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Fair Value €10 (-7%)

FY11 results globally in line, disappointing FY12 margin guidance

SELL

Yesterday evening Indra reported FY11 results in line with expectations. FY12 op. margin guidance
(8-9%) is disappointing, due to a deterioration in the environment in Spain and Politec’s low margin.
We consider the only positives to be Indra’s firm intention to reduce capex, restore profitability to
10% by 2014, and the hope for a high dividend yield. We expect the shares to react negatively short-
term.

ANALYSIS

FY11 results globally in line. For FY11, Indra reported sales up 5.1% (+2.7% excl. Politec and
Galyleo) to EUR2,688.5m, an EBIT up 6.4% to EUR267.9m (10% of sales) incl. EUR7m acquisition &
integration costs, and a net profit down 3.9% to EUR181.1m. Revenues are almost 1% above our
forecast (EUR2,674m) and the consensus (EUR2,671m), but excluding acquisition and integration
costs, the op. margin would have been at EUR275m or in line with our estimate (EUR274.3m) and
the consensus (EUR268m incl. one-off costs). Order intake rose 3.3% (+1.6% Ifl) to EUR2,976m
with +0% Ifl in Solutions (Consulting, Systems Integration, own products) and +4% Ifl in Services (IT
Outsourcing and BPO), while the backlog grew 11.4% (+7.5% Ifl) to EUR3,231m (1.2x sales). Net
debt on 31* December 2011 was EUR514m (1.6x EBITDA, net gearing 49%), with an operating cash
flow up 16.3% to EUR324.4m and a net working capital of 98 days (vs. 93 in 2010), which is below
the 108 days guided three months ago, due to some unexpected revenue collection by year end.

Q4 11 details. Q4 11 sales rose 11.9% at EUR758.8m. Excl. Politec and Galyleo, growth was 4.1%
Ifl, which marks an improvement versus previous quarters (+2.1% in Q1, +1.6% in Q2, +2.9% excl.
Galyleo in Q3). By industry: 1). Security & Defence (24% of sales) was up 6.4% apparently due to an
unexpected order; 2). Transport & Traffic (21%) was up 16% sustained by Air Traffic Management;
3). Energy & Industry (16%) grew 17.2% helped by acquisitions, Spain, and contracts in Peru (oil,
water) and Colombia (oil); 4). Public Administration & Healthcare (15%) rose 20.7% helped by
acquisitions, balloting projects (Spain, Colombia, Argentina) and a Healthcare project in Bahrain;
5). Financial Services (12%) grew 13.1% only thanks to acquisitions; 6). Telecom & Media (12%)
was down 0.8% due to tough comps vs. Q4 10 (Prisa contract). At the geographic level, Spain (51%
of sales) was down 5.3%, Europe ex-Spain was up an est. +31% Ifl, Latin America (22% of sales)
grew an est. +11.5% Ifl), North America grew 34.7%, and Africa/Asia/Australia was up 7.8%.

FY12 guidance: prudent on margins. On the back of a still difficult market environment
(particularly in Spain, while international markets will remain the growth engine), Indra anticipates
for FY12: 1). sales up 6.5-7.5% (to an est. EUR2,860-2,890m), or 1-2% above our former forecast
(EUR2,843m), while we estimate growth excl. Polytec and Galyleo could be at c.+1%; 2). A “clean”
op. margin of 8-9% (far below our former 10.4% est., vs. consensus at 9.5%), which is expected to
recover at ¢.10% in 2014; 3). Restructuring costs of 1% of sales (c.EUR30m) in 2012 and 0.5%
(c.EUR15m) in 2013. This denotes a profitability deterioration in Spain and Politec’s low op. margin
(slightly loss making in 2011, est. 4% in 2012). In addition, the group intends to decrease the level
of tangible and intangible capex to EUR65-75m per year (vs. EUR111m in 2011), while net working
capital is projected to be in the range of 100-110 days of sales in 2012.

Adjusting our forecasts. We up our sales ests. by 1-2%, while we cut our op. margin ests. to 8.7%
from 10.4% in 2012 and to 9.4% from 10.5% in 2013. This negative effect is offset at the valuation
level by the significant reduction in capex in the years ahead.

VALUATION
Indra’s shares are trading at est. 9.3x 2012 and 8.2x 2013 EV/EBIT multiples.

NEXT CATALYSTS
Q1 12 results in May.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:
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Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a

BOY recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements including a SWOT analysis, positive momentum, technical aspects and the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

NEUTRAL Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

SELL Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a petiod of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of
elements including a SWOT analysis, positive momentum, technical aspects and the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Distribution of stock ratings
BUY ratings 50.5% NEUTRAL ratings 30.9% SELL ratings 18.6%
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