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Stock Details PRICE Rs.234 TARGET Rs.245 REDUCE

Market cap (Rs mn)
52-wk Hi/Lo (Rs)
Face Value (Rs)

6,088
250.65/105.85
5

3M Avg. daily vol 1461378
Shares o/s (m) 26
Source: Moneycontrol, BSE
Financial Summary
Y/E Mar (Rs cr) FY22 FY23E FY24E
Revenue 6,505 7,782 10,753
Growth (%) 91 196 382
EBITDA 472 627 1,008
EBITDA margin (%) 7.3 8.1 9.4
PAT 439 538 738
EPS 16.8 20.6 28.3
EPS Growth (%) (11.8) 225 373
BV (Rs/share) 170 187 213
Dividend/share (Rs) 3.0 3.0 3.0
ROE (%) 99 110 133
ROCE (%) 3.2 48 9.0
P/E (x) 139 114 8.3
EV/EBITDA (x) 12.6 9.5 5.8
P/BV (x) 14 1.2 1.1
Source: Company, Kotak Securities - PCG
Shareholding Pattern (%)
(%) Jun-22 Mar-22 Dec-21
Promoters 50.0 50.0 50.0
Fll 9.0 7.3 6.12
DIl 10.6 9.3 6.72
Others 30.5 334 37.2
Source: Moneycontrol, BSE
Price Performance (%)
(%) ™ 3M 6M
Weslpun Corp 3.0 8.9 40.2
Nifty 4.5 7.8 2.4
Source: Moneycontrol, BSE
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Welspun Corp performance in FY22 was badly impacted on account of
COVID and sharp fall in the oil prices. Now, with the recovery in oil prices
from its low to over US$90/barrel, situation has improved on ground for the
pipes business. Near term profitability would be driven by domestic
business, while U.S operations would contribute meaningfully from FY24E.
Saudi Mill is expected to maintain its volume. In addition, commissioning of
Ductile Iron pipes (trial run), augurs well, as it would mark Welpsun’'s
presence in growing water pipeline market. Strong balance sheet and 30%
earnings CAGR over FY22-FY24E, make us positive on stock. However, at
current valuation of 9.5x and 5.8x FY23E and FY24E EV/EBITDA, most of the
positive developments are factored in. Hence, we recommend REDUCE
(SELL), with a revised target price of Rs245 (Rs120), valuing the stock at
5.5x FY24E EBITDA and valuing Welspun’s share in Saudi mill (375,000
capacity) at 50% discount to its Mcap.

Key highlights

O Focus on India business: The U.S business was the key earning driver during
FY19-20. However, post the COVID and sharp fall in crude prices, the U.S
business profitability impacted due to significant reduction in the U.S order
book. But, at the same time, strong demand from domestic (India) oil & gas
and water pipeline market, helped the company to sail through. Going ahead,
in the near term, we expect India business to continue to drive overall
earnings and the U.S operations should improve gradually. We expect India
business to report EBITDA/t of Rs7,500 and Rs8,700 for FY23 and FY24,
respectively.

O Foray into Ductile Iron business: Welspun'’s decision to diversify its business
and foraying into Ductile iron project with an installed capacity of 400,000
tonnes at Anjar, with a total capex of Rs1900 cr, is a step in right direction,
in our view. Given the government focus on creating water supply
infrastructure in India, through Jal Jeevan Mission Program, the Union
Budget has earmarked Rs60,000 cr that aims to provide potable water to 3.8
cr households in FY23. The ductile pipe provides huge revenue visibility for
all the players in the industry and also provides stable margin. The company
commissioned the facility in the month of July’22 and trial run is on. As per
the management, the company already have some orders in hand. We expect
commercial production to start in 3QFY23 and a meaningful contribution
from FY24 onwards.

O Expect robust performance from the U.S business in FY24: The U.S business
which reported lackluster performance post the pandemic, due to significant
reduction in order book, resulted in drop in operating performance (EBITDA)
from Rs870 cr in FY20 to Rs200 cr in FY22. However, we expect the
performance to improve gradually from 2HFY23 and meaningful
contribution to be seen in FY23, as Welspun bagged a single largest order
worth more than Rs5,000 cr (325kt of pipelines), need to be execute from the
month of December'22. At the end of 1QFY23, the order book in the U.S
stands at 350kt. Given the increased demand of gas exports to new
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customers in Europe and the sharp increase in number of active oil and
natural gas drilling rigs in the U.S, we believe Welspun is better place to
capture any new order. Considering the past trend in profitability, the U.S
operations reported healthy performances compared to India and Saudi. We
expect the same trend to continue starting FY24, with the execution of the
order.

O Operating profit to jump sharply: Given the low base in FY22 and lackluster
performance from the U.S in the past, we expect operating performance
(EBITDA) to grow at 46% CAGR during FY22-24E period. The growth would
be largely driven by an improvement in the U.S operations, commissioning
of Ductile Iron project and higher contribution from the steel business.
Driven by the strong operating performance, earning is expected to grow at
~30% CAGR during the same period. We now expect Welspun Corp to report
an EPS of Rs20.6 (earlier Rs9.2) for FY23 and Rs28.3 for FY24.

Valuation and Outlook

Diversifying in to Ductile Iron segment, contribution from steel business (lower
margin initially) and execution of orders in India would drive the earnings in the
near term. Starting FY24, we foresee a meaningful contribution coming from the
U.S business, which would drive earnings thereafter. Hence, we believe the
profitability to improve for Welspun in the near to medium term and also foresee
strong cashflow generation starting FY24. In addition to oil and gas and water
segment, the company expects a huge demand from the Hydrogen gas
transportation by FY24-25. Strong balance sheet and 30% earnings CAGR over
FY22-FY24E, make us positive on stock. However, at current valuation of 9.5x
and 5.8x FY23E and FY24E EV/EBITDA, most of the positive developments are
factored in. Hence, we recommend REDUCE, with a revised target price of
Rs245, valuing the stock at 5.5x FY24E EBITDA and valuing Welspun’s share in
Saudi mill (375,000 capacity) at 50% discount to its Mcap.

Order book gives visibility and indicates strong show from U.S starting
FY24

After execution of orders in TQFY23, the current order book stands at over 10
lakh tonnes (Rs 13,400 cr), export accounts for more than 50% of the total order
book. As per the management, ~75-80% of India’s order book (350,000 tonnes)
to be executed in FY23 and the balance in 1QFY24. After winning a big order in
the U.S, the revenue visibility has increased sharply as compared to what it was
in 3QFY22. In addition, bid book has also jumped to 19 lakh tonnes as compared
to 12 lakh tonnes pre covid, any conversion of active bid book into order book,
will strengthen the Welspun'’s position and improve the profitability further.

Order book break-up

H RoW ® America Saudi Arabia

225 B

1QFY22 2QFY22 3QFY22 4QFY22 1QFY23

Source: Company, Kotak Securities — Private Client Group
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Proceeds from Saudi Business IPO invested in business

The public offering of Joint Venture in Saudi Arabia, East Pipes Integrated
Company for Industry (EPIC) on the Saudi Exchange’'s Main Market has been
completed in the month of January'22. Welspun now holds 35.01% (earlier
50.01%) stake through its step-down subsidiary in Mauritius. The listing helped
the Indian company to garner Rs360 cr of cash flows (after tax adjustments). In
our view, the cashflow further strengthened the company balance sheet, fund
part of capex and acquiring Sintex debt for a consideration of Rs~400 cr.

Saudi Operation Performance

(SAR mn) 1QFY22 2QFY22 3QFY22 4QFY22 1QFY23
Pipe Sales (‘000 tonnes) 34 38 35 83 58
Revenues 149 150 133 194 206
Operating Profit/EBITDA 9 11 -14 15 12
Net Profit after Tax 2 -8 -19 14 6
PAT- Welspun share 1 -3 -10 5 2

Source: Company, Kotak Securities — Private Client Group

Saudi Operations received a contract from SWCC for manufacture and supply
of steel pipes worth ~SAR 3,240 lakhs and the same will be executed in FY23.
This award is an addition to the order bagged by the company in the month of
May'22 worth SAR 4,900 lakhs and SAR 4,970 lakhs in Mar'22 from SWCC.

As per the management, Saudi Arabia intends to invest in fossil-fuels production
over the next two decades to meet growing global demand and avoid energy
shortages. It plans to raise crude oil "maximum sustainable capacity” to 130
lakhs barrels a day by 2027, and wants to boost gas production by more than
50% by 2030. With surging oil prices, the company is confident that
opportunities will arise, both in the Oil & Gas and the Water segment.

Despite capex, balance sheet continues to be strong

After a long time, Welspun managed to strengthened its balance sheet from a
net debt of over Rs1100 crin FY17 to net cash of Rs170 cr at the end of FY22,
largely driven by strong performance from the U.S operations and sale of plate
and coil mills. Welpsun announced its foray into ductile iron business and will
be spending Rs1800 cr for the same, coupled with increase in working capital
requirement due to sharp rise in steel prices, debt level would increase
marginally in FY23, but, don't foresee leverage ratio to cross 0.5x.

Debt/Equity below 0.5x
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Source: Company, Kotak Securities — Private Client Group
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Financials: Consolidated

Profit and Loss Statement (Rs cr)

Balance sheet (Rs cr)

(Year-end Mar) FY21 FY22 FY23E FY24E (Year-end Mar) FY21 FY22 FY23E FY24E
Net sales 7,153 6,505 7,782 10,753 Cash & Bank balances 259 701 480 513
growth (%) -28.2 -9.1 19.6 38.2 Other Current assets 2,885 2,206 2,566 3,403
Operating expenses 6,357 6,033 7,156 9,745 Investments 1,728 2,322 2,422 2,522
EBITDA 795 472 627 1,008
growth (%) -31.5 -40.7 32.8 60.8 Net fixed assets 2,731 3679 4,096 4,576
Depreciation &amortisation 246 255 294 329 Asset held for sale 0 0 0 0
EBIT 549 217 333 678 Other non-current assets 88 258 258 258
Other income 357 551 441 397 Total assets 7,691 9,168 9,822 11,273
Interest paid 85 102 145 137
PBT 820 666 629 938 Current liabilities 2,588 2,481 2877 3,748
Exceptional 138 0 0 0 Borrowings 745 2,021 1,810 1,710
Tax 255 216 163 244 Other non-current liabilities 151 138 138 138
Effective tax rate (%) 31 32 26 26 Total liabilities 3485 4640 4,825 5,596
Net profit 703 450 465 694
Minority interest /share of Ass. 76 -1 72 -44 Share capital 130 130 130 130
Net profit 779 439 538 738 Reserves & surplus 3949 4298 4757 5417
Discontinued Operations -11 0 0 0 Shareholders’ funds 4,080 4,428 4,888 5548
Profit after Disc. Op. 767 439 538 738 Minority interest 127 99 109 129
growth (%) 22.5 -42.8 22.5 37.3 Total equity & liabilities 7,691 9,168 9,822 11,273
Source: Company, Kotak Securities — Private Client Group Source: Company, Kotak Securities — Private Client Group
Cash flow Statement (Rs cr) Ratio Analysis
(Year-end Mar) FY21 FY22 FY23E FY24E (Year-end Mar) FY21 FY22 FY23E FY24E
Pre-tax profit 958 666 629 938 Profitability and return ratios (%)
Depreciation 246 255 294 329 EBITDAM 11.1 7.3 8.1 9.4
Chg in working capital 120 -125 37 34 EBITM 7.7 3.3 4.3 6.3
Total tax paid -161 -151 -163 -244 NPM 7.1 7.1 6.9 6.9
Other operating activities -390 -426 145 137 RoE 19.1 9.9 11.0 13.3
Operating CF 775 219 941 1,194 RoCE 10.8 3.2 4.8 9.0
Capital expenditure -256 -169 -710 -810 Per share data (Rs)
Chg in investments -657 -198 -100 -100 EPS 29.4 16.8 20.6 28.3
Other investing activities 68 158 0 0 CEPS 39.3 26.6 31.9 40.9
Investing CF -845 -209 -810 -910 BV 156.3 169.7 1874 2127
DPS 5.0 3.0 3.0 3.0
Equity raised/(repaid) 1 0 0 0
Debt raised/(repaid) -110 707 212 -100
Dividend (incl. tax) 13 165 78 78 Valuation ratios (x)
Other financing activities -76 -109 -62 -73 PE 8.0 13.9 11.4 8.3
Financing CF -198 433 -353 -251 P/BV 1.5 1.4 1.2 1.1
EV/EBITDA 6.8 12.6 9.5 5.8
Net chg in cash & bank bal. -269 443 -221 33 EV/Sales 0.8 0.9 0.8 0.5
Closing cash & bank bal 259 701 480 513 Source: Company, Kotak Securities — Private Client Group
Source: Company, Kotak Securities — Private Client Group
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RATING SCALE (PRIVATE CLIENT GROUP)

Definitions of ratings
BUY -
ADD -
REDUCE -
SELL -
NR -

SUBSCRIBE -
RS -

NA -

NM -
NOTE -

We expect the stock to deliver more than 15% returns over the next 12 months

We expect the stock to deliver 5% - 15% returns over the next 12 months

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

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

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

We advise investor to subscribe to the IPO.

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.

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

applicable

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

Our target prices are with a 12-month perspective. Returns stated in the rating scale are our

internal benchmark.
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Disclosure/Disclaimer (Private Client Group)

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 BSE Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange of India Limited (MSE),

National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). 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.

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 www.kotak.com

1. “Note that the research analysts contributing to the research report may not be registered/qualified as research analysts with FINRA; and

2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on communications with a subject company,
public appearances and trading securities held by a research analyst account

Any U.S. recipients of the research who wish to effect transactions in any security covered by the report should do so with or through Kotak Mahindra Inc. (Member FINRA/SIPC) and (ii) any

transactions in the securities covered by the research by U.S. recipients must be effected only through Kotak Mahindra Inc. (Member FINRA/SIPC) at 369 Lexington Avenue 28th Floor NY NY

10017 USA (Tel:+1 212-600-8850).

Kotak Securities Limited 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 relates to non US issuers, prior to

or immediately following its publication. 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. This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments

or investment services. Accordingly, any brokerage and investment services including the products and services described are not available to or intended for Canadian persons or US persons.”

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: No

“However, Kotak Securities Prop/Arbitrage team could have exposure/financial interest to the subject company/companies during the ongoing month.”

Nature of financial interest is holding of equity shares or derivatives of the subject company.

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research

Report.
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of Research Report: No.

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of publication of Research
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