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VA Tech hosted an earnings call to discuss 2QFY12 performance and the company's near-term outlook. 
The key highlights: 
  
Expects strong order flow momentum in 2HFY12:  After receiving orders worth `3.8bn only in 1HFY12, 
management expects to win orders worth `15bn-`16bn in 2HFY12, mainly from the Indian geography (expected to 
contribute to ~66% of the order flow in 2HFY12). In India, apart from the two framework municipal contracts worth 
`4.6bn (Ulhasnagar and Aurangabad Municipal Corporation), which are expected to be received by March 2012, 
the company expects to receive large orders from the industrial sectors such as Steel, Oil and Gas etc. In the 
international markets (expected to contribute to 33% of the order flow in 2HFY12), strong order flow momentum is 
seen in countries such as Turkey, Switzerland and Vienna.  
  
Payment delays in Chennai desalination plant project led to increase in working capital: Working capital 
turnover in the standalone entity has declined to 2.2x at September 2011 (compared with 2.5x at the end of FY11 
and 2.8x at the end of 1HFY11), primarily on account of a steep increase in the debtors (86% increase YoY). 
Management highlighted that the increase in debtors is due to payment delays for the Chennai desalination plant 
project. However, the company expects to receive all the payments by end-FY12.  
  
Maintains FY12E guidance: The company maintains its FY12E revenue and EBITDA margin guidance at ~`14bn 
(15% YoY growth) and ~10%, respectively. However, we believe that whilst the company’s EBITDA margin guidance 
is realistic, its revenue growth guidance is optimistic. We expect revenues to grow by ~10% only in FY12E, as we 
expect overseas revenues to decline by 10% YoY in FY12E.  
  
Where we go from here?   In our email dated November 10, 2011, we had highlighted that we would seek more 
clarification from the management on the order flow visibility for 2HFY12, both in the Indian and international 
markets (in 1HFY12, VA Tech has achieved only 20% of our order flow estimate). Given that 2H has always been 
significantly better than 1H in terms of order flow and given that managements of all the engineering and 
construction companies are highlighting strong order flow visibility in the Indian water infrastructure sector, 
presently we maintain our FY12 consolidated order inflow estimate of `21bn and will revisit the same post 3QFY12 
results. We also maintain our estimates of revenue growth at 10% and EBITDA margin estimate at 9.9%.  
  
Valuation and recommendation: VA Tech is currently trading at 12.7x FY12 estimated EPS of `27, which is a 
premium to other mid-sized construction/engineering companies. But digging deeper, the premium appears more 
than justified in the light of certainty of competitive and balance sheet strengths of the company in the current 
uncertain environment. Unlike other construction companies, which are saddled with high debt equity, VA Tech has 
a cash holding of `2.5bn and works on a capital-light business model. We expect VA Tech’s valuations to rerate as 
the higher revenue growth and marginal EBITDA margin improvements drive not only EPS but more importantly, 
RoICs, to levels north of 18% (adjusted for 50% cash holding). Our DCF-based valuation of `635/share implies 86% 
upside (19x FY13 EPS). We maintain BUY.  
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Explanation of Investment Rating  
  
Investment Rating   Expected return 

(over 12-month period from date of initial rating) 

Buy >5% 

Sell <5% 

  

Disclaimer  
This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit Capital. AMBIT Capital Research is disseminated and available primarily electronically, 
and, in some cases, in printed form.  

Additional information on recommended securities is available on request. 

DISCLAIMER 
1. AMBIT Capital Private Limited (“AMBIT Capital”) and its affiliates are a full service, integrated investment banking, investment advisory and brokerage group. AMBIT 

Capital is a Stock Broker, Portfolio Manager and Depository Participant registered with Securities and Exchange Board of India Limited (SEBI) and is regulated by SEBI 
2. The recommendations, opinions and views contained in this Research Report reflect the views of the research analyst named on the Research Report and are based 

upon publicly available information and rates of taxation at the time of publication, which are subject to change from time to time without any prior notice.  
3. AMBIT Capital makes best endeavours to ensure that the research analyst(s) use current, reliable, comprehensive information and obtain such information from 

sources which the analyst(s) believes to be reliable. However, such information has not been independently verified by AMBIT Capital and/or the analyst(s) and no 
representation or warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties. The information or 
opinions are provided as at the date of this Research Report and are subject to change without notice. 

4. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of this Disclaimer, your sole and exclusive remedy is to stop using 
this Research Report and AMBIT Capital shall not be responsible and/ or liable in any manner. 

5. If this Research Report is received by any client of AMBIT Capital or its affiliate, the relationship of AMBIT Capital/its affiliate with such client will continue to be 
governed by the terms and conditions in place between AMBIT Capital/ such affiliate and the client. 

6. This Research Report is issued for information only and should not be construed as an investment advice to any recipient to acquire, subscribe, purchase, sell, 
dispose of, retain any securities. Recipients should consider this Research Report as only a single factor in making any investment decisions. This Research Report is 
not an offer to sell or the solicitation of an offer to purchase or subscribe for any investment or as an official endorsement of any investment. 

7. If 'Buy', 'Sell', or 'Hold' recommendation is made in this Research Report such recommendation or view or opinion expressed on investments in this Research Report is 
not intended to constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The 
views expressed in this Research Report are those of the research analyst which are subject to change and do not represent to be an authority on the subject. AMBIT 
Capital may or may not subscribe to any and/ or all the views expressed herein. 

8. AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or 
currentess of the information in this Research Report. AMBIT Capital or its affiliates do not accept any liability whatsoever for any direct or consequential loss 
howsoever arising, directly or indirectly, from any use of this Research Report.  

9. Past performance is not necessarily a guide to evaluate future performance. 
10. AMBIT Capital and/or its affiliates (as principal or on behalf of its/their clients) and their respective officers directors and employees may hold positions in any 

securities mentioned in this Research Report (or in any related investment) and may from time to time add to or dispose of any such securities (or investment). Such 
positions in securities may be contrary to or inconsistent with this Research Report. 

11. This Research Report should be read and relied upon at the sole discretion and risk of the recipient. 
12. The value of any investment made at your discretion based on this Research Report or income therefrom may be affected by changes in economic, financial and/ or 

political factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments involve 
substantial risk and are not suitable for all investors.  

13. This Research Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied in whole or in part, for any purpose. Neither this Research Report nor any copy of it may be taken or transmitted or distributed, directly 
or indirectly within India or into any other country including United States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this 
Research Report in other jurisdictions may be strictly restricted and/ or prohibited by law or contract, and persons into whose possession this Research Report comes 
should inform themselves about such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.  

14. Neither AMBIT Capital nor its affiliates or their respective directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or 
indirectly, for views or opinions expressed in this Report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the 
Report or inability to use or access our service or this Research Report or for any loss or damages whether direct or indirect, incidental, special or consequential 
including without limitation loss of revenue or profits that may arise from or in connection with the use of or reliance on this Research Report or inability to use or 
access our service or this Research Report. 

 
Conflict of Interests 
15. In the normal course of AMBIT Capital’s business circumstances may arise that could result in the interests of AMBIT Capital conflicting with the interests of clients or 

one client’s interests conflicting with the interest of another client. AMBIT Capital makes best efforts to ensure that conflicts are identified and managed and that 
clients’ interests are protected. AMBIT Capital has policies and procedures in place to control the flow and use of non-public, price sensitive information and 
employees’ personal account trading. Where appropriate and reasonably achievable, AMBIT Capital segregates the activities of staff working in areas where conflicts 
of interest may arise. However, clients/potential clients of AMBIT Capital should be aware of these possible conflicts of interests and should make informed decisions 
in relation to AMBIT Capital’s services. 

16. AMBIT Capital and/or its affiliates may from time to time have investment banking, investment advisory and other business relationships with companies covered in 
this Research Report and may receive compensation for the same. Research analysts provide important inputs into AMBIT Capital’s investment banking and other 
business selection processes. 

17. AMBIT Capital and/or its affiliates may seek investment banking or other businesses from the companies covered in this Research Report and research analysts 
involved in preparing this Research Report may participate in the solicitation of such business. 

18. In addition to the foregoing, the companies covered in this Research Report may be clients of AMBIT Capital where AMBIT Capital may be required, inter alia, to 
prepare and publish research reports covering such companies and AMBIT Capital may receive compensation from such companies in relation to such services. 
However, the views reflected in this Research Report are objective views, independent of AMBIT Capital’s relationship with such company.   

19. In addition, AMBIT Capital may also act as a market maker or risk arbitrator or liquidity provider or may have assumed an underwriting commitment in the securities 
of companies covered in this Research Report (or in related investments) and may also be represented in the supervisory board or on any other committee of those 
companies. 

© Copyright 2011 AMBIT Capital Private Limited. All rights reserved. Ambit Capital Pvt. Ltd. 
 Ambit House, 3rd Floor 

449, Senapati Bapat Marg, Lower 
Parel, Mumbai 400 013, India. 
Phone: +91-22-3043 3000 
Fax: +91-22-3043 3100 

 
 


