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NARAYANA MURTHY AND INFOSYS

“ A true leader is one who leads by example and sacrifices more than anyone else, in his or her
pursuit of excellence.”
- N. R. Narayana Murthy, Chairman, I nfosys.

“The US has discovered India’'s high-tech industry, and the credit is largely due to shy,
unflappable engineer N.R. Narayana Murthy.”
- Business Week, June 14, 1999

INTRODUCTION
In February 2001, Infosys Technologies Ltd. (Infosys)! was voted Managed Company

in Asia in the Information Technology sector, in leading financi ine)Euromoney’s Fifth
Annual Survey of Best Managed Companies in Asia. Inf:@ ted in 1981, by seven?

professional entrepreneurs led by Narayana Murthy, Chait Infosys with an equity
capital of Rs.10,000. By 2000, Infosys market capital ed Rs.11 billion and by 2001,
Infosys was one of the biggest exporters of software dia. Narayana Murthy had built an
organization that was respected across the country, wi ,/ strong systems, high ethical values
and a nurturing working atmosphere. With his %@danagement skills, Narayana Murthy seemed

zation
om |

to have taken Infosys to the pinnacle of successi ecades. From aturnover of Rs.1.16 million

r@ in 2001. (Refer Tables| and I1)

There were many firsts to Nara%/s Credit. Infosys was the first company to push for
off—shore software development® as against body shopping® that was coming during the 1980s. He
championed corporate governance in \;u Infosys was the first Indian company to follow the

in 1981, Infosys had grown to aRs.19

! Infosys, based in Banga
information technelogy
services offered include
Internet consulting, sof

@aaka), is a publicly held, 1SO-9001 certified company offering
wsulting and software services to Fortune 1000 companies. The software
application development (on a fixed-time and fixed-fee basis), E-Commerce and
are maintenance.

2 Nandan Nilekani, S.Gopalakrishnan, K. Dinesh, S.B.Shibulal, N.S.Raghavan, Ashok Arora (left Infosysin
1983)

% Due to low hourly rates and technically well-trained programmers, the European and American
organizations have their major software development projects done in less developed countries like India.

* Body shopping is contract labor of skilled workers. It refers to the practice of recruiting software
professionalsin India and sending them to work on projects abroad.
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US Generally Accepted Accounting Principles (GAAP) disclosure norms before going for a
Nasdaq listing in 1999. Narayana Murthy was also the recipient of many awards (Refer Exhibit I).

TABLE |
INFOSYS: KEY STATISTICS (1981-98)

(in Rsmillion)

Year Turnover | Net Profit
1981 1.16 0.38
1987 19.00 3.84
1988 27.50 490
1989 (9 months) 25.40 4.50
1991 50.00 n.a
1992 145.20 35.00

Source: Business World, November 7, 1998.

In late 2000, Infosys became a total software services company. It set up a software
development centre at Toronto as part its globalization strategy. A felt that Narayana
or hi

Murthy had not only managed his company well, he talked company at every
opportunity that came hisway. In the process, he had built a bran company.

TABLE I @
INFOSYSNET SALES; 1998-2001

(in Rskilli
Year |“Net Sales
1998 . 2.58

1999 [\ ~5.09
2000~ P/ 882
A 19.00

BACKGROUND NOTE

Narayana Murthy ol s Bachelor's degree in Electrical Engineering from University of
Mysore in 1967 and h aster’s degree in Technology from Indian Institute of Technology,
Kanpur in 1969. He starteg'his career as head of the computer centre at 1|M, Ahmedabad. In 1972,
he went to Paris where he was part of the team that designed a 400-terminal, real-time operating
system for handling air cargo for Charles De Gaulle airport. Narayana Murthy was a left-wing
activist and mingled with French communists during his stay in Paris but his outlook changed
while traveling around Europe. He believed that the only way to pull India out of poverty was to
create more jobs, by setting up new companies. In 1975, he returned to India and joined Systems
Research Institute, Pune, (Maharashtra). He then headed Patni Computer Systems Pvt. Ltd.,

Mumbai, (Maharashtra) before founding Infosysin 1981, along with six other professionals.
THE STRATEGIST

From the beginning, Narayana Murthy focused on the world’s most challenging market - the US.
He had two reasons for this. First, there was no market for software in India at the time. He
believed that Indian software companies should export products in which they had a competitive
advantage. In 1987, Infosys entered into a joint venture with Kurt Salmon Associates (KSA), a
leading global management consultancy firm. KSA-Infosys was the first Indo-American joint
venturein the US.
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In 1988-89, Infosys set up its first office in the US. Reebok of France was looking for a software
system to handle its distribution management at the same time. Infosys bagged the contract and
developed the Distribution Management Application Package (DMAP)° for Reebok’s French
operations. Infosys decided to use this package to create a standard application package for similar
operations of any company. In 1989, Infosys bagged another major contract from Digital
Equipment.

In the early 1990s, with the opening up of the Indian economy, many export-oriented software
companies were set up in India that created the momentum: Infosys leveraged this very
successfully. By mid-1990s, Infosys was competing not only with Indian software magjors like Tata
Consultancy Services®, and Wipro’, but also with overseas players like Cambridge Technology
Partners and Sapinet, which offered software solutions. Narayana Murthy believed that Indian
software professionals had the ability to deal with complex projects. Analysts felt that unlike
elsewhere, India s sharpest minds were heading for a career in software, and the best of these
aspired to be at Infosys. Infosys also competed with consultancies as Anderson Consulting and
Ernst & Y oung, which positioned themselves as information management specialists.

In 1994, the joint venture with KSA was dissolved. In 1995, Nar rthy created Yantra
Corp.? in Acton, Mass. US. Around the same time, Infosys en to a\joint venture with
Satyam Computers’ and DCM.*°

During 1998-99, Narayana Murthy planned to positio nfow@tru global company — global
clients, globa operations, global staff and a global d image. In 1998, to support his global
ambition, Narayana Murthy listed the shares of Info ag through American Depository
Receipts (ADR) issue worth US$75 million. Wi%he took the Indian software industry global.

ri

Narayana Murthy’s global strategy col ures. The first one was the “global delivery
model.” The model emphasized on * here it is most cost effective to produce and
selling where it is most profitabl ost effective production meant doing as much of the
software development work in Indiatand profitable selling meant focusing almost exclusively on

foreign markets, particularly the US.

P

> DMAP integrated datah 2
management, credit€ customer services, sales ledger, claims and disputes, operations and security,
apart from finance and d

® Tata Consultancy Services offers strategy consulting and system integration services to help organizations
plan and build their businesses in the eEconomy.

" Wipro Technologies, based in Bangalore, India, is the global technology services division of Wipro
Limited. Established about two decades back, the company offers services for business transformation and
product realization and al so solutions for the service provider market.

8 Yantra helps companies to unlock value from multi-enterprise trading networks. Y antra solutions enable
companies to sell complementary products and services, reduce inventory, coordinate outsourcing partners
etc.

® Satyam Computer Services Ltd., based in Hyderabad (Andhra Pradesh), is an end-to-end IT solutions
provider and offers a range of expertise aimed at helping customers re-engineer and re-invent their
businesses.

DCM provides design services in the areas of ASIC & FPGA, Communication Software and Web
Applications.
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The second feature of the strategy was “moving up the value chain” — which meant getting
involved in a software development project at the earliest stage of its life cycle'. However,
analysts felt that for this, Infosys would have to compete with big companies like Cambridge
Technology Partners or even Andersen Consulting, and that could be tough. Agreed Narayana
Murthy, “Yes, it is not going to be easy. But we don't have to be unduly concerned about
unmitigated success. We may succeed in some and not in others —which is not to say that we will
not succeed as consultants.”

The third feature of the was the PSPD. According to Narayana Murthy, there are four fundamental
tenets of any well-run business. One: predictability of revenues, two: sustainability of the
predictions; three: profitability of revenues; and four: a good de-risking model. ‘ De-risking’ meant
that Infosys had put limits on its exposure to businesses of various kinds. For instance, it limited its
exposure to Y2K projects to less than 25% of its total revenues because this was a business that
could disappear overnight and Infosys didn’t want to take the risk.

PEOPLE MANAGEMENT

Analysts felt that one factor which helped Infosysto grow at a faster p others was the low
employee turnover. The turnover rate at Infosys was around 11% osed\to industry average
for software companies of over 25% during the 1990s. Info tion capability was a

function both of its rigorous selection procedures as well as p i D practices. About 80%
of the middle and senior level executives were promot o the.drganization.

Infosys provided many facilities to its employees, w J:
professional and personal needs such as ticketing,.credit-cards or house loan applications, créche
facilities for kids, a gymnasium to work out etc.&

Infosys was one of the first compani
additional wealth for its employ

. @ employee stock option plan (ESOP) and create

a-Mdrthy believed that employees created wealth and
unless Infosys had a mechanism to principa shareholders, it was unlikely to grow. By
1997, 500 employees were awarded st nder the ESOP. By 2001, Infosys had about 2000 rupee
millionaires on its staff and m@anz -dollar millionaires.

Analysts felt that Infosyshad f the best reward systems in the industry. Most employees in
Infosys were paid 1 0% es by industry average for software companies. Narayana Murthy
said, “My employees sesk chalenging opportunities, respect, dignity and the opportunitiesto learn
new things. | keep tellingthem that my assets are not this building, the business or foreign contact.

My assets — all 8000 of them — walk out of the gate every evening and | wait for them to come
back to me the next morning.”*?

Employees were encouraged to communicate with each other and with the higher management
about interesting ideas and ways of solving problems through the electronic bulletin boards. To
improve communication, the managing director sent mails every fortnight. There was aso a
concept called the Chairman’s List™® and an annual excellence award. However, groupism was not
encouraged. Narayana Murthy explained, “Everything is judged on merit. Ego doesn’'t come into

YA typical software development project’'s life cycle comprised designing, coding, conversion and
mai ntenance.

12 Business Standard — Strategist, December 2000.

3 An annual list comprising outstanding performers who received employee stock options.
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the picture. Our transactions are zero-based so there is no history sheet. Different people compete,
then they have a discussion, one solution is accepted, one person wins, they smile and go out to
lunch. Because the group of people is very smart, there has to be a uniform distribution of wins.
There are no overt or covert prejudices.”™

CORPORATE GOVERNANCE AND INFOSYS

Analysts felt that Infosys became one of the most respected companies in India, through its
corporate governance practices, which were better than those of many other companies in India
Narayana Murthy’s move to adhere to the best global practices was driven by his vision to become
a global player. Infosys adopted the stringent US Generally Accepted Accounting Practices
(GAAP) many years before other companiesin India did. Infosys corporate governance practices
conformed to the recommendations of the Confederation of Indian Industries (CIl) committee and
the Cadbury committee™ on corporate governance with a few exceptions. To maintain
transparency, Infosys provided details on high and low monthly averages of share pricesin al the
stock exchanges on which the company’s shares were listed. It was one of the few companies in
Indiato provide segment wise breakup of revenues.

Narayana Murthy believed in commitment to values, and ethical con business. He said,
“Investors, customers, employees and vendors have al becoggre jscerning, and are

demanding greater transparency and fairness in al dealings.”*® He e a clear distinction
between personal and corporate funds. Founding membexs tg y.salaries and dividends and
did not have other benefits from the company.

Infosys received was the recipient of awards for its good.g /)- nance practices. In 2001, Infosys
was rated India' s most respected company by Business World"’. Infosys was also ranked second in
corporate governance among 495 emerging co ies, in a survey conducted by Credit Lyonnais
Securities Asia (CLSA) Emerging Markets. Infosys was awarded the “National Award
for Excellence in Corporate Gover € e Government of India.

LEADERSIN THE MAKIN

In August 2001, Narayana M set up a Leadership Institute in Mysore, India, to manage the
future growth of Infosy itute aimed at preparing Infosys employees to face the
complexities of a rapidly~cha marketplace and to bring about a change in work culture by
ingtilling leadership .%

Commenting on the ingtitute, Narayana Murthy said, “It is our vision at Infosys, to create world-
class leaders who will be at the forefront of business and technology in today’s competitive
marketplace. ...We believe the Leadership Institute will play an instrumental role in equipping
Infoscions to be leaders, contributing to the advancement of the I T industry.”*®

4 Business Standard — Strategist, December 2000.

*The Cadbury Committee was set up in May 1991 in the United Kingdom. The stated objective of the
committee was “to help raise the standards of corporate governance and the level of confidence in
financial reporting and auditing by setting out clearly what it sees as the respective responsibilities of
those involved and what it believesis expected of them.” The committee had made 19 recommendations.

16 Business Today, November 7, 1999.

¥ Business World, September 24, 2001.

18 www.infy.com, Press, March 22, 2001.
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Narayana Murthy expected Infosys revenues to touch around Rs.500 billion (US$12 billion)™ by
2008-09. Analysts felt that the two factors responsible for the success of Infosys were Speed and
Imagination. (Refer Exhibit I1). Narayana Murthy agreed, “Without these, we would be wiped out
asfast as dew on a sunny morning. Actually, we have a fetish for excellence.”*

QUESTIONS FOR DISCUSSION:

1. “Infosys is one of the world's top providers of software consulting, from applications
development to maintenance.” How did Narayana Murthy build one of the biggest IT
companiesin India?

2. “Narayana Murthy has aways believed that human resources are the greatest asset of a

company.” Briefly describe the HR policies of Infosys.

A& M, June 30, 1999.
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EXHIBIT |
AWARDSRECEIVED BY NARAYANA MURTHY

The Distinguished Alumni Award for 1998 from |1 T, Kanpur

JR D Tata Corporate Leadership Award for 1996-97

Ratnabhushan Award from the FIE Foundation for 1997

Business Leader Of The Y ear Award for 1997 from Business Barons.

Featured in the Asiaweek Power 50 (June 2000) - alist of Asia’'s Most Powerful People

Top Entrepreneurs of the Y ear 1999: Business Week

Businessman of the Y ear 1999: Business India

"The Stars of Asia" for three successive years, in 1998, 1999 and 2000: Business Week
Co-Chairman of the Indo-British Partnership

Member of the Asia Society’s International Council and Board of Councilors of the University

of Southern California School of Engineering.
Member of the Wharton Business School’ s Asian Executive Board

Source: Business Standard, July 2000
EXHIBIT I
IND

NARAYANA MURTHY'S SOURCE CODE B INFOSYS SUCCESS STORY

e The PSPD model iswhat has worked for [nfosys:Predictability of revenues, sustainability
of revenues, profitability, derisking.
Invest in well understood, proven prod
The most powerful style of leadershi
When dealing with investors,
Give stakeholders bad news pr d early.

Obsolete innovations — before the petition doesit for you.

Have a healthy sense of @a and respect for the competition.

Markets come and_ge long as the three attributes — Speed, Imagination and
pu have afuture.

Excellence - a %
e Everybody needs.inecentives — but not just money. People want challenges, opportunity,

dignity, respect intense competition, and quality time.

e For long-term success, you need to surround yourself with people who are smarter than
you.

e Put public good ahead of private good as it leads to private good in the long term.

e Cynacism has no place in the organization. Any ideais great, deserves cheers and should
be encouraged.

e Opt for higher revenues always instead of depending on controlling costs.

e Controlling costs is easier if people own stock and know the power of P — the price-
earnings ratio.

e Be transaction-based to avoid groupism. The organization should have one goal, one
vision.

Source: Financial Express, November 17, 2000

t just R&D.

-promise and over-deliver.
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