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Financials & Valuation (INR b)
Y/E Dec 12/12E 12/13E 12/14E

Sa les 19.5 21.1 23.4

EBITDA 4.1 3.9 4.6

PAT 3.3 3.1 3.6

EPS (INR) 10.8 10.1 12.0

EPS Gr. (%) 21.2 -6.2 18.3

BV/Sh. (INR) 40.3 41.4 47.3

RoE (%) 27.5 24.5 25.4

RoCE (%) 31.2 28.0 29.8

Payout (%) 49.1 46.1 42.2

Valuation

P/E (x) 7.8 8.3 7.0

P/BV (x) 2.1 2.0 1.8

EV/EBITDA (x) 5.1 5.3 4.1

Div yld (%) 6.4 5.7 6.2

 Hexaware's 4QCY12 results were in line with our estimates. Revenues were

USD92m (v/s est of USD92.4m), down 0.4% QoQ due to a project cancellation

in top client. EBIT margin declined 480bp QoQ to 15.1% (v/s est of 430bp QoQ

decline). PAT was at INR637m, adjusting for the tax write-back (in-line).

 For CY13, company guided for "double digit" USD revenue growth. This still

implies a 4% CQGR over 2Q-4Q, considering 1Q revenues at the midpoint of

USD94-95m guided band (1.7-2.8% QoQ). On the back of cost levers, it guided

for 150-200bp QoQ recovery in margins in 1QCY13.

 HEXW cited recovery in a top account despite a blip in 4Q (down 21.3% QoQ

to USD10.8m). The account is expected to grow YoY in CY13 and top 10 clients

should continue to contribute over half of the revenues. Oracle is expected

to release its new version of Peoplesoft in CY13. However, revenues from

upgrades are anticipated to accrue to HEXW largely from CY14.

 We have lowered CY13E EBITDA margin estimate by 140bp to 18.3% as the

margin slide in 4Q is expected to be recovered only gradually. Lower margin

estimate in CY13E drives 9.7% cut in EPS estimate for CY13E. We model

conservatively and estimate CY13E USD revenue growth of 8.5%.

Valuation and view: We expect HEXW to post USD revenues at a CAGR of 10%

over CY12-14E and EPS CAGR of 7%. Lower CAGR is on account of 120bp decline in

EBITDA margin estimate in CY14E (19.7%) over CY12. Guidance of 4%+ revenue

growth over 2Q-4Q, growth in top account and likely revenue uptick from

Peoplesoft are positive cues on growth. However, failure to close large deals

and high client concentration are key risks. With utilization at significantly low

levels, we expect HEXW to be able to drive better margins, going forward. From

valuation perspective, the healthy cash pile, board's decision to stick to ~50%

payout policy and 25%+ return ratios are positives. Our target price of INR120

discounts CY14E EPS by 10x. Buy.
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4QCY12 - Operationally in line; PAT above estimate on tax write-back
Hexaware reported 4QCY12 revenues at USD92.4m. The company had revised its 4Q

revenue guidance down to USD92m, from USD94.7-96.5m earlier, implying QoQ decline

of 0.9% (our revised estimate was in line with company's guidance of USD92m).

Volumes declined 1.1% QoQ, while constant currency realization was up ~40bp QoQ.

USD revenue declined marginally QoQ, in line with revised guidance

Source: Company, MOSL

EBIT margin declined by 480bp QoQ to 15.1%, v/s our estimate of 430bp QoQ decline

to 15.6% following company's guidance of expectation of adverse impact on

profitability during the quarter.

Drop in utilization on discontinuation of a project with top client led to the margin slide

Source: Company, MOSL

PAT was INR662m, ahead of our estimate of INR634m (-24.5% QoQ, -28.1% YoY) due to

lower tax rate (17.9% v/s our estimate of 22.5%). Other income during the quarter

was INR93m, v/s our estimate of INR85m. Adjusting for one time tax write back, tax

rate would have been 21% and PAT at INR637m (in line).

Break-up of revenue and margins

USD Revenue bp EBIT Margin bp

Utilization -216

Volume Growth -110 Onsite mix shift -49

Forex 28 Forex -14

Billing rate 36 Billing rate 22

Other costs -90

SGA -130

Total -46 Total -477

Source: Company, MOSL
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Guidance of "double digit" revenue growth in CY13; 1.7%-2.8% QoQ growth
in 1QCY13 and 150-200bp QoQ expansion in margins
 Deviating from a minimum growth number for the full year, the company slated

its expectation to grow revenues in "double digits" in CY13

 For 1QCY13, the company expects revenues at USD94-95m, growth of 1.7%-2.8%.

 Assuming midpoint of the guided band of revenues in 1Q, to achieve 10% growth

in CY13, implied CQGR over 2Q-4QCY13 is 4%.

 On the back of cost levers, the company guided for 150-200bp QoQ recovery in

margins in 1QCY13.

Top client to grow in CY13; new customers will continue to contribute 5-
7% of revenues
Guidance of growth in revenues from top client YoY: The company cited that work

from its top account remains intact outside of the project cancellation impacting

revenues in 4QCY12 and 1QCY13. Also, the account should grow for HEXW YoY, despite

USD3m resulting revenue loss in 4Q. The company expects top-10 clients to continue

contributing over 50% of overall revenues, and new customers to contribute between

5-7% of revenues.

Despite decline in revenues from top client during the quarter, share of revenues from top-10
accounts inched up

Source: Company, MOSL

Large deals pipeline: HEXW is chasing 2-3 large deals in the pipeline and is currently in

advanced stage of discussion in one of them. Outcome however remains uncertain

and will only get clearer over the course of next few weeks.
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PeopleSoft: Oracle is expected to release its new version of Peoplesoft in CY13. While

this is expected to drive upgrade-driven revenues for HEXW, the same are anticipated

to accrue largely in CY14, and some revenue may accrue towards the end of CY13.

Changes in estimates: Downgrading CY13 margin and EPS estimates
We have revised downwards our CY13 EBITDA margin estimate by 140bp to 18.3% as

the margin slide in 4Q is expected to be recovered only gradually. However, as

utilization picks-up and growth improves (aided by Peoplesoft upgrades), we expect

margins to improve going forward. Lower margin estimate in CY13 drives 9.7% cut in

EPS estimate for the year.

Despite the company's guidance of growth in double digits in CY13, 4%+ CQGR over

2Q-4Q required to achieve the same appears high. We believe that such growth will

require materializing of large deal wins, introducing an element of uncertainty. We

model conservatively and estimate CY13 USD revenue growth of 8.5% YoY.

Change in Estimates

                                                 Revised                         Earlier                    Change (%)

CY13E CY14E CY13E CY14E CY13E CY14E

INR/USD 53.2 53.0 53.2 53.0 0.0 0.0

USD Revenue - m 395.5 442.4 400.8 450.2 -1.3 -1.7

EBITDA Margin (%) 18.3 19.7 19.7 19.6 -140bp 20bp

EPS  - INR 10.1 12.0 11.3 12.4 -9.8 -3.2

Source: Company, MOSL

Other result highlights
 Cash & cash equivalents increased to INR4.47b, up from INR4.04b in 3QCY12

 DSO including unbilled revenues was 77days, same as 3QCY12. Excluding unbilled

revenues, DSO increased to 66 days, from 55 in 3QCY12

 Pricing improved by 1% QoQ at onsite and 0.8% QoQ at offshore

 Headcount declined by 74 employees QoQ to 9,069 (from 9143, 410 adds QoQ in

3QCY12)

 Attrition for the quarter was 8.7% (v/s 8.4% TTM)

 The company added 11 new clients during the quarter (v/s 12 new clients in

3QCY12).
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Comparative valuations
Hexaware KPIT Mindtree

P/E (x) FY13E 7.8 10.4 9.2

FY14E 8.3 9.2 8.8

P/BV(x) FY13E 2.1 2.0 2.4

FY14E 2.0 1.8 2.0

EV/Sales (x) FY13E 1.1 0.8 1.1

FY14E 1.0 0.7 0.9

EV/EBITDA (x) FY13E 5.1 5.0 5.4

FY14E 5.3 4.7 4.8

Hexaware: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

CY13 10.1 11.2 -9.0

CY14 12.0 12.4 -2.9

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

84 120 42.9 Buy

Shareholding pattern (%)

Dec-12 Sep-12 Dec-11

Promoter 28.1 28.1 28.2

Domestic Inst 6.5 9.2 9.4

Foreign 48.0 51.6 50.3

Others 17.4 11.1 12.1

Company description
Hexaware is a global provider of IT and Process

outsourcing services, having clocked LTM revenues of

USD364m with the help of 9,000+ people strong

headcount. The company's key offerings include

managing large IT applications in real time as well as in

providing high value services around packaged

enterprise applications such as SAP and PeopleSoft.

Hexaware's global operations are located in North

America, Europe and Asia Pacific.

Key investment arguments
 HEXW's decision to develop core competence and

differentiation in key areas - Capital Markets, Travel

and Transportation, EAS and Testing - is the right

approach for a relatively small player.

 Large deals won by the company act as strong

references in facilitating similar such wins in the

future.

 Oracle may release a new version of PeopleSoft in

CY13, and HEXW is well placed to tap that

opportunity.

Key investment risks
 Failure to continue winning large deals will hurt

growth

 Slowdown in any of its key accounts could drive a

miss on the guidance

Recent developments
 During the previous quarter, the Company added 11

new clients across all its key focus areas.

 Hexaware's BPO subsidiary inaugurated a new facility

in Coimbatore with a seating capacity of 248 Seats.

Valuation and view
 We expect HEXW to grow its revenues at a CAGR of

10% over CY11-13 and an EPS CAGR of 7% during this

period.

 The stock trades at 8.3x CY13E and 7.0x CY13E EPS.

Maintain Buy, with a target price of INR120, which

discounts our CY14E EPS by 10x.

Sector view
 In the past few quarters, increasingly weak

macroeconomic data have been emanating from

both the US and Europe, which implies deceleration

in growth for Indian IT services.

 Early commentary on CY13 IT budgets indicates that

growth in FY14 is likely to compare with that in FY13,

with an upward bias.

 We believe frontline Indian IT companies would be

better placed to sail through the near term

challenges. Niche IT/ITeS companies with strong

business models are also likely to be better placed

to face uncertainties in the near term.
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