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Issues another earnings warning
Geometric Software has issued earnings warnings for the
September quarter, the second such warning issued by the
company during the current financial year. Once again, the
company has cited delays in certain projects from its
business partners and delay in the launch of the CAD-PDM
product in certain channels as reasons for issuing the
warning. Like before, these delays are not indications of
the business environment but rather are specific to the
company, marking this as the second consecutive quarter
of negative bottomline growth for the company.
Consequently, we are downgrading our earnings forecast
from our earlier estimate of 35.2% to 17.2% in FY06. At
17.7x FY06E earnings, we believe that the stock is
expensive and expect the price to trend downward in the
short to medium term. Given muted earnings growth
prospects for Geometric in FY06, we are downgrading the
stock to Neutral with a target price of Rs105, an upside of
5% from current levels.

The reason for the warning
Geometric has issued an earnings warning stating that it
would report mid-single digit growth in revenue for 2QFY06
as against the previously expected double-digit growth.  The
company has announced that it is unsure of meeting its
guidance of 32-40% growth in topline and 37-45% growth
in bottomline, and has refrained from giving any further
guidance for its performance in FY06. The primary reasons
for the downgrade in earnings are:

? Delay in commencement of certain projects that were
supposed to start in the beginning or middle of the
second quarter; these projects commenced in
September.

? Delay in commencement of large engineering services
project from one of the company’s business partners;
the projects commenced in the last week of September
as opposed to expected commencement in the beginning
of the quarter.

? Delay in the launch of the CAD-PDM product due to
delay in alignment with its channel partners.

In our interaction with Geometric, the management
reiterated that its business strategy was sound and that it
would witness higher traction in the coming quarters. The
company maintained that it has not lost any clients and that
the earnings warning has been issued due to delays in
commencement or ramp up of projects. During the last
quarter, the delay was mainly on account of a couple of
OEM clients, while in this quarter, the delay was on account
of the company’s business partners.

Earnings downgrade raises concerns
In our last revision of estimates for Geometric, we had
highlighted the risks associated with a mid-sized company,
and the fact that a delay in a large project can impact
earnings severely.  Additionally, the second consecutive
revision in the first half of the financial year, with likely de-
growth in earnings, raises concerns for the prospects of
the company during the year.
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Fast growing mid-sized companies typically have scalability
issues as growth accelerates and we believe that Geometric
might have issues with execution efficiency, scalability, and
project management and delivery, which could have caused
delays in the ramp up of projects. Therefore, we believe
that the execution efficiency of the company could cause
some concern for the company’s performance in the future.
Additionally, the company has refrained from any guidance
on the full year’s performance, which is also a cause for
concern since it indicates that the company is unsure about
the ramp ups in the second half of the year.

Absence of cushions to impact bottomline in
2QFY06
While the last quarter witnessed a decline of 2.6% QoQ at
the topline, the fall in bottomline was arrested due to higher
other income on account of change in the method of
valuation of the company’s forward contracts wherein it
moved to mark-to-market valuation of outstanding forward
contracts, which resulted in an incremental forex gain of
Rs40m and added 820bp to the net margins for the quarter.

However, we believe that the company would have no such
cushion to protect its bottomline during this quarter. We
expect that the effect of lower utilization rates and lower
other income would cause net margins to dip by 880bp to
11.3% this quarter. Consequently, we estimate a 49% QoQ
decline in net profit in 2QFY06 to Rs40m.

Second half of the year to give some respite
The second half of the year is typically good for the products
business and we expect the trend to continue this year.
Additionally, the delayed projects in the engineering services
business that have commenced in September would also
contribute to revenues in the third quarter. We believe that
the second half of the year would report stronger topline
growth, which would enable the company to make up for
the shortfall in guidance to a great extent.  Therefore, the
revision in estimates in terms of topline is limited to that
extent. However, overall profit growth is likely to be subdued
due to the negative impact in the first half of the year.

REVISED ESTIMATES (RS M)
FY06E FY07E

OLD REV. % CHG. OLD REV. % CHG.
Revenues 2,374 2,298 -3.2 3,264 2,983 -8.6
Growth (%) 41.1 36.6 37.5 29.8
EBITDA Margin 24.4 22.2 26.6 23.8
Net Profit 372 322 -13.3 551 416 -24.5
Growth (%) 35.2 17.2 48.4 29.2
EPS (Rs) 6.5 5.6 -13.3 9.4 7.1 -24.7

Source: Motilal Oswal Securities

Valuation and view
The business environment continues to be conducive, with
PLM majors around the world exhibiting good business
traction and optimism on the demand scenario. Given
Geometric’s niche positioning in the PLM segment, we
believe that the potential for growth is immense. However,
the second consecutive warning in earnings from the
company for similar reasons of delay in projects and delays
in the launch of the CAD-PDM product raises concerns
on the execution capability of the company. While we
believe the company’s business strategy remains viable, it
would be crucial for the company to be able to manage
scale efficiently and maintain execution efficiency.

PER BAND

While we believe that the company would still report topline
growth of 36.6% for the full year ending March 2006, profit
growth is expected to be muted at 17.2%. At 17.7x FY06E
and 14.2x FY07E earnings, we believe that the stock
continues to be richly valued and the price would trend
downward in the short to medium term. Additionally, any
further setback in earnings during the coming quarters would
warrant a PE re-rating for the company. We downgrade
the stock to Neutral with a target price of Rs105, an upside
of 5% from current levels.
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COMPARATIVE VALUATIONS
GEOMETRIC HEXAWARE DATAMATICS

P/E (x) FY06E 17.7 14.6 14.1
FY07E 14.2 13.5 8.5

P/BV (x) FY06E 3.8 3.9 2.3
FY07E 3.2 3.0 2.0

EV/Sales (x) FY06E 2.2 1.8 1.5
FY07E 1.6 1.5 1.0

EV/EBITDA (x) FY06E 9.9 11.0 9.5
FY07E 6.9 9.0 5.0

STOCK PERFORMANCE (1 YEAR)

EPS: INQUIRE FORECAST VS CONSENSUS (RS)
INQUIRE CONSENSUS VARIATION

FORECAST FORECAST (%)
FY06 5.6 6.6 -15.2

FY07 7.1 9.9 -28.3

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

100 105 5 Neutral

Company description
Geometric software is a niche player offering PLM software
and services employing more than 1,000 engineers. It has
relationship with eight of the top-11 software OEMs in the
PLM segment and set up a JV with Dassault Systems, the
largest PLM software company globally. Its key clients
include Dassualt Systems, UGS PLM, Matrix One and other
leaders in the PLM software segment. Its vision is to grow
revenues to US$100m by FY07 from the expected US$37m
in FY05.

Key investment arguments
? Largest beneficiary of increased spending by PLM

Software OEMs due to established relationships
? Partnerships with IBM Global, EDS and HP enabling

involvement in bidding for projects with large clients
? Offshore growth to accelerate as partnerships mature

Key investment risks
? Dependent on partners for business and initiating client

relationship
? Realization from industrial clients could be lower due

to revenue sharing with partners
? Rupee-based billing could increase if relationship with

partners is transferred to their India centres

Recent developments
? Stock split in the ratio 1:5
? IBM entered the top-10 client category
? Acquired TekSoft and Cimtroniks for US$1.75m

Valuation and view
? Revenue growth of 36.6% and earnings growth of

17.2% in FY06
? Valuations at 17.7x FY06E earnings are expensive
? Downgrade to Neutral with a target price of Rs105,

an upside of 5% from current levels

Sector view
? Various CIO surveys indicate increasing share of

offshore spending in IT budgets
? Indian offshore vendors gaining market share in

competition with MNCs
? Prefer large companies as bulk of volumes going to

them while niche players benefit due to lack of offshore
competition

Geometric Software: an investment profile
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INCOME STATEM ENT (Rs Mi l l ion)

Y / E  M A R C H 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

Sales 841 1,060 1,682 2,298 2,983

    Change (%) 34.6 26.0 58.6 36.6 29.8

Employee Costs 434 569 923 1,335 1,735

Travelling & Conveyance 33 53 80 73 104

Other Operating Expenses 141 149 213 380 432

EBITDA 233 289 466 511 710

    % of Net Sales 27.7 27.3 27.7 22.2 23.8

Depreciation 61 82 128 157 197

Other Income 36 64 51 121 80

P B T 208 271 390 475 593

Tax 18 29 70 74 83

    Rate (%) 8.8 10.5 18.1 15.6 14.0

PAT 190 242 319 401 510

M inority Interest 19 34 44 79 95

Extraordinary 1 0 1 0 0

Net Income 171 208 275 322 416

    Change (%) 32.7 22.3 31.8 17.2 29.2

BALANCE SHEET (Rs Mi l l ion)

Y / E  M A R C H 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

Share Capital 53 54 112 114 118

Share Premium 112 134 101 101 101

Reserves 603 773 990 1,272 1,625

Net Worth 768 962 1,203 1,487 1,844

M inority Interest 18 31 43 79 95

Loans 30 0 15 0 0

Capital Employed 816 993 1,261 1,566 1,939

Gross Block 474 780 1,111 1,321 1,561

Less : Depreciation 150 230 357 514 711

Net  Block 325 550 754 807 850

CWIP 32 50 88 10 10

Investments 146 178 135 95 95

Curr. Assets 480 505 747 1,113 1,556

Debtors 132 200 366 453 572

Cash & Bank Balance 286 228 176 569 878

Loans & Advances 49 63 191 77 90

Other Current Assets 13 14 13 15 16

Current Liab. &  Prov 167 290 462 459 572

Creditors 5 18 48 24 31

Other Liabilites 113 184 253 320 395

Provisions 50 88 161 114 146

Net Current  Assets 313 215 285 654 984

Application of Funds 816 993 1,261 1,566 1,939

E: M OSt Estimates

RATIOS

Y / E  M A R C H 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

Basic (Rs)

E P S 3.3 3.8 4.9 5.6 7.1

Cash EPS 4.4 5.3 7.2 8.4 10.4

Book Value 14.6 17.6 21.5 26.0 31.2

DPS 0.4 0.5 0.6 0.7 1.1

Payout %(Incl.Div.Taxes) 12.4 12.5 12.5 12.5 15.0

Valuation (x)

P/E 26.1 20.4 17.7 14.2

Cash P/E 18.8 13.9 11.9 9.6

EV/EBITDA 17.6 11.5 9.9 6.9

EV/Sales 4.8 3.2 2.2 1.6

Price/Book Value 5.7 4.7 3.8 3.2

Dividend Yield (%) 0.5 0.6 0.7 1.1

P rofitabil i ty Ratios (%)

RoE 24.0         23.4         24.6         22.9         23.8         

RoCE 28.7         29.9         34.6         33.6         33.9         

Turnover Ratios

Debtors (Days) 57 69 75 72 70

 Fixed Asset Turnover (x) 1.8 1.4 1.5 1.7 1.9

Leverage Ratio

Debt/Equity Ratio (x) 0.0 0.0 0.0 0.0 0.0

CASH FLOW STATEMENT (Rs Mi l l ion)

Y / E  M A R C H 2 0 0 3 2 0 0 4 2 0 0 5 2 0 0 6 E 2 0 0 7 E

CF from Operations 251 329 454 556 713

Cash for Working Capital 11 -35 129 -25 26

Net Operating CF 240 364 325 581 687

Net Purchase of FA -78 -323 -369 -132 -240

Net Purchase of Invest. 58 -67 3 -18 -79

Net Cash from Invest. - 19 -390 -366 - 151 -319

Proceeds from Pvt. Place. 6 24 24 0 0

Proceeds from LTB/STB 30 -30 0 0 0

Dividend Payments -24 -26 -34 -40 -62

Cash Flow from Fin. 12 -32 - 11 -40 -62

Free Cash Flow 162 41 -44 449 447

Net  Cash F low 233 -58 -52 390 306

Opening Cash Balance 53 286 228 176 566

Add: Net Cash 233 -58 -52 390 306

Closing Cash Balance 286 228 176 566 872
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Geometric Software
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No

MOSt is not engaged in providing investment-banking services.

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah, Mihir Kothari

Phone: (91-22) 56575200 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com


