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Vikas EcoTech Ltd. (VEL)

Continued traction in performance; Maintain BUY

Vikas Ecotech Ltd., (VEL) reported 2QFY17 result with a strong
operational efficiency. Net sales for the company stood at Rs.
835mn with a growth of 16.5% YoY and -17.3% QoQ led by
higher contribution from PVC compounds and overall exports
(61%/52% respectively of total sales) even after the slow
seasonal demand. EBITDA margin stood at 17.9% and
expansion of 673 bps/28bps YoY/QoQ. VEL reported PAT of Rs
74mn vs Rs 33mn in 2QFY16 a YoY/QoQ growth of 122%/-16%
respectively.

Revenue growth of 16.5% YoY: Even after the slow seasonal
demand VEL reported revenue of Rs 835mn, a YOY/QoQ growth of
16.5%/-17.3%. PVC compound / specialty additives / trading
contribution to total sales stood at 60.8%/18.4%/20.8% in 2QFY17 vs
52.5/25/24.5% in 2QFY16. (Organotin contribution reduced YoY led
by shifting of demand from clients due to firming up of tin prices;
although VEL expects normalization in demand in due course of
action as it is an important stabilizer for toxin free PVC pipes)

The company is focusing on manufacturing activity with reducing the
trading exposure. Also the company is exploring newer opportunities
through tie-ups and appointment of channel partners for distribution
of products in Europe and other global markets (participated in “K —
Trade Fair”, Germany). We expect, VEL to grow at a CAGR of ~41%
over FY16-18e led by increasing demand from organotin stabilizer,
uniquely positioned in compound with R&D expertise, increasing
demand from exports.

EBITDA margin expansion by 673bps YoY: VEL posted EBITDA
of Rs 149mn a YoY/QoQ growth of 86%/-16% respectively with an
EBITDA margin expansion of 673/28.8bps YoY/QoQ to 17.9% in
2QFY17 led by reduction in the trading activity, lower raw material
prices due to change in product mix.

Valuation: The stock currently trades at 13.3x/8.5x of FY17e/FY18e
EPS. We believe that increasing demand for toxin free stabilizers,
growth in PVC industry, opportunities in export markets and capacity
expansion will create enormous opportunities for VEL’s revenue/
earning to grow at a CAGR of 41%/49% over FY16-18e. We
maintain our BUY recommendation with a price target of Rs 31.2
implying upside of 64%. (14x on FY18e EPS).

Exhibit 1: Financial summary (Rs mn)

Y/E March FY14 FY15
Net sales 2500 2110
Growth (%) -0.9 -15.6
EBITDA margin (%) 5.3 7.9
PAT 37 38
Adjusted PAT 36 38
EPS (Rs) 0.4 0.1
Growth (%) -1.5 4.7
P/E(x) 53.4 127.4
ROE (%) 9.1 8.9
ROCE (%) 10.6 9.4
Debt/equity (x) 1.59 1.53
P/Bv (x) 4.6 11.1
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Exhibit 2: Quarterly Financials

(RERYID)] 2QFY17 2QFY16 YoY (%) 1QFY17 QoQ (%)
Net Sales 835 717 16.5 1,010 -17.3
Raw material consumed 637 570 11.8 778 -18.2
(%) of net sales 76.3 79.5 77.1
Staff cost 12 9 31.2 10 16.4
(%) of net sales 14 1.3 1.0
Other Expenses 37 58 -36.6 44 -15.8
(%) of net sales 4.4 8.1 4.3
EBITDA 149 80 86.6 178 -16.0
Depreciation 11 8 10
EBIT 139 72 93.1 168 -17.3
Interest 28 29 -6.0 28
Other Income 2 2 12.1 0
PBT 113 44 155.7 140 -19.3
Less: Taxation 39 14 48
Less: Minority Interest 0 0 0
Recurring PAT 74 30 146.7 92 -19.5
Exceptional items 0.0 3.3 -0.8
Reported PAT 74 33 122.0 91 -18.8
Key Ratios (%)
EBITDA Margin 17.9 11.2 673.3 17.6 28.8
Tax / PBT 34.6 32.3 236.8 34.4 20.8
NPM 8.9 4.2 468.4 9.1 -24.0
EPS 0.29 0.12 0.36
Source: Company, BOBCAPS
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Exhibit 3: Income Statement

Y/E Mar (Rsmn) FY14 FY15 FY16 FY17e FY18e FY19e
Net sales 2,500 2,110 3,072 3,901 6,102 7,888
growth (%) (0.9) (15.6) 45.6 27.0 56.4 29.3
COGS 2,199 1,760 2,372 2,935 4,542 5,808
Staff Cost 38 37 33 46 79 102
R&D Cost o - - - - -
SG&A Cost 130 146 177 229 382 526
EBITDA 133 166 490 691 1,099 1,451
growth (%) 27 25 194 41 59 32
Depreciation 22 34 34 45 79 108
EBIT 111 132 456 646 1,020 1,343
Other income 28 37 48 41 44 48
Interest paid 92 107 113 128 192 191
Extraordinary items = o 2 - - -
PBT 48 62 391 559 873 1,200
Tax 11 24 137 196 306 421
Minority interest 1 - - - - -
PAT 37 38 255 363 566 779
Non-recurring items - - 2) - - -
Adjusted PAT 36 38 254 363 566 779
growth (%) (1.5) 4.7 570.2 42.9 56.2 375
Source: Company, BOBCAPSe
Exhibit 4. Balance Sheet
Y/E Mar (Rsmn FY14 FY15 FY16 FY1l7e FY18e FY19e
Cash & Bank balances 5 8 44 168 246 393
Other Current assets 1,304 1,251 1,950 1,951 2,958 3,774
Investments 0 0 0 0 0 0
Net fixed assets 229 210 279 644 875 857
Goodwill - - - - -
Other non-current assets 3 3 4 2 2 2
Total assets 1,541 1,473 2,277 2,765 4,081 5,026
Current liabilities 447 378 703 732 1,003 1,220
Borrowings 669 662 912 1,029 1,542 1,539
Other non-current liabilities 3 0 - - -
Total liabilities 1,120 1,040 1,615 1,761 2,545 2,759
Share capital 102 254 254 254 254 254
Reserves & surplus 319 179 408 749 1,281 2,014
Shareholders' funds 420 433 662 1,003 1,536 2,268
Total liabilities 1,541 1,473 2,277 2,765 4,081 5,026
Source: Company, BOBCAPSe
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Exhibit 5: Cash Flow Statement

Y/E Mar (Rsmn) FY14 FY15 FY16 FY17e FY18e FY19e
Profit after tax 36 38 255 363 566 779
Depreciation 22 27 29 45 79 108
Chg in working capital (140) a7) (373) 28 (736) (600)
Total tax paid 0 4) 2 - - -
Cash flow from
operations (82) 44 (90) 436 (91) 287
Capital expenditure (53) (8) (98) (410) (310) (90)
Change in investments 0) (0) 0) - - -
Cash flow from
investments (54) (8) (98) (410) (310) (90)
Free cash flow (135) 36 (188) 26 (401) 197
Issue of shares 1 153 - - - -
Net inc/dec in debt 130 8) 250 117 513 3)
Dividend (incl. tax) (6) (15) (15) (22) (34) 47)
Other financing activities 10 (163) (11) 2 0) 0
Cash flow from financing 135 (34) 224 97 479 (49)
Inc/(Dec) in Cash & Bank
bal. (0) 3 36 124 78 147
Source: Company, BOBCAPSe
Exhibit 6: Ratio analysis
Y/E Mar FY14 FY15 FY16 FY17e FY18e FY19e
Per share data (Rs)
EPS 0.4 0.1 1.0 1.4 2.2 3.1
CEPS 0.6 0.3 11 1.6 25 35
DPS 0.1 0.1 0.1 0.1 0.1 0.2
BV 4.1 17 2.6 3.9 6.0 8.9
Profitability ratios (%)
Gross margins 10.5 14.8 21.7 23.6 24.3 25.1
Operating margins 5.3 7.9 15.9 17.7 18.0 18.4
Net margins 1.4 1.8 8.3 9.3 9.3 9.9
Valuation ratios (x)
PE 53.4 127.4 19.0 13.3 8.5 6.2
P/BV 4.6 11.1 7.3 4.8 3.1 2.1
EV/EBITDA 19.5 32.9 11.6 8.2 5.6 4.1
EV/Sales 1.0 2.6 1.9 15 1.0 0.8
RoE 9.1 8.9 46.3 43.5 44.6 41.0
RoCE 10.6 9.4 24.5 24.7 27.0 26.2
RolC 3.3 2.5 19.2 21.2 24.0 24.9
Source: Company, BOBCAPSe
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Sales and Dealing Team

Anil Pawar — Senior Manager — Dealing +91-22-6138 9325 anil@bobcaps.in

Sachin Sambare — Manager— Dealing +91-22-61389331/33 sachin.sambare@bobcaps.in
Ashwin Patil — Executive — Dealing +91-22-6138 9326 ashwin@bobcaps.in

Vaishali Parkar Kumar — Analyst Agri, Auto, Defence +91-22-6138 9382 vaishali.parkar@bobcaps.in
Padmaja Ambekar — Analyst Auto Ancillary, Infra, Midcap ~ +91-22-6138 9381 padmaja.ambekar@bobcaps.in
Akanksha Tripathi — Analyst Footwear, FMCG +91-22-6138 9383 akanksha.tripathi@bobcaps.in
Rishabh Mehta — Analyst Eﬁfi\'ﬁéals FMCG,  Infra, 41 55 6138 9384 rishabh.mehta@bobcaps.in
Hareesha Kakkera — Associate Bio Tech, Pharma +91-22-6138 9351 hareesha@bobcaps.in

Retail Dealing Team

Kshitij Kelkar +91-22-61389386 kshitij@bobcaps.in
Kiran Sawardekar +91-22-61389385 kiran@bobcaps.in
Nisha Rasal +91-22-61389385 nisha@bobcaps.in

Debt Dealing Team
Minaxi Tiwari +91-22-61389336 minaxi.tiwari@bobcaps.in

UTI Tower, 3rd Floor, South Wing, Bandra-Kurla Complex, Bandra (E), Mumbai - 400 051. India.
Ph.: +91.22.6138.9300 || Fax: +91.22.6671.8535 ||
Email: research@bobcaps.in|| Web: www.bobcaps.in
NSE SEBI No. (CASH): INB231304537
NSE SEBI No. (DERIVATIVES): INF231304537
BSE SEBI No. : INB011304533
SEBI Registered Research Analysts: INHO00000040 valid till 03rd February, 2020

Disclaimer

BUY. We expect the stock to deliver >15% absolute returns.
HOLD. We expect the stock to deliver 5-15% absolute returns.
SELL. We expect the stock to deliver <5% absolute returns.
Not Rated (NR). We have no investment opinion on the stock.

“The BoB Capital Markets research team hereby certifies that all of the views expressed in this report accurately reflect our personal views about the
subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly,
related to the specific recommendations or views expressed in this report.”

BOB Capital Markets Ltd. generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in
the securities or derivatives of any companies that the analysts cover. Additionally, BOB Capital Markets Ltd. generally prohibits its analysts and persons reporting
to analysts from serving as an officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed
herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In
reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.
Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not 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. We are not soliciting any action based on this material. It is for the general information of clients of BOB Capital Markets Ltd.. It does not constitute a
personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice
or recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The
price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOB Capital
Markets Ltd. does not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in
certain transactions — including those involving futures, options, and other derivatives as well as non investment-grade securities —that give rise to substantial risk
and are not suitable for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it
should not be relied on as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavor to update on a
reasonable basis the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have
"long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add
to or dispose of any such securities (or investment). We and our affiliates may act as market maker or assume an underwriting commitment in the securities of
companies discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis and may also perform or seek
to perform investment banking or advisory services for or relating to those companies and may also be represented in the supervisory board or any other
committee of those companies.

For the purpose of calculating whether BOB Capital Markets Ltd. and its affiliates hold, beneficially own, or control, including the right to vote for directors, 1% or
more of the equity shares of the subject, the holding of the issuer of a research report is also included.

BOB Capital Markets Ltd. and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it
relatesto non-US issuers, prior to or immediately following its publication. Foreign currency 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. In addition, investors in securities such as ADRs,
the value of which are influenced by foreign currencies, affectively assume currency risk. In addition, options involve risks and are not suitable for all investors.
Please ensure that you have read and understood the current derivatives risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933.No part of this material may be (i) copied,
photocopied, or duplicated in any form by any means or (ii) redistributed without BOB Capital Markets Ltd.’s prior written consent. No part of this document may be
distributed in Canada or used by private customers in the United Kingdom.
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