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Rolta Q3FY10 – Riding on Niche focus
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Rolta surprised on the topline with 7.1% growth in INR terms. The revenue
growth was sustained by the strong growth reported by all three segments.
The operating margins have also increased by a substantial 200bps to reach
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solutions based on its two flagship Solution frameworks – Rolta Fusion and
Rolta OneView, which in our view would translate into higher solutions
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Rolta has been moving from an IT services player to a solutions player by
developing its own IP as also developing solutions alongside its JV partners Thales
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and Shaw group which would give it a competitive edge in servicing its core focus
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industries like Defence, Security, Infrastructure and Government. This quarter, the
topline was driven by growth in EGIS (Enterprise Geospatial Information Systems)
segment with 9.2% (strong uptick for this segment from the Middle East) followed
by EDOS (Enterprise Design and Operations Systems) with 7.8% and EITS
(Enterprise IT Services) with 2.7%

The execution continues to impress with the operating margins leaping up by 200
bps sequentially. This is due to the cost rationalisation measures put in place by the
management – head count stability (gross adds of just 55, net adds of 7) in the last
three quarters apart from other measures, increasing utilizations – sharp uptick in
utilizations in the EDIS segment and higher revenues from Solutions ( which are
high margin due to operating leverage and pricing power).

Margins set to rise further
Analyst

The management has said that there would be no wage hikes in the next two
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quarters and also that the wage hikes, when effected, would not be in the double
digits unlike the pre recession days.
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Further, there is possibility of using the utilization lever which would drive up the
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Strong Order Book
Rolta has a strong order book of over INR 5000 Cr executable in the short term as
also a robust order pipeline. Rolta has won some orders to implement their solutions
and when implemented, this would become the reference point for bagging more
such orders. We are positive of Rolta’s ability to implement and take forward the
solutions business as the solutions are based on their in house developed IP apart
from the knowledge acquired from their JV partners such as Thales and Shaw group.

This would both help the company use the operating leverage (on which the
solutions business is based) and pricing power which comes through the IP led
solutions. We expect the company to be expressly targeting the Utilities, Oil & Gas,
Infrastructure and Manufacturing segments where its two flag ship solutions Rolta
Fusion and Rolta OneView would be used.

Domestic Defence – Area of opportunity
The changing paradigms in the Indian Defence industry augurs well for Rolta India
as more and more private participation with an add on clause of Indian Buy & Make
being put to use. Changes to the Defence Procurement Procedure(DPP) regulations
of 2008 would help Rolta India and other Indian companies with capabilities in this
space such as Infotech Enterprises. Rolta would be looking to tap into this
opportunity with its IP led solutions & its JV partner Thales which has expertise in
this area.

DSO to improve
Rolta has bought down its DSO to 134 days this quarter. It is further expected to go
down to 120 days which would enable it to maintain higher cash on books and cut
down on WC expenditure.

Valuation
Trading at a CMP of INR 187, the stock is discounted at 12.5x its FY10E Eps of INR
14.9. On the basis of our revised revenue run rates for FY11 & FY12 by 6-8% to
22%, we arrive at a Target Price of INR 224 which represents 12.8x its FY11E Eps of
INR 17.49. Recommend BUY.
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