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In line quarter, positive outlook
Hexaware announced 1Q CY06 results in line with our expectations.
Revenues at Rs2.64 bn (our expectation Rs2.69 bn) grew by 10.1%
QoQ while PAT at Rs352 mn (our expectation Rs349 mn) increased by
4.3% QoQ. Hexaware had the highest amount of order bookings this
quarter (US$61 mn) and the order book now stands at US$260 mn. The
management has guided for a topline of US$64-65 mn (+8.1% QoQ at
higher end) and profit of US$7.0-7.2 mn (-10.2% QoQ at higher end)
for 2Q CY07. The PAT guidance factors in wage hikes of 14-15% for
offshore employees and 4-5% for the onsite employees as also the visa
costs.

We are revising our CY07E EPS marginally downwards to Rs11.1
(-2.8%) and CY08E EPS to Rs13.9 (-3.0%) mainly due to change in
exchange rate assumptions. Consequently, we are revising our one-year
target price marginally downwards to Rs222 (16x CY08E earnings)
from the earlier target price of Rs229. Revenue visibility continues to
be good (US$260 mn order book) and the company has quite a few
margin levers (offshore shift, employee pyramid flattening, SG&A
leverage, etc) going forward. We reiterate our Buy rating on the stock.

Highlights
nnnnn Strong order booking of US$61 mn: The integration of FocusFrame for

the complete quarter aided revenue growth while rupee appreciation
of 1.6% affected it negatively. Hexaware has also managed decent
billing rate hikes this quarter (onsite +0.61% QoQ; offshore +1.48%
QoQ). The active client base has gone up to 151 from 129 in 4Q CY06
(inc luding clients of FocusFrame). The company has added 20 new
clients, which is among the highest addition during any quarter. The
company had the highest quarterly order  intake of US$61 mn. The
current order book stands at about US$260 mn giving good visibility in
the medium term.

Please see important  d isclaimer at  the end of the report .

Relative Performance

(As of 24 April 2007)

Sou rce: Company, ASK R aymond Ja mes. Note: Valuations as of 24 Ap ril  2007.

Exhibit 1: Key financials (Rs mn)

Y/E De cemb er CY04 CY0 5 CY06 CY07E CY08E

Net Sales  5,459  6,78 7  8,482  11,610  14,700

EBIT DA  787  1,08 7  1,322  1, 904  2 ,455

EBITDA (%)  14.4  16. 0  15.6  16.4  16.7

Net Profit  637  870  1,242  1,611  2 ,030

Fully diluted EPS (Rs)  5.6  7. 5  9.0  11.1  13.9

EPS Growth (%)  91.6  32. 6  20.3  23.3  25.1

ROCE (%)  25.5  27. 3  20.2  20.1  22.0

ROE (%)  26.4  28. 0  22.5  19.8  21.1

PE (x)  30.9  23. 3  19.4  15.7  12.5

Pr ice /Boo k Value (x)  7.6  5. 9  4.2  3. 5  2.9

EV/EBIT DA (x)  31.1  22. 2  16.5  11.5  8.6
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Sector: IT
Target Price Rs222
Market cap Rs25.2 bn/US$612.7 mn
52-week range Rs205/110
Shares in issue (mn)                 144.8
6-mon avg daily vol (no of shares)      342,102
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Bloomberg                 HEXW IN
Reuters  HEXT.BO
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Price Performance (%)
1M 3M 12M

Absolute                    6.3  (1.0)  7.8
Relative*    (0.1)  (1.2)  (10.8)

*To the BSE Sensex

Shareholding Pattern (%)
Promoters  25.5
FIIs  52.2
MFs/FIs/Banks  7.3
Others  15.0
(As of 31 March 2007)
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nnnnn Travel & transportation and enterprise application (ERP) perform
well: Among verticals, growth in travel and transportation (+20.1%
QoQ) was very strong. Enterprise application (ERP), the company's
niche, grew by 11.4% QoQ wh ile t est ing  services (w ith  the
FocusFrame acquis ition) has attained a critical mass (17.5% of
revenues in 1Q CY07 as compared to 3.1% in 1Q CY06). Geography
wise, Europe has been the front-runner with a 19.1% QoQ growth
while US grew only by 6.9% QoQ.

nnnnn Margins remain flat at 15.0%: Margins stayed flat during the
quarter  at 15 .0% despite rupee appreciat ion, non-capit alized
expense of US$0.15 mn relating to FocusFrame integration and one-
time expense of US$0.85 mn (on account of fees for a corporate
restructuring exercise). Utilization during the quarter has improved
significantly by 250 bps as the company has introduced multi-skill
training programs, which in turn helped them make optimum use of
the available bench. Going forward for CY07-08E, we expect margins
to improve by about 110 bps by using levers such as offshore shift,
emp loyee pyramid  flatt eni ng , SG&A l everage and u til izat ion
improvement.

nnnnn Outlook and valuations: We are revising our CY07E EPS marginally
downwards to Rs11.1 (-2.8%) and CY08E EPS to Rs13.9 (-3.0%)
mainly due to change in exchange rate assumptions. Consequently,
we are revising our one-year target price marginally  downwards to
Rs222 (16x CY08E earnings) from the earlier target price of Rs229.
Revenue visibility continues to be good (US$260 mn order book) and
the company has quite a few margin levers (offshore shift, employee
pyramid flattening, SG&A leverage, etc) going forward. We reiterate
our Buy rating on the stock.

Exhibit 2: Quarter results                      (Rs mn)
Y/E De cemb er 1Q CY07 4Q CY06 QoQ (%) 1Q C Y06 YoY (%)
Sa les  2,644  2, 402  10.1  1,762  50.1
Direct costs  1,603  1, 501  6.8  1,080  48.4
Gro ss p rof its  1,040  901  15.5  681  52.7
Revenue (%)  39.4  37.5  1.9  38.7  0.7
SG&A  645  544  18.7  388  66.4
Revenue (%)  24.4  22.6  1.8  22.0  2.4
EBI TD A  395  357  10.7  294  34.6
Revenue (%)  15.0  14.9  0.1  16.7  (1.7)
Deprec iation  56  53  6.8  46  22.6
EBIT  339  304  11.3  248  36.8
Revenue (%)  12.8  12.7  0.1  14.1  (1.2)
Other  Income  68  79  (14. 2)  35  96.5
PBT  407  384  6.1  282  44.1
Ta x  55  46  19.1  22  148.8
PAT  352  338  4.3  260  35.2
Minor it y Interest  -  -  -  -  -
PAT  352  338  4.3  260  35.2
PAT (Adj usted)  352  338  4.3  260  35.2
No of shares (mn)  144.8  144. 9  (0.0)  122.5  18.2
EPS (Rs)  2.4  2. 3  4.3  2.1  14.4
Source: Company da ta.
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Exhibit 3: Key operating metrics

1Q CY06 2Q CY06 3Q CY06 4Q CY06 1Q CY07
Revenu e spl it (%)
BF SI  41.1  41.6  41.0  40.6  39.5

Travel and transport at ion  19.4  19.3  17.5  16.5  18.0

Capit al mkt / Asset mgmt  6.0  5.9  6.1  6.5  6.3
Others ( largely  ERP)  33.5  33.2  35.4  36.4  36.2

On site/Of fsho re (%)
Onsite  61.6  60.4  61.1  61.6  62.1

Offshore  38.4  39.6  38.9  38.4  37.9

Cli ent  m etri cs
>1mn US$ clients  (Nos)  31  36  40  41  46

Top 10 revneue concentration (%)  47.4  45.8  47.1  47.7  48.1
Bill in g ra tes  (US$/Hr)
Onsite  65.7  65.8  66.0  66.1  66.5

Offshore  22.7  22.8  23.0  22.9  23.3

Em pl oye es (No s)
Net addit ion (Nos)  478  606  757  342  (78)

Uti lisation (%)  71.0  71.5  72.0  68.2  70.7
Attr ition rate (%)  16.5  14.0  14.2  15.0  16.1
Source: Company d ata.
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Disclaimer
ASK Raymond James & Associates Private L imited , Mu mba i i s a joint ven ture between ASK Investme nts and Fina ncial Consultants Private Limited, Mumbai and Heritage Internationa l Limi ted (a su bsidiary o f
Ra ymond James Financial, Inc, USA). This pu blication has been  prepared by ASK-Raymond  James & Associates Private Limited a nd may b e distributed b y it and its affil iate d companie s (co llecti ve ly "Raymond
James") solely for the informa tion of the  customers of Raymo nd James. Ra ymond Ja mes & Associate d companies are a full-service, in tegrate d investment banking, i nve stmen t manage ment an d brokerage group.
While  reasona ble care h as bee n used  in  its p re paration, this re port does not pu rport to  be a complete d escrip tio n o f the  securities, markets or developmen ts re ferred to  he re in, and  Raymond  James d oes no t
warrant its accuracy or completeness. The information contained herein ma y be chan ged wi thout notice.
We an d ou r affil iate s, officers, directors, and  employee s world wide may: (a) from time  to time, have long or sho rt p ositio ns in, and b uy or se ll the securiti es thereof, of th e companies mentioned herein or (b) be
en gaged in a ny other transaction involving such securities and  earn brokerage o r other compensation or act as a market maker in the finan cial i nstruments of the  companies discu ssed herein or act as advisor or
le nder/borrower to such co mpanies or ha ve oth er potential  conflict of inte rest with  respect to any recommendation and related information and opinions. Our research analysts and  sales pe rsons pro vid e importa nt
inputs into ou r investmen t banking activities.
This report is not an  offe r, or sol icita tio n o f an offer, to b uy or sell any se cu rity mentioned herein. No part of this material ma y be dupl icate d in a ny form and /or redistributed without the prior written consent o f
Raymond James.
This report is not directed or in tended fo r distribu tion to , or use by, any person or entity who i s a citizen o r resident of or l ocated in a ny locality, sta te, country or other jurisdiction, where su ch distribu tion, pu blication,
avai labil ity or use would  be contra ry to  law , re gulation or wh ich wo uld su bject Raymond Ja mes and affili ate s to  any registration  or licensing requirement with in such jurisdiction.  Th e securities described herein
may or may no t be  elig ible  for sale in a ll ju risdictions or to a certain  ca teg ory of investo rs. Persons in  whose p osse ssion this documen t may come are  re quired  to inform themselve s of a nd to observe
such restricti ons.
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An al yst  Cert ificat ion
The researc h analysts, with respect to each issuer and its sec urities covered by them in this research report, certify that:
nnnnn All  of the views  expressed in this research report acc urately reflect his or her personal views about all  of the issuers and their sec urities; and
nnnnn No part of his or her com pensation was, is, or wil l be directly or indirectly related to the speci fic recommendations or views expressed in this research report.
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