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Geometric Software reported consolidated revenue of Rs508m, up 5% QoQ as against our expectation of Rs522m for 2QFY06. Net profit was down 57% QoQ at Rs38m as against our expectation of Rs40m. The products business grew 8.3% QoQ with only Teksoft reporting flat revenues. CAD-PDM launch continues to be delayed. Engineering services grew slower at 4.5%. However, offshore growth was greater at 6.2%. The company has initiated a new service offering called Application Maintenance Services (AMS), which is designed to give an annuity component to the revenue stream. Gross margins were up 270bp due to improvement in utilization in products business and greater offshore growth in the engineering services business. EBITDA margin went up 200bp due to lower G&A expenses. Net profit was down 56.7% due to low other income (other income was high at Rs70m in 1QFY06 due to adjustment in the accounting policy for investments). The company maintains that the demand in the PLM market continues to be strong. The company has refrained from giving guidance for the full year, but has indicated that it would be unable to meet its earlier guidance. While the growth in the second half of the year promises to be more robust, any further setback would negatively impact stock price. The stock currently trades at a PE of 12.2x FY07E earnings. Maintain Neutral. QUARTERLY PERFORMANCE
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Revenue growth slower at 5% In line with Geometric’s 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 reported consolidated revenue of Rs508m, up 5% QoQ as against our expectation of Rs522m for 2QFY06. The reasons for the slower growth included: ? 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. Product business up 8.3% QoQ The products business grew 8.3% QoQ with Teksoft reporting flat revenues, while all other products grew during the quarter. The company launched new versions of Feature Recognition, Nestlib, GeomCaliper and 3DSearch IT product suites during the quarter, which added to the growth momentum. The company also won three new deals for eDrawings. CAD-PDM launch was delayed due to channel partner issues. PRODUCT REVENUE (RS M) SEP-04
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Engineering services up 4.5% due to offshore momentum While onsite growth in engineering services was flat at 0.5% QoQ, offshore revenue grew 6.2% sequentially during the quarter. Consequently, the total revenue from engineering services was up 4.5% QoQ. The sales cycles
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have become longer due to increase in deal sizes, which contributed to the delay in project starts. Of the delayed projects from business partners, several started during the current quarter, except for one partner that was acquired, leading to cancellation of projects. The company has announced that it would not be able to meet it US$5m revenue guidance for the full year. ENGINEERING SERVICES REVENUE (RS M) SEP-04
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AMS to add annuity component to revenue stream The company has initiated a new service offering called Application Maintenance Services (AMS), which is designed to give an annuity component to the revenue stream. The company plans to offshore routine maintenance work through this practice, which it believes holds immense potential as maintenance offshoring is minimal at present. The move is a part of the company’s strategy to smoothen out the fluctuations in its PLM revenues by offering a wider basket of services. The company has started discussion with two of its customers for AMS work, which it expects to start after a few quarters. The company is also trying to reduce dependence on the automotive industry (currently at 18-20% of revenue) by approaching new sectors such as machine tools and equipment manufacturing. Some of the company’s customers in the automotive industry (especially the German customers) have been facing declining revenue coupled with escalating costs, which has prompted the company to look for new sectors where it can vend its expertise. While it is early to comment on specifics in this business, we believe that this is a step in the right direction.
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EBITDA margin rises by 200bp The gross margin in 2QFY06 was up 270bp due to improvement in utilization in products business and greater offshore growth in the engineering services business. While overall utilization including trainees dropped to 76% from 80% in 1QFY06, the drop in utilization excluding trainees was lower at 2% (85% in 2QFY06 as against 87% in 1QFY06). Our interaction with the company revealed that the utilization in the products business was higher during the quarter, which improved gross margins. Additionally, higher offshore growth in the engineering business (6.2%) also boosted margins for the quarter. EBITDA margin was up 200bp due to 50bp increase G&A expenses. MARGIN IMPROVEMENT
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Net profit plunges by 57% The net profit for the quarter was down 56.7% due to the impact of slower revenue growth and negative other income. The last quarter saw a spike in other income at Rs70m due to a change in the method of valuation of the company’s forward contracts wherein it moved to markto-market valuation of outstanding forward contract, which resulted in an incremental forex gain of Rs40m and boosted net margins by 820bp for the quarter. The absence of this spike caused net margin to plummet to 9.2% from 20% in the previous quarter. Outlook and view The company maintains that the demand in the PLM market continues to be strong. The company has refrained for giving guidance for the full year, but has indicated that it would be unable to meet its earlier guidance. While we believe that the company would report revenue growth of 34.2% for the full year ending March 2006, profit growth is expected to be muted at 15.9%. The stock has corrected sharply since the company announced an earnings warning. While the growth in the second half of the year promises to be more robust, any further setback would negatively impact stock price. The stock currently trades at a PE of 12.2x FY07E earnings. Maintain Neutral.
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Geometric Software: an investment profile 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 US$38m 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 ? Realisation 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 ? New Application Maintenance Service launched to generate annuity billing ? IBM entered the top-10 client category Valuation and view ? Revenue growth of 34.2% and earnings growth of 16% in FY06 ? Valuations at 15.4x FY06E earnings are expensive given the muted growth prospects for the year. ? Maintain Neutral with a target price of Rs92. 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
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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: [email protected] 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 1. Analyst ownership of the stock 2. Group/Directors ownership of the stock 3. Broking relationship with company covered
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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.
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