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Financials (INRmn) 03/11 03/12f 03/13f
Sales 47,394 32,658 36,237
Yo (%) 54 31 11
EBITDA (%) 11.2 15.1 119
A.PAT 2,250 2,245 1,719
Sh o/s (diluted) 72 72 72
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EV/E () 45 6.5 7.2
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ROE (%) 27 22 14
Quarterly Trends 03/11 06/11 09/11 12/11
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PAT (INRmn) 984 502 514 547
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BGR Energy Systems

pressures and risks persist

Earnings

BGRL’s revenue declined 36% y-o-y in the Decll quarter as execution
slipped further than management targets. The EBITDA margin
improvement to 16.3% in 3QFY12 is likely to reverse in FY13f. Revenue
growth is forecast to resume in FY13f on execution spillover and
improved orders. PAT is forecast to decline by 23% in FY13f on the high
margin base of FY12f and on increased gearing. FY14f revenue growth
prospects, on a lower base and order inflow outlook, are looking up.
However, on a weak BTB ratio of 2.2x, the recovery in earnings growth
in FY14f remains dependant on resumption of order inflows in FY13f.
We roll over our target to Decl2 and cut it to INR209 based on 8x
target P/E. Maintain rating at Reduce.

Execution weakens further; FY12 guidance of 28% revenue decline
BGRL reported a 36% y-o-y decline in revenue in the Decl11 quarter. Client side
delays in design approval, certification and payments led to continued misses
of the revenue target for FY12. FY12 revenue guidance has been cut sharply to
INR34bn, implying a y-o-y decline of 28% compared to the c2% guided to at the
end of the previous quarter. EBITDA margins continued to climb and stood at
16.1% in 3QFY12. Management attributed this to higher BOP revenue share
(60% in the quarter) and the benefit of price variation clauses, implying
supernormal margins on BOP orders. Postponement of certain costs may put
future margins at risk. Management has guided to ¢12% margins in FY13f.
Receivables declined by 3% g-o-q, but remained high at 368 days (on TTM
revenues) of which 116 days are accounted for by retention money.

Revenue to recover, PAT may remain under pressure on a high base
We have cut our FY12f-FY14f EPS by up to 45%, following weak execution,
lower inflows and sticky receivables. While FY12 revenue is forecast to decline
by 31%, PAT is likely to remain flat on a rise in EBITDA margins. We assume
order inflows to resume in FY13f, following which we factor in a CAGR of 11% in
revenue over FY13f-FY14f. However, PAT is forecast to remain under pressure
as EBITDA margins normalize off a high base and a rise in working capital leads
to higher interest costs. We forecast FY13 EPS to decline by 23%. Recovery in
earnings growth in FY14f is dependant upon resumption of order inflows in
FY13f. Unbooked orders account for 26%/66% of our FY13f/FY14f revenue.
Maintain Reduce with a TP of INR209; earnings risk persist

BGRL's earnings remain vulnerable to continuing delays in orders, given its low
BTB ratio of 2.2x. The near-term risk to earnings remains high on execution
slippages and delayed payment from clients. However, revenue growth
prospects on a reduced base and order inflow outlook are looking up, based on
which we increase the target P/E from 6x to 8x compared to our target P/E of
10x for Bharat Heavy Electricals (BHEL IN, Reduce). We roll over our target to
Dec12 and reduce it by 15% to INR209 (from INR245). Our TP does not include
the value of investments worth INR9.6bn (INR133/share) in the BTG venture
over the next three years. We maintain the rating at Reduce. Higher-than-
forecast order inflows and better execution are risk factors.

Devang Patel, +91 022 66842861
devang.patel@avendus.com

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Earnings revision summary

(INRmn) e FY12f -eemes e FY13f - e FY14f ----------
old New Change (%) old New Change (%) old New Change (%)
Revenue 45,572 32,658 -28 43,400 36,237 -17 62,543 44,589 -29
EBITDA 5,561 4,922 -11 4,918 4,317 -12 6,858 4,613 -33
EBITDA margin (%) 12.2 15.1 287bp 11.3 11.9 58bp 11.0 10.3 -62bp
PAT 3,182 2,245 -29 2,352 1,719 -27 3,534 1,939 -45
EPS (INR) 44.1 31.1 -29 32.6 23.8 27 49.0 26.9 -45
Order inflow 120,120 16,980 -86 44,880 112,900 152 66,000 81,840 24
Source: Avendus Research
Exhibit 2: Change in consensus EPS estimates
(INR) e Bloomberg consensuses estimate -----------  ceeeeeee Change from previous -----------
FY12e FY13e FY1l4e FY12e FY13e FYl4e
Nov10 51.2 57.3
Febl1l 49.3 55.1 -4% -4%
Jul1l 46.5 47.6 48.1 -6% -14%
Nov11l 40.4 36.7 38.4 -13% -23% -20%
Feb12 38.9 33.3 33.2 -4% -9% -14%
Source: Bloomberg, Avendus Research
Exhibit 3: Historical one-year forward P/E and target P/E (x)
The target P/E for BGRL is
increased from 6x to 8x. It l-yearforwardP/E """ TargetP/E  ==="""3.yraverage
implies the discount to 24
BHEL reduces from 34%
over the past year to 20%
by Dec12, based on our 18
10x target P/E for BHEL.
12
8.0x
K J
6
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Source: Bloomberg, Avendus Research

Note: P/E computed based on consensus one-year forward rolling forecast
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Exhibit 4: Historical premium to the Sensex and BHEL P/E
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Source: Bloomberg, Avendus Research

Risk factors
» Higher-than-forecast order inflows.
» Higher execution of the existing order book.

» Significant success in the BTG venture.

Exhibit 5: Standalone results snapshot for the Dec11 quarter

Note: P/E computed based on consensus one-year forward rolling forecast

(INRmn) Dec10 Sepll g-0-q (%) Decl1 y-0-y (%)
Total operating income 12,569 7,715 4 8,037 -36
Total operating expenses 11,097 6,613 2 6,724 -39
EBITDA 1,472 1,102 19 1,313 -11
Other income 17 0 -100 0 -100
Depreciation 34 40 3 41 20
EBIT 1,455 1,062 20 1,272 -13
Interest 168 302 53 462 175
Recurring PBT 1,287 761 7 810 -37
Net extra ordinary items - - -
PBT (reported) 1,287 761 7 810 -37
Total taxes 411 247 6 263 -36
Net income (reported) 876 514 7 547 -37
Avendus net income 876 514 7 547 -37
Shares outstanding (mn) 72.1 72.2 0 72.2 0
EPS (INR) 12 7 7 8 -38
Operating ratios (%)
EBITDA margin 11.7 143 16.3
EBIT margin 11.6 13.8 15.8
Net profit margin 7.0 6.7 6.8
Other income/PBT 1.3 0.1 0.0
Effective Tax rate 32.0 32.5 32.5
Source: Company, Avendus Research
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EPC order worth
INR16.98bn for 2x300MW
project in Chhattisgarh
booked in Nov11 from
TRN Energy Private Ltd.

Exhibit 6: Segment-wise results summary

(INRmn) Dec10 Sepll q-0-q (%) Decl1l y-0-y (%)
Segment revenue
- Projects 11,878 6,791 7 7,271 -39
- Capital goods 632 915 -18 752 19
Total revenue 12,511 7,706 4 8,023 -36
Segment EBIT
- Projects 1,388 880 34 1,181 -15
- Capital goods 50 182 -50 92 83
- Other un-allocated 17 0 0 -98
EBIT 1,455 1,062 20 1,272 -13
Segment margins (%)
- Projects 11.7 13.0 16.2
- Capital goods 7.9 19.9 12.2
EBIT / Sales 11.6 13.8 15.9
Source: Company, Avendus Research
Exhibit 7: Order book trend
I Order book (INRbn) == BTB ratio (x, RHS)
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Financials and valuations (standalone)

Income statement (INRmn)

Cash flow statement (INRmn)

Fiscal year ending 03/11 03/12f 03/13f 03/14f Fiscal year ending 03/11 03/12f 03/13f 03/14f
Total operating income 47,394 32,658 36,237 44,589 Net profit 2,250 2,245 1,719 1,939
Total operating expenses 42,101 27,736 31,920 39,976 Depreciation 168 167 201 241
EBITDA 5,293 4,922 4,317 4,613 Deferred tax 1,528 427 327 369
Other income 133 25 32 40 Working capital changes -7,375 -8,640 2,561 2,682
Depreciation 168 167 201 241 Less: Other income 133 25 32 40
EBIT 5,258 4,780 4,148 4411 Cash flow from operations -3,562 -5,826 4,776 5,192
Interest 519 1,443 1,592 1,528 Capital expenditure -421 -421 -505 -606
Recurring PBT 4,739 3,337 2,556 2,883 Strategic investments -1,320 -1,000 -2,500 -4,780
Net extra ordinary items - - - - Marketable investments - - - -
PBT (reported) 4,739 3,337 2,556 2,883 Changein other loans & adv. - - - -
Total taxes 2,489 1,093 837 944 Goodwill paid - - - -
PAT (reported) 2,250 2,245 1,719 1,939 Other income 133 25 32 40
(+) Share in assoc. eamings - - - - Cash flow from investing -1,608 -1,395 -2,973 -5,346
Less: Minority interest - - - - Equity raised - - - -
Prior period items - - - - Change in borrowings 5,299 7,000 -1,500 1,500
Net income (reported) 2,250 2,245 1,719 1,939 Dividends paid (incl. tax) -842 -522 -404 -454
Avendus net income 2,250 2,245 1,719 1,939 Others 1,051 0 0 0
Shares outstanding (mn) 72.2 72.2 72.2 72.2 Cash flow from financing 5,507 6,478 -1,904 1,046
Avendus dil. shares (mn) 72.2 72.2 72.2 72.2 Net change in cash 338 -743 -101 892
Avendus EPS (INR) 31.2 31.1 23.8 26.9
Growth ratios (%) Key Ratios
Total operating income 54.2 -31.1 11.0 23.0 Fiscal year ending 03/11 03/12f 03/13f 03/14f
EBITDA 53.8 -7.0 -12.3 6.8 Valuation ratios (x)
EBIT 554 -9.1 -13.2 6.3 P/E (on Avendus EPS) 7.5 7.5 9.8 8.7
Recurring PBT 553 -29.6 -234 12.8 P/E (on basic, reported EPS) 7.5 7.5 9.8 8.7
Avendus net income 11.8 -0.3 -23.4 12.8 P/CEPS 7.0 7.0 8.8 7.7
Avendus EPS 11.5 -0.3 -234 12.8 P/BV 1.8 1.5 13 1.2
Operating ratios (%) Dividend yield (%) 43 2.6 21 23
EBITDA margin 11.2 15.1 119 103 Market cap. / Sales 04 0.5 0.5 0.4
EBIT margin 111 14.6 114 99 EV/Sales 0.5 1.0 09 0.7
Net profit margin 4.7 6.9 4.7 43 EV/EBITDA 45 6.5 7.2 6.9
Other income/PBT 2.8 0.8 1.2 14 Net Cash / Market cap. 56.1 51.7 51.1 56.4
Effective Tax rate 52.5 32.7 32.7 32.7 Per share ratios (INR)

Avendus EPS 31.2 31.1 23.8 26.9
Balance sheet (INRmn) EPS (Basic, reported) 312 31.1 238 269
Fiscal year ending 03/11  03/12f  03/13f 03/14f  CashEPS 335 33.4 266 302
Equity capital 722 722 722 722 Book Value 1316 155.5 173.7 194.3
Preference capital - - - - Dividend per share 10.0 6.2 4.8 5.4
Reserves and surplus 8,776 10,499 11,814 13,299 Total assets / equity (x) 26 2.9 3.0 2.8
Net worth 9,498 11,221 12,536 14,021 Return ratios (%)
Minority interest - - - - ROCE 11.7 10.5 7.9 8.0
Total debt 13,363 20,363 18,863 20,363 ROIC 21.0 15.1 10.6 10.7
Deferred tax liability 3,117 3,544 3,871 4,240 ROE 27.2 21.7 145 14.6
Total liabilities 25,978 35,128 35,270 38,624 ROA 10.6 7.3 49 52
Gross block 2,099 2,520 3,024 3,630 OCF/Sales -7.5 -17.8 13.2 11.6
less: Acc. depreciation 475 642 843 1,084 FCF/Sales -8.4 -19.1 11.8 103
Net block 1,624 1,877 2,181 2,546 Turnover ratios (x)
CWIP 130 130 130 130 Asset turnover (x) 22 1.1 1.0 1.2
Goodwill - - - - Gross asset turnover 226 13.0 12.0 123
Investments 1,368 2,368 4,868 9,648 Inventory / Sales (days) 15 3.6 2.8 2.7
Cash 9,465 8,722 8,621 9,513 Receivables (days) 197.8 388.9 389.0 343.0
Inventories 384 264 293 360 Payables (days) 199.4 352.4 3121 283.8
Debtors 31,572 38,027 39,216 44,589 Working capital cycle (days) 74.7 197.9 209.0 148.4
Loans and advances 8,847 10,228 8,276 6,492 Solvency ratios (x)
less: Current liabilities 23,868 23,081 24,642 30,195 Gross debt to equity 1.7 2.1 1.8 1.8
less: Provisions 3,544 3,407 3,673 4,459 Net debt to equity 0.7 1.4 1.1 1.1
Net working capital 22,856 30,753 28,091 26,301 Net debt to EBITDA 25 4.1 44 44
Total assets 25,978 35,128 35,270 38,624 Interest Coverage (on EBIT) 10.1 3.3 2.6 2.9
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Analyst Certification

I, Devang Patel, PGDFA, research analyst and author of this report, hereby certify that all of the views expressed in this document accurately reflect our personal views about the
subject company/companies and its or their securities. We further certify that no part of our compensation was, is or will be, directly or indirectly related to specific

recommendations or views expressed in this document.
Disclaimer

This document has been prepared by Avendus Securities Private Limited (Avendus). This document is meant for the use of the intended recipient only. Though dissemination to all
intended recipients is simultaneous, not all intended recipients may receive this document at the same time. This document is neither an offer nor solicitation for an offer to buy
and/or sell any securities mentioned herein and/or official confirmation of any transaction. This document is provided for assistance only and is not intended to be, and must not
be taken as, the sole basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such
investigation as he deems necessary to arrive at an independent evaluation, including the merits and risks involved, for investment in the securities referred to in this document
and should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors. This
document has been prepared on the basis of information obtained from publicly available, accessible resources. Avendus has not independently verified all the information given
in this document. Accordingly, no representation or warranty, express or implied, is made as to accuracy, completeness or fairness of the information and opinion contained in this
document. The information given in this document is as of the date of this document and there can be no assurance that future results or events will be consistent with this
information. Though Avendus endeavours to update the information contained herein on reasonable basis, Avendus, its associate companies, their directors, employees, agents or
representatives (“Avendus and its affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that
may prevent us from doing so. Avendus and its affiliates expressly disclaim any and all liabilities that may arise from information, error or omission in this connection. Avendus and
its affiliates shall not be liable for any damages whether direct, indirect, special or consequential, including lost revenue or lost profits, which may arise from or in connection with
the use of this document. This document is strictly confidential and is being furnished to you solely for your information. This document and/or any portion thereof may not be
duplicated in any form and/or reproduced or redistributed without the prior written consent of Avendus. This document is not directed or intended for distribution to, or use by,
any person or entity who is a citizen or resident of the United States or Canada or is located in any other locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law or regulation or which would subject Avendus and its affiliates to any registration or licensing requirements within such
jurisdiction. Persons in whose possession this document comes should inform themselves about and observe any such restrictions. Avendus and its associate companies may be
performing or seeking to perform investment banking and other services for any company referred to in this document. Affiliates of Avendus may have issued other reports that

are inconsistent with and reach a different conclusion from the information presented in this document.

Avendus generally prohibits its analysts and persons reporting to analysts from maintaining a financial interest in the securities or derivatives of any company that the analysts
cover. Avendus and its affiliates may have interest/positions, financial or otherwise, in the companies mentioned in this document. In order to provide complete transparency to
our clients, we have incorporated a ‘Disclosure of Interest Statement’ in this document. This should, however, not be treated as an endorsement of the view expressed in the
document. Avendus is committed to providing high-quality, objective and unbiased research to our investors. To this end, we have policies in place to identify, consider and
manage potential conflicts of interest and protect the integrity of our relationships with investing and corporate clients. Employee compliance with these policies is mandatory.

Any comment or statement made herein are solely those of the analyst and do not necessarily reflect those of Avendus.
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