $195 $270 $419 $555

Edgar Filing: INFOSYS TECHNOLOGIES LTD - Form 20-F

7



Earnings per Equity Share:
Basic $0.63 $0.74 $1.03 $1.57 $2.04
Diluted $0.62 $0.73 $1.01 $1.52 $1.99
Weighted Average Equity Shares used in
computing earnings per Equity Share:
Basic 262,226,592 262,284,008 262,780,308 266,901,033 271,580,111
Diluted 264,339,496 265,916,036 267,166,236 273,590,413 278,983,893
Cash dividend per Equity Share $0.09 $0.13 $0.16 $0.75(4) $0.29

As of March 31,

Balance Sheet Data 2002 2003 2004 2005 2006
Cash and cash equivalents $210 $354 $445 $410 $889
Investments in liquid mutual fund units -  -  $218 $278 $170
Total assets $471 $704 $1,132 $1,454 $2,066
Preferred stock of subsidiary -  $10 $22 $21 -  
Total stockholders' equity $442 $626 $953 $1,253 $1,837
(1) The information for fiscal 2003, fiscal 2004, fiscal 2005 and fiscal 2006 includes the results of operations of
Progeon Limited (Progeon), a consolidated subsidiary.
(2) The information for fiscal 2004, fiscal 2005 and fiscal 2006 includes the results of Infosys Technologies (
Australia) Pty. Limited (Infosys Australia) and Infosys Technologies ( Shanghai) Co. Limited (Infosys China), both
consolidated subsidiaries.
(3) The information for fiscal 2005 and fiscal 2006 includes the results of Infosys Consulting Inc. (Infosys
Consulting), a consolidated subsidiary.
(4) Cash dividend per equity share includes a special one-time dividend of $0.56 per equity share paid in June 2004.
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Exchange rates

Fluctuations in the exchange rate between the Indian rupee and the U.S. dollar will affect the U.S. dollar equivalent of
the Indian rupee price of our equity shares on the Indian stock exchanges and, as a result, will likely affect the market
price of our ADSs, and vice versa. Such fluctuations will also affect the U.S. dollar conversion by the Depositary of
any cash dividends paid in Indian rupees on our equity shares represented by the ADSs.

The following table sets forth, for the fiscal years indicated, information concerning the number of Indian rupees for
which one U.S. dollar could be exchanged based on the noon buying rate in the City of New York on business days
during the period for cable transfers in Indian rupees as certified for customs purposes by the Federal Reserve Bank of
New York. The column titled 'Average' in the table below is the average of the last business day of each month during
the year.

Fiscal Period End Average High Low
2006 Rs.44.48 Rs.44.21 Rs.46.26 Rs.43.05
2005 43.62 44.87 46.45 43.27
2004 43.40 45.78 47.46 43.40
2003 47.53 48.36 49.07 47.53
2002 48.83 47.81 48.91 46.58
The following table sets forth the high and low exchange rates for the previous six months and is based on the noon
buying rate in the City of New York during the period for cable transfers in Indian rupees as certified for customs
purposes by the Federal Reserve Bank of New York:

Month High Low
March 2006 Rs.44.58 Rs.44.09
February 2006 44.54 44.10
January 2006 44.92 43.89
December 2005 46.26 44.94
November 2005 45.87 45.02
October 2005 45.11 44.00
On April 27, 2006 , the noon buying rate in the City of New York was Rs. 44.84.

Edgar Filing: INFOSYS TECHNOLOGIES LTD - Form 20-F

9



Risk Factors

This Annual Report contains forward-looking statements that involve risks and uncertainties. Our actual results could
differ materially from those anticipated in these forward-looking statements as a result of certain factors, including
those set forth in the following risk factors and elsewhere in this Annual Report.

Risks Related to Our Company and Our Industry

Our revenues and expenses are difficult to predict and can vary significantly from quarter to quarter, which could
cause our share price to decline.

Our revenues and profitability have grown rapidly in recent years and are likely to vary significantly in the future from
period to period. Therefore, we believe that period-to-period comparisons of our results of operations are not
necessarily meaningful and should not be relied upon as an indication of our future performance. It is possible that in
the future some of our results of operations may be below the expectations of market analysts and our investors, which
could cause the share price of our equity shares and our ADSs to decline significantly.

Factors which affect the fluctuation of our operating results include:

the size, timing and profitability of significant projects, including large outsourcing deals;  • 
changes in our pricing policies or the pricing policies of our competitors;  • 
the proportion of services that we perform at our development centers or at our client sites;  • 
the effect of wage pressures, seasonal hiring patterns, attrition, and the time required to train and productively
utilize new employees, particularly information technology, or IT, professionals;  

• 

the size and timing of facilities expansion and resulting amortization costs;• 
expenditures in connection with the submission of proposals for larger, more complex client engagements;• 
unanticipated cancellations, contract terminations, deferrals of projects or delays in purchases, including those
resulting from our clients' efforts to comply with regulatory requirements, such as the Sarbanes-Oxley Act of
2002, or those occurring as a result of our clients reorganizing their operations;  

• 

utilization of billable employees; and  • 
unanticipated variations in the duration, size and scope of our projects, as well as changes in the corporate
decision-making process of our client base.

• 

A significant part of our total operating expenses, particularly expenses related to personnel and facilities, are fixed in
advance of any particular period. As a result, unanticipated variations in the number and timing of our projects or
employee utilization rates, or the accuracy of our estimates of the resources required to complete ongoing projects,
may cause significant variations in our operating results in any particular period.

There are also a number of factors, other than our performance, that are not within our control that could cause
fluctuations in our operating results from period to period. These include:

the duration of tax holidays or tax exemptions and the availability of other incentives from the Government of
India;  

• 

currency fluctuations, particularly when the rupee appreciates in value against the U.S. dollar, the United
Kingdom Pound Sterling or the Euro, since the majority of our revenues are in these currencies and a
significant part of our costs are in rupees; and

• 

other general economic and political factors.• 

We may not be able to sustain our previous profit margins or levels of profitability.
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Our profitability could be affected by pricing pressures on our services, volatility of the rupee against the dollar and
other currencies and increased wage pressures in India. Since fiscal 2003, we have incurred substantially higher
selling and marketing expenses as we have invested to increase brand awareness among target clients and promote
client loyalty and repeat business among existing clients. We expect increased selling and marketing expenses in the
future, which could result in declining profitability. In addition, while our Global Delivery Model allows us to manage
costs efficiently, as the proportion of our services delivered at client sites increases, we may not be able to keep our
operating costs as low in the future, which would also have an adverse impact on our profit margins.

The economic environment, pricing pressure and rising wages in India could negatively impact our revenues and
operating results.

Spending on technology products and services in most parts of the world has been rising for the past few years after a
two-year downward trend due to a challenging global economic environment. Our ability to maintain or increase
pricing is restricted as clients often expect that as we do more business with them, they will receive volume discounts
or special pricing incentives. Existing and new customers are also increasingly using third-party consultants with
broad market knowledge to assist them in negotiating contractual terms. Large multinational companies are
establishing larger offshore operations in India, resulting in wage pressures for Indian companies. This wage pressure
is exacerbated by competition among Indian companies for qualified employees. Pricing pressures from our clients,
wage pressures in India and an increase in our sales and marketing expenditures have also negatively impacted our
operating results.

If economic growth slows, our utilization and billing rates for our technology professionals could be adversely
affected, which may result in lower gross and operating profits.

Any inability to manage our growth could disrupt our business and reduce our profitability.

We have grown significantly in recent periods. Between March 31, 2002 and March 31, 2006 our total employees
grew from approximately 10,700 to approximately 52,700. In addition, in the last five fiscal years we have undertaken
and continue to undertake major expansions of our existing facilities, as well as the construction of new facilities.

We expect our growth to place significant demands on our management and other resources. Our growth will require
us to continuously develop and improve our operational, financial and other internal controls, both in India and
elsewhere. In particular, continued growth increases the challenges involved in:

recruiting, training and retaining sufficient skilled technical, marketing and management personnel;• 
adhering to and further improving our high quality and process execution standards;  • 
preserving our culture, values and entrepreneurial environment;  • 
successfully expanding the range of services offered to our clients;  • 
developing and improving our internal administrative infrastructure, particularly our financial, operational,
communications and other internal systems; and  

• 

maintaining high levels of client satisfaction.• 

Our growth strategy also relies on the expansion of our operations to other parts of the world, including Europe,
Australia and other parts of Asia. In October 2003, we established Infosys China and in January 2004 we acquired
Infosys Australia to expand our operations in those countries. In April 2004, we formed Infosys Consulting to focus
on consulting services in the United States and announced our intention to hire aggressively in the United States. In
addition, we have recently embarked on an expansion of our business in China, and expect to expend significant
resources in this expansion. The costs involved in entering and establishing ourselves in new markets, and expanding
such operations, may be higher than expected and we may face significant competition in these regions. Our inability
to manage our expansion and related growth in these regions may have an adverse effect on our business, results of
operations and financial condition.
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We may face difficulties in providing end-to-end business solutions for our clients, which could lead to clients
discontinuing their work with us, which in turn could harm our business.

Over the past several years, we have been expanding the nature and scope of our engagements by extending the
breadth of services we offer. The success of some of our newer service offerings, such as operations and business
process consulting, IT consulting, business process management, systems integration and infrastructure management,
depends, in part, upon continued demand for such services by our existing and new clients and our ability to meet this
demand in a cost-competitive and effective manner. In addition, our ability to effectively offer a wider breadth of
end-to-end business solutions depends on our ability to attract existing or new clients to these service offerings. To
obtain engagements for our end-to-end solutions, we also are more likely to compete with large, well-established
international consulting firms as well as other India-based technology services companies, resulting in increased
competition and marketing costs. Accordingly, our new service offerings may not effectively meet cl ient needs and
we may be unable to attract existing and new clients to these service offerings.

The increased breadth of our service offerings may result in larger and more complex client projects. This will require
us to establish closer relationships with our clients and potentially with other technology service providers and
vendors, and require a more thorough understanding of our clients operations. Our ability to establish these
relationships will depend on a number of factors including the proficiency of our technology professionals and our
management personnel.

Larger projects often involve multiple components, engagements or stages, and a client may choose not to retain us
for additional stages or may cancel or delay additional planned engagements. These terminations, cancellations or
delays may result from the business or financial condition of our clients or the economy generally, as opposed to
factors related to the quality of our services. Cancellations or delays make it difficult to plan for project resource
requirements, and resource planning inaccuracies may have a negative impact on our profitability.

Intense competition in the market for technology services could affect our cost advantages, which could reduce our
share of business from clients and decrease our revenues.

The technology services market is highly competitive. Our competitors include large consulting firms, captive
divisions of large multinational technology firms, infrastructure management services firms, Indian technology
services firms, software companies and in-house IT departments of large corporations.

The technology services industry is experiencing rapid changes that are affecting the competitive landscape, including
recent divestitures and acquisitions that have resulted in consolidation within the industry. These changes may result
in larger competitors with significant resources. In addition, some of our competitors have added or announced plans
to add cost-competitive offshore capabilities to their service offerings. These competitors may be able to offer their
services using the offshore and onsite model more efficiently than we can. Many of these competitors are also
substantially larger than us and have significant experience with international operations. We may face competition
from these competitors in countries where we currently operate, as well as in countries in which we expect to expand
our operations. We also expect additional competition from technology services firms with current operations in other
countries, such as China and the Philippines. Many of our competitors have significantly greater financial, technical
and marketing resources, generate greater revenues, have more extensive existing client relationships and technology
partners and have greater brand recognition than we do. We may be unable to compete successfully against these
competitors, or may lose clients to these competitors. Additionally, we believe that our ability to compete also
depends in part on factors outside our control, such as the price at which our competitors offer comparable services,
and the extent of our competitors' responsiveness to their clients' needs.

Our revenues are highly dependent upon a small number of clients, and the loss of any one of our major clients
could significantly impact our business.

Edgar Filing: INFOSYS TECHNOLOGIES LTD - Form 20-F

12



We have historically earned, and believe that in the future we will continue to earn, a significant portion of our
revenues from a limited number of corporate clients. In fiscal 2006 and 2005, our largest client accounted for 4.4%
and 5.5% of our total revenues, and our five largest clients together accounted for 17.8% and 21.0% of our total
revenues. The volume of work we perform for specific clients is likely to vary from year to year, particularly since we
historically have not been the exclusive external technology services provider for our clients. Thus, a major client in
one year may not provide the same level of revenues in a subsequent year. However, in any given year, a limited
number of clients tend to contribute a significant portion of our revenues.

There are a number of factors, other than our performance, that could cause the loss of a client and that may not be
predictable. In certain cases, we have significantly reduced the services provided to a client when the client either
changed its outsourcing strategy by moving more work in-house or replaced its existing software with packaged
software supported by the licensor. Reduced technology spending in response to a challenging economic or
competitive environment may also result in our loss of a client. If we lose one of our major clients or one of our major
clients significantly reduces its volume of business with us, our revenues and profitability could be reduced.

Our revenues are highly dependent on clients primarily located in the United States as well as clients concentrated
in certain industries, and economic slowdowns or factors that affect the economic health of the United States and
these industries may affect our business.

In fiscal 2006 and 2005, approximately 63.9% and 64.2% of our revenues were derived from the United States. For
the same periods, we earned 36.0% and 34.5% of our revenues from the financial services industry, and 13.9% and
14.5% from the manufacturing industry. If the United States economy weakens, our clients may reduce or postpone
their technology spending significantly, which may in turn lower the demand for our services and negatively affect
our revenues and profitability. Further, any significant decrease in the growth of the financial services industry, or
significant consolidation in that industry or decrease in growth or consolidation in other industry segments on which
we focus, may reduce the demand for our services and negatively affect our revenues and profitability.

Our revenues could be significantly affected if the governments in geographies in which we operate restrict
companies from outsourcing work to non-domestic corporations.

Recently, some countries and organizations have expressed concerns about a perceived association between offshore
outsourcing and the loss of jobs. In the United States, in particular, there has been increasing political and media
attention following the growth of offshore outsourcing. Any changes to existing laws or the enactment of new
legislation restricting offshore outsourcing may adversely impact our ability to do business in the United States, which
is the largest market for our services. In the last three years, some U.S. states have proposed legislation restricting
government agencies from outsourcing their back office processes and IT solutions work to companies outside the
United States or have enacted laws that limit or discourage such outsourcing. Such laws restrict our ability to do
business with U.S. government-related entities. It is also possible that U.S. private sector companies working with
these governmental entities may be restricted from outsourcing projects related to government contracts or may face
disincentives if they outsource certain operations. Any of these events could adversely affect our revenues and
operating profitability.

Our success depends in large part upon our highly skilled technology professionals and our ability to attract and
retain these personnel.

Our ability to execute projects, to maintain our client relationships and to obtain new clients depends largely on our
ability to attract, train, motivate and retain highly skilled technology professionals, particularly project managers and
other mid-level professionals. If we cannot hire and retain additional qualified personnel, our ability to bid for and
obtain new projects, and to continue to expand our business will be impaired and our revenues could decline. We
believe that there is significant worldwide competition for technology professionals with the skills necessary to
perform the services we offer. For example, in India since 2004, hiring by technology companies increased
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significantly. Excluding Progeon and our other subsidiaries, we added approximately 8,000, 8,800 and 12,500 new
employees, net of attrition, in fiscal 2004 , 2005 and 2006.

Increased demand for technology professionals has also led to an increase in attrition rates. We estimate the attrition
rate in the Indian technology services industry, which excludes the business process management industry, to be
approximately 20% annually, with our comparable attrition rate in fiscal 2004, 2005 and 2006 being 10.5%, 9.7% and
11.2%, respectively, without accounting for attrition in Progeon or our other subsidiaries. We may not be able to hire
and retain enough skilled and experienced technology professionals to replace those who leave. Additionally, we may
not be able to redeploy and retrain our technology professionals to keep pace with continuing changes in technology,
evolving standards and changing client preferences. Also, the suspension of stock option grants under our employee
stock option plans could have an adverse impact on employee retention. Our inability to attract and retain technology
professionals may have a material adverse effect on our business, results of operatio ns and financial condition.

It is possible that the Central Government or other State Governments in India may introduce legislation requiring
employers to give preferential hiring treatment to under-represented groups. The quality of our work force is critical to
our business. If any such Central or State legislation becomes effective, our ability to hire the most highly qualified
technology professionals may be hindered.

Our success depends in large part upon our management team and key personnel and our ability to attract and
retain them.

We are highly dependent on the senior members of our management team, including the continued efforts of our
Chairman, our Chief Executive Officer, our Chief Operating Officer, our Chief Financial Officer, other executive
members of the board and the management council, which consists of executive and other officers. As of May 1,
2006, our current Chief Financial Officer,T.V. Mohandas Pai , will step down from his postion and will be replaced
by V. Balakrishnan, currently Senior Vice President - Finance and Company Secretary. Our future performance will
be affected by any disruptions in the continued service of our executives and other officers. We do not maintain key
man life insurance for any of the senior members of our management team or other key personnel. Competition for
senior management in our industry is intense, and we may not be able to retain such senior management personnel or
attract and retain new senior management personnel in the future. The loss of any member of our senior manageme nt
or other key personnel may have a material adverse effect on our business, results of operations and financial
condition.

Our failure to complete fixed-price, fixed-timeframe contracts within budget and on time may negatively affect our
profitability.

As an element of our business strategy, we offer a portion of our services on a fixed-price, fixed-timeframe basis,
rather than on a time-and-materials basis. In fiscal 2006 and 2005, revenues from fixed-price, fixed-timeframe projects
accounted for 28.1% and 30.0% of our total services revenues. Although we use our software engineering
methodologies and processes and past project experience to reduce the risks associated with estimating, planning and
performing fixed-price, fixed-timeframe projects, we bear the risk of cost overruns, completion delays and wage
inflation in connection with these projects. If we fail to estimate accurately the resources and time required for a
project, future wage inflation rates, or currency exchange rates, or if we fail to complete our contractual obligations
within the contracted timeframe, our profitability may suffer.

Our client contracts can typically be terminated without cause and with little or no notice or penalty, which could
negatively impact our revenues and profitability.

Our clients typically retain us on a non-exclusive, project-by-project basis. Most of our client contracts, including
those that are on a fixed-price, fixed-timeframe basis, can be terminated with or without cause, with between zero and
90 days' notice and without any termination-related penalties. Additionally, our contracts with clients are typically
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limited to discrete projects without any commitment to a specific volume of business or future work. Our business is
dependent on the decisions and actions of our clients, and there are a number of factors relating to our clients that are
outside our control which might lead to termination of a project or the loss of a client, including:

financial difficulties for a client;  • 
a change in strategic priorities, resulting in a reduced level of technology spending;  • 
a demand for price reductions;  • 
a change in outsourcing strategy by moving more work to the client's in-house technology departments or to
our competitors; and  

• 

the replacement by our clients of existing software with packaged software supported by licensors.• 

Our inability to control the termination of client contracts could have a negative impact on our financial condition and
results of operations.

Our engagements with customers are singular in nature and do not necessarily provide for subsequent
engagements.

Clients for our services generally retain us on a short-term, engagement-by-engagement basis in connection with
specific projects, rather than on a recurring basis under long-term contracts. Although a substantial majority of our
revenues are generated from repeat business, which we define as revenue from a client who also contributed to our
revenue during the prior fiscal year, our engagements with our clients are typically for projects that are singular in
nature. Therefore, we must seek out new engagements when our current engagements are successfully completed or
are terminated, and we are constantly seeking to expand our business with existing clients and secure new clients for
our services. In addition, in order to continue expanding our business, we may need to significantly expand our sales
and marketing group, which would increase our expenses and may not necessarily result in a substantial increase in
business. If we are unable to generate a substantial number of new engagements for projects on a c ontinual basis, our
business and results of operations would likely be adversely affected.

Our client contracts are often conditioned upon our performance, which, if unsatisfactory, could result in less
revenue than previously anticipated.

A number of our contracts have incentive-based or other pricing terms that condition some or all of our fees on our
ability to meet defined performance goals or service levels. Our failure to meet these goals or a client's expectations in
such performance-based contracts may result in a less profitable or an unprofitable engagement.

Some of our long-term client contracts contain benchmarking provisions which, if triggered, could result in lower
future revenues and profitability under the contract.

As the size and duration of our client engagements increase, clients may require benchmarking provisions.
Benchmarking provisions allow a customer in certain circumstances to request a benchmark study prepared by an
agreed upon third-party comparing our pricing, performance and efficiency gains for delivered contract services to
that of an agreed upon list of other service providers for comparable services. Based on the results of the benchmark
study and depending on the reasons for any unfavorable variance, we may be required to reduce the pricing for future
services to be performed under the balance of the contract, which could have an adverse impact on our revenues and
profitability.

Our business will suffer if we fail to anticipate and develop new services and enhance existing services in order to
keep pace with rapid changes in technology and the industries on which we focus.

The technology services market is characterized by rapid technological change, evolving industry standards, changing
client preferences and new product and service introductions. Our future success will depend on our ability to
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anticipate these advances and develop new product and service offerings to meet client needs. We may fail to
anticipate or respond to these advances in a timely basis, or, if we do respond, the services or technologies we develop
may not be successful in the marketplace. Further, products, services or technologies that are developed by our
competitors may render our services non-competitive or obsolete.

Compliance with new and changing corporate governance and public disclosure requirements adds uncertainty to
our compliance policies and increases our costs of compliance.

Changing laws, regulations and standards relating to accounting, corporate governance and public disclosure,
including the Sarbanes-Oxley Act of 2002, new SEC regulations, Nasdaq Global Market rules, Securities and
Exchange Board of India rules, and Indian stock market listing regulations are creating uncertainty for companies like
ours. These new or changed laws, regulations and standards may lack specificity and are subject to varying
interpretations. Their application in practice may evolve over time as new guidance is provided by regulatory and
governing bodies. This could result in continuing uncertainty regarding compliance matters and higher costs of
compliance as a result of ongoing revisions to such governance standards.

In particular, continuing compliance with Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations
regarding our required assessment of our internal controls over financial reporting and our external auditors' audit of
that assessment requires the commitment of significant financial and managerial resources. Our independent auditors
may be unable to issue unqualified attestation reports on management's assessment on the operating effectiveness of
our internal controls over financial reporting.

In connection with this Annual Report, our management has assessed our internal controls over financial reporting,
and has determined that our internal controls were effective as of March 31, 2006, and our auditors have issued an
unqualified attestation with respect to our management's assessment. However, we will undertake, and in future years
will be required to undertake, management assessments of our internal controls over financial reporting in connection
with each annual report, and any deficiencies uncovered by these assessments or any inability of our auditors to issue
an unqualified attestation could harm our reputation and the price of our equity shares and ADSs. We are committed
to maintaining high standards of corporate governance and public disclosure, and our efforts to comply with evolving
laws, regulations and standards in this regard have resulted in, and are likely to continue to result in, increased general
and administrative expenses and a diversion of management time and attention f rom revenue-generating activities to
compliance activities. In addition, the new laws, regulations and standards regarding corporate governance may make
it more difficult for us to obtain director and officer liability insurance. Further, our board members, Chief Executive
Officer, and Chief Financial Officer could face an increased risk of personal liability in connection with their
performance of duties and our SEC reporting obligations. As a result, we may face difficulties attracting and retaining
qualified board members and executive officers, which could harm our business. If we fail to comply with new or
changed laws or regulations, our business and reputation may be harmed.

Disruptions in telecommunications, system failures, or virus attacks could harm our ability to execute our Global
Delivery Model, which could result in client dissatisfaction and a reduction of our revenues.

A significant element of our distributed project management methodology, which we refer to as our Global Delivery
Model, is to continue to leverage and expand our global development centers. We currently have 38 global
development centers located in various countries around the world. Our global development centers are linked with a
telecommunications network architecture that uses multiple service providers and various satellite and optical links
with alternate routing. We may not be able to maintain active voice and data communications between our various
global development centers and our clients' sites at all times due to disruptions in these networks, system failures or
virus attacks. Any significant failure in our ability to communicate could result in a disruption in business, which
could hinder our performance or our ability to complete client projects on time. This, in turn, could lead to client
dissatisfaction and a material adverse effect on our business, results of operations and financial c ondition.
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We may be liable to our clients for damages caused by disclosure of confidential information or system failures.

We are often required to collect and store sensitive or confidential client and customer data. Many of our client
agreements do not limit our potential liability for breaches of confidentiality. If any person, including any of our
employees, penetrates our network security or misappropriates sensitive data, we could be subject to significant
liability from our clients or from our clients' customers for breaching contractual confidentiality provisions or privacy
laws. Unauthorized disclosure of sensitive or confidential client and customer data, whether through breach of our
computer systems, systems failure or otherwise, could damage our reputation and cause us to lose clients.

Many of our contracts involve projects that are critical to the operations of our clients' businesses, and provide benefits
which may be difficult to quantify. Any failure in a client's system or breaches of security could result in a claim for
substantial damages against us, regardless of our responsibility for such failure. Although we attempt to limit our
contractual liability for consequential damages in rendering our services, these limitations on liability may be
unenforceable in some cases, or may be insufficient to protect us from liability for damages. We maintain general
liability insurance coverage, including coverage for errors or omissions, however, this coverage may not continue to
be available on reasonable terms and may be unavailable in sufficient amounts to cover one or more large claims.
Also an insurer might disclaim coverage as to any future claim. A successful assertion of one or more large claims
against us that exceeds our available insurance coverage or changes in our insurance policies, including premium
increases or the imposition of a large deductible or co-insurance requirement, could adversely affect our operating
results.

We are investing substantial cash assets in new facilities and physical infrastructure, and our profitability could be
reduced if our business does not grow proportionately.

As of March 31, 2006, we had contractual commitments of approximately $117 million for capital expenditures. We
may encounter cost overruns or project delays in connection with new facilities. These expansions may increase our
fixed costs. If we are unable to grow our business and revenues proportionately, our profitability will be reduced.

We may be unable to recoup our investment costs to develop our software products.

In fiscal 2006 and 2005, we earned 3.8% and 3.0% of our total revenue from the sale of software products. The
development of our software products requires significant investments. The markets for our primary suite of software
products that we call Finacle ® are competitive. Our current software products or any new software products that we
develop may not be commercially successful and the costs of developing such new software products may not be
recouped. Since software product revenues typically occur in periods subsequent to the periods in which the costs are
incurred for the development of such software products, delayed revenues may cause periodic fluctuations in our
operating results.

Our insiders who are significant shareholders, may control the election of our board and may have interests which
conflict with those of our other shareholders or holders of our ADSs.

Our executive officers and directors, together with members of their immediate families, beneficially owned, in the
aggregate, 19.8% of our issued equity shares as of March 31, 2006. As a result, acting together, this group has the
ability to exercise significant control over most matters requiring our shareholders' approval, including the election
and removal of directors and significant corporate transactions.

We may engage in acquisitions, strategic investments, strategic partnerships or alliances or other ventures that may
or may not be successful.

We may acquire or make strategic investments in complementary businesses, technologies, services or products, or
enter into strategic partnerships or alliances with third parties in order to enhance our business. For example, in 2004,
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we acquired Infosys Australia, and recently established Infosys China and Infosys Consulting in the United States. It
is possible that we may not identify suitable acquisitions, candidates for strategic investment or strategic partnerships,
or if we do identify suitable candidates, we may not complete those transactions on terms commercially acceptable to
us, or at all. The inability to identify suitable acquisition targets or investments or the inability to complete such
transactions may affect our competitiveness and our growth prospects.

If we acquire or establish a company, we could have difficulty in assimilating that company's personnel, operations,
technology and software. In addition, the key personnel of the acquired or the established company may decide not to
work for us. These difficulties could disrupt our ongoing business, distract our management and employees and
increase our expenses.

We have made and may in the future make strategic investments in early-stage technology start-up companies in order
to gain experience in or exploit niche technologies. However, our investments may not be successful. For example, in
fiscal 2004, we made loss provisions of $2 million related to these investments. The lack of profitability of any of our
investments could have a material adverse effect on our operating results.

Our earnings will be adversely affected once we change our accounting policies with respect to the expensing of
stock options.

We do not currently deduct the expense of employee stock option grants from our income based on the fair value
method. We have adopted the pro forma disclosure provisions of SFAS No. 123, Accounting for Stock-Based
Compensation. In December 2004, the Financial Accounting Standards Board issued FASB Statement No. 123
(revised 2004), Share-Based Payment requiring companies to change their accounting policies to record the fair value
of stock options issued to employees as an expense. The unamortized stock compensation expense as of March 31,
2006 as determined under the fair value method is approximately $5 million. Pursuant to the Securities and Exchange
Commission Release No. 33-8568, we are required to adopt SFAS 123R from April 1, 2006. The change in the
standard will adversely affect our operating results in the event we make any future grants. However, had
compensation cost for our stock-based compensation plan been determined in a manner consistent with the existing
fair value approach described in SFAS No. 123, our net income as reported would have been reduced to the pro forma
amounts of approximately $545 million from $555 million in fiscal 2006, $393 million from $419 million in fiscal
2005 and $223 million from $270 million in fiscal 2004.
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Risks Related to Investments in Indian Companies and International Operations Generally

Our net income would decrease if the Government of India reduces or withdraws tax benefits and other incentives
it provides to us or otherwise changes its tax policies in a manner that is adverse to us.

Currently, the Government of India provides tax benefits to companies that export software from specially designated
software technology parks in India. These tax benefits include a 10-year tax holiday from Indian corporate income
taxes. We benefit from the 10-year tax holiday on Indian corporate income taxes for the operation of most of our
Indian facilities, and as a result, our operations have been subject to relatively low tax liabilities. These tax incentives
resulted in a decrease in our income tax expense of $160 million and $126 million for fiscal 2006 and 2005 compared
to the effective tax rates that we estimate would have applied if these incentives had not been available.

The Finance Act, 2000 phases out the 10-year tax holiday available to companies that export software from specially
designated software technology parks in India, such that it is available only until the earlier of fiscal year 2009 or 10
years after the commencement of a company's undertaking. In the Finance Act, 2005, the Government of India
introduced a separate tax holiday scheme for units set up under designated special economic zones engaged in
manufacture of articles or in provision of services. Under this scheme, units in designated special economic zones
which begin providing services on or after April 1, 2005 will be eligible for a deduction of 100 percent of profits or
gains derived from the export of services for the first five years from commencement of provision of services and 50
percent of such profits or gains for a further five years. Certain tax benefits are also available for a further five years
subject to the unit meeting defined conditions.

When our tax holidays expire or terminate, our tax expense will materially increase, reducing our profitability.

We are required to comply with various transfer pricing regulations in India and other countries. Failure to comply
with such regulations may impact our effective tax rates and consequently affect our net margins. Additionally, we
operate in several countries and our failure to comply with the local tax regime may result in additional taxes,
penalties and enforcement actions from such authorities.

In the recent years, the Government of India has introduced a tax on various services including on the maintenance
and repair of software. Under this tax, service providers are required to pay a tax of 10% (12% from May 01, 2006) on
the value of services provided to customers. The Government of India may expand the services covered under the
ambit of this tax to include various services provided by us. This tax, if expanded, could increase our expenses, and
could adversely affect our operating margins. Although currently there are no pending or threatened claims against us
for service taxes, such claims may be asserted against us in the future. Defending these claims would be expensive and
divert our attention and resources from operating our company.

Wage pressures in India may prevent us from sustaining our competitive advantage and may reduce our profit
margins.

Wage costs in India have historically been significantly lower than wage costs in the United States and Europe for
comparably skilled professionals, which has been one of our competitive strengths. However, wage increases in India
may prevent us from sustaining this competitive advantage and may negatively affect our profit margins. Wages in
India are increasing at a faster rate than in the United States, which could result in increased costs for technology
professionals, particularly project managers and other mid-level professionals. In addition, India has shown the
highest average wage increases in the Asia-Pacific region in 2004, particularly in the technology sector. We may need
to increase the levels of our employee compensation more rapidly than in the past to remain competitive with other
employers, or seek to recruit in other low labor cost jurisdictions to keep our wage costs low. Compensation increases
may result in a material adverse effect on our business, results of operations and financia l condition.
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Terrorist attacks or a war could adversely affect our business, results of operations and financial condition.

Terrorist attacks, such as the attacks of September 11, 2001 in the United States, the attacks of July 7, 2005 in the
United Kingdom, and other acts of violence or war, such as the continuing conflict in Iraq, have the potential to have a
direct impact on our clients. To the extent that such attacks affect or involve the United States or Europe, our business
may be significantly impacted, as the majority of our revenues are derived from clients located in the United States
and Europe. In addition, such attacks may make travel more difficult, may make it more difficult to obtain work visas
for many of our technology professionals who are required to work in the United States or Europe, and may
effectively curtail our ability to deliver our services to our clients. Such obstacles to business may increase our
expenses and negatively affect the results of our operations. Many of our clients, in particular for our newer services,
such as business process management and infrastructure management services, vis it several technology services firms
prior to reaching a decision on vendor selection. Terrorist threats, attacks or war could make travel more difficult and
delay, postpone or cancel decisions to use our services.

The markets in which we operate are subject to the risk of earthquakes, floods and other natural disasters.

Some of the regions that we operate in are prone to earthquakes, flooding and other natural disasters. In the event that
any of our business centers are affected by any such disasters, we may sustain damage to our operations and
properties, suffer significant financial losses and be unable to complete our client engagements in a timely manner, if
at all. Further, we may also incur costs in redeploying personnel and property. In addition if there is a major
earthquake, flood or other natural disaster in any of the locations in which our significant customers are located, we
face the risk that our customers may incur losses, or sustained business interruption and/or loss which may materially
impair their ability to continue their purchase of products or services from us. A major earthquake, flood or other
natural disaster in the markets in which we operate could have a material adverse effect on our business, financial
condition, results of operations and cash flows.

Regional conflicts in South Asia could adversely affect the Indian economy, disrupt our operations and cause our
business to suffer.

South Asia has from time to time experienced instances of civil unrest and hostilities among neighboring countries,
including between India and Pakistan. In recent years there have been military confrontations between India and
Pakistan that have occurred in the region of Kashmir and along the India-Pakistan border. Military activity or terrorist
attacks in the future could influence the Indian economy by disrupting communications and making travel more
difficult and such political tensions could create a greater perception that investments in Indian companies involve
higher degrees of risk. This, in turn, could have a material adverse effect on the market for securities of Indian
companies, including our equity shares and our ADSs, and on the market for our services.

Restrictions on immigration may affect our ability to compete for and provide services to clients in the United
States, which could hamper our growth and cause our revenues to decline.

The vast majority of our employees are Indian nationals. Most of our projects require a portion of the work to be
completed at the client's location. The ability of our technology professionals to work in the United States, Europe and
in other countries depends on the ability to obtain the necessary visas and work permits. As of March 31, 2006, the
majority of our technology professionals in the United States held either H-1B visas (approximately 6,130 persons,
not including Progeon employees or employees of our wholly owned subsidiaries), allowing the employee to remain
in the United States during the term of the work permit and work as long as he or she remains an employee of the
sponsoring firm, or L-1 visas (approximately 790 persons, not including Progeon employees or employees of our
wholly owned subsidiaries), allowing the employee to stay in the United States only temporarily. Although there is no
limit to new L-1 visas, there is a limit to the aggregate number of new H-1B visas that the U.S. Citizenship and
Immigration Services, or CIS, may approve in any government fiscal year. In 2000, the United States temporarily
increased the annual limit for H-1B visas to 195,000 beginning in 2001, however, this increase expired in 2003 and
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the limit was returned to 65,000 annually. In November 2004, the United States Congress passed a measure that
increased the number of available H-1B visas for 2004 to 85,000. These additional visas will only be available to
skilled workers who possess a Master's or higher degree from educational institutions in the United States. Further, in
response to the terrorist attacks in the United States, the CIS has increased its level of scrutiny in granting new visas.
This may, in the future, also lead to limits on the number of L-1 visas granted. In addition, the granting of L-1 visas
precludes companies from obtaining such visas for employees with specialized knowledge: (1) if such employees will
be stationed primarily at the worksite of another company in the U.S. and the employee will not be controlled and
supervised by his employer, or (2) if the placement is essentially an arrangement to provide labor for hire rather than
in connection with the employee's specialized knowledge. Immigration laws in the United States may also require us
to meet certain levels of compensation, and to comply with other legal requirements, including labor certifications, as
a condition to obtaining or maintaining work visas for our technology professionals working in the United States.

Immigration laws in the United States and in other countries are subject to legislative change, as well as to variations
in standards of application and enforcement due to political forces and economic conditions. It is difficult to predict
the political and economic events that could affect immigration laws, or the restrictive impact they could have on
obtaining or monitoring work visas for our technology professionals. Our reliance on work visas for a significant
number of technology professionals makes us particularly vulnerable to such changes and variations as it affects our
ability to staff projects with technology professionals who are not citizens of the country where the work is to be
performed. As a result, we may not be able to obtain a sufficient number of visas for our technology professionals or
may encounter delays or additional costs in obtaining or maintaining the conditions of such visas. Additionally, we
may have to apply in advance for visas and this could result in additional expens es during certain quarters of the
fiscal year.

Changes in the policies of the Government of India or political instability could delay the further liberalization of
the Indian economy and adversely affect economic conditions in India generally, which could impact our business
and prospects.

Since 1991, successive Indian governments have pursued policies of economic liberalization, including significantly
relaxing restrictions on the private sector. Nevertheless, the role of the Indian central and state governments in the
Indian economy as producers, consumers and regulators has remained significant. The current Government of India,
formed in May 2004, has announced policies and taken initiatives that support the continued economic liberalization
policies pursued by previous governments. However, these liberalization policies may not continue in the future. The
rate of economic liberalization could change, and specific laws and policies affecting technology companies, foreign
investment, currency exchange and other matters affecting investment in our securities could change as well. A
significant change in India's economic liberalization and deregulation policies could adversely affect business and
economic conditions in India generally, and our business in particular.

Political instability could also delay the reform of the Indian economy and could have a material adverse effect on the
market for securities of Indian companies, including our equity shares and our ADSs, and on the market for our
services.

Currency fluctuations may affect the value of our ADSs.

Our functional currency is the Indian rupee although we transact a major portion of our business in several currencies
and accordingly face foreign currency exposure through our sales in the United States and elsewhere and purchases
from overseas suppliers in dollars. Historically, we have held a substantial majority of our cash funds in rupees.
Accordingly, changes in exchange rates may have a material adverse effect on our revenues, other income, cost of
services sold, gross margin and net income, which may in turn have a negative impact on our business, operating
results and financial condition. The exchange rate between the rupee and foreign currencies, including the dollar, the
United Kingdom Pound Sterling and the Euro, has changed substantially in recent years and may fluctuate
substantially in the future. We expect that a majority of our revenues will continue to be generated in foreign
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currencies, including the dollar, the United Kingdom Pound Sterling and the Euro, for the foreseeable future a nd that
a significant portion of our expenses, including personnel costs, as well as capital and operating expenditures, will
continue to be denominated in Indian rupees. Consequently, the results of our operations are adversely affected as the
rupee appreciates against the dollar and other foreign currencies.

We use derivative financial instruments such as foreign exchange forward and option contracts to mitigate the risk of
changes in foreign exchange rates on accounts receivable and forecasted cash flows denominated in certain foreign
currencies. We held foreign exchange forward contracts of $353 million and $119 million as of March 31, 2005 and
March 31, 2006 respectively. As of March 31, 2006, the company held put options of $4 million, call options of $8
million and range barrier options of $210 million, Euro 3 million and United Kingdom Pound Sterling 3 million. The
increase in our use of derivative instruments is primarily attributable to our decision to actively hedge our foreign
currency exposure given the recent volatility of the Indian rupee against foreign currencies, including the U.S. dollar,
the United Kingdom Pound Sterling and the Euro. We may not purchase derivative instruments adequate to insulate
ourselves from foreign currency exchange risks. Additionally, the policies of the Reserve Bank of India may change
from time to time which may limit our ability to hedge our foreign currency exposures adequately.

Fluctuations in the exchange rate between the rupee and the dollar will also affect the dollar conversion by Deutsche
Bank Trust Company Americas, the Depositary, of any cash dividends paid in rupees on the equity shares represented
by the ADSs. In addition, these fluctuations will affect the dollar equivalent of the rupee price of equity shares on the
Indian stock exchanges and, as a result, the prices of our ADSs in the United States, as well as the dollar value of the
proceeds a holder would receive upon the sale in India of any equity shares withdrawn from the Depositary under the
Depositary Agreement. Holders may not be able to convert rupee proceeds into dollars or any other currency, and
there is no guarantee of the rate at which any such conversion will occur, if at all.

Our international expansion plans subject us to risks inherent in doing business internationally.

Currently, we have global development centers in nine countries around the world, with our largest development
centers located in India. We have recently established or intend to establish new development facilities, potentially in
Southeast Asia, Africa, Latin America and Europe. In October 2003, we established Infosys China and in January
2004 we acquired Infosys Australia to expand our operations in those countries. In April 2004, we formed Infosys
Consulting to focus on consulting services in the United States. Because of our limited experience with facilities
outside of India, we are subject to additional risks related to our international expansion strategy, including risks
related to complying with a wide variety of national and local laws, restrictions on the import and export of certain
technologies and multiple and possibly overlapping tax structures. In addition, we may face competition in other
countries from companies that may have more experience with operations in such countries or with i nternational
operations generally. We may also face difficulties integrating new facilities in different countries into our existing
operations, as well as integrating employees that we hire in different countries into our existing corporate culture. As
an international company, our offshore and onsite operations may be impacted by disease, health epidemics and local
political instability. Our international expansion plans may not be successful and we may not be able to compete
effectively in other countries.

It may be difficult for holders of our ADSs to enforce any judgment obtained in the United States against us or our
affiliates.

We are incorporated under the laws of India and many of our directors and executive officers reside outside the United
States. Virtually all of our assets are located outside the United States. As a result, holders of our ADSs may be unable
to effect service of process upon us outside the United States. In addition, holders of our ADSs may be unable to
enforce judgments against us in courts outside of India if such judgments are obtained in courts of the United States,
including judgments predicated solely upon the federal securities laws of the United States.
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The United States and India do not currently have a treaty providing for reciprocal recognition and enforcement of
judgments (other than arbitration awards) in civil and commercial matters. Therefore, a final judgment for the
payment of money rendered by any federal or state court in the United States on civil liability, whether or not
predicated solely upon the federal securities laws of the United States, would not be enforceable in India. However,
the party in whose favor such final judgment is rendered may bring a new suit in a competent court in India based on a
final judgment that has been obtained in the United States. The suit must be brought in India within three years from
the date of the judgment in the same manner as any other suit filed to enforce a civil liability in India. It is unlikely
that a court in India would award damages on the same basis as a foreign court if an action is brought in India.
Furthermore, it is unlikely that an Indian court would enforce foreign judgments if it view ed the amount of damages
awarded as excessive or inconsistent with Indian practice. A party seeking to enforce a foreign judgment in India is
required to obtain approval from the Reserve Bank of India under the Foreign Exchange Management Act, 1999, to
execute such a judgment or to repatriate any amount recovered.

The laws of India do not protect intellectual property rights to the same extent as those of the United States, and we
may be unsuccessful in protecting our intellectual property rights. We may also be subject to third party claims of
intellectual property infringement.

We rely on a combination of patent, copyright, trademark and design laws, trade secrets, confidentiality procedures
and contractual provisions to protect our intellectual property. However, the laws of India do not protect proprietary
rights to the same extent as laws in the United States. Therefore, our efforts to protect our intellectual property may
not be adequate. Our competitors may independently develop similar technology or duplicate our products or services.
Unauthorized parties may infringe upon or misappropriate our products, services or proprietary information.

The misappropriation or duplication of our intellectual property could disrupt our ongoing business, distract our
management and employees, reduce our revenues and increase our expenses. We may need to litigate to enforce our
intellectual property rights or to determine the validity and scope of the proprietary rights of others. Any such
litigation could be time consuming and costly. For instance, on September 9, 2004 the Intellectual Property Appellate
Board of India, or IPAB, upheld an application made by an infringer of the INFOSYS trademark, Jupiter International
Limited (formerly called Jupiter Infosys Limited), and ordered the cancellation of our registration of the INFOSYS
trademark in certain protected intellectual property classes. We moved a Special Leave Petition before the Supreme
Court of India to stay the order of the IPAB. On October 12, 2004, the Supreme Court of India stayed the order of the
IPAB temporarily. The Supreme Court of India heard arguments on the matter on September 12, 200 5, confirmed its
interim stay order of October 12, 2004 and admitted the Special Leave Petition. Based on our present knowledge, we
believe that we will prevail in this action and that the action will not have any material impact on our results of
operations or financial position. As the number of patents, copyrights and other intellectual property rights in our
industry increases, and as the coverage of these rights increase, we believe that companies in our industry will face
more frequent infringement claims. Defense against these claims, even if such claims are not meritorious, could be
expensive and divert our attention and resources from operating our company.

Although there are currently no material pending or threatened intellectual property claims against us, infringement
claims may be asserted against us in the future. If we become liable to third parties for infringing their intellectual
property rights, we could be required to pay a substantial damage award and be forced to develop non-infringing
technology, obtain a license or cease selling the applications or products that contain the infringing technology. We
may be unable to develop non-infringing technology or to obtain a license on commercially reasonable terms, or at all.

Our ability to acquire companies organized outside India depends on the approval of the Government of India
and/or the Reserve Bank of India and failure to obtain this approval could negatively impact our business.

Generally, the Reserve Bank of India must approve any acquisition by us of any company organized outside of India.
The Reserve Bank of India permits acquisitions of companies organized outside of India by an Indian party without
approval in the following circumstances:
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if the transaction consideration is paid in cash, the transaction value does not exceed 200% of the net worth of
the acquiring company as on the date of the latest audited balance sheet, or unless the acquisition is funded
with cash from the acquiring company's existing foreign currency accounts or with cash proceeds from the
issue of ADRs/GDRs; or 

• 

if the transaction consideration is paid in stock (i.e., by issue of ADRs/GDRs), the transaction value does not
exceed ten times the acquiring company's previous fiscal year's export earnings.

• 

It is possible that any required approval from the Reserve Bank of India and the Ministry of Finance of the
Government of India or any other government agency may not be obtained. Our failure to obtain approvals for
acquisitions of companies organized outside India may restrict our international growth, which could
negatively affect our business and prospects.

• 

Indian laws limit our ability to raise capital outside India and may limit the ability of others to acquire us, which
could prevent us from operating our business or entering into a transaction that is in the best interests of our
shareholders.

Indian law relating to foreign exchange management constrains our ability to raise capital outside India through the
issuance of equity or convertible debt securities. Generally, any foreign investment in, or acquisition of, an Indian
company, subject to certain exceptions, requires approval from relevant government authorities in India, including the
Reserve Bank of India. There are, however, certain exceptions to this approval requirement for technology companies
on which we are able to rely. Changes to such policies may create restrictions on our capital raising abilities. For
example, a limit on the foreign equity ownership of Indian technology companies or pricing restrictions on the issue of
ADRs/ GDRs may constrain our ability to seek and obtain additional equity investment by foreign investors. In
addition, these restrictions, if applied to us, may prevent us from entering into certain transactions, such as an
acquisition by a non-Indian company, which might otherwise be beneficial for us and t he holders of our equity shares
and ADSs.

Additionally, under current Indian law, the sale of a technology services company can result in the loss of the tax
benefits for specially designed software technology parks in India. The potential loss of this tax benefit may
discourage others from acquiring us or entering into a transaction with us that is in the best interest of our
shareholders.

Risks Related to the ADSs

Historically, our ADSs have traded at a significant premium to the trading prices of our underlying equity shares, a
situation which may not continue.

Historically, our ADSs have traded on Nasdaq at a substantial premium to the trading prices of our underlying equity
shares on the Indian stock exchanges. Please see the section entitled 'Price History' in Item 9 for the underlying data.
We believe that this price premium has resulted from the relatively small portion of our market capitalization
previously represented by ADSs, restrictions imposed by Indian law on the conversion of equity shares into ADSs,
and an apparent preference of some investors to trade dollar-denominated securities. We have already completed two
secondary ADS offerings and the completion of any additional secondary ADS offering will significantly increase the
number of our outstanding ADSs. Also, over time, some of the restrictions on the issuance of ADSs imposed by
Indian law have been relaxed and we expect that other restrictions may be relaxed in the future. As a result, the
historical premium enjoyed by ADSs as compared to equity shares may be reduced or eliminated upon the completion
of any secondary offering of our ADSs or similar transactions in the future, a change in Indian law permitting further
conversion of equity shares into ADSs or changes in investor preferences.

Sales of our equity shares may adversely affect the prices of our equity shares and the ADSs.
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Sales of substantial amounts of our equity shares, including sales by our insiders, in the public market, or the
perception that such sales may occur, could adversely affect the prevailing market price of our equity shares or the
ADSs or our ability to raise capital through an offering of our securities. In the future, we may also sponsor the sale of
shares currently held by some of our shareholders as we have done in the past, or issue new shares. We can make no
prediction as to the timing of any such sales or the effect, if any, that future sales of our equity shares, or the
availability of our equity shares for future sale, will have on the market price of our equity shares or ADSs prevailing
from time to time.

An active or liquid trading market for our ADSs is not assured.

An active, liquid trading market for our ADSs may not be maintained in the long term. Loss of liquidity could
increase the price volatility of our ADSs.

Indian law imposes certain restrictions that limit a holder's ability to transfer the equity shares obtained upon
conversion of ADSs and repatriate the proceeds of such transfer which may cause our ADSs to trade at a premium
or discount to the market price of our equity shares.

Under certain circumstances, the Reserve Bank of India must approve the sale of equity shares underlying ADSs by a
non-resident of India to a resident of India. The Reserve Bank of India has given general permission to effect sales of
existing shares or convertible debentures of an Indian company by a resident to a non-resident, subject to certain
conditions, including the price at which the shares may be sold. Additionally, except under certain limited
circumstances, if an investor seeks to convert the rupee proceeds from a sale of equity shares in India into foreign
currency and then repatriate that foreign currency from India, he or she will have to obtain Reserve Bank of India
approval for each such transaction. Required approval from the Reserve Bank of India or any other government
agency may not be obtained on terms favorable to a non-resident investor or at all.

An investor in our ADSs may not be able to exercise preemptive rights for additional shares and may thereby suffer
dilution of his or her equity interest in us.

Under the Companies Act, 1956, or the Indian Companies Act, a company incorporated in India must offer its holders
of equity shares preemptive rights to subscribe and pay for a proportionate number of shares to maintain their existing
ownership percentages prior to the issuance of any new equity shares, unless such preemptive rights have been waived
by three-fourths of the shares voting on the resolution to waive such rights. Holders of ADSs may be unable to
exercise preemptive rights for equity shares underlying ADSs unless a registration statement under the U.S. Securities
Act of 1933, as amended or the Securities Act, is effective with respect to such rights or an exemption from the
registration requirements of the Securities Act is available. We are not obligated to prepare and file such a registration
statement and our decision to do so will depend on the costs and potential liabilities associated with any such
registration statement, as well as the perceived benefits of enabling the holders of ADS s to exercise their preemptive
rights, and any other factors we consider appropriate at the time. No assurance can be given that we would file a
registration statement under these circumstances. If we issue any such securities in the future, such securities may be
issued to the Depositary, which may sell such securities for the benefit of the holders of the ADSs. There can be no
assurance as to the value, if any, the Depositary would receive upon the sale of such securities. To the extent that
holders of ADSs are unable to exercise preemptive rights granted in respect of the equity shares represented by their
ADSs, their proportional interests in us would be reduced.

ADS holders may be restricted in their ability to exercise voting rights.

At our request, the Depositary will mail to holders of our ADSs any notice of shareholders' meeting received from us
together with information explaining how to instruct the Depositary to exercise the voting rights of the securities
represented by ADSs. If the Depositary receives voting instructions from a holder of our ADSs in time, relating to
matters that have been forwarded to such holder, it will endeavor to vote the securities represented by such holder's
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ADSs in accordance with such voting instructions. However, the ability of the Depositary to carry out voting
instructions may be limited by practical and legal limitations and the terms of the securities on deposit. We cannot
assure that holders of our ADSs will receive voting materials in time to enable such holders to return voting
instructions to the Depositary in a timely manner. Securities for which no voting instructions have been received will
not be voted. There may be other communications, notices or offerings that we only make to holder s of our equity
shares, which will not be forwarded to holders of ADSs. Accordingly, holders of our ADSs may not be able to
participate in all offerings, transactions or votes that are made available to holders of our equity shares.
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Item 4. Information on the Company

COMPANY OVERVIEW

Infosys defines, designs and delivers IT-enabled business solutions to its clients. These solutions provide our clients
with strategic differentiation and operational superiority.

We provide comprehensive end-to-end business solutions that leverage technology for our clients, including
consulting, design, development, software re-engineering, maintenance, systems integration, package evaluation and
implementation and infrastructure management services. We also provide software products to the banking industry.
Through Progeon, we provide business process management services such as offsite customer relationship
management, finance and accounting, and administration and sales order processing. Our clients rely on our solutions
to enhance their business performance.

Our professionals deliver high quality solutions through our Global Delivery Model. Using our Global Delivery
Model, we divide projects into components that we execute simultaneously at client sites and at our development
centers in India and around the world. We optimize our cost structure by maintaining the flexibility to execute project
components where it is most cost effective. Our Global Delivery Model, with its easily scalable infrastructure and
ability to execute project components around the clock and across time zones, enables us to reduce project delivery
times. We use the Global Delivery Model for our services.

We have organized our sales, marketing and business development teams to focus on specific geographies and
industries, thus enabling us to customize our service offerings to our clients' needs. Our primary geographic markets
are North America, Europe and the Asia-Pacific region. We serve clients in financial services, manufacturing,
telecommunications, retail, utilities, logistics and other industries.

Our revenues grew from $545 million in fiscal 2002 to $2,152 million in fiscal 2006, representing a compound annual
growth rate of 41.0%. Our net income grew from $164 million to $555 million during the same period, representing a
compound annual growth rate of 35.6%. Between March 31, 2002 and March 31, 2006, our total employees grew
from approximately 10,700 to approximately 52,700, representing a compound annual growth rate of 49.0%.

We believe we have among the best talent in the Indian technology services industry, and we are committed to remain
among the industry's leading employers. In 2005, we were ranked as the best company to work for in India by the
TNS-Mercer survey in Business Today. We were ranked tenth in the BusinessWeek's list of top 100 InfoTech
Companies in 2005. We have also been ranked amongst the 100 most respected companies in the world by a Financial
Times - PwC survey in 2004.

We were incorporated in 1981 as Infosys Consultants Private Limited, a private limited company under the Indian
Companies Act, 1956. We changed our name to Infosys Technologies Private Limited in April 1992 and to Infosys
Technologies Limited in June 1992, when we became a public limited company. We completed our initial public
offering of equity shares in India in 1993 and our initial public offering of ADSs in the United States in 1999. In
August 2003, we completed a sponsored secondary offering of ADSs in the United States on behalf of our
shareholders. In June 2005, we completed a second sponsored secondary offering of ADSs in the US on behalf of our
shareholders, the largest international equity offering out of India at the time. This offering included a public offering
without listing in Japan.

Progeon is our majority-owned subsidiary. Infosys Australia, Infosys China and Infosys Consulting are our
wholly-owned subsidiaries.
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The address of our registered office is Electronics City, Hosur Road, Bangalore-560 100, Karnataka, India. The
telephone number of our registered office is +91 80 2852 0261. Our agent for service of process in the United States is
CT Corporation System, 1350 Treat Boulevard, Suite 100 , Walnut Creek, CA 94597-2152 . Our website address is
www.infosys.com and does not constitute a part of this Annual Report.

Principal Capital Expenditures and Divestitures

We have grown significantly in recent periods. Between March 31, 2002 and March 31, 2006 our total employees
grew from approximately 10,700 to approximately 52,700. In addition, in the last five fiscal years we have undertaken
and continue to undertake major expansions of our existing facilities, as well as the construction of new facilities.

In fiscal 2006, 2005 and 2004 we spent $246, $186 and $93 million on capital expenditure. As of March 31, 2006 we
had contractual commitments of approximately $117 million for capital expenditure. These commitments included
approximately $106 million in domestic purchases and $11 million in imports and overseas commitments for
hardware, supplies and services. All our capital expenditures are financed out of internal accruals.

In fiscal 2005, we received $11 million on sale of our investment in Yantra Corporation.

On April 20, 2006 we entered into an agreement with Citicorp International Finance Corporation ("CIFC") to acquire
its entire holdings in Progeon for a consideration of approximately $115 million in cash. The closing of the transaction
is subject to several conditions, including the receipt of necessary governmental approvals and consents. Subject to the
satisfaction or waiver, as appropriate, of all conditions, we expect the transaction to be completed in July 2006. The
share purchase agreement and the escrow agreement in connection with the share purchase agreement are filed as
Exhibits 10.7 and 10.8 to this Annual Report, respectively.

INDUSTRY OVERVIEW

Changing economic and business conditions, rapid technological innovation, proliferation of the internet and
globalization are creating an increasingly competitive market environment that is driving corporations to transform the
manner in which they operate.

Customers are increasingly demanding improved products and services with accelerated delivery times and at lower
prices. To adequately address these needs, corporations are focusing on their core competencies and are using
outsourced technology service providers to help improve productivity, develop new products, conduct research and
development activities, reduce business risk, and manage operations more effectively.

The role of technology has evolved from supporting corporations to transforming them. The ability to design, develop,
implement, and maintain advanced technology platforms and solutions to address business and customer needs has
become a competitive advantage and a priority for corporations worldwide. Concurrently, the prevalence of multiple
technology platforms and a greater emphasis on network security and redundancy have increased the complexity and
cost of IT systems, and have resulted in greater technology-related risks. The need for more dynamic technology
solutions and the increased complexity, cost and risk associated with these technology platforms has created a
growing need for specialists with experience in leveraging technology to help drive business strategy.

There is an increasing need for highly skilled technology professionals in the markets in which we operate. At the
same time, corporations are reluctant to expand their internal IT departments and increase costs. These factors have
increased corporations' reliance on their outsourced technology service providers and are expected to continue to drive
future growth for outsourced technology services.

In November 2005, the Gartner 2005 US IT Spending and Staffing Survey indicated that enterprises will increase
2006 IT operating budgets by 5.5% over 2005 levels.
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Increasing Trend Towards Offshore Technology Services

Outsourcing the development, management and ongoing maintenance of technology platforms and solutions has
become increasingly important. Corporations are increasingly turning to offshore technology service providers to meet
their need for high quality, cost competitive technology solutions. As a result, offshore technology service providers
have become mainstream in the industry and continue to grow in recognition and sophistication. The effective use of
offshore technology services offers a variety of benefits, including lower total cost of ownership of IT infrastructure,
lower labor costs, improved quality and innovation, faster delivery of technology solutions and more flexibility in
scheduling. According to Gartner's Forecast: IT Outsourcing, Worldwide 2004-2009 Update - Worldwide IT
outsourcing spending will rise from $193 billion in 2004 to $260 billion by 2009. In addition, technology companies
are also recognizing the benefits of offshore technology service providers in software research a nd development, and
related support functions and are outsourcing a greater portion of these activities.

The India Advantage

India is recognized as the premier destination for offshore technology services. According to a Fact Sheet on the
Indian IT Industry recently published by NASSCOM, the total combined Indian IT services and IT-enabled services
export market in fiscal 2005 was nearly $18 billion. A report published by NASSCOM-KPMG in 2004 indicated that
the total Indian IT services and IT-enabled services export market is projected to grow to $49 billion by 2009.

There are several key factors contributing to this growth.

High Quality Delivery. According to a report by Dataquest India published in October 2003, 75% of the world's
SEI-CMM Level 5-assessed development centers were located in India. SEI-CMM is the Carnegie Mellon Software
Engineering Institute's Capability Maturity Model, which assesses the quality of organizations' management system
processes and methodologies. Level 5 is the highest level of the CMM assessment.

Significant Cost Benefits. The NASSCOM Strategic Review 2006 suggests that India has a strong track record of
delivering a significant cost advantage, with clients reporting savings of up to 60 percent over the original cost base.

Abundant Skilled Resources. India has a large and highly skilled English-speaking labor pool. According to the
NASSCOM Strategic Review 2004, India produces approximately 2.5 million university and college graduates,
including approximately 290,000 engineering degree and diploma holders from its educational institutions annually.

NASSCOM Strategic Review 2006 suggests that the large and growing pool of skilled professionals has been a key
driver of the rapid growth in the Indian IT-ITES sector. According to NASSCOM, India has the single-largest pool of
suitable offshore talent - accounting for 28 percent of the total suitable pool available across all offshore destinations
and outpacing the share of the next closest destination by at least a factor of 2.5.

The factors listed above also make India the premier destination for other services such as IT-enabled services, which
we refer to as business process management. Industry analysts have observed that business process management
services of leading offshore technology service providers have strong prospects for growth given the providers'
experience, proven track record and breadth of client relationships. According to a Fact Sheet on the Indian IT
Industry recently published by NASSCOM, the total Indian IT-enabled services export market in fiscal 2005 was $4.6
billion. The 2004 NASSCOM-KPMG report estimates that the Indian IT-enabled services export market will grow to
approximately $21 billion by 2009.

While these advantages apply to a majority of companies with offshore capabilities in India, we believe that there are
additional factors critical to a successful, sustainable and scalable technology services business. These factors include
the ability to:
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effectively integrate onsite and offshore execution capabilities to deliver seamless, scalable services;  • 
increase depth and breadth of service offerings to provide a one-stop solution in an environment where
corporations are increasingly reducing the number of technology services vendors they are using;  

• 

develop and maintain knowledge of a broad range of existing and emerging technologies; • 
demonstrate significant domain knowledge to understand business processes and requirements; • 
leverage in-house industry expertise to customize business solutions for clients;• 
attract and retain high quality technology professionals; and • 
make strategic investments in human resources and physical infrastructure (or facilities) throughout the
business cycle.

• 

Evolution of Technology Outsourcing

The nature of technology outsourcing is changing. Historically, corporations either outsourced their technology
requirements entirely or on a standalone project-by-project basis. In an environment of rapid technological change,
globalization and regulatory changes, the complete outsourcing model is often perceived to limit a corporation's
operational flexibility and not fully deliver potential cost savings and efficiency benefits. Similarly, project-by-project
outsourcing is also perceived to result in increased operational risk and coordination costs, as well as failing to fully
leverage technology service providers' full ranges of capabilities. To address these issues, corporations are developing
a more systematic approach to outsourcing that necessitates their technology service providers to develop specialized
systems, processes and solutions along with cost-effective delivery capabilities.

OUR COMPETITIVE STRENGTHS

We believe our competitive strengths include:

Innovation and Leadership. We are a pioneer in the technology services industry. We were one of the first Indian
companies to achieve a number of significant milestones which has enhanced our reputation in the marketplace. For
example, we were one of the first companies to develop and deploy a global delivery model and attain SEI-CMMI
Level 5 certification for both our offshore and onsite operations. More recently, we established a business consulting
practice in the United States which leverages our Global Delivery Model. In addition, we were the first Indian
company to list on a U.S. stock exchange.

Proven Global Delivery Model. We believe our highly evolved Global Delivery Model represents a key competitive
advantage. Over the past decade, we have developed our onsite and offshore execution capabilities to deliver high
quality and scalable services. In doing so, we have made substantial investments in our processes, infrastructure and
systems, and have refined our Global Delivery Model to effectively integrate onsite and offshore technology services.
Our Global Delivery Model provides clients with seamless, high quality solutions in reduced timeframes enabling our
clients to achieve operating efficiencies. To address changing industry dynamics, we continue to refine our Global
Delivery Model. Through our Modular Global Sourcing framework, we assist clients in segmenting their internal
business processes and applications, including IT processes, and outsourcing these segments selectively on a modular
basis to reduce risk and cost and increase operational flexibility. We believe that this approach a nd other ongoing
refinements to our Global Delivery Model help us retain our industry leadership position. Gartner has recently
positioned us in the leader quadrant in its 2006 Magic Quadrant report for 30 leading offshore application services
providers.

Comprehensive and Sophisticated End-to-End Solutions. Our suite of comprehensive, end-to-end technology-based
solutions enables us to extend our network of relationships, broaden our dialogue with key decision makers within
each client, increase the points of sale for new clients and diversify our service-mix. As a result, we are able to capture
a greater share of our clients' technology budgets. Our suite of solutions encompasses consulting, design,
development, software re-engineering, maintenance, systems integration and package evaluation and implementation,
and through Progeon, business process management services. Through our domain competency group and software
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engineering and technology lab, we research and engineer new solutions tailored for our clients and their respective
industries. More recently, through the creation of Infosys Consulting, we have enhanced our ability to provide
strategic and competitive analysis and complex operational consulting services. We have a well-defined methodolog y
to update and extend our service offerings to meet the evolving needs of the global marketplace.

Commitment to Superior Quality and Process Execution. We have developed a sophisticated project management
methodology to ensure timely, consistent and accurate delivery of superior quality solutions to maintain a high level
of client satisfaction. We constantly benchmark our services and processes against globally recognized quality
standards. Certifications we have received include SEI-CMMI Level 5, CMM Level 5, PCMM Level 5, TL 9000 and
ISO 9001-2000.

Long-Standing Client Relationships. We have long-standing relationships with large multi-national corporations built
on successful prior engagements with them. Our track record of delivering high quality solutions across the entire
software life cycle and our strong domain expertise helps us to solidify these relationships and gain increased business
from our existing clients. As a result, we have a history of client retention and derive a significant proportion of
revenues from repeat clients. Approximately 28.9% and 35.0% of our revenues from our top 100 clients during fiscal
2006 and 2005 have been contributed by entities that have been our clients since fiscal 1998.

Status as an Employer of Choice. We believe we have among the best talent in the Indian technology services industry
and we are committed to remain among the industry's leading employers. We have a presence in nine cities in India,
allowing us to recruit technology professionals with specific geographic preferences. Our diverse workforce includes
employees of 59 nationalities. Our training programs ensure that new hires enhance their skills in alignment with our
requirements and are readily deployable upon completion of their training programs. Our lean organizational structure
and strong unifying culture facilitate the sharing of knowledge and best practices among our employees.

Ability to Scale. We have successfully managed our growth by investing in infrastructure and by rapidly recruiting,
training and deploying new professionals. We currently have 38 global development centers, the majority of which are
located in India. We also have development centers in Australia, Canada, China, Japan, Mauritius and locations in the
United States and Europe. Our financial position allows us to make the investments in infrastructure and personnel
required to continue growing our business. We can rapidly deploy resources and execute new projects through the
scalable network of our global delivery centers. Between March 31, 2002 and March 31, 2006, our total employees
grew from approximately 10,700 to approximately 52,700.

OUR STRATEGY

We seek to further strengthen our position as a leading global technology services company by successfully
differentiating our service offerings and increasing the scale of our operations. To achieve these goals, we seek to:

Increase Business from Existing and New Clients. Our goal is to build enduring relationships with both existing and
new clients. With existing clients, we aim to expand the nature and scope of our engagements by increasing the size
and number of projects and extending the breadth of our service offerings. For new clients, we seek to provide
value-added solutions by leveraging our in-depth industry expertise and expanding the breadth of services offered to
them beyond those in the initial engagement. We manage first-time engagements by educating clients about the
offshore model, taking on smaller projects to minimize client risk and demonstrating our superior execution
capabilities. We also plan to increase our recurring business with clients by providing software re-engineering,
maintenance, infrastructure management and business process management services which are long-term in nature and
require frequent client contact. Our Strategic Global Sourcing Group is comprised of senior professionals and has
been established to identify, secure and manage new, large, and long-term client engagements.

Expand Geographically. We seek to selectively expand our global presence to enhance our ability to service clients.
We plan to accomplish this by establishing new sales and marketing offices, representative offices and global

Edgar Filing: INFOSYS TECHNOLOGIES LTD - Form 20-F

31



development centers to expand our geographical reach. We intend to increase our presence in China through Infosys
China, in the Czech Republic and Eastern Europe directly and through Progeon, and in Australia through Infosys
Australia. We intend to use our operations in these regions to eventually support clients in the local market as well as
our global clients.

Continue to Invest in Infrastructure and Employees. We intend to continue to invest in physical and technological
infrastructure to support our growing worldwide development and sales operations and to increase our productivity. In
2004, we invested in a major upgrade of our systems to re-architect, expand and consolidate our international
bandwidth capacity from India to the United States. To enhance our ability to hire and successfully deploy
increasingly greater numbers of technology professionals, we intend to continue investing in recruiting, training and
maintaining a challenging and rewarding work environment. During fiscal 2006, we screened over 1,423,600
employment applications, tested over 163,620 applicants, interviewed over 48,700 applicants and made approximately
21,650 offers of employment. These statistics do not include Progeon or our other subsidiaries. We have also
completed the construction of an employee training facility in Mysore, India to further enhance our employee training
cap abilities. The Mysore facility is able to house 4,500 trainees at any one time, and is able to provide the facilities
required for the training of approximately 12,000 employees annually.

Continue to Enhance our Solution Set. We seek to continually enhance our portfolio of solutions as a means of
developing and growing our business. To differentiate our services, we focus on emerging trends, new technologies,
specific industries and pervasive business issues that confront our clients. In recent years, we have added new service
offerings, such as consulting, business process management, systems integration and infrastructure management,
which are major contributors to our growth. We also established Infosys Consulting to add additional operational and
business consulting capabilities to our Global Delivery Model. Furthermore, our Modular Global Sourcing framework
and other refinements to our Global Delivery Model enhance our ability to service our customers.

Continue to Develop Deep Industry Knowledge. We continue to build specialized industry expertise in the financial
services, manufacturing, telecommunications, retail, transportation and logistics industries. We combine deep industry
knowledge with an understanding of our clients' needs and technologies to provide high value, quality services. Our
industry expertise can be leveraged to assist other clients in the same industry, thereby improving quality and reducing
the cost of services to our clients. We will continue to build on our extensive industry expertise and enter into new
industries.

Enhance Brand Visibility. We continue to invest in the development of our premium brand identity in the
marketplace. Our branding efforts include participating in media and industry analyst events, sponsorship of and
participation in targeted industry conferences, trade shows, recruiting efforts, community outreach programs and
investor relations. We have instituted the Wharton Infosys Business Transformation Award, offered jointly with the
Wharton School at the University of Pennsylvania to recognize visionaries and Global 2000 organizations that use
technology innovatively to transform their industries. We believe that a strong and recognizable Infosys brand will
continue to facilitate the new-business lead generation process and enhance our ability to attract talented personnel
globally.

Pursue Alliances and Strategic Acquisitions. We intend to continue to develop alliances that complement our core
competencies. Our alliance strategy is targeted at partnering with leading technology providers, which allows us to
take advantage of emerging technologies in a mutually beneficial and cost-competitive manner. We also intend to
selectively pursue acquisitions that augment our existing skill sets, industry expertise, client base or geographical
presence. In January 2004, we acquired Infosys Australia primarily due to its market position in Australia, skilled
employees, management strength, expertise in the telecommunications industry and potential to serve as a platform for
enhancing business opportunities in Australia.

OUR GLOBAL DELIVERY MODEL
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Our Global Delivery Model allows us to produce where it is most cost effective and sell services where it is most
profitable. The Global Delivery Model enables us to derive maximum benefit from:

access to our large pool of highly skilled technology professionals; • 
24-hour execution capabilities across multiple time zones;• 
the ability to accelerate delivery times of large projects by simultaneously processing project components;  • 
physical and operational separation of client projects to provide enhanced security;  • 
cost competitiveness across geographic regions;  • 
built-in redundancy to ensure uninterrupted services; and  • 
a knowledge management system that enables us to re-use solutions where appropriate.• 

In a typical offshore development project, we assign a team of technology professionals to visit a client's site to
determine the scope and requirements of the project. Once the initial specifications of the project have been
established, our project managers return to the relevant global development center to supervise a larger team of
technology professionals dedicated to the development or implementation of the solution. Typically, a small team
remains at the client's site to manage project coordination and address changes in requirements as the project
progresses. Teams return to the client's site when necessary to ensure seamless integration. To the extent required, a
dedicated team provides ongoing maintenance from our global development centers. The client's systems are linked to
our facilities enabling simultaneous processing in our global development centers. Our model ensures that project
managers remain in control of execution throughout the life of the project regardless of location.

For the past 15 years, we have successfully executed projects at our global development centers. We have 38 global
development centers, of which 20 are located in India, 9 are in North America (including 1 in Toronto, Canada), 5 are
in the Asia-Pacific region and 4 are in Europe. Our largest development centers are located in India. Approximately
72.3% of the total billed person-months for our services rendered during fiscal 2006 originated from our global
development centers in India, with the balance of the work being performed at client sites and our global development
centers located outside India.

Our quality control processes and programs are designed to minimize defects and ensure adherence to pre-determined
project parameters. Additionally, software quality advisors help individual teams establish appropriate processes for
projects and adhere to multi-level testing plans. The project manager is responsible for tracking metrics, including
actual effort spent versus initial estimates, project budgeting and estimating the remainder of efforts required on a
project.

Our Global Delivery Model mitigates risks associated with providing offshore technology services to our clients. For
our communications needs, we use multiple service providers and a mix of satellite, terrestrial and optical fiber links
with alternate routing. In India, we rely on two telecommunications carriers to provide high-speed links
inter-connecting our global development centers. Internationally, we rely on multiple satellite links to connect our
Indian global development centers with network hubs in other parts of the world. Our significant investment in
redundant infrastructure enables us to provide uninterrupted service to our clients. Our business continuity center in
Mauritius enables us to transfer the execution of a portion of our business activities rapidly from our Indian global
development centers to Mauritius and is an example of our investment in redundant infrastructure.

MODULAR GLOBAL SOURCING

The nature of technology outsourcing is changing. Historically, corporations either outsourced their technology
requirements entirely or on a standalone project-by-project basis. The complete outsourcing model is perceived to be
deficient as a result of:

the increased pace of technological change; • 
continuous change in the business environment due to globalization and deregulation; • 
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the need to better manage risk in an evolving regulatory environment, such as ensuring compliance with the
requirements of the Sarbanes-Oxley Act;

• 

the failure to deliver promised cost savings and expected benefits; and • 
the changing role of technology from merely improving operational efficiency to becoming an integral part of
a corporation's strategy.

• 

Similarly, project-by-project outsourcing is also perceived to have its deficiencies, resulting in increased operational
risk and coordination costs, as well as the failure to fully leverage service providers' full range of capabilities.

We have developed our Modular Global Sourcing framework to address these issues and assist clients in evaluating
and defining, on both a modular and an enterprise-wide basis, the client's business processes and applications that can
be outsourced, and the capabilities required to effectively deliver those processes and applications to the organization.
We then assist the client in assessing whether a particular process, application or infrastructure is best retained within
the organization or is suitable for outsourcing based on various factors including third-party capabilities, potential cost
savings, risks to the organization and importance of the function. Thereafter, we assist in sourcing decisions, the
related risk assessments, transitioning, and program management and execution.

Our systematic approach to evaluating an enterprise's IT systems and business processes under the Modular Global
Sourcing framework allows us to better align our clients' business, operations and IT platforms and solutions. As a
result, our clients are able to fully benefit from our Global Delivery Model to realize cost savings, enhanced
efficiencies and lasting competitive advantages, while retaining control and flexibility. Modular Global Sourcing also
positions us to offer the broadest range of services to the greatest number of clients and to capture a greater share of
our clients' technology budgets.

OUR END-TO-END SOLUTIONS

We provide comprehensive end-to-end business solutions that leverage technology. Our service offerings include
custom application development, maintenance and production support, software re-engineering, package evaluation
and implementation, IT consulting, and other solutions, including testing services, operations and business process
consulting, engineering services, business process management, systems integration and infrastructure management
services. We also provide software products for the banking industry.

We complement our industry expertise with specialist support for our clients using our domain competency group,
which has expertise in areas such as securities, insurance, telecommunication, banking and cash management, supply
chain management, manufacturing, retail and distribution, energy and utilities, healthcare, and travel and tourism. We
also use our software engineering group and technology lab to create customized solutions for our clients. In addition,
we continually evaluate and train our professionals in new technologies and methodologies. Finally, we ensure the
integrity of our service delivery by utilizing a scalable, redundant and secure infrastructure.

We generally assume full project management responsibility in each of our solution offerings. We strictly adhere to
our SEI-CMMI Level 5 internal quality and project management processes. We have a knowledge management
system to enable us to leverage existing solutions across our company, where appropriate, and have developed
in-house tools for project management and software life cycle support. These processes, methodologies, knowledge
management systems and tools reduce the overall cost to the client and enhance the quality and speed of delivery.

Our engagements generally include more than one of the solutions listed below. Revenues attributable to custom
application development, maintenance and production support, software re-engineering, package evaluation and
implementation and IT consulting services represented a majority of our total revenues in fiscal 2006.

Custom Application Development
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We provide customized software solutions for our clients. We create new applications and enhance the functionality
of our clients' existing software applications. Our projects vary in size and duration. Each project typically involves all
aspects of the software development process, including defining requirements, designing, prototyping, programming,
module integration and installation of the custom application. We perform system design and software coding and run
pilots primarily at our global development centers, while transition planning, user training and deployment activities
are performed at the client's site. Our application development services span the entire range of mainframe, client
server and Internet technologies. An increasing proportion of our applications development engagements are related to
emerging platforms such as Microsoft's .NET or open platforms such as J2EE and Linux.

As an example, a large global financial services client needed a single comprehensive system to efficiently manage
large volumes of data relating to its private banking clients located across the world. With a peak team size of 120
professionals working over a 30-month period, we developed the solution, starting from project definition and
application development to global roll-out and subsequent support, which integrated data from over 20 disparate
systems using multiple technologies. The solution has been successfully implemented across the client's offices in
North America, Europe, Latin America and the Asia-Pacific region. The client's personnel are now able to proactively
interpret client data using a platform that presents a single unified view of their private banking clients. The new
system was a major business initiative for our client and our solution played an important role in the successful
execution of their strategy. We continue to work with this client to enhance the applications that we developed for
them.

Maintenance and Production Support

We provide maintenance services for our clients' large software systems that cover a wide range of technologies and
businesses, and are typically critical to a client's business. Our consultants take a proactive approach to software
maintenance, by focusing on long-term functionality, stability and preventive maintenance to avoid problems that
typically arise from incomplete or short-term solutions. This approach, coupled with our quality processes, allows our
clients to continually reduce recurring maintenance costs.

While we perform most of the maintenance work at our global development centers using secure and redundant
communication links to our client's systems, we also maintain a team at the client's facility to coordinate certain key
interface and support functions.

As an example, a client in the insurance industry was facing difficulties in maintaining its existing legacy systems
while simultaneously developing its new Internet-based system. Working with this client since 1999, we assumed the
client's in-house responsibilities, and during 2004 we deployed over 400 professionals across several projects
providing maintenance, enhancement and support services to our client, for over 50 applications and 20,000 users
covering mainframe, client-server and Internet technologies.

Software Re-engineering

Our software re-engineering services assist our clients in converting their existing IT systems to newer technologies
and platforms developed by third-party vendors. Our re-engineering services include web-enabling our clients'
existing legacy systems, database migration, implementing product upgrades, and platform migrations, such as
mainframe to client-server and client-server to Internet platforms.

As an example, a client in the computer manufacturing industry had a large, disparate installed base of legacy systems
which needed to be re-engineered to work with open systems with newer technologies. Our team of over 150
professionals re-engineered a suite of applications from several legacy systems such as VAX/VMS, AS/400 and IBM
mainframes, running on Ingres, Sybase and DB2 databases, to new generation systems such as RS6000/AIX, running
on Oracle database and Holos OLAP tools. Our solution provided a unified, enterprise-wide platform for over 50
applications for 10,000 users spread across North America, Europe and Asia, and we were engaged by this client to
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perform its follow-up application maintenance function, a function previously performed in-house by the client.

Package Evaluation and Implementation

We assist our clients in the evaluation and implementation of software packages developed by third-party vendors and
provide training and support services in the course of their implementation. We specialize in: enterprise resource
planning packages developed by vendors including Oracle, PeopleSoft, Retek and SAP; supply chain management
packages developed by vendors including i2, Manugistics and Oracle; customer relationship management packages
developed by vendors including PeopleSoft (Vantive) and Siebel; business intelligence packages developed by
vendors such as Business Objects and Cognos; and enterprise application integration packages developed by vendors
like IBM and TIBCO. Our engagements cover a broad range of industries such as automotive, beverages, financial
services, food, healthcare, manufacturing, pharmaceuticals, retail, technology and telecommunications.

As an example, a global automobile manufacturing client needed a solution to track movement of vehicles within its
distribution network in Europe, South Africa and the Asia-Pacific region. We implemented an SAP-based solution
that networked dealers located in these regions with our client's regional offices as well as production sites, on a
real-time basis. This particular implementation, phase one of which was completed by a 180-person team, enabled the
client to integrate operations in these regions with a common vehicle management system for all its brands. Our client
and its dealers now have significantly higher visibility of the supply chain, resulting in substantial cost efficiencies
and enhanced customer service.

IT Consulting

Our IT consulting professionals assist our clients by providing technical advice in developing and recommending
appropriate IT architecture, hardware and software specifications to deliver IT solutions designed to meet specific
business and computing objectives. Our IT consulting professionals often work closely with technology professionals
from our industry and services focused groups in delivering these solutions. We offer IT consulting in the following
areas:

migration planning, institution-wide implementation and overall project management involving multiple
vendors under a common architecture; 

• 

IT infrastructure assessment, which includes assessing our clients' IT capabilities against current and future
business requirements and recommending appropriate technology infrastructure; and  

• 

technology roadmap development, which allows clients to evaluate emerging technologies and develop the
standards and methodologies for applying those emerging technologies.

• 

As an example, a client in mortgage services needed technical assistance in restructuring its IT systems for loan
origination and servicing operations. A core team of our IT consultants worked with the client's business team to
analyze technology driven improvement opportunities. The team made several recommendations and redesigned the
client's core systems architecture for these operations. An implementation roadmap was also recommended. Because
we had developed a clear understanding of the client's systems architecture from this project, we were further engaged
to develop the custom backbone IT application for the client's next generation post-funding system.

To complement and expand our IT consulting practice, we have established Infosys Consulting to deliver our
operations and business process consulting services which we discuss below.

Other Solutions

We have been expanding the nature and scope of our engagements by extending the breadth of services we offer. We
added new service offerings including testing services, engineering services, business process management, systems
integration, infrastructure management and operational and business process consulting. These services are expected
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to represent a growing percentage of our total revenues, but currently represent a less significant percentage of our
total revenues. We cannot be certain that these service offerings will effectively meet client needs or that these
services will grow as a percentage of our revenues.

Testing Services. We offer end-to-end validation solutions and services including enterprise test management,
performance benchmarking, test automation and product certification. These services are designed to evaluate the
efficiency of our clients' technology systems against criteria specified by our clients. For each particular client, we
focus on developing a framework for ongoing testing in order to seek continuous improvement in the predictability of
our client's internal systems. Our service professionals are trained in leading test management tools from developers
such as Mercury Interactive, IBM-Rational and Segue.

As an example, a client in the food distribution business needed to establish a strong validation program for testing
various new processes and functions as part of a major re-engineering program. Our team of validation experts spent
approximately 1,000 person months designing, developing, automating and executing an end-to-end validation
program involving integration of the client's disparate legacy systems with four new software packages. Our solution
involved interacting with over 25 business units and six global software vendors to deliver an integrated, coherent
validation program, which played an important role in our client's re-engineering exercise. We believe this initial
project provides us with a good opportunity to provide follow-up enhancement projects and cross-sell other services to
this client.

Operations and Business Process Consulting. Through Infosys Consulting, we offer operations and business process
consulting services that leverage our business, domain and technology expertise utilizing our Global Delivery Model.
Our consulting services include strategic and competitive analysis to help our clients improve their business
operations and create competitive advantages. We also assist clients in implementing operational changes to their
businesses. We offer consulting services in the areas of:

customer operations, customer service, sales and pricing, marketing analytics and customer relationship
management; 

• 

product operations, which includes research and development for new products, supply chain transformation,
and working capital efficiency; and  

• 

corporate operations, which includes technology strategy, finance, legal and human resources operations.• 

Our team includes professionals with significant functional and industry expertise and several years of experience
with leading global consulting firms.

As an example, our client, a global transportation company with a presence in over 80 countries, considered
alternative strategies to structurally reorganize its business in conjunction with its proposed transformation to become
an end-to-end logistics and supply chain management company. We were given the primary responsibility of
designing a transformation management office that would utilize world class processes, templates and tools. In
addition, we recommended strategic IT organizational alternatives to help the client with the transition of its IT
organization. This overall transformation program was intended to enable our client to align its systems and processes
with its new business model and enhance customer service levels in areas such as pricing, collection, delivery time,
tracking of shipments, payment systems and inquiry handling.

Engineering Services. We offer engineering services that primarily assist our clients in the manufacturing sector, in
their new product development process and in managing the life cycles of their existing product lines. We focus on the
following areas:

for the automotive, aerospace and heavy equipment industries - applications involving computer-aided design,
computer-aided manufacturing and computer-aided engineering technologies; and  

• 
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for the automotive, electronics, aerospace and industrial automation industries - design and development of
software that is embedded in various hardware components.

• 

As an example, a client in automotive seating systems and interior supplies needed to reduce costs and cycle time in
the design of automotive seating systems. Our team of professionals employed advanced techniques in mathematics,
structural mechanics, finite element analysis, iterative design and simulation to produce digital prototypes that
satisfied both the client's design constraints and applicable regulatory standards. Creation of digital prototypes reduced
the number of physical prototypes that the client otherwise would have needed, hence reducing turnaround time and
production costs.

Business Process Management . We offer business process management services and analysis through Progeon.

Progeon enables clients to outsource several process-intensive functions related to customer relationship management,
finance and accounting, and administration and sales order processing. Industry specific service offerings include the
following:

for the banking industry - payment services, transaction management services, check processing, mortgage
and loan account servicing, collections, customer account management and treasury operations management;  

• 

for the insurance and health care industries - policy owner services, claims processing, transaction and
reinsurance accounting, statutory and regulatory reporting, annuities processing and benefits administration;  

• 

for the securities and brokerage industry - client account and data management services, reconciliation
services, knowledge-based services such as fixed income research and analytics, corporate support and other
back office services; and  

• 

across all industries - customer relationship management, sales order processing, and finance and account
services.

• 

As an example, we deliver extensive sales order processing services for a client engaged in telecommunications
equipment manufacturing. Under our current contract, our 750-person team manages 26 discrete processes across a
wide spectrum of the client's business, including order capture and validation, performance of credit checks and
monitoring credit utilization, determining discount levels, order finalization and entry as well as monitoring and
updating orders for rejections, cancellations and amendments. Our operations are fully integrated with our clients' data
and fax server networks on a real-time, 24-hour basis serving their customers globally.

Systems Integration . We develop and deliver solutions that enhance the compatibility between various components of
our clients' IT infrastructure. Our services are designed to efficiently integrate technology solutions and software
systems by leveraging products from multiple partners, operating platforms and vendors in order to efficiently meet
our clients' business needs.

As an example, a client in the banking industry needed to upgrade its obsolete systems infrastructure at all its banking
centers, as well as integrate the system with disparate legacy systems of its recently acquired subsidiary companies.
Through process automation and our custom built tools, we developed a solution which is being implemented with an
estimated effort of approximately 1350 person-months over a two to three year period that integrates IT systems at
4800 banking centers, workstations and computing infrastructure across the United States. Using our solution, the
client is able to benefit from a unified automated banking system and has upgraded to the newer operating systems
without any significant business disruption.

Infrastructure Management Services. Through this service offering, we manage the operations of our clients' IT
infrastructure. Our service offerings include data center management, technical support services, application
management services and process implementation/enhancement services. These services are delivered primarily
through our global network and data operations centers in Bangalore and Pune, India, and several development centers
in the United States.
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We partnered with a large Europe-based telecommunication service provider, who had cost pressures despite
increasing revenues. Our client was facing multiple challenges - lack of scalability, complexity of multiple support
centers, coordination issues and consistency of service/SLA in managing the network infrastructure for their
customers. We partnered with our client in investing in a large secure Network Operation Centre and implementing a
service and process architecture that met the business needs of cost control and consistent service delivery. We
maintained/improved service levels through services in network infrastructure management including 24X7
monitoring, helpdesk, and ongoing management of network devices. A unique transition framework and advance
planning brought planned cost savings on time, and made this engagement a path breaker in this industry. We now
maintain 10000+ routers and 4000+ switches across APAC, UK and US providing network services to more than 120
end enterprise cust omers of our client.

Banking Software Products

We also develop, market and license proprietary banking solutions for the banking industry. Our principal banking
products and solutions are the Finacle ® suite of universal banking solution products and professional services.

Finacle ® Suite of Products. Our suite of software products include Finacle ® Core Banking, Finacle ® eChannels,
Finacle ® eCorporate, Finacle ® CRM and Finacle ® Treasury. The Finacle ® suite is a comprehensive, flexible,
scalable and fully web-enabled solution that addresses banks' core banking, treasury, wealth management, consumer
and corporate e-banking, mobile banking and web-based cash management requirements.

Professional Services . Our services complement our product suite and include implementation, customization,
support, consulting, training and documentation.

OUR CLIENTS

We market our services to large corporations in North America, Europe and the Asia-Pacific Region. We have a
strong market presence in North America and a growing presence in Europe.

 Our revenues for the last three fiscal years by geographic area are as follows:  

Fiscal
2004 2005 2006

North America 71.2 % 65.2 % 64.8%
Europe 19.2 % 22.3 % 24.5%
India 1.3 % 1.9 % 1.8%
Rest of the World 8.3 % 10.6 % 8.9%
Total 100.0 % 100.0 % 100.0%
We have in-depth expertise in the financial services, manufacturing, telecommunications and retail industries, as well
as, to a lesser extent, the utilities and logistics industries. Our revenues for the last three fiscal years by market
segment are as follows:

Fiscal
2004 2005 2006

Financial Services 36.6 % 34.5 % 36.0%
Manufacturing 14.8 % 14.5 % 13.9%
Telecommunications 16.6 % 18.5 % 16.4%
Retail 11.7 % 9.7 % 10.2%
Others (primarily utilities, logistics and services) 20.3 % 22.8 % 23.5%
Total 100.0% 100.0 % 100.0 %
For fiscal 2004, 2005 and 2006 our largest client contributed 5.0%, 5.5% and 4.4 % of our total revenues.
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The volume of work we perform for specific clients is likely to vary from year to year, particularly since we are not
the exclusive external IT services provider for our clients. Thus, a major client in one year may not provide the same
level of revenues in a subsequent year. However, in any given year, a limited number of clients tend to contribute a
significant portion of our revenues.

SALES AND MARKETING

Our sales and marketing strategy is formulated to increase awareness and gain new business from target clients and
promote client loyalty and repeat business among existing clients. Members of our executive management team are
actively involved in business development and in managing key client relationships through targeted interaction with
our clients' senior management. We have also established a Strategic Global Sourcing Group consisting of senior
professionals to focus on identifying and securing large, long-term engagements from both new and existing clients.

New Business Development. We use a cross-functional, integrated sales approach in which our account managers,
sales personnel and project managers analyze potential projects and collaboratively develop strategies to sell our
solutions to potential clients. This approach allows for a smooth transition to execution once the sale is completed.
Through Infosys Consulting, we are seeking to develop stronger strategic relationships with senior management at our
clients, which we will then seek to leverage to provide other service offerings.

Our sales professionals located throughout the world proactively contact potential clients. For larger projects, we
typically bid against other technology services providers in response to requests for proposals. Clients often cite our
Global Delivery Model, comprehensive end-to-end solutions, ability to scale, superior quality and process execution,
industry expertise, experienced management team, talented professionals, track record and competitive pricing as
reasons for awarding us contracts. In addition, client references and endorsements provide objective validation of our
competitive strengths.

Promoting Client Loyalty. We constantly seek to expand the nature and scope of our engagements with existing
clients by extending the breadth and volume of services offered, with a focus on increasing our clients'
competitiveness through our proven and reliable Global Delivery Model. For existing clients, our onsite project and
account managers proactively identify client needs and work with our sales team to structure solutions to address
those needs. During fiscal 2006 and 2005, 95.0% and 95.4% of our revenue came as repeat business from existing
clients. We promote client loyalty through a sales and marketing program that includes media and industry analyst
events, sponsorship of and participation in targeted industry conferences, trade shows, recruiting efforts, community
outreach and investor relations.

Sales and Marketing Organization. We sell and market our services from 37 sales and marketing offices located in 17
countries. With our global sales headquarters in Fremont, California and our corporate marketing group in Bangalore,
India, we target our efforts towards the world's largest corporations. Our sales efforts are complemented by our
marketing team, which assists in brand building and other corporate level marketing efforts. As of March 31, 2006, we
had 362 sales and marketing employees outside of India and 82 in India.

COMPETITION

We operate in a highly competitive and rapidly changing market and compete with:

consulting firms such as Accenture, Atos Origin, BearingPoint, Cap Gemini and Deloitte Consulting;  • 
divisions of large multinational technology firms such as HP and IBM; • 
IT outsourcing firms such as Computer Sciences Corporation, EDS, Keane, Logica CMG, and Perot Systems;• 

offshore technology services firms such as Cognizant Technologies, Satyam Computer Services, Tata
Consultancy Services and Wipro;  

• 
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software firms such as Oracle and SAP; and • 
in-house IT departments of large corporations.• 

In the future we expect competition from firms establishing and building their offshore presence and firms in countries
with lower personnel costs than those prevailing in India. However, we recognize that price alone cannot constitute
sustainable competitive advantage. We believe that the principal competitive factors in our business include the ability
to:

effectively integrate onsite and offshore execution capabilities to deliver seamless, scalable, cost-effective
services;  

• 

increase scale and breadth of service offerings to provide one-stop solutions; • 
provide industry expertise to clients' business solutions;• 
attract and retain high quality technology professionals; and  • 
maintain financial strength to make strategic investments in human resources and physical infrastructure
through business cycles.

• 

We believe we compete favorably with respect to these factors.• 
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HUMAN CAPITAL

Our professionals are our most important assets. We believe that the quality and level of service that our professionals
deliver are among the highest in the global technology services industry. We are committed to remaining among the
industry's leading employers. In 2005, we were ranked as the best company to work for in India by the TNS-Mercer
survey in Business Today.

As of March 31, 2006, we employed approximately 52,700 employees, of which approximately 49,500 are technology
professionals. During fiscal 2006, we recorded approximately 15,970 new hires, net of attrition. Our culture and
reputation as a leader in the technology services industry enables us to recruit and retain the best available talent in
India. The key elements that define our culture include:

Recruitment

We have built our global talent pool by recruiting new students from premier universities, colleges and institutes in
India and through need-based hiring of project leaders and middle managers. We typically recruit only the top 20% of
students in India who have consistently shown high levels of achievement. We have also begun selective recruitment
at campuses in the United States, Australia and China. We rely on a rigorous selection process involving a series of
aptitude tests and interviews to identify the best applicants. This selection process is continually assessed and refined
based on performance tracking of past recruits.

Our reputation as a premier employer enables us to select from a large pool of qualified applicants. For example, in
fiscal 2006, we received approximately 1,423,600 applications, tested over 163,620 applicants, interviewed over
48,700 applicants approximately and extended job offers to approximately 21,650 applicants. In fiscal 2006, we added
approximately 12,500 new employees, net of attrition. These statistics do not include Progeon, which recruited
approximately 3,050 new hires, net of attrition, during fiscal 2006, or our wholly owned subsidiaries.

Training and Development

Our training, continuing education and career development programs are designed to ensure our technology
professionals enhance their skill-sets in alignment with their respective roles. Most new student hires complete
approximately 14 weeks of integrated on-the-job training prior to becoming billable to our clients. We continually
provide our technology professionals with challenging assignments and exposure to new skills, technologies and
global opportunities.

As of March 31, 2006, we employed 181 faculty members in our training division, including 109 with doctorate or
masters degrees. Our faculty conducts the integrated training for new employees, as well as approximately 240
different two-week continuing education courses in technology at different levels and management skills for all
employees per annum. Some of the very highly specialized programs are outsourced to institutions of high repute on a
selective basis.

Leadership development is a core part of our training program. We established the Infosys Leadership Institute on a
334 acre campus in Mysore, India to enhance leadership skills that are required to manage the complexities of the
rapidly changing marketplace and to further instill our culture through leadership training. We have also completed an
employee training facility in Mysore, India which is able to house 4,500 trainees at any one time and is able to provide
training facilities for approximately 12,000 employees annually. We provide a challenging, entrepreneurial and
empowering work environment that rewards dedication and a strong work ethic.

Compensation
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Our technology professionals receive competitive salaries and benefits and are eligible to participate in our stock
option plans. We have also adopted a performance-linked compensation program that links compensation to
individual performance, as well as our performance.

In 2004, The Financial Accounting Standards Board of the United States issued an exposure draft proposing to require
companies to change their accounting policies to record the fair value of stock options issued to employees as an
expense. Due to the uncertainty in the future of the rules governing stock options, we decided to suspend grants of
stock options until such uncertainties are clarified. In December 2004, the Financial Accounting Standards Board
issued FASB Statement No. 123 (revised 2004), Share-Based Payment requiring companies to change their
accounting policies to record the fair value of stock options issued to employees as an expense. The unamortized stock
compensation expense as of March 31, 2006, as determined under the fair value method was approximately $5
million. Pursuant to the Securities and Exchange Commission Release No. 33-8568, we are required to adopt SFAS
123R from April 1, 2006. The change in the standard will adversely affect our operating results in the event we make
any future grants.

Intellectual Property

Our intellectual property rights are critical to our business. We rely on a combination of patent, copyright, trademark
and design laws, trade secrets, confidentiality procedures and contractual provisions to protect our intellectual
property. We currently have no issued patents. Eleven of our patent applications are pending in the U.S. Patent and
Trademark Office and twenty four are pending in the Indian Patent Office. We have five registered trademarks and
several unregistered trademarks in India. We require employees, independent contractors and, whenever possible,
vendors to enter into confidentiality agreements upon the commencement of their relationships with us. These
agreements generally provide that any confidential or proprietary information developed by us or on our behalf be
kept confidential. These agreements also provide that any confidential or proprietary information disclosed to third
parties in the course of our business be kept confidential by such third parties. However, our clients usually own the
intellectual property in the software we develop for them.

Our efforts to protect our intellectual property may not be adequate. Our competitors may independently develop
similar technology or duplicate our products and/or services. Unauthorized parties may infringe upon or
misappropriate our products, services or proprietary information. In addition, the laws of India do not protect
intellectual property rights to the same extent as laws in the United States. In the future, litigation may be necessary to
enforce our intellectual property rights or to determine the validity and scope of the proprietary rights of others. Any
such litigation could be time-consuming and expensive.

We could be subject to intellectual property infringement claims as the number of our competitors grows and our
product or service offerings overlap with competitive offerings. In addition, we may become subject to such claims
since we may not always be able to verify the intellectual property rights of third parties from which we license a
variety of technologies. Defending against these claims, even if they are not meritorious, could be expensive and
divert our attention from operating our company. If we become liable to third parties for infringing upon their
intellectual property rights, we could be required to pay substantial damage awards and be forced to develop
non-infringing technology, obtain licenses or cease selling the applications that contain the infringing technology. The
loss of some of our existing licenses could delay the introduction of software enhancements, interactive tools and
other new products and services until equivalent technology could be licensed or developed. We may be un able to
develop non-infringing technology or obtain licenses on commercially reasonable terms, if at all.

We regard our trade name, trademarks, service marks and domain names as important to our success. We rely on the
law to protect our proprietary rights to them, and we have taken steps to enhance our rights by filing trademark
applications where appropriate. We have obtained registration of our key brand 'INFOSYS' as a trademark in both
India and in the United States. We also aggressively protect these names and marks from infringement by others.
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Research and Development

Our research and development efforts focus on developing and refining our methodologies, tools and techniques,
improving estimation processes and adopting new technologies. We have several groups engaged in our research and
development activities. These groups are listed below.

Education and Research Group. This group conducts short-term and long-term research in the areas of knowledge
management, performance testing, e-commerce, and education and training methodologies.

Software Engineering and Technology Labs. This group monitors advances in technologies that could impact the
business of our clients such as knowledge management, collaborative technologies, convergence technologies and
web services. They also develop new methodologies and software tools that assist us in our execution of IT services
projects.

Domain Competency Group. This group monitors emerging business trends in particular domains that are relevant to
our client base and seeks to understand and develop solutions that are highly specific to an individual industry.

We have also established concept centers for several advanced technologies and have a performance-testing center to
develop solutions for a number of our development projects.

Our research and development expenses for fiscal 2006 and 2005 were $23 and $17 million.

EFFECT OF GOVERNMENT REGULATION OF OUR BUSINESS

Regulation of our business by the Indian government affects our business in several ways. We benefit from certain tax
incentives promulgated by the Government of India, including a ten-year tax holiday from Indian corporate income
taxes for the operation of most of our Indian facilities. As a result of these incentives, our operations have been subject
to relatively insignificant Indian tax liabilities. We have also benefited from the liberalization and deregulation of the
Indian economy by the successive Indian governments since 1991, including the current Indian government. Further,
there are restrictive Indian laws and regulations that affect our business, including regulations that require us to obtain
approval from the Reserve Bank of India and/or the Ministry of Finance of the Government of India to acquire
companies organized outside India, and regulations that require us, subject to some exceptions, to obtain approval
from relevant government authorities in India in order to raise capital outsid e India. The conversion of our equity
shares into ADSs is governed by guidelines issued by the Reserve Bank of India.

LEGAL PROCEEDINGS

In the ordinary course of business, we may from time to time become involved in certain legal proceedings. As of the
date of this Annual Report, we are not a party to any pending material legal proceedings.

ORGANIZATIONAL STRUCTURE

We hold a majority interest in the following company:

Progeon. Infosys established Progeon in April 2002, under the laws of India. Infosys holds 71.7% of the
equity share capital and voting power of Progeon. The equity shares have been issued to Infosys as per the
terms of the stock subscription agreement signed in April 2002, between Infosys, CIFC and Progeon. Pursuant
to the agreement, 12,250,000 equity shares were issued to Infosys in each of April 2002 and March 2004 for
an aggregate consideration approximating $5 million and CIFC was issued 4,375,000 (0.0005%) cumulative
convertible preference shares in each of June 2002 and March 2004 for an aggregate consideration
approximating $20 million.

• 
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The stock subscription agreement provided that unless earlier converted pursuant to an agreement in this
behalf between Infosys and CIFC, these cumulative convertible preference shares shall automatically be
converted into equity shares upon the earlier of, (i) one year prior to Progeon's initial public offering (IPO)
date, (ii) June 30, 2005, or (iii) at the holder's option, immediately upon the occurrence of any Liquidity
Event. The term "Liquidity Event" includes any of a decision of the Board of Directors of Progeon to make an
IPO, merger, reconstruction, capital reorganization or other event which, in the sole opinion of the holder of
the convertible preference shares, amounts to an alteration in the capital structure of Progeon. Each preference
share was convertible into one equity share of par value $0.20 each. Indian law requires redemption of
preference shares within a period of 20 years.

The carrying value of the preference shares was $21 million as of March 31, 2005. On June 30, 2005, the
preference shares have been converted to equity shares of Progeon as per the terms of the stock subscription
agreement. As of March 31, 2006, CIFC holds 8,750,000 equity shares of Progeon. Infosys' percentage
ownership in Progeon immediately before and immediately after the conversion of preference shares was
99.5% and 73.4% respectively. The transaction resulted in a change of $12 million in the proportionate share
of Infosys in the equity of Progeon and the change has been accounted for as an equity transaction in
consolidation.

On April 20, 2006 we entered into an agreement with CIFC to acquire its entire holdings in Progeon for a
consideration of approximately $115 million in cash. The closing of the transaction is subject to several
conditions, including the receipt of necessary governmental approvals and consents. Subject to the satisfaction
or waiver, as appropriate, of all conditions, we expect the transaction to be completed in July 2006. The share
purchase agreement and the escrow agreement in connection with the share purchase agreement are filed as
Exhibits 10.7 and 10.8 to this Annual Report, respectively.

Infosys is the sole shareholder of the following companies:

Infosys Australia. In January 2004 we acquired, for cash, 100% of the equity in Expert Information Services
Pty. Limited, Australia for $14 million. The purchase consideration includes $3 million retained in escrow for
representations and warranties made by the selling shareholders. The acquired company was renamed as
'Infosys Technologies ( Australia) Pty. Limited'. There is a further contingent consideration payable to the
sellers subject to continued employment and meeting of defined operating and financial performance
parameters.

• 

Infosys China. In October 2003, we established a wholly-owned subsidiary, Infosys China in Shanghai,
China, to expand our business operations in China. Our board of directors has approved the investment of up
to $5 million in the share capital of Infosys China. We have invested $5 million in Infosys China as of March
31, 2006. During fiscal 2006 we made an unsecured loan of $3 million to Infosys China.

• 

Infosys Consulting. In April 2004, we established a wholly-owned subsidiary, Infosys Consulting,
incorporated in the State of Texas to add high-end consulting capabilities to our Global Delivery Model. Our
board of directors has approved the investment of up to $20 million in the share capital of Infosys Consulting.
We have invested $17 million in Infosys Consulting as of March 31, 2006. There is a further consideration
payable to the Managing Directors subject to continued employment as an earn-out on meeting of defined
financial and non-financial performance parameters.

• 
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PROPERTY, PLANTS AND EQUIPMENT

Our principal campus, "Infosys City" is located at Electronics City, Bangalore, India. Infosys City consists of
approximately 3.5 million square feet of land and 2.9 million square feet of operational facilities. The campus
features:

11,80,000 square feet of landscaped area;• 
389 conference rooms;• 
An Education and Research unit consisting of 115,000 square feet of facilities space, including a library, six
class rooms and six training rooms, computer-based learning and audio-visual aids, and over 70 faculty
rooms;

• 

A Management Development Center consisting of 75,500 square feet of facilities space, with 21 class rooms
and 22 faculty rooms;

• 

A world-class conference room with the capacity to simultaneously video-conference 24 locations across the
globe;

• 

Redundant power supply through captive generators;• 
Leisure facilities, including tennis courts, a miniature golf course, a basketball court, a swimming pool, health
club and a bookstore;

• 

A multi-level parking lot with a capacity to park 1,300 vehicles;• 
A multi-cuisine restaurant, five food courts and accomodation facilities; and• 
A store selling Infosys branded merchandise.• 

Our capital expenditure on property, plant and equipment for fiscal years 2006, 2005 and 2004 were $246 million,
$186 million and $93 million respectively.

Our software development facilities are equipped with a world-class technology infrastructure that includes networked
workstations, servers, data communication links and video-conferencing.

We have fourteen sales and marketing offices in the United States, five in India, three in Germany, two in Australia
and Switzerland, and one each in Belgium, Canada, China, Czech Republic, France, Hong Kong, Italy, Japan,
Netherlands, Sweden and the UAE. We believe our facilities are optimally utilized. Appropriate expansion plans are
being planned and undertaken to meet our future growth.

Our most significant leased and owned properties are listed in the table below:

Location Building Land
Approx. Sq. ft. Approx Sq. ft. Ownership

Software Development Facilities
Bangalore ( Infosys City), Karnataka 2,894,725 2,358,033 Leased
Bangalore ( Infosys City), Karnataka -  1,147,285 Owned
Bangalore (B.T.M. Layout), Karnataka 11,300 -  Leased
Bangalore (Koramangala), Karnataka 22,000 -  Leased
Bangalore ( Dickenson Road), Karnataka 7,000 -  Owned
Bangalore (J.P. Nagar), Karnataka 59,500 -  Leased
Bangalore (J.P. Nagar), Karnataka 56,395 -  Leased
Bangalore (J.P. Nagar), Karnataka 4,800 2,750 Leased
Bhubaneswar ( Chandaka Industrial Park), Orissa 384,000 1,999,455 Leased
Chennai (Sholinganallur), Tamil Nadu 496,317 577,608 Leased
Chennai (Maraimalai Nagar), Tamil Nadu 320,889 3,269,626 Leased 
Hyderabad (Manikonda Village), Andhra Pradesh 930,000 2,178,009 Owned
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Mangalore (Kottara), Karnataka 198,000 119,790 Owned
Mangalore (Pajeeru and Kairangala Village),
Karnataka

-    442,831 Leased 

Mohali (S.A.S. Nagar Industrial Area) 21,000 -  Leased
Mysore (Hebbal Electronic City), Karnataka 2,523,550 9,925,620 Owned
Mysore (Hebbal Electronic City), Karnataka -  4,613,235 Leased
Pune (Hinjewadi), Maharashtra 589,647 1,089,004 Leased
Pune (Hinjewadi Phase II), Maharashtra 519,000 4,883,200 Leased
Thiruvananthapuram, Kerala 88,000 -  Leased
TOTAL 9,126,123 32,606,446 
Proposed Software Development Facilities
Bangalore ( Infosys City), Karnataka 385,300 -  Leased
Chennai (Maraimalai Nagar), Tamil Nadu 141,200 -  Leased
Hyderabad (Manikonda Village), Andhra Pradesh 729,000 -  Owned
Bhubaneshwar (Chandaka Industrial Area), Orissa 332,000 -  Leased
Mysore (Hebbal Electronic City), Karnataka 1,867,870 -  Leased
Pune (Hinjewadi Phase II), Maharashtra 1,146,679 -  Leased
Mohali 741,554 871,723 Leased
TOTAL 5,343,603 871,723
Proximity and Global Development Facilities
Bridgewater , New Jersey 17,200 -  Leased
Boston , Massachusetts 33,252 -  Leased
Chicago , Illinois 13,965 -  Leased
Milton Keynes, United Kingdom 1,200 -  Leased
Fremont , California 32,000 -  Leased
Phoenix , Arizona 17,086 -  Leased
Plano , Texas 31,055 -  Leased
Toronto , Canada 20,515 -  Leased
Sydney , Australia 3,074 -  Leased
Melbourne , Australia 59,260 -  Leased
Tokyo , Japan 6,894 -  Leased
Charlotte , North Carolina 11,057 -  Leased
London , United Kingdom 1,200 -  Leased
London (Canary Wharf, Level 14), United Kingdom  25,607 -  Leased
London (Canary Wharf, Level 15), United Kingdom  27,043 -  Leased
Masarykova, Brno, Czech Republic 13,132 -  Leased
Shanghai , China 63,789 -  Leased
TOTAL 377,329 -  
Disaster Recovery Facility
Mauritius 29,100 -  Leased
Others
Bangalore (J.P. Nagar, Sarakki), Karnataka -  16,553 Owned
Bangalore ( Adarsh Gardens), Karnataka 78,700 -  Owned
Mumbai ( Vallabhai Patel Road), Maharashtra 13,620 -  Owned
TOTAL 121,420 16,553
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Item 4A. Unresolved Staff Comments
None

Item 5. Operating and Financial Review and Prospects

OPERATING RESULTS

This information is set forth under the caption 'Management's discussion and analysis of financial condition and
results of operations' below and such information is incorporated herein by reference

LIQUIDITY AND CAPITAL RESOURCES

This information is set forth under the caption 'Management's discussion and analysis of financial condition and
results of operations' below and such information is incorporated herein by reference.

RESEARCH AND DEVELOPMENT, PATENTS AND LICENSES, ETC.

We have committed and expect to continue to commit in the future, a material portion of our resources to research and
development. Efforts towards research and development are focused on refinement of methodologies, tools and
techniques, implementation of metrics, improvement in estimation process and the adoption of new technologies.

Our research and development expenses for the fiscal years ended March 31, 2006, 2005, and 2004 were $23 million,
$17 million and $9 million.

TREND INFORMATION

This information is set forth under the caption 'Management's discussion and analysis of financial condition and
results of operations' below and such information is incorporated herein by reference.

Management's discussion and analysis of financial condition and results of operations

Investors are cautioned that this discussion contains forward-looking statements that involve risks and uncertainties.
When used in this discussion, the words 'anticipate,' 'believe,' 'estimate,' 'expect,' 'intend,' 'project,' 'seek,' 'should,' 'will'
and other similar expressions as they relate to us or our business are intended to identify such forward-looking
statements. Actual results, performances or achievements could differ materially from those expressed or implied in
such forward-looking statements. Factors that could cause or contribute to such differences include those described
under the heading 'Risk Factors' in this Annual Report. Readers are cautioned not to place undue reliance on these
forward-looking statements, as they speak only as of the date of this Annual Report. The following discussion and
analysis should be read in conjunction with our financial statements included herein and the notes thereto. We
undertake no obligation to publicly update or revise any forward-looking stateme nts, whether as a result of new
information, future events or otherwise.

Overview

We are a leading global technology services company founded in 1981, and headquartered in Bangalore, India. We
provide comprehensive end-to-end business solutions that leverage technology for our clients, including consulting,
design, development, software re-engineering, maintenance, systems integration, package evaluation and
implementation and infrastructure management services. We also provide software products to the banking industry.
Through Progeon, we provide business process management services such as offsite customer relationship
management, finance and accounting, and administration and sales order processing. Our clients rely on our solutions
to enhance their business performance.
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We completed our initial public offering of equity shares in India in 1993 and our initial public offering of ADSs in
the United States in 1999. In August 2003, we completed a sponsored secondary offering of ADSs in the United States
on behalf of our shareholders. In June 2005, we completed a second sponsored secondary offering of ADSs in the
United States on behalf of our shareholders, the largest international equity offering out of India at the time. This
offering included a public offering without listing in Japan. We did not receive any of the proceeds from our
sponsored secondary offerings.

The following table sets forth our growth in revenue, net income and number of employees from fiscal 2002 to fiscal
2006:

(Dollars in millions)

Fiscal 2002Fiscal 2006 Compound Annual
Growth Rate %

Revenues $545 $2,152 41.0%
Net income $164 $555 35.6%
Approximate number of employees at the end of the fiscal year 10,700 52,700 49.0%
Our revenue growth is attributable to a number of factors including an increase in the size and number of projects
executed for existing and new clients, as well as an expansion in the solutions that we provide to our clients. For fiscal
2005 and fiscal 2006, 95.4% and 95.0% of our revenue came from repeat business, which we define as revenue from a
client who also contributed to our revenue during the prior fiscal year.

The following table sets forth our revenue and net income for fiscal 2005 and fiscal 2006:

(Dollars in millions)

2005 2006 Percentage
Change

Revenues $1,592 $2,152 35.2%
Net income $419 $555 32.5%

We use a distributed project management methodology that we refer to as our Global Delivery Model. We divide
projects into components that we execute simultaneously at client sites and at our geographically dispersed
development centers in India and around the world. Our Global Delivery Model allows us to efficiently execute
projects across time zones and development centers, thereby optimizing our cost structure. We also offer a secure and
redundant infrastructure for all client data.

The following table sets forth our revenues by geographic segments for fiscal 2006:

Geographic Segments Fiscal 2006
(Percentage
of
Revenues)

North America 64.8%
Europe 24.5%
India 1.8%
Rest of the World 8.9%
Revenues

Our revenues are generated principally from technology services provided on either a time-and-materials or a
fixed-price, fixed-timeframe basis. Revenues from services provided on a time-and-materials basis are recognized as
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the related services are performed. Revenues from services provided on a fixed-price, fixed-timeframe basis are
recognized pursuant to the percentage of completion method. Most of our client contracts, including those that are on
a fixed-price, fixed-timeframe basis can be terminated by clients with or without cause, without penalties and with
short notice periods between zero and 90 days. Since we collect revenues on contracts as portions of the contracts are
completed, terminated contracts are only subject to collection for portions of the contract completed through the time
of termination. Our contracts do not contain specific termination-related penalty provisions. In order to manage and
anticipate the risk of early or abrupt contract terminations, we monitor the progress on all contracts and change orders
according to their characteristics and the circumstances in which they occur. This includes a focused review of our
ability and our client's ability to perform on the contract, a review of extraordinary conditions that may lead to a
contract termination, as well as historical client performance considerations. Since we also bear the risk of cost
overruns and inflation with respect to fixed-price, fixed-timeframe projects, our operating results could be adversely
affected by inaccurate estimates of contract completion costs and dates, including wage inflation rates and currency
exchange rates that may affect cost projections. Losses on contracts, if any, are provided for in full in the period when
determined. Although we revise our project completion estimates from time to time, such revisions have not, to date,
had a material adverse effect on our operating results or financial condition. We also generate revenue from software
application products, including banking software. Such software products represented 3.8% of our total revenues for
fiscal 2006 and 3.0% of our total revenues for fiscal 2005.

We experience from time to time pricing pressure from our clients, especially during the recent economic downturn,
which has adversely affected our revenues, margins and gross profits. For example, clients often expect that as we do
more business with them, they will receive volume discounts. Additionally, clients may ask for fixed-price
arrangements or reduced rates. We attempt to use fixed-price arrangements for work where the specifications are
complete, so individual rates are not negotiated. We are also adding new services at higher price points and where
more value is added for our clients. More recently, some of our clients have delayed purchase decisions as they seek to
comply, as applicable, with increased regulations, such as the Sarbanes-Oxley Act of 2002, or undergo corporate
reorganizations.

Cost of Revenues

Our cost of revenues primarily consists of salary and other compensation expenses, depreciation, overseas travel
expenses, cost of software purchased for internal use, cost of technical subcontractors, data communications expenses
and computer maintenance. We depreciate our personal computers and servers over two years and mainframe
computers over periods of up to three years. Third party software is written off over the estimated useful life. Cost of
revenues also includes amortization of deferred stock compensation expense arising from option grants relating to the
1994 stock option plan, which has been accounted for under the intrinsic value method. The deferred stock
compensation expenses were completely amortized as of March 31, 2004.

We typically assume full project management responsibility for each project that we undertake. Approximately 72.3%
of the total billed person-months for our services during fiscal 2006 were performed at our global development centers
in India, and the balance of the work was performed at client sites and global development centers located outside
India. The proportion of work performed at our facilities and at client sites varies from quarter to quarter. We charge
higher rates and incur higher compensation and other expenses for work performed at client sites and global
development centers located outside India. Services performed at a client site or global development centers located
outside India typically generate higher revenues per-capita at a lower gross margin than the same services performed
at our facilities in India. As a result, our total revenues, cost of revenues and gross profit in absolute terms and as a
percentage of revenues fluctuate from quarter to quarter based on the proportion of w ork performed outside India.
Additionally, any increase in work performed at client sites or global development centers located outside India can
decrease our gross profits. We hire subcontractors on a limited basis from time to time for our own technology
development needs, and we generally do not perform subcontracted work for other technology service providers. For
fiscal 2006, approximately 3.0% of our cost of revenues was attributable to cost of technical subcontractors. We do
not anticipate that our subcontracting needs will increase significantly as we expand our business.
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Revenues and gross profits are also affected by employee utilization rates. We define employee utilization as the
proportion of total billed person months to total available person months excluding support personnel. We manage
utilization by monitoring project requirements and timetables. The number of consultants assigned to a project will
vary according to size, complexity, duration, and demands of the project. An unanticipated termination of a significant
project could also cause us to experience lower utilization of technology professionals, resulting in a higher than
expected number of unassigned technology professionals. In addition, we do not fully utilize our technology
professionals when they are enrolled in training programs, particularly during our 14-week training course for new
employees.

Selling and Marketing Expenses

Selling and marketing expenses represent 6.3% of total revenues for fiscal 2006. Our selling and marketing expenses
primarily consist of expenses relating to salaries of sales and marketing personnel, travel, brand building, rental for
sales and marketing offices and telecommunications. We have decided to increase our selling and marketing expenses
to increase brand awareness among target clients and promote client loyalty and repeat business among existing
clients.

General and Administrative Expenses

General and administrative expenses represent 8.0% of total revenues for fiscal 2006. Our general and administrative
expenses are comprised of expenses relating to salaries of senior management and other support personnel, travel
expenses, legal and other professional fees, telecommunications, utilities, other miscellaneous administrative costs and
provisions for doubtful accounts receivable. The factors which affect the fluctuations in our provisions for bad debts
and write offs of uncollectible accounts include the financial health of our clients and of the economic environment in
which they operate.

Amortization of Stock Compensation Expense

Amortization of stock compensation expense consists of costs relating to option grants under the 1994 stock option
plan which have not been included in cost of revenues. These costs have been accounted under the intrinsic value
method and the deferred stock compensation expenses have been completely amortized as of March 31, 2004.

In 2004, the Financial Accounting Standards Board issued SFAS No. 123 (revised 2004), Share-Based Payment
requiring companies to change their accounting policies to record the fair value of stock options issued to employees
as an expense. Currently, we do not deduct the expense of employee stock option grants from our income based on the
fair value method as we had adopted the pro forma disclosure provisions of SFAS No. 123, Accounting for
Stock-Based Compensation. The unamortized stock compensation expense as of March 31, 2006, as determined under
the fair value method is approximately $5 million. Pursuant to the Securities and Exchange Commission Release No.
33-8568, we are required to adopt SFAS 123R from April 1, 2006. The change in the standard will adversely affect
our operating results in the event we make any future grants. However, had compensation cost for our stock-based
compensation plan been determined in a manner consistent with the existing fair value approach described in SFAS
No. 123, our net income as reported would have been reduced to the pro forma amounts of approximately $223
million, $393 million and $545 million in fiscal 2004, fiscal 2005 and fiscal 2006.

Amortization of Intangible Assets

Our amortization of intangible assets consists of non-cash expenses arising from the acquisition of certain intellectual
property rights and identified intangibles arising from purchase price allocations for business combinations. We
amortize intangible assets over their estimated useful lives.

Gain on Sale of Long Term Investment
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In fiscal 2005, we sold our investment in Yantra Corporation. The carrying value of the investment in Yantra
Corporation was completely written down in fiscal 1999. Consideration received from the sale resulted in a gain of
$11 million. There is a further consideration of $1 million, subject to contractual contingencies, receivable in fiscal
2007. No gain has been recognized on the contingent portion.

Other Income, net

Other income/(expense), net includes interest income, income from liquid mutual fund investments, foreign currency
exchange gains/losses including marked to market gain/losses on foreign exchange forward and option contracts, and
provisions for losses on investments.

Functional Currency and Foreign Exchange

Our functional currency is the Indian rupee. The functional currency for Infosys Australia, Infosys China and Infosys
Consulting is the respective local currency. The financial statements included in this Annual Report are reported in
U.S. dollars. The translation of rupees to dollars is performed for the balance sheet accounts using the exchange rate in
effect at the balance sheet date, and for revenue and expense accounts using a monthly average exchange rate for the
respective periods. The gains or losses resulting from such translation are reported as other comprehensive
income/loss.

Generally, Indian law requires residents of India to repatriate any foreign currency earnings to India to control the
exchange of foreign currency. More specifically, Section 8 of the Foreign Exchange Management Act, or FEMA,
requires an Indian company to take all reasonable steps to realize and repatriate into India all foreign exchange earned
by the company outside India, within such time periods and in the manner as specified by the Reserve Bank of India,
or RBI. The RBI has promulgated guidelines that require the company to repatriate any realized foreign exchange
back to India, and either:

sell it to an authorized dealer for rupees within seven days from the date of receipt of the foreign exchange;  • 
retain it in a foreign currency account such as an Exchange Earners Foreign Currency, or EEFC, account with
an authorized dealer; or  

• 

use it for discharge of debt or liabilities denominated in foreign exchange.• 

We typically collect our earnings and pay expenses denominated in foreign currencies using a dedicated foreign
currency account located in the local country of operation. In order to do this, we are required to, and have obtained,
special approval from the RBI to maintain a foreign currency account in overseas countries like the United States.
However, the RBI approval is subject to limitations, including a requirement that we repatriate all foreign currency in
the account back to India within a reasonable time, except an amount equal to our local monthly operational cost of
our overseas branch and personnel. We currently pay such expenses and repatriate the remainder of the foreign
currency to India on a regular basis. We have the option to retain those in an EEFC account (foreign currency
denominated) or an Indian-rupee-denominated account. We convert substantially all of our foreign currency to rupees
to fund operations and expansion activities in India.

Our failure to comply with these regulations could result in RBI enforcement actions against us.

Income Taxes

Our net income earned from providing software development and other services outside India is subject to tax in the
country where we perform the work. Most of our tax paid in countries other than India can be applied as a credit
against our Indian tax liability to the extent that the same income is subject to tax in India.
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Currently, we benefit from the tax holidays the Government of India gives to the export of software from specially
designated software technology parks in India and for facilities set up under the Special Economic Zones Act, 2005.
As a result of these incentives, our operations have been subject to relatively low tax liabilities. These tax incentives
include a 10-year tax holiday from Indian corporate income taxes for the operation of most of our Indian facilities. As
a result of these tax exemptions, a substantial portion of our pre-tax income has not been subject to significant tax in
recent years. These tax incentives resulted in a decrease in our income tax expense of $160 million for fiscal 2006
compared to the effective tax amounts that we estimate would have applied if these incentives had not been available.

The Finance Act, 2000 phases out the ten-year tax holiday over a ten-year period from fiscal 2000 through fiscal 2009.
Accordingly, facilities set up in India on or before March 31, 2000 have a ten-year tax holiday, new facilities set up on
or before March 31, 2001 have a nine-year tax holiday and so forth until March 31, 2009. After March 31, 2009, the
tax holiday will no longer be available to new facilities. Our current tax holidays expire in stages by 2009. Some of
our new facilities are being set up under the Special Economic Zones Act, 2005. Under this scheme, units in
designated special economic zones which begin providing services on or after April 1, 2005 will be eligible for a
deduction of 100 percent of profits or gains derived from the export of services for the first five years from
commencement of provision of services and 50 percent of such profits or gains for a further five years. Certain tax
benefits are also available for a further five years subject to the unit meeting defined conditions. When our tax
holidays expire or terminate, our tax expense will materially increase, reducing our profitability. As a result of such
tax incentives, our effective tax rate for fiscal 2006 was 11.1% and our Indian statutory tax rate for the same period
was 33.66%.

Minority interest

Minority interest represents the share of minority shareholders in the profits of Progeon Limited, our majority owned
and consolidated subsidiary.

Results of Operations

The following table sets forth certain financial information as a percentage of revenues:

Fiscal
2004 2005 2006

Revenues 100.0 % 100.0 % 100.0 %
Cost of revenues including amortization of stock compensation expenses 56.7 % 56.8 % 57.8%
Gross profit 43.3 % 43.2 % 42.2%
Operating Expenses:
Selling and marketing expenses 7.2 % 6.5 % 6.3%
General and administrative expenses 7.7 % 8.0 % 8.0%
Amortization of stock compensation expenses 0.1 % -  -  
Amortization of intangible assets 0.7 % 0.1 % -  
Total operating expenses 15.7 % 14.6 % 14.3%
Operating income 27.6 % 28.6 % 27.9%
Gain on sale of long term investment -  0.7 % - 
Other income, net 2.6 % 1.5 % 1.4%
Income before income taxes   30.2 % 30.8 % 29.3%
Provision for income taxes   4.8 % 4.5 % 3.3%
Income before minority interest   25.4 % 26.3 % 26.0%
Minority interest - - 0.2%
Net income   25.4 % 26.3 % 25.8%
Results for Fiscal 2006 compared to Fiscal 2005
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Revenues

The following table sets forth the growth in our revenues from fiscal 2005 to fiscal 2006:

(Dollars in millions)

Fiscal 2005Fiscal 2006Change Percentage
Change

Revenues $1,592 $2,152 $560 35.2%
Revenues increased in most segments of our services. The increase in revenues was attributable to an increase in
business from both existing clients and from new clients, particularly in industries such as financial services, retail and
energy and utilities services.

The following table sets forth our revenues by industry segments for fiscal 2005 and fiscal 2006:

Percentage of
Revenues

Industry Segments Fiscal 2005Fiscal 2006
Financial services 34.5% 36.0%
Manufacturing 14.5% 13.9%
Telecommunication 18.5% 16.4%
Retail 9.7% 10.2%
Others including utilities, logistics and services 22.8% 23.5%
Revenues from services represented 97.0% of total revenues for fiscal 2005 as compared to 96.2% for fiscal 2006.
Sale of our software products represented 3.0% of our total revenues for fiscal 2005 as compared to 3.8% for fiscal
2006.

The following table sets forth the revenues from fixed-price, fixed-timeframe contracts and time-and-materials
contracts as a percentage of total services revenues for fiscal 2005 and fiscal 2006:

Percentage of total
services revenues

Fiscal 2005Fiscal 2006
Fixed-price, fixed-timeframe
contracts

30.0% 28.1%

Time-and-materials contracts 70.0% 71.9%
The following table sets forth our revenues by geographic segments for fiscal 2005 and fiscal 2006:

Percentage of
Revenues

Geographic Segments Fiscal 2005Fiscal 2006
North America 65.2% 64.8%
Europe 22.3% 24.5%
India 1.9% 1.8%
Rest of the World 10.6% 8.9%
During fiscal 2006 the total billed person-months for our services other than business process management grew by
31.3% compared to fiscal 2005.The onsite and offshore volume growth were 32.1% and 30.9% during fiscal 2006
compared to fiscal 2005. We have recently seen a slight increase in pricing on engagements with some of our
customers. During fiscal 2006 there was 0.3% increase in onsite rates and a 0.8% increase in offshore rates compared
to fiscal 2005.
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Cost of revenues

The following table sets forth our cost of revenues for fiscal 2005 and fiscal 2006:

(Dollars in millions)

Fiscal 2005Fiscal 2006Change Percentage
Change

Cost of revenues $904 $1,244 $340 37.6%
As a percentage of revenues 56.8% 57.8%
The increase in our cost of revenues is mainly attributable to increases of approximately $262 million in personnel
costs due to new hires and a compensation review effected in April 2005, $22 million in overseas travel expenses, $34
million in depreciation expenses, $6 million in amortization of software purchased for our own use and $12 million in
cost of technical subcontractors, partially offset by a reduction of $10 million in accruals for post sales client support.

Gross profit

The following table sets forth our gross profit for fiscal 2005 and fiscal 2006:

(Dollars in millions)

Fiscal 2005Fiscal 2006Change Percentage
Change

Gross profit $688 $908 $220 32.0%
As a percentage of revenues 43.2% 42.2%
The decrease in gross profit as a percentage of revenues from fiscal 2005 to fiscal 2006 is attributable to a 35.2%
increase in revenues for fiscal 2006 offset by a 37.6% increase in cost of revenues in the same period compared to
fiscal 2005.

Selling and marketing expenses

The following table sets forth our selling and marketing expenses for fiscal 2005 and fiscal 2006:

(Dollars in millions)

Fiscal 2005Fiscal 2006Change Percentage
Change

Selling and marketing expenses $103 $136 $33 32.0%
As a percentage of revenues 6.5% 6.3%
The number of our sales and mark
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