RESULT UPDATE

Sanjeev Zarbade
sanjeev.zarbade@kotak.com
+91 22 6218 6424

VA TECH WABAG
PRICE: RS.588 RECOMMENDATION: BUY
TARGET PRICE: RS.711 FY19E PE: 15.6X

VA Tech Wabag's (VAW) reported good set of numbers in the second quarter on
an operational basis. Profit and EBITDA Numbers were ahead of our expectations.
The stock has underperformed in recent quarters due to increasing working capital
intensity which has raised net borrowings.

We have been positive on the stock in view strong order book of the company
coupled with relative under-performance in stock price in H1FY18. Valuations are
attractive relative to peers. Reiterate “BUY"” with an unchanged price target of Rs
711.

Summary table

(Rs mn) FY17  FY18E FY19E
Sales 32079.1 36180.0 40521.6
Growth % 26.1 12.8 12.0
EBITDA 2966.2 3359.2 37713
EBITDA margin % 9.2 9.3 9.3
PBT 2,361.6 2,745.4 3,102.8
PAT 1,024.0 1,807.0 2,042.8
EPS (Rs) 18.9 33.3 37.6
Growth % 16.7 76.5 13.1
CEPS 22.4 37.4 42.2
Book value (Rs/share) 196.9 2255 258.4
Dividend per share (Rs) 4.0 4.0 4.0
ROE % 9.9 15.8 15.6
ROCE % 16.0 16.3 17.7
Net cash (debt) -450.3 1619.7 1868.4
NW Capital (Days) 39.7 40.3 50.8
EV/Sales (x) 1.0 0.8 0.7
EV/EBITDA (x) 10.9 9.0 8.0
P/E (x) 31.2 17.7 15.6
P/Cash Earnings 26.3 15.7 13.9
P/BV (x) 3.0 2.6 2.3

Quarterly performance

Source: Company, Kotak Securities — Private Client
Research

(Rs mn) Q2FY18  Q2FY17 YoY (%) H1FY18 H1FY17 YoY (%)
Net Sales 8865 7771 14.1 15551 13565 14.6
Other operating income 0 6 - 0 14 -
Net Sales & Other Operating Income 8865 7776 14.0 15551 13579 14.5
Total Expenditure 8091 7196 124 14358 12723 12.8
(Increase) / Decrease In Stocks -37 -330 -88.8 -52 -573 -91.0
Cost of Services & Raw Materials 7142 6626 7.8 12412 11502 7.9
Other Expenses 347 279 24.2 698 594 17.5
Employee Cost 639 621 2.9 1299 1200 8.3
PBIDT 775 580 33.5 1194 855 39.6
Other Income 2 0 22 0

Operating Profit 777 580 339 1215 855 42.1
Depreciation 45 47 -5.7 90 93 -3.4
EBIT 732.6 533.1 374 1126 762 47.7
Interest 143 94 51.6 276 204 35.5
Forex gain/(loss) 0.0 45 -100.0 0 50 -100.0
PBT 589.6 443.3 33.0 849 608 39.6
Tax 220 186 18.3 380 296 28.7
Profit After Tax 369.3 257.1 43.6 469 BiIB 50.0
Minority Interest -42.1 -25.0 68.4 -60 -39 53.8
Shares of Associates 7.0 8.3 -15.7 9 19 -50.0
Consolidated Net Profit 334.2 240.4 39.0 418 292 43.1

Source: Company

Estimates

(Rs mn) Q2FY18 Q2FY17 Q2FY18Est Comments

Revenue 8865 7776 8200  Higher than expected revenue aided by
strong order book

EBITDA (%) 8.7 7.4 8.0  exceeded EBITDA margin forecast

PAT 334 240.4 289  Leading to profits beating our forecast

Source: Kotak Securities — Private Client Research

Consolidated Performance — Healthy revenue growth, margins gains lead
to higher than expected profits
Revenue - consolidated revenue stood at Rs 8.8 bn (+14% YoY) and ahead of our

estimates due to robust execution of IIU (India International Units) projects like
Petronas, Malaysia and AMAS, Bahrain.

EBITDA for the quarter stood at Rs 775 mn (33.5% YoY), which was higher than
estimates due to strong growth in revenues and project management efficiencies.

EBITDA margins for the quarter stood at 8.7% vs 7.4% on a y-o0-y basis, mainly
due to higher gross margins which could be due to change in project mix (some
projects may not be reached at profit recognition stage).
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We maintain BUY on Va Tech
Wabag with a price target of

Rs.711

Share of profits from associates stood at Rs 7.0 mn vs Rs 8.3 mn on a y-0-y basis.
The company reported PAT of Rs 334.2 mn vs Rs 240.4 mn in corresponding
quarter of the previous fiscal.

Consolidated gross debt stands at Rs 5.5 bn as compared to Rs 4.5 bn on a g-o-q
basis. Cash levels stand at Rs 1.3 bn vs Rs 3.2 bn on a g-0-q basis. This is concerning
as we are seeing in recent quarters that the debt has been trending higher while
the cash has been depleting. In our view, this trend needs to reverse for the stock
to trade higher.

Receivables have increased to Rs 28.5 bn in Q2FY18 vs Rs 25.1 bn at the end of
FY17.

Consolidated Order backlog stands at Rs 79 bn (Rs 70 bn on a y-o-y basis). The
revenue visibility provided by order book is adequate at 27 months of trailing four
quarter revenues.

Maintained Guidance
Revenue guidance of Rs 38-40 bn

Order intake guidance of Rs 43-45 bn

The company continue to remain positive on the EBITDA margins outlook.

Valuation — Maintain BUY

VAW is trading at 17.7x and 15.6x, FY18 and FY19 earnings respectively. We have
been positive on the stock in view strong order book of the company coupled with
relative under-performance in stock price in H1FY18. We also have a favourable
sector view on the water and sewage treatment sector on account long term
drivers like urbanization, smart cities, water reclamation, industrial effluent
treatment and Namami Gange. We maintain “BUY" with an unchanged price
target of Rs 711 (19x FY19 earnings).
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RATING SCALE
Definitions of ratings

BUY - We expect the stock to deliver more than 12% returns over the next 9 months

ACCUMULATE -  We expect the stock to deliver 5% - 12% returns over the next 9 months

REDUCE - We expect the stock to deliver 0% - 5% returns over the next 9 months

SELL - We expect the stock to deliver negative returns over the next 9 months

NR —  Not Rated. Kotak Securities is not assigning any rating or price target to the stock. The report has been prepared for
information purposes only.

RS - Rating Suspended. Kotak Securities has suspended the investment rating and price target for this stock, either because there
is not a Sufficient fundamental basis for determining, or there are legal, regulatory or policy constraints around publishing,
an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock
and should not be relied upon.

NA —  Not Available or Not Applicable. The information is not available for display or is not applicable

NM —  Not Meaningful. The information is not meaningful and is therefore excluded.

NOTE —  Our target prices are with a 9-month perspective. Returns stated in the rating scale are our internal benchmark.
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Disclosure/Disclaimer
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock
Exchange of India Limited (MSE). Our businesses include stock broking, services rendered in connection with distribution of primary market issues and financial products like
mutual funds and fixed deposits, depository services and Portfolio Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak Securities
Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and is also a Mutual
Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years. However
SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied minor penalty on
KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has our certificate of registration
been cancelled by SEBI at any point of time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons
into whose possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer to sell or
the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Kotak Securities
Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed.
Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material should rely on their
own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for
future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade securities - involve substantial risk and
are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a
company's fundamentals and as such, may not match with a report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in this
material, there may be regulatory, compliance or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements
are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with
the recommendations expressed herein.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, target price of the Institutional Equities Research
Group of Kotak Securities Limited.

We and our affiliates/associates, officers, directors, and employees, Research Analyst(including relatives) worldwide may: (a) from time to time, have long or short positions in,
and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the subject company/company (ies) discussed herein or act as advisor or lender / borrower to such company
(ies) or have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of Research Report
or at the time of public appearance. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned scrip(s) and therefore may be considered as
interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of particular investor; readers are requested to take
independent professional advice before investing. This should not be construed as invitation or solicitation to do business with KSL. Kotak Securities Limited is also a Portfolio
Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly PMS may have positions contrary to the PCG
research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or business group in any
manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take professional advice
before investing.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or
their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.

Details of Associates are available on our website ie www.kotak.com

Research Analyst has served as an officer, director or employee of subject company(ies): No

We or our associates may have received compensation from the subject company(ies) in the past 12 months.

We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12 months.
We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the
research report. Our associates may have financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No

Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: Yes
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