Private Equity

Takes a GuiIp

Businesses related to water may lack the glamour of sunrise sectors like
education and healthcare, but it has attracted over 500 crore in private
equity in the past year. The trickle will turn into a flood, says Ahona Ghosh
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Emerging policy changes,
rooted in state ineptness,
are encouraging PE firms
to take large sips of various
water businesses
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he inability of the state to deliver on basic
services hasnurtured many abusiness: in-
vertersand bottled water, toname just two.
Athirdoneisbeginningtoflourish: water
purification and waste-water treatment.
Asthestate increasingly relinquishes
these functionstothe private sector,and
even discusses the idea of privatising water
supply, companies in this business are see-
ingalikely suitor: private equity (PE).

Inthe pastyear, PE investors have invest-
ed %506 crore in seven Indian companies
thatareeither in the business of purifying
water for drinking or of treating waste-
water for reuse (See graphic). Of this, 2370
crore hastrickled in the past five months
alone into companies like Waterlife.

Started in 2009, Waterlife seeks to pro-
vide “access to safe water with a focus on
underserved areas”. Towards thisend, the
Secundrabad-based company works with
state governments at the districtlevel to set
up community water-filtration plants for
villages, as well as for urban slums.

Each plant filters 24,000-100,0001itres a
day. They treat raw water to eliminate con-
taminantslike fluoride, arsenic, nitrates,
chloride and heavy metals.

Waterlife charges users ¥3-5per 20litres
of water; for most, thisis the price they
have topay for the ineptitude of the state.
Atpresent, Waterlife reaches 1.2 million
in1,700villages. “Inthe next three years,
we will cover 20-30 million people and the
scaleup will be very fast,” says Sudesh
Menon, the company’s managing director.

A scaleuplike this made PE firm Matrix
Partnersinvestz22 crore in Waterlife.
“Largefundingand spending in this sector
hasnot yethappened, but it will due to the
policy push,” says Avnish Bajaj, managing
director of Matrix Partners India.

Policy Push

WaterisscarceinIndia. Anditis projected
tobecome scarcer, with increasing urbani-
sation and industrialization. At Water 2010,
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organised by the Confederation of Indian
Industry (CII), water availability per per-
sonisprojected tofallto 1,140 cubic metres,
from5,177in 1951 and 1,829 in 2001. This is
dangerously close to the water stressline
0f 1,000 cubic metres.

Thenew National Water Policy will direct
how India tacklesthis problem. According
tomediareports, the draft, which was
recently circulated to experts for their
views, suggests the government withdraw
fromitsroleasaservice provider inthe
water sector, and pass on that function to
communities and the private sector. “This
isnot anti-poor, but pro-rich, in that it will
cater to those who can pay,” says Dr Tushar
Shah, director, International Water
Management Institute, Anand, Gujarat.

However, Shah adds since government
bodiesarenot uptothetask, alternatives

need tobe explored. “There

[ ] isroom for arange of insti-
The new tutional arrangements,”
water policy hesays. “We should not
reportedly beaversetohavingthe
suggests the private sector. Ortotry
government out some cross-subsidy ar-
ceasetobea rangements with them.”
service Thepolicy reportedly
providerin also proposes to give sub-
the water sidies and incentivesto
sector private players to conserve

water, and torecycle and
treat wastewater. Already, for example,
the Jawaharlal Nehru National Urban
Renewal Mission (JNNURM) provides
funding support to projects in the clean-
tech space. Such changesare drawing the
private sector --and, on their heels, PE
firms--tothe water sector.

Accordingto Ernst & Young, the water
and waste management sector is growing
at15-20% annually. “Indianeeds atleast $1
billion investment from the private sector
every year toadd to government spending
tomeet supply and demand of water,” says
Rajesh Sinha, principal investment officer,
International Finance Corporation.

The biggestrecipient of PE investments
fromthe sectorinthe pastyear is Vishwa
Infrastructures. Three investors--IFC,
New Enterprise Associates and Olympus
Capital Holdings -- have infused 366 crore
intoit, inthree individual lots.

Accordingto Sinha, IFC iskeen to invest
around $100 million per annum, viaboth
equity and debt, in waste-water treatment.
He addsthe institution islooking at two
more transactions in the coming months,
of between $20 million and $30 million.
“There are fundsto investin this space, but
not too many scalable projects,” says Sinha
of IFC, which invested 26 crore in Vishwa
inJuly 2011.

Besides undertaking government con-
tracts, Vishwa also builds and operates
itsown integrated water-management
systems. Investorslike Sinha gravitate
towards companies that build their own as-
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sets, as opposed tojust being pure-play con-
tractors, who dominate this space today.

IFC’sinvestment in Vishwa is for two
projects: an integrated water-management
system in Khandwa and a sewage-treat-
ment plant in Kolhapur. Vishwa charges
users<11.50 per cubic meter (1,000 litres) of
water in Khandwa. Even as pricing water
remains a sensitive issue, Sinha says there
isamarketfor it. “This is the price for good
quality water from new supply systems,”
hesays.

Tipping Point

PE investors say the holding period of such
businesses is, typically, five tosix years. As
investments go, these fall somewhere be-
tween venture capital and private equity.
“Unless a company can scale up seven to
10times in this time period, it willnot be
sustainable,” says Bajaj of Matrix. Adds
Bharat Banka, Chief Executive Officer,
Aditya Birla Capital: “We will be unhappy
with anythinglessthan25% Rol (returnon
investment) in this space.”

AdityaBirla Capital Advisor invested
%40 crore in SMS Paryavaran in September
2011. SMS Paryavaran is a Delhi-based
infrastructure company that undertakes
projects in water supply and sewage treat-
ment on a contract basis for municipalities
and state governments.

“We haveraised the money for work-
ingcapital and to invest in construction
equipment,” says Sudhir Narayan Modak,
director of SMS. SMS plans to build its own
water and recycling plant, and shifttoa
build-own-operate-transfer (BOOT)model,
like Vishwa. Marginsin thisbusiness are
15-20%, says Harshad Bastikar, co-founder
of Greywater Technologies, which manu-
factures ‘plug-and-play’ waste-water treat-
ment plantsfor industries.

Greywater set up shop with 39 crore from
Nexus Venture Partners in October 2010.
Sincethen, it has sold 12 waste-water treat-
ment plants, including to Club Mahindra,
L&T and MahalaxmiDevelopers. With
ordersfor about 40 new projects, capable
of generating¥10-15 crore in revenues, it is
projectingabreak-even in itsfirst full year
of operations.

Nexus Venture saw an innovative model
in Greywater, whose waste-water plantisa
single-tank apparatusthatcanfitintoacar
garage. “It’s 10-20% cheaper than conven-
tional waste-water treatment plants,” says
Anup Gupta, director at Nexus.

Gupta says Greywater is eyeing comple-
mentary acquisitions. The waste-water
management business is fragmented, with
few large players and many smaller play-
ers, and isripe for mergers and acquisi-
tions goingforward. “In a couple of months,
we willlook toraisefundsagain tofund an
acquisition,” says Bastikar. Asbusinesses
inthissector grow and innovate, the wheel-
ingand dealing will increase further.




