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Equity Research 

VA Tech Wabag-MidCap Pick 

Riding the Growth Wave….. 
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MNCL Research is also available on Bloomberg and Thomson Reuters. 

 

VA Tech Wabag Ltd is a multinational player in the water treatment industry with 
market presence in India and several other major countries.The company offers 
complete life cycle solutions including conceptualization, design, engineering, 
procurement, supply, installation, construction and O&M services. They provide a 
range of EPC and O&M solutions for sewage treatment, processed and drinking 
water treatment, effluents treatment, sludge treatment, desalination and reuse 
for institutional clients like municipal corporations and companies in the 
infrastructure sector such as power, steel and oil and gas companies. 
 
Investment Rationale 
 

 Robust Order Book owing to strong momentum in order inflows-The 
company has a strong order book of ~Rs 82 bn and we expect order inflows 
of Rs 45 bn and Rs 47 bn in FY18 and FY19 respectively. 

 

 Namami Gange(Cleaning of River Ganga)-A Big Opportunity- The Namami 
Gange project is expected to award projects worth Rs 200 bn in the next 3 
years out of which Wabag expects order inflows of Rs 40-50 bn in the next 3 
years. Total opportunity of the project stands at Rs 300- 350 bn. 

 

 Solid order pipeline coupled with large addressable opportunities in water 
management- VA Tech Wabag is witnessing a strong trend of water 
management in India and across the world. The company is witnessing big 
ticket opportunities in the form of desalination plants, effluent treatment, 
sewage water treament and city waste water management. The company is 
expecting large orders worth Rs 17-22 bn of desalination plants(Chennai) and 
Rs 50 bn of Sewage treatment plant orders from Mumbai. 

 

 Working Capital Intensity to Reduce- The company is focussing on reducing 
intensity of working capital by enhancing focus on overseas orders which 
lowers receivable days and has also sharpened its focus on collections 

 

 Conducive Global Environment- Multiple opportunities are seen arising out 
of the Middle East, Latin America and Sub –Saharan region. The decline in 
crude prices is being seen as a opportunity by Wabag as  oil majors are 
looking eastwards to provide cost effective water management solutions. 

 
Valuation 
 

VA Tech Wabag is poised to capitalise on the strong trend of water management 
opportunities in India as well as in the overseas markets. We expect the company 
to clock in strong revenue and PAT growth over FY17-FY19E on the back of healthy 
order inflows and execution. We assign a “BUY” rating on the stock with a target 
price of Rs 800 at 19xFY19E earnings, providing an upside of 19% to CMP. 

                                              June 8, 2017 
 Rating                 BUY 
 CMP(Rs)              670 
 Target Price             800 
 Upside % 19.4 
 Nifty  Midcap 100 17,734 
   
 Key  Data  
 Bloomberg Code VATW IN 
 Reuters Code VATE.BO 
 NSE Code WABAG 
 Current Share o/s(mn) 54.6 
 Diluted Share o/s (mn) 54.6 
 Mkt Cap (Rs bn/$ mn) 36.5/566 
 52 WK H/L (Rs) 737/450 

 
Daily Vol. (3M NSE 
Avg) 193,597 

 Face Value (Rs) 2 
 1 USD/ Rs 64.5 
   
 Shareholding Pattern (%) 
 Promoters 24.7 
 Public 75.3 
   
   

 
  Price Performance (%) 
               1M  6M 1 Yr  
 VA Tech Wabag -0.8 36.7 10.1  
 Nifty Midcap 100 -1.8 20.8 33.8  
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Company Background: 
 
VA Tech Wabag Ltd is a multinational player in the water treatment industry with 
market presence in India, the Middle East, North Africa, Central and Eastern 
Europe, China and South East Asia through principal offices in India, Austria, the 
Czech Republic, China, Switzerland, Algeria, Romania, Tunisia, UAE, Libya and 
Macao. 

 
The company offers complete life cycle solutions including conceptualization, 
design, engineering, procurement, supply, installation, construction and O&M 
services. They provide a range of EPC and O&M solutions for sewage treatment, 
processed and drinking water treatment, effluents treatment, sludge treatment, 
desalination and reuse for institutional clients like municipal corporations and 
companies in the infrastructure sector such as power, steel and oil and gas 
companies. 
 
 
Investment Rationale 
 
 

 Robust Order Book owing to strong momentum in order inflows 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  Company, MNCL Research Estimates 

 

Wabag’s order book stood at ~Rs 82 bn as of end of FY17, growing at a healthy 
CAGR of 18% over FY13-FY17. We expect order inflows of Rs Rs 45 bn and Rs 47 bn 
in FY18 and FY19 respectively. 
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The management has guided for a revenue Growth of 20-25% or Rs 38-40bn and  
order intake of Rs 43-45bn in FY18. Order Book currently stands at Rs ~Rs 82 bn 
while order intake for FY17 stood at ~Rs 36.2 bn. 
 
90% of the order backlog comprises of high ticket size projects and 54% of orders 
are international, both these factors will add up to margins. Wabag is focussing on 
big ticket projects as they can have more focus due to lesser number of projects 
but with a much higher value. The company is not overtly dependent on any single 
geography or sector in terms of business. 
 
NGT is pressuring utilities to set up treatment plants across states. That will bring 
huge growth. According to management, the NGT has become more active with 
NDA government. 
 
All new projects should be margin accretive. Though management did not guide 
on margins it asserted that it will take only undertake better margin projects. 
 
 

 Namami Gange(Cleaning of River Ganga)-A Big Opportunity 
 

 Wabag has created a separate division for handling the Namami Gange 
Projects.Most of the background work has already been completed in the 
last 3 years 

 Post UP Elections, a definite intent and an uptick in implementation has 
been seen on the ground. 

 2-3 projects have started being implemented 

 Total opportunity of Rs 300-350 billion, Rs 200 billion for next 3 years. 
Wabag expects  Rs 40-50 billion of order flows in the next 3 years. 

 All projects are HAM(Hybrid Annuity Model) based while Wabag delivers 
EPC projects. Typically the government will fund 40% of capital and the 
annuity to be received will be government backed. The company will need 
to invest 26% of the balance 60% which amounts to 15.6% equity into such 
projects as per the stipulated norms.  Given the huge opportunity size, 
Wabag is planning to participate in these HAM projects and has taken 
enabling board resolution for raising funds up to Rs 4 bn through QIP etc. 
to fund the equity portion of the investment required in these HAM 
projects 
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 Solid order pipeline coupled with large addressable opportunities in water 
management 

 
 
VA Tech Wabag is witnessing a strong trend of water management in India and 
across the world. The company is witnessing big ticket opportunities in the form 
of  
 
 Desalination: Desalination and water reuse has seen traction from utilities 

and industries in India as well as overseas. Growing water scarcity has led 
to utilisation of sea water as well as water management.  The company is 
eyeing orders worth Rs 17-22 bn of desalination plants from Chennai. 

 
 Effluent Treatment: Expansion and green field projects in oil and gas 

industry has led to increase in orders for effluent water treatment plants. 
The company has added marquee names such as Reliance and ARAMCO to 
their client list. ARAMCO has for the first time moved to a player in water 
management in eastern economies as it is focussing on reducing costs due 
to the reduction in oil prices. Hence the company views the decline in oil 
prices as an opportunity to garner more orders. 

 
 Sewage Treatment: India generates around 62,000 million litres of sewage 

daily out of which only 30% is treated in India. Only 64% of the sewage 
treatment plants in India are operational. Orders worth Rs 50 bn for 7 
Sewage Treatment plants in Mumbai are expected to be awarded in the 
near term. 

 
 City Waste Water Management: Rapid urbanization and industrialization 

has led to growing focus on waste water treatment in emerging 
economies.  
 
 

 Working Capital Intensity to Reduce 
  
Working capital cycle has reduced to 68 days in FY17 from 77 in FY16. This is 
expected to reduce further due to the following strategies. 
  

 Increased focus on collections   

 High working capital cycle projects moving to closure 

 High share of export projects(54% of order backlog) with better working 
capital cycle  

 Focus on E&P sector 
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 Conducive Global Environment  
 

The company sees very strong Latin America and sub Saharan opportunities. 
Specifically, lack of water management in sub Saharan countries with scarce 
water. 
 
The company sees large projects emanating from the Middle East owing to: 
 

 Reduction in  oil prices pushing oil majors to look eastwards for water 
management projects to control costs. 
 

 The Abu Dhabi Economic Vision 2030 which will see many industrial zones 
and worker cities being developed 
 

 Large number of Desalination plants and reuse plants being  planned in 
the Middle East 

 
Supreme Court ordered industries to set up effluent treatment plants and asked 
states to set them up in the next 3 years. 
 
 
 
Valuation 
 

VA Tech Wabag is poised to capitalise on the strong trend of water management 
opportunities in India as well as in the overseas markets. We expect the company 
to clock in strong revenue and PAT growth over FY17-FY19E on the back of healthy 
order inflows and execution. We assign a “BUY” rating on the stock with a target 
price of Rs 800 at 19xFY19E earnings, providing an upside of 19% to CMP. 
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        Consolidated Financial Summary (INR mn)  
 
 
 
 
 
 

 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

   

Income Statement                                                 Balance Sheet                                              

(YE March 31st) FY16 FY17 FY18E FY19E (As on March 31st) FY16 FY17 FY18E FY19E

Total Revenues 25,083   32,079   38,816   44,638   Cash & equivalents 3,786      2,617        2,730          3,298           

% growth 3.0% 27.9% 21.0% 15.0% Debtors 19,424     25,115       29,989         34,121         

Total Expenditure 22,753   29,113   35,128   40,264   Inventory 976         385           360             291              

EBITDA 2,330     2,966     3,688     4,375     Others 2,070      2,257        2,731          3,141           

% growth 11.2% 27.3% 24.3% 18.6% Total Current Assets 26,256     30,375       35,810         40,851         

Depreciation 205 191 200 235 Current Liabilities 15,667     19,771       24,030         27,756         

EBIT 2,125     2,775     3,488     4,140     Net Working Capital 10,589     10,603       11,780         13,094         

Interest 457        526        479        492        Other Assets 118         245           200             225              

Other Income 79         112        124        136        Investments 573         603           673             743              

EBT 1,746     2,362     3,133     3,784     Net Fixed Assets 1,779      1,744        1,720          1,735           

Tax 668        667        1,065     1,287     Total Assets 13,059     13,195       14,372         15,797         

Reported PAT 1,078     1,695     2,068     2,498     Other Liabilities -          -            -              -              

Adj. PAT 1,078     1,695     2,068     2,498     Debt 3,773      3,091        3,291          3,491           

Minority  Interest 16         98         100        102        Shareholder's Equity 109         109           109             109              

Adj PAT after Minority 

Interest 887        1,024     1,768     2,296     Reserves 9,094      9,822        10,822         12,072         

% growth -18% 15% 73% 30% Minority Interest 82           173           150             125              

Total Networth 9,285      10,104       11,081         12,306         

Total Liabilities 13,059     13,195       14,372         15,797         

Cash Flow Statement         Ratio Analysis (%)

(YE March 31st) FY16 FY17 FY18E FY19E (YE March 31st) FY16 FY17 FY18E FY19E

EBT 1,746     2,362     3,133     3,784     Fixed Assets Turnover Ratio 9.7 11.8 13.4 14.4

Depreciation 205        191        200        235        EBITDA Margin 9.3% 9.2% 9.5% 9.8%

Tax paid (668)       (667)       (1,065)    (1,287)    Net Profit Margin 4.3% 5.3% 5.3% 5.6%

Change in Deferred Tax Liability -        -        -        -        Average Return on Equity 9.7% 10.6% 16.7% 19.6%

Net Working Capital (1,591)    (1,184)    (1,064)    (746)       Average ROCE 12.2% 14.6% 26.5% 28.8%

Other Operating activ ities 113        (36)        22         (50)        Inventory(days) 14 4 3 2

Operating Cash Flow (195)       667        1,225     1,936     Payable(days) 228 225 226 227

Capital Expenditure (65)        (156)       (175)       (250)       Receivables(days) 283 286 282 279

Investments (195)       (30)        (70)        (70)        Net Debt to Equity  (% ) -0.1 0.0 0.0 0.0

Investing Cash Flows (261)       (186)       (245)       (320)       (YE March 31st) FY 16 FY 17 FY 18E FY 19E

Change in Borrowings 2,032     (683)       200        200        Dil. No.of Shares (mn) 54.5 54.6 54.6 54.6

Change in Equity (638)       (703)       (626)       (674)       Diluted EPS (Rs) 16.3 18.8 32.4 42.1

Div idend paid (264)       (264)       (442)       (574)       P/E (x) 41.2 35.7 20.7 15.9

Financing Cash Flow 1,130     (1,649)    (868)       (1,048)    P/BV (x) 3.9 3.6 3.3 3.0

Net Change in Cash 674        (1,169)    112        568        EV/EBITDA (x) 15.4 12.3 9.9 8.2

Closing Cash balance 3,786     2,617     2,730     3,298     Div idend Yield (% ) 0.7% 0.7% 1.2% 1.6%

 
Source:  Company, MNCL Research Estimates 
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Disclaimer: Monarch Networth Capital Limited (hereinafter MNCL), a publically listed company, is engaged in services of retail broking, credits, portfolio management 
and marketing investment products including mutual funds, life & general insurance and as such prepares and shares research data and reports periodically with 
clients, investors, stake holders and general public in compliance with Securities and Exchange Board of India Act, 1992, Securities And Exchange Board Of India 
(Research Analysts) Regulations, 2014 and/or any other applicable directives, instructions or guidelines issued by the Regulators from time to time.  

 

Research report is a written or electronic communication that includes research analysis, research recommendation or an opinion concerning securities or public offer, 
providing a basis for investment decisions. The views expressed therein are based solely on information available publicly/internal data/other reliable sources believed 
to be true. The information is provided merely as a complementary service and do not constitute an offer, solicitation for the purchase or sale of any financial 
instruments, inducement, promise, guarantee, warranty, or as an official confirmation of any transactions or contract of any kind.  

 

Research data and reports published/ emailed/ text messaged via Short Messaging Services, Online Messengers, WhatsApp etc/transmitted through mobile 
application/s, including but not limited to FLIP™, Video Widget, telephony networks, print or electronic media and or those made available/uploaded on social 
networking sites (e.g. Facebook, Twitter, LinkedIn etc) by MNCL or those recommendation or offers or opinions concerning securities or public offer which are 
expressed as and during the course of “Public Appearance” are for informational purposes only. The reports are provided for assistance and are not intended to be and 
must not alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Though disseminated to clients 
simultaneously, not all clients may receive the reports at the same time. MNCL will not treat recipients as clients by virtue of their receiving this report. 

 

The reports include projections, forecasts and other predictive statements which represent MNCL’s assumptions and expectations in the light of currently available 
information. These projections and forecasts are based on industry trends, circumstances and factors which involve risks, variables and uncertainties. The actual 
performance of the companies represented in the report may vary from those projected. The projections and forecasts described in this reports should be evaluated 
keeping in mind the fact that these- 

 

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Reports based 
on technical analysis is focused 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.  

 

Though we review the research reports for any untrue statements of material facts or any false or misleading information, , we do not represent that it is accurate or 
complete and it should not be relied on in connection with a commitment or contract whatsoever. Because of the possibility of human, technical or mechanical error 
by our sources of transmission of Reports/Data, we do not guarantee the accuracy, adequacy, completeness or availability of any information and are not to be held 
responsible for any errors or omissions or for the results obtained from the use of such information. MNCL and/or its Affiliates and its officers, directors and employees 
including the analysts/authors shall not be in any way responsible for any indirect, special or consequential damages that may arise to any person from any inadvertent 
error in the information contained in the reports nor do they take guarantee or assume liability for any omissions of the information contained therein. Information 
contained therein cannot be the basis for any claim, demand or cause of action. These data, reports and information do not constitute scientific publication and do not 
carry any evidentiary value whatsoever. 

 

The reports are not for public distribution. Reproduction or dissemination, directly or indirectly, of research data and reports of MNCL in any form is prohibited except 
with the written permission of MNCL. Persons into whose possession the reports may come are required to observe these restrictions. Opinions expressed therein are 
our current opinion as of the date appearing on the report only. Data may be subject to update and correction without notice. While we endeavour to update on a 
reasonable basis the information discussed in the reports, there may be regulatory, compliance, or other reasons that prevent us from doing so.  

 

The reports do not take into account the particular investment objectives, financial situations, risk profile or needs of individual clients. The user assumes the entire risk 
of any use made of this information. Each recipient of the reports should make such investigation as deemed necessary to arrive at an independent evaluation of an 
investment in the securities of companies referred to in such reports (including the merits and risks involved). 

 

Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. 
Investors may lose his/her entire investment under certain market conditions. Before acting on any advice or recommendation in this material, investors should 
consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of investments referred to in research 
reports and the income from them may fluctuate. Transaction costs may be significant in option strategies calling for multiple purchase and sales of options. Foreign 
currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from the 
investment. Investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk.  

 

The recommendations in the reports are based on 12 month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return basis. 
It is possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating. For reasons of valuations/return/lack of 
clarity/event we may revisit rating at appropriate time. The stocks always carry the risk of being upgraded to buy or downgraded to a hold, reduce or sell. The opinions 
expressed in the reports are subject to change but we have no obligation to tell our clients when our opinions or recommendations change. The reports are non-
inclusive and do not consider all the information that the recipients may consider material to investments. The reports are issued by MNCL without any 
liability/undertaking/commitment on the part of itself or any of its entities. 
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Recipients of the research reports should assume that entities of MNCL may receive commission, brokerage, fees or other compensation from the company or 
companies that are the subject of the reports. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of 
reports/data/material, may, from time to time have 'long' or 'short' positions in, act as principal in, and buy or sell the securities thereof of companies mentioned 
therein or be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as market maker in the financial instruments 
of the company/ies discussed therein or act as advisor or lender/borrower to such company/ies or have other potential conflicts of interests with respect to any 
recommendation and related information and opinions. 

 

We further undertake that- 

 

•No disciplinary action has been taken against the research analyst or MNCL by any authority in connection with their respective business activity. 

•MNCL, Research analysts, persons reporting to research analysts and their relatives may have financial interests and material conflict of interest in the subject 
company. 

•MNCL, Research analysts, persons reporting to research analysts and their relatives may have actual/beneficial ownership of 1% or more in the subject company’s 
securities, at the month immediately preceding the date of publication of this research report. 

 

 

Past performance is not a guide for future performance, future returns are not guaranteed and investors may suffer losses which may exceed their original capital.  

 

The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in this 
report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries. 
Distributing/taking/sending/dispatching/transmitting this document in certain foreign jurisdictions may be restricted by law, and persons into whose possession this 
document comes should inform themselves about, and observe any such restrictions. Failure to comply with this restriction may constitute a violation of any foreign 
jurisdiction laws. 

 

The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents for Capital Markets and 
Derivative Segments as prescribed by Securities and Exchange Board of India before investing in the Indian Markets.  

 

Key to MONARCH NETWORTH Investment Rankings 

Buy: Upside by>15%, Accumulate: Upside by +5%to 15%, Hold: Upside/Downside by -5% to +5%, Reduce: Downside by 5% to 15%, Sell: Downside by>15% 

Monarch Networth Capital Ltd. (www.mnclgroup.com)  

Office: - 9th Floor, Atlanta Centre, Sonawala Lane, Opp. Udyog Bhavan, Goregaon (E), Mumbai 400 063. Tel No.: 022 30641600 

 


