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Hexaware Technologies Market Performer
Apoorva Zinzuvadia (apoorva@karvy.com) Rs94 P/E (2003E) - 8x

Result on track

Hexaware has announced its Q3 2002 results as per expectations. The company is headed for
break-even this calendar year (2002). Topline has witnessed a 3% growth sequentially. Bottom
line growth was much better at Rs33mn as compared to Rs8mn in Q2 2002.

Software development expenses increase

Software development expenses increased as a percentage of revenues from 64% in Q2 2002 to
66% in Q3 2002, mainly due to expenses incurred in migrating Onsite work to India. This involves
traveling and cost of living expenses for the Onsite workers. We expect the software development
expenses to remain at around 65% for the next quarter (Q4 2002).

General and admin expenses reduce

Salary of the general and administrative staff was cut in May 2002. Thus, expenditure reduced
from Rs135mn in Q2 2002 to Rs104mn this quarter. The salary cuts were around 50% for the top
management and for rest of the general and administrative staff it ranged from 5% to 15%.

Rise in interest expense, a concern

Interest expense has increased this quarter to Rs13mn from around Rs6mn in Q2 2002. The
company is aiming at reducing borrowings levels from Dec 2002 — Jan 2003, which should have a
positive impact on the bottom line.

Focusing on BFSI and airline verticals and Peoplesoft practice

The company has continued its focus on banking, financial services, insurance and airline
verticals, and Peoplesoft project implementation work. Hexaware has also been able to get some
more customers in other verticals and for some other projects.

'Year Ended Dec 31 Q1 2002 Q2 2002 Q3 2002

Revenue by Verticals %

Banking and Fin Services 28% 32% 32%
Insurance 12% 14% 11%
Airlines 13%) 13% 11%
Others 47% 41% 46%)

[Total 100%] 100%| 100%]
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IYear Ended Dec 31

Q1 2002

Q2 2002

Q3 2002

Revenue by Project Type%
IApplication Management
Peoplesoft

R&D

Others

E-Commerce

[Total

63%
11%
22%
2%
2%
100%)

53%
21%
19%
3%]
4%
100%)

48%
21%
19%
7%|
5%
100%)

Increasing Focus on Europe

As is evident from the large order from Deutsche Leasing AG, Hexaware is increasing its thrust
on Europe. Revenues from Europe have increased by around 50% from Q2 2002 levels.

'Year Ended Dec 31 Q12002 Q2 2002 Q3 2002
Revenue by Geography %

North America 75% 80% 76%
Europe 12% 15% 22%
Rest of World 13% 5%) 2%
Total 100% 100% 100%
Revenue by Geography (RsMn)

North America 388 522 508
Europe 62 98 147
Rest of World 67| 33| 13
[Total 517 652 669

View and valuation

We expect the company to meet its 2002 and 2003 topline guidance of around Rs2548mn and
Rs3250mn. According to our initial estimates, the stock is quoting at 8x P/E on 2003 earnings
estimates. The company has performed as per market expectations and we rate it a Market

Performer.
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Projections

Quarterly Projections Rs Mn
'Year Ended Dec 31 Q12002 Q2 2002 Q3 2002 Q4 2002
Actuals| Actuals| Actuals|
Revenues 517 652 669 702
% Growth QoQ 26% 3% 5%
Net Profits (94) 8 34 51
% Growth QoQ -109% 321% 50%
EPS (Rs) (4.3) 0.4 1.6 2.3
% Growth QoQ -109% 321% 50%
Note: Consolidated results; Karvy Estimates
Yearly Projections Rs Mn
\Year Ended Dec 31 2002E] 2003E| Change| 2002 2003
Company Company
Karvy Est,| % Guidance Guidance|
Revenues 2,540 3,337 31.4% 2,548 3,250
Net Profits 0 251
EPS (Rs) 0.01 11.41
P/E x - 8

Note: Consolidated results; Karvy Estimates
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Consolidated Results

Rs Mn

IYear ended Dec 31 Q3 2002 Q2 2002 QoQ|

%Chg
Revenues 669 652 3%
ISoftware Development 439 414 6%
Gross Profits 230 238 -3%)
Expenditures
Sales and Marketing 53 60 -11%)
General and Admin 104 135 -23%
Depreciation 36 35 3%
(Operating Profits 36 8 357%
Other income 11 6 82%)
Interest 13 6 120%
Profit before Taxation 34 8 321%
Provision for taxation - -
Net Profit 34 8 321%)
No. of Shares (mn) 22 22 0%
EPS Basic - (Rs) 1.56 0.37 321%)
Gross Margins 34.3% 36.4%
OPM 5.4% 1.2%
PBT Margins 5.1% 1.3%
NPM 5.1% 1.3%
Tax/PBT 0.0% 0.0%
Other Income/PBT 31.7% 73.4%

Note: Hexaware Ltd.’s last year Q3 numbers are not directly comparable with Q3 of 2002 as
the company (erstwhile Aptech Ltd.) demerged its IT training business and merged with
Hexaware Ltd. in 2002.
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Stock Ratings Absolute Returns

Buy : > 25%
Out Performer : 16 - 25%
Market Performer: 0-15%
Under Performer : <0%

Karvy Stock Broking Limited
131, Andheri Industrial Estate, Off Veera Desai Road, Andheri (W), Mumbai — 400 053. India.
Voice: (91-22) 695 0204 - 7, 636 7226 /9044.

Disclaimer :

The information and views presented in this report are prepared by Karvy Stock Broking Limited. The information
contained herein is based on our analysis and up on sources that we consider reliable. We, however, do not vouch for
the accuracy or the completeness thereof. This material is for personal information and we are not responsible for any
loss incurred based upon it.

The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their
own investment decisions based on their specific investment objectives and financial position and using such independent
advice, as they believe necessary. While acting upon any information or analysis mentioned in this report, investors may
please note that neither Karvy nor any person connected with any associated companies of Karvy accepts any liability
arising from the use of this information and views mentioned in this document.

The author, directors and other employees of Karvy and its affiliates may hold long or short positions in the above-
mentioned companies from time to time. Every employee of Karvy and its associated companies are required to disclose
their individual stock holdings and details of trades, if any, that they undertake. The team rendering corporate analysis
and investment recommendations are restricted in purchasing/selling of shares or other securities till such a time this
recommendation has either been displayed or has been forwarded to clients of Karvy. All employees are further restricted
to place orders only through Karvy Stock Broking Ltd.



