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From toll collection and OMT projects to an integrated infrastructure player

Mr. Jayant Mhaiskar, Vice Chairman and
Managing Director, MEP Infrastructure
Developers Ltd, is one of the founding
Directors and Promoter of the Company and has
close to two decades of experience in the Tolling
and Infrastructure industry.

In an interaction with Anil Mascarenhas and
Alok Deora of IIFL Wealth & Asset Management,
Jayant Mhaiskar says, “While demonetization has been the trigger for
accelerated adoption of cashless payment at toll plazas across the
country, MEP has from much earlier been using advanced electronic
technology at its toll plazas for improved efficiency and transparency.”

With the recent toll ban for almost a month, how much toll loss
have we witnhessed. What is the update on the compensation in
terms of quantum, timing and mode of compensation?

Currently MEP is operating tolls predominately with NHAI and also with
state authorities, such as MSRDC, RIDCOR, etc. The NHAI tolling contracts
are mainly operated in two specific areas, i.e the one year short term
tolling and the long term Operate Maintain and transfer (‘OMT’) contracts.
Under the concessions for the one year tolling, we have raised claims for
relief in concession fee payable plus operating costs and loss of
profit. Under the long term OMT concessions, there are specific clauses /
provisions to address any change in law or force majeure events. Such
clauses specify the manner of compensation to be awarded to the
concessionaire in the event there is any loss of revenue or additional costs
incurred on account of any change of law / force majeure events. The
association for toll operators has also adequately represented to the NHAI
of specific aspects to be considered and specific deviations that could be
adopted by NHAI in arriving at the framework for compensating for toll
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revenue losses. Further, the authority has also publically acknowledged
that NHAI intends to adequately compensate the concessionaires for any
losses incurred by them due to the stoppage of the toll collection
contracts. The state tolling concession agreements also have specific
clauses to address the issue of loss due to change of law / force majeure
events.

The claims submitted by MEP for the NHAI OMT and one year tolling
contracts are in the range of ~Rs.51 crore. Additionally, claims for the
other projects with MSRDC, RIDCOR etc are in the range of ~Rs.40 crore.

The company is yet to receive any confirmation from Authority in relation
to the acceptance of the claims made and is expecting the same to be
finalised during January 2017.

What is the status on the financial closure of your four Hybrid
Annuity Road projects?

MEP together with its JV partner Sanjose India, has been awarded 6 HAM
projects, 4 in Maharashtra and 2 in Gujarat. The Nagpur Package 1 and 2
projects have successfully achieved financial closure. Additionally, the
Company has also achieved final sanctions for the next 3 HAM projects, i.e
Arawali-Kante, Kante-Wakad and Talaja-Mahuva, in principle. The
formal documentation and execution of the financing documents is
expected to be completed by January 2017. The Mahuva-Kagavadar
project shall also achieve financial closure by 31st January 2017.
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With the Government clearing the Toll-Operate-Transfer (TOT)
business model recently, when do you see tenders being opened
for these projects and what is the size of the opportunity?

75 tolling projects, approximately 4,500 km in length, have been
identified under Toll-Operate-Transfer model for a concession period of
30 years. The Government is expecting to raise funds through this model
of approximately Rs.80,000 to 1,00,000 crore. We expect the first lot of
tenders to be announced as early as Q4 of this financial year i.e. Q1 of the
current calendar year.

Would you be bidding for TOT model at all considering there would
be upfront payment required to be made to Government and you
also have to invest equity in the Hybrid Projects which you have
already won?

Yes, we will be selectively participating in the TOT model. The
government has already held multiple interactions with global financial
institutions who are looking to participate in this model as bidders by
partnering with a renowned tolling operator. We are in discussions with
such institutions and will await further news on the proposed model.

Owing to land acquisition issues and few players facing challenges
in achieving financial closure, the Government has slowed in
awarding Hybrid Annuity projects. Are you looking to bid for more
Hybrid projects?

We have been fortunate in the HAM projects we have won and do not
foresee any issues with regard to land acquisition or financial closure in
these projects. Our current basket of HAM projects give us revenue
visibility of Rs. 3,836 crore over the next 2-2.5 years. Our target is to first
achieve financial closure for the existing projects. We do not see any
slowdown in new projects coming up for bidding. There is an indicative
pipeline of projects worth Rs. 200+bn to be coming up for bidding by
March 2017, in addition to projects worth Rs.267bn already awarded. We
are constantly evaluating new projects being announced by the
government.
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Give us an overview of the changing trends in the industry. How
close are you to getting into cashless mode at the tolls?

While demonetization has been the trigger for accelerated adoption of
cashless payment at toll plazas across the country, MEP has from much
earlier been using advanced electronic technology at its toll plazas for
improved efficiency and transparency. MEP had introduced the RFID
technology-based Electronic Toll Collection at Rajiv Gandhi Sea Link as
early as August 2012. We have also partnered with online payment
systems such as Citrus, Paytm and Jio Wallet for easy recharge of the ETC
tags and payment of monthly tolls.

Comment on your business mix. What is the revenue contribution
from each? To what extent do you see it changing in the coming
years?

MEP so far known as one of the leading players for toll collection and OMT
projects in the country has now graduated to become an integrated
infrastructure player. The company has focused on increasing its share of
revenue from long term projects over the years and currently has a
revenue mix of 67% from OMT projects and Long Term tolling projects
and 33% from Short Term tolling projects. With the addition of 6 HAM
projects, we see the company booking construction revenues as early as
Q4FY17 and over the next 2-3 years we expect 40-50% revenues to be
derived from our HAM basket.

What are the opportunities and challenges being in this business?

The perception of toll collection is that it is a simple business. What we
have learnt and successfully tackled is that the business is exposed to
some specific variables such as seasonal impact on traffic, alternate
routes, throughput of vehicles and much more. These variables make our
business challenging which has kept a number of large players away from
the tolling space. We have an in house survey and monitoring team which
constantly monitors and maintains traffic data bank of almost 90% of
tolling projects operated across the country. There are other techniques
such as our data mining tools which aid us in analysis of traffic and in turn
estimates for revenues expected to be generated so as to decide upon
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bidding for a project. To put in perspective while TOT could yield huge
upside to us in revenue realisations against a fixed upfront payment, we
would at the onset be exposed to traffic risk. Similarly while the HAM
segment would garner sustained revenues to us for a period of 15 years,
we are exposed to construction risk at the onset. We are to undertake EPC
work for the first time which we are new to as a company, but are very
confident of being able to undertake given our significant investments in
the profile and depth of the engineering team we have appointed and the
in-house machinery bank we are invested into. Further, our JV partners,
ie M/s Sanjose are also experts in the segment.

What would be the triggers for growth?

The Government has already spent INR 95,000 cr this year on the road
sector including the Pradhanmantri Gramsadak Yojana. As far as MEP is
concerned, larger amounts awarded in EPC projects, which eventually be
converted into Toll projects, which the Company is bidding on. There are
Hybrid Annuity projects also, which the Company will be bidding for. The
Toll-Operate-Transfer (TOT) concept is also expected in the near future.
As per a recent report, the road transport and highways ministry is
hoping for a budgetary allocation of Rs. 86,000 crore, up 50% from last
year. The increase in spending towards the road infrastructure sector is a
definite sign of a policy shift at the Centre and bodes well for the company
as well. Particularly for MEP the triggers that we expect would boost
growth for us are a) Smooth execution and booking of construction
revenues followed by Annuity income as envisaged on our HAM projects.
b) Our participation and wining of a couple of TOT projects given our
expertise of operating in the segment c) the proposed InvIT for our
existing projects which should give us a pop up in cash flows by helping
us save on Interest costs and d) Lastly, but most importantly traffic upside
supported by a strong outlook for the Indian economy in the near future.

Brief us on your financials. What is the outlook?

The company has achieved a performance turnaround in FY16 with a
profit after tax of Rs.26.33 crore as compared to Rs.115.33 crore loss in
FY15. The company expects a substantial improvement going forward
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and has demonstrated this with a half yearly profit of Rs.95.80 crore in
FY17. As mentioned earlier, we have bagged 6 HAM projects which give
us additional revenue visibility of Rs.3,836 crore over the next 2-2.5
years. On a blended basis, we expect a flattish revenue in FY17 with
significant improvement in profitability going forward.

Comment on your employee strength.

As on 30th November 2016, MEP had a workforce strength at 2,772
employees in Tolling and maintenance activities and 868 contract
workforce at various toll plazas.

What are your capex plans? How would they be funded?

The company does not have any capex plans. All construction machinery
will be funded on an operating lease basis. The company has secured
credit lines from Banks and another financial institution for Rs. 70 crore
for construction equipment.

Give us an idea of your order pipeline.

We have a basket of 16 operational projects comprising 9 Short term, 3
long term, 3 OMT projects and 1 BOT project which would contribute to
revenues during the current financial year and on an on-going basis based
on their duration. Besides, the company will begin to book construction
revenues from the 6 HAM projects we have secured over the pastyears to
the tune of Rs.3,836 crore.

Your message to shareholders?

Firstly, we would like to thank all our IPO and post IPO shareholders who
have shown confidence in the company and its management over the last
1.5 years. The company from being a promising toll/OMT player has
grown to an infrastructure player with a commanding order book of
Rs.38.5bn. The Board and its management is committed of delivering as
envisaged on the HAM portfolio in the current and over next few financial
years which will add significantly to the growth of MEP going forward.
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IIFL Wealth Research bags 2 Best Analyst Awards
IIFL Wealth Research has bagged two prestigious awards at the Zee Business Market Excellence Awards 2016.
Prayesh Jain was conferred the Best Analyst Award for Auto sector and Bhavesh Gandhi bagged the Best Analyst Award for Pharma sector.

Besides the twin awards, IIFL Wealth Research was also nominated in the categories of Oil/Gas, Banking and Industrials.

IIFL Wealth Research, as you know, has always prided itself on its unique value proposition in a swarming market space of cut-throat competition, among other things,
on our wealth of actionable ideas, tailored portfolio approach and thorough research in line with client needs and priorities, distinctive practice of following up with
Call Success post recommendations and a vast coverage universe of as many as 300 companies (comprising 70% of India's equity mcap).

In the past, the research team has won Zee Biz Awards under different categories; Bloomberg has rated our research as the most accurate, while we have twice
been winners of Business Standard Smart Portfolios, having received awards at the hands of luminaries including President Pranab Mukherjee, Prime Minister
Narendra Modi and Minister of State Piyush Goyal.

Recommendation parameters for fundamental reports:
Buy = >15%+

Accumulate = 5% to 15%

Reduce =-10% to 5%

Sell =>-10%

ABOUT IIFL Wealth Management Limited

IIFL Wealth Management Limited (hereinafter referred as IIFLW), a Company incorporated under Companies Act, 1956, is registered with SEBI as Portfolio Manager and as a Stock Broker. I[IFLW is also
registered with AMFI as a distributor of mutual funds. IIFLW provides wealth management services to various HNI / Ultra HNI clients and inter alia distributes various securities and financial products,
including mutual funds, alternative investment funds, debentures and structured products. IIFLW has made necessary application for registering itself as a Depository Participant.

Contact Details - Corporate Office - IIFL Centre, Kamala City, Senapati Bapat Marg, Lower Parel, Mumbai - 400013, Regd. Office - [IFLW House, Sun Infotech Park, Road No. 16V, Plot No. B-23, MIDC,
Thane Industrial Area, Wagle Estate, Thane - 400604 Tel: (91-22) 3958 5600. Fax: (91-22) 4646 4706 E-mail: research@iiflw.com Website: www.iiflw.com.

Registration Details -
1] CIN No.: U74140MH2008PLC177884; 2] SEBI PMS Regn. No INP000002676: 3] National Stock Exchange of India Ltd. SEBI Regn. No. : INZ000011437, Bombay Stock Exchange Ltd. SEBI Regn. No.:
INZ000011437 4] AMFI Regn No. : 59563
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Terms & Conditions and Other Disclosures with respect to Research Report:-

a)

b)

g)

h)

This research report (“Report”) is for the personal information of the authorised recipient(s) and is not for public distribution and should not be reproduced or redistributed to any other person or in any form without
[IFLW’s prior permission. The information provided in the Report is from publicly available data, which IIFLW believes, is reliable. While reasonable endeavors have been made to present reliable data in the Report so far
asitrelates to current and historical information, but IFLW does not guarantee the accuracy or completeness of the data in the Report. Accordingly, [IFLW or any of its connected persons including its directors or subsidiaries
or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed in this publication;

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates
contained in this report reflect a judgment of its original date of publication by IIFLW and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned
in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial
instruments.

The Report also includes analysis and views of our research team. The Report is purely for information purposes and does not construe to be investment recommendation/advice or an offer or solicitation of an offer to
buy/sell any securities. The opinions expressed in the Report are our current opinions as of the date of the Report and may be subject to change from time to time without notice. [IFLW or any persons connected with it do
not accept any liability arising from the use of this document.

Investors should not solely rely on the information contained in this Report and must make investment decisions based on their own investment objectives, judgment, risk profile and financial position. The recipients of this
Report may take professional advice before acting on this information.

IIFLW has other business segments / divisions with independent research teams separated by 'chinese walls' catering to different sets of customers having varying objectives, risk profiles, investment horizon, etc. and
therefore, may at times have, different and contrary views on stocks, sectors and markets.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication,
availability or use would be contrary to local law, regulation or which would subject IIFLW and its affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may
not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this Report may come are required to inform themselves of and to observe such restrictions.

As IIFLW along with its subsidiaries and associates, are engaged in various financial services business and so might have financial, business or other interests in other entities including the subject company/ies mentioned
in this Report. However, IIFLW encourages independence in preparation of research report and strives to minimize conflict in preparation of research report. IFLW and its associates did not receive any compensation or
other benefits from the subject company/ies mentioned in the Report or from a third party in connection with preparation of the Report. Accordingly, IIFLW and its associates do not have any material conflict of interest at
the time of publication of this Report.

As IIFLW and its associates are engaged in various financial services business, it might have:-

(a) received any compensation (except in connection with the preparation of this Report) from the subject company in the past twelve months; (b) managed or co-managed public offering of securities for the subject
company in the past twelve months; (c) received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) received any compensation
for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) engaged in market making activity for the subject company ;
IIFLW and its associates collectively do not own (in their proprietary position) 1% or more of the equity securities of the subject company/ies mentioned in the report as of the last day of the month preceding the publication
of the research report and does not have material conflict of interest at time of publication of the research report;

The Research Analyst/s engaged in preparation of this Report or his/her dependent relative;

(a) does not have any financial interests in the subject company/ies mentioned in this report; (b) does not own 1% or more of the equity securities of the subject company mentioned in the report as of the last day of the
month preceding the publication of the research report; (c) does not have any other material conflict of interest at the time of publication of the research report.

The Research Analyst/s engaged in preparation of this Report:-

(a) has not received any compensation from the subject company in the past twelve months; (b) has not managed or co-managed public offering of securities for the subject company in the past twelve months; (c) has not
received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) has not received any compensation for products or services other
than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not received any compensation or other benefits from the subject company or third party
in connection with the research report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company.

We submit that no material disciplinary action has been taken on IIFLW by any regulatory authority impacting Equity Research Analysis.

A graph of daily closing prices of securities is available at http://www.nseindia.com/ChartApp/install/charts/mainpage.jsp, www.bseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose
a company from the list on the browser and select the “three years” period in the price chart).

For Research related queries, write to: Amar Ambani, Head of Research at amar.ambani@iiflw.com.



