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Triveni Engineering & Industries Limited
Dull Q4; ethanol capacity addition to fuel growth

Misclleneous Sharekhan code: TRIVENI Result Update

Summary

+ Triveni Engineering & Industries’s (TEIL's) Q4FY2021 performance was affected by lower
sugar dispatches that dragged down revenues by 21%. However, higher gross margins
helped OPM rise 135 bps to 13.8%.

* FY21 revenues and PBT grew by 6% and 8%, respectively, while OPM stood at 11.9%.
Reducing debt by Rs. 562 crore aided in interest cost reduction of 35% during the year.

+ Ethanol capacity will be expanded to 660 klpd by FY23. Better sugar realisations, higher
revenues from distillery business and a recovery in the engineering & water business would
help PAT to grow by 30% over FY21-23.

+ Structural change in sugar industry, fall in consolidated debt and double-digit earnings
growth visibility are key re-rating triggers. We maintain a Buy with a revised PT of Rs. 240.

For Triveni Engineering & Industries Limited (TEIL), Q4FY2021was affected by lower sugardispatches
resulting in 20% decline in revenues to Rs. 1,188.1 crore. Sugar sales volumes decreased by V28% to
2.7 lakh tonnes mainly on account of lower dispatches due to allocated government quota during
the quarter. Domestic realisations stood flat at Rs. 32.3 per kg while export realisations grew by
31.4% y-o-y to Rs. 26 per kg. Sugar business gross revenues were down by 26% y-o-y during the
quarter. A better mix and improvement in margins of the distillery, power transmission and water
businesses helped OPM to improve by 135 bps to 13.8%. Operating profit and pre-tax profit fell
by 11.9% and 11.2%, respectively in Q4. For FY2021 the company’s revenue and PBT grew by 6%
and 8% respectively with OPM standing at 11.9%. For FY2021 sugar production was lower at 9.4
lakh tonne and recovery rate was 10.98%. Sugar sales volume grew by 3% and export realisation
grew by 23.7% in FY2021. With better domestic demand and higher sugar exports, the sugar
business would perform better in FY2022. We expect the sugar business’ revenues to remain flat in
FY2022. However, the margins are expected to remain high due to better realisation. The capacity
expansion aided the distillery business revenues to grow by “40% in FY2021. However higher prices
and higher fuel cost affected the profitability during the year. The company is spending around Rs.
250 crore in setting up a new distillery with capacity of 200 klpd, which will be operational by
end of FY2022. Further the company is also planning to expanding capacity at its existing facility
in Muzaffnagar by additional 140 klpd with a capex of Rs. 100 crore. Thus, by FY2023-end the
company will have an ethanol capacity of 660 klpd to gain benefit from government focus on
increasing ethanol blending to 20% by FY2025. With the expanded capacity ethanol production is
expected to be at 13-14 crore litres in FY2022 and 17-18 crore litre in FY2023. Higher demand would
boost realisations, while improving mix favouring B-heavy molasses will further add on to the
blended realisation. The power transmission and water businesses have strong order books of Rs.
166 crore and Rs. 912 crore, respectively. With better working capital management, the company
reduced consolidated debt by Rs. 562 crore resulting in a 35% reduction in the interest cost. The
company has planned a capital expenditure of Rs. 350 crore, which will be largely done through
internal accruals. Thus, we expect balance sheet to remain stable in the coming years. The board
has recommended a final dividend of Rs. 1.75 per equity share (175%) for FY2020-21.

Key positives

+ The distillery business’ revenues and PBIT grew by 58% and 74%, respectively in Q4FY2021.

+ Power transmission business saw strong recovery with revenues growing by 56% and the PBIT
margins improved to 37.5% in Q4FY2021 compared to 26.8% in Q4FY2020.

+ The consolidated interest cost was down by 35% to Rs. 51.6 crore in FY2021 led by reduction in
debt.

Key negatives

+ Sugar business sales volumes decreased by “28% resulting in 26% decline in revenues in Q4.
Our Call

View: Maintain Buy with revised price target of Rs. 240: With consistent improvement in sugar
realisations, higher capacity utilisation in the expanded distillery facility and improved order book in
the engineering business, TEIL is well-poised to achieve strong earnings growth of “30% over FY2021-
23. Earnings growth will also be supported by reduction in debt and lowering of tax rate to 25% in
the coming years. Despite strong run-up in the recent past, the stock is trading at decent valuations
of 9.5x its FY2023E EPS (and EV/EBIDTA of 6.9x FY2023E). A structural change in the sugar industry,
strong growth prospects in the distillery business and lean balance sheet will further aid re-rating of
the stock. We maintain our Buy recommendation on the stock with a revised price target of Rs. 240.

Key Risks

A significant increase in the global sugar production affecting international prices, a slower
recovery rate in the domestic market or any change in the government policy affecting the industry’s
fundamentals would be key risks to our earnings estimates.

Valuation (consolidated) Rs cr
Revenue 4,437 4,703 5,138 5,778
OPM (%) 12.2 1.9 12.4 127
Adjusted PAT 315 293 407 482
Adjusted EPS (Rs.) 13.51 12.2 17.2 20.3
P/E (x) 14.3 15.9 1.2 9.5
P/B (x) 3.6 3.0 25 2.0
EV/EBIDTA (x) 17 10.2 8.3 6.9
RoNW (%) 27.0 20.3 241 233
RoCE (%) 17.0 177 20.8 22.4

Source: Company; Sharekhan estimates
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Revenues grew by 6%; OPM stood at 11.9% in FY2021: Revenues grew by 6% to Rs. 4,703 crore in FY2021,
supported by higher sales volumes in sugar and distillery segments, which compensated for decline in the
turnover of engineering businesses due to COVID-19 related issues. The sugar division’s revenues grew by
7% driven by a 3.1% growth in sugar sales volumes while distillery division revenues grew by 39% in FY2021.
The engineering division’s performance is improving sequentially. Operating profit improved by 2.8% y-o-y.
Finance costs declined by 35% to Rs. 51.6 crore mainly due to lower utilisation of term loans and working
capital borrowings and due to reduction in cost of funds. The impact of good performance and lower interest
costs was, however, negated by higher taxes, which dragged down adjusted PAT by 7% y-o-y to Rs. 292.7
crore in FY2021. PAT margin declined by 87 bps to 6.2% during the same period. The company expects to
transition to new tax regime in FY2022. Consolidated debt stood at Rs. 994.02 crore, with term loans at Rs.
432.44 crore.

Sugar volumes reported steady growth during FY2021: For Q4FY2021, sugar revenues declined by 25.9%
to Rs. 992.2 crore due to decline in volumes by 27.7% to 2,74,302 tonnes. Domestic volumes fell by 31.1% and
exports by 21.2%. Domestic realisations declined by 1.2% at Rs. 32.3/kg and export realisation grew by 31.4%
to Rs. 26/kg. For FY2021, sugar revenues grew by 7% to Rs. 4,063.1 crore on the back of 3.1% volume growth
to 11,03,233 tonnes. Domestic volumes grew by 10.6%, whereas export volumes declined by 18.5%. Domestic
realisations declined by 1.4% at Rs. 32.7/kg and export realisation grew by 23.7% to Rs. 24.4/kg.

For FY2021, the sugar business’ revenues included an export subsidy of Rs. 57.7 crore as against export
subsidy of Rs. 93.2 crore in FY2020. Further, an export subsidy of Rs. 57 crore was not booked till March 31,
2021. Sugar inventory stood at 47.45 lakh quintals as on March 31, 2021, valued at Rs. 30/kg. Co-generation
operations (including incidental co-generation) achieved external sales of Rs. 68.4 crore during FY2021 as
against Rs. 54.2 crore in FY2020, up 26%.

During sugar season (SS) 2020-21 sugarcane crushed/produced was 8.54/0.94 million tonnes, respectively,
as against 8.74/1.01 million tonnes, respectively, in SS 2019-20. Recovery rate for SS 2020-21 came in at
10.98% versus 11.54% in SS 2019-20. Gross recoveries (after adjustment on account of B-heavy molasses) is
reported at 11.86% in SS 2020-21 as against 11.97% in SS 2019-20. Total sugar quota for exports under the
SS 2020-21 Maximum Admissible Export Quota (MAEQ) scheme is 1.82 lakh tonnes and the entire quota was
contracted, of which 1.03 lakh tonnes have been physically despatched in FY2021. Sugar consumption is
expected to be stable during the year on account of sustained demand in the country.

Sugar division’s performance

Particulars Q4FY21 Q4FY20 y-o-y% FY2021 FY2020

Sugar dispatches (tonnes) 2,74,302 3,79,207 -277 11,03,233 10,69,545 31
Domestic 1,71,368 2,48,559 =311 8,79,568 7,95,096 10.6
Exports 1,02,934 1,30,648 -21.2 2,23,665 2,74,449 -18.5
Domestic realisation (Rs/Kg) 323 327 -1.2 327 33.2 -1.4
Export realisation (Rs/Kg) 26.0 19.8 314 24.4 19.7 237
Gross Revenue (Rs crore) 992.2 1338.3 -25.9 40631 37974 7.0
PBIT (Rs crore) 105.9 156.0 -321 374.5 3575 4.8
PBIT margins (%) 10.7 1.7 -98 9.2 9.4 -20

Source: Company; Sharekhan research

Distillery business continues to see robust growth: Revenues grew by 57.8% y-o-y to Rs. 156.4 crore in
Q4FY2021, driven by a 16.5% increase in the sales volume, 21.5% increase in production volume and 7.9%
growth in average realisation. For the whole of FY2021, revenues grew by 39% y-o-y to Rs. 543.8 crore, driven
by 22.6% increase in the sales volume, 14.1% increase in production volume and a 6.1% growth in average
realisation. The production and dispatches are significantly higher in the current year as the new distillery
operated for the entire year in FY2021 as against from Q2 in FY2020. The company produced 56% ethanol
from B-heavy molasses in FY2021 as against 34% in FY2020. PBIT margin of the distillery division in FY2021
is impacted on account of increase in cost of molasses, higher fuel cost, especially during initial stabilisation
period of incineration boiler at old distillery at Muzaffarnagar, and non-recurring expenses in relation to
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discarding of certain fixed assets consequent to installation of new incineration boiler. The distillery received
contracts of 10.09 crore litres for the supply year 2020-21.

The Board has approved expansion of distillation capacity of the existing and upcoming distilleries located
at Muzaffarnagar (UP), Milak Narayanpur sugar unit in Rampur district and Sabitgarh district, Bulandshahar
(both in UP). Post this expansion, the distillery capacity will go up from 520 to 660 klpd. The expansion
will be undertaken at an aggregate cost of “Rs. 100 crore through low capital cost incidental expansion
/ debottlenecking through internal accruals. The expansion is expected to be completed before the
commencement of SS 2022-23. With the expanded capacities, the company expects the production to go up
to 13-14 crore litre in FY2022 and further increase to 17-18 crore litres in FY2023. With government’s increased
focus on ethanol, demand for ethanol is expected to grow, coupled with an improved mix from B-heavy
molasses will lead to improved blended realizations for distillery.

Distillery business’ performance

Particulars Q4FY21 ‘ Q4FY20 ‘ y-0-y% FY2021 FY2020

Operational details

Production (KL) 30,209 24,866 215 1,07,027 93,826 141
Sales (KL) 21,668 18,601 16.5 1,03,637 84,566 226
Avg. Realisation (Rs/ltr) 57.29 5312 79 48.9 46.1 6.1
Financial details

Gross Revenue (Rs. crore) 156.4 991 57.8 543.8 391.2 39.0
PBIT (Rs crore) 28.5 16.4 73.8 1011 110.6 -8.6
PBIT margins (%) 18.2 16.5 167 bps 18.6 283 -968 bps

Source: Company; Sharekhan research

Engineering business - Yet to recover fully

Strong growth in power transmission business during Q4FY2021: Revenues increased by 55.9% y-o-y in
Q4FY2021 to Rs. 53 crore benefitting from recovery in the business conditions. The segment’s EBIT margin
improved from 26.8% in Q4FY2020 to 37.5% in Q4FY2021. For FY2021, revenue declined by 15.6% to Rs.
130 crore and EBIT margin remained flat at 31% impacted by COVID-19 related issues. As on 31 March, 2021,
outstanding order book for the segment stood at Rs. 166.2 crore (includes long term orders worth Rs. 66.6
crore). The management highlighted that the order booking is normalising gradually and with the easing of
second wave of COVID-19, both supply of products to customers and order booking should improve in coming
quarters. With a foray into built-to-print for large global OEMs, the company is expected to see significant
growth from this segment in the coming years. Further, TEIL is also exploring new products and geographies
to expand, which in turn will improve its revenue and profitability.

Water business revenues remain subdued; profitability improved: Revenues declined by 15.8%/14.8% on
a y-o-y basis to Rs. 81.1/260.7 crore in Q4FY2021/FY2021 respectively as projects under execution were
impacted due to the lockdown and COVID-related issues. PBIT margin saw a significant improvement on the
back of cost controls and project execution efficiencies. Margin improved by 646/240 bps y-o-y to 15.3%/10.2%
in Q4FY2021/FY2021 respectively. Order finalisation has been slow due to the pandemic. As on March 31,
2021, order book for the segment stood at Rs. 912.02 crore (includes long term O&M orders worth Rs. 456.87
crore). During Q4FY2021, the water business secured an EPC Water Sewerage project worth $22.80 million
(Rs. 156 crore) from Ministry of National Planning Housing & Infrastructure of Republic of Maldives funded by
Exim Bank of India. Going ahead, the management indicated that the company has participated in a large
number of tenders (amount not quantified) which are in various stages of finalisation and is expected to close
some of these in the coming quarters.
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Engineering business performance

Segmental Revenue (Rs. cr) Q4FY21 Q4FY20 Y-0-Y (%) ‘ FY2021 FY2020 Y-0-Y (%)
Engineering Business

Power Transmission 53 34 55.9 130.08 154.2 -15.6
Water 81.1 96.3 -15.8 260.7 305.9 -14.8
Total 1341 130.3 29 390.78 4601 -151

Segmental Results (Rs. cr)
Engineering Business

Power Transmission 19.9 91 187 40.9 48.5 -15.7
Water 12.4 8.5 45.9 26.7 24 1.3
Total 323 17.6 83.5 67.6 72.5 -6.8

EBIT margins (%)
Power Transmission 375 26.8 1078 bps 314 315 -1bps
Water 15.3 8.8 646 bps 10.2 78 240 bps

Source: Company; Sharekhan research

Result Snapshot (Consolidated) Rs. crore
Particulars (Rs cr) Q4FY21 Q4FY20 Y-0-Y (%) ‘ Q3FY21 Q-0-Q (%)
Net revenue 11881 1494.0 -20.5 1121.9 59
Raw materials 814.8 11071 -26.4 794.6 25
Employee costs 76.6 76.0 0.9 68.3 12.2
Other expenditure 132.4 124.5 6.3 98.5 344
Total expenditure 1023.8 13076 -217 961.4 6.5
Operating profit 164.3 186.4 -11.9 160.5 2.4
Other income 10.4 7.5 393 77 36.3
Interest expenses 12.5 151 -171 9.2 36.0
Depreciation 20.0 18.6 75 19.8 0.8
Profit Before Tax 142.3 160.3 -1.2 1391 23
Tax 487 26.7 829 511 -4.6
Adjusted PAT 93.5 133.6 -30.0 88.0 6.2
Reported PAT 837 137.6 -39.2 947 -1.6
Adjusted EPS (Rs) 34 5.5 -38.2 3.8 -10.2

Bps Bps
GPM (%) 314 259 552 29.2 225
OPM(%) 13.8 12.5 135 14.3 -48

Source: Company; Sharekhan research
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Outlook and Valuation

Bl Sector view - Rise in supply for ethanol manufacturing and exports will mitigate impact of higher output

As per the ISMA’s latest estimates for total sugar production for SS2020-21 based on sugarcane production
is estimated at 32.2 million. It is further estimated that due to diversion of sugarcane juice and B-heavy
molasses, actual sugar production will drop by 2 million tonnes. Therefore, estimated sugar production net
of diversion is estimated at 30.8 million tonnes, which is a growth of 10% over the previous sugar season. A
revised ethanol policy, recommended increase in MSP by Rs. 2 per kg, quota base sugar distribution and
export quota of 6 million tonnes will benefit sugar companies in FY2022 with stable sugar realisations. An
increase in international sugar prices would help Indian companies to get better export realisation for their
produce. The government is targeting to achieve 20% blending of ethanol by 2025 which would largely solve
the problem of excess sugar over the medium term.

B Company outlook - capacity expansion in distillery business improves growth outlook

In FY2021 TEILs revenue and PBT grew by 6% and 8% respectively with OPM standing at 11.9%. Sugar
production was lower at 9.4 lakh tonne and recovery rate was 10.98%. Sugar sales volumes grew by 3% and
realisation grew by 3.7% in FY2021. The management expects sugar consumption to be better in FY2022
due to the gradual opening up of the economy. Realisation are expected to remain high on y-o-y basis.
With capacity expansion, distillery production is expected to increase to 13-14 crore litre in FY2022 and 17-
18 crore in FY2023. Power transmission and water business have strong order book of Rs. 166 crore and Rs.
912 crore respectively. Thus the company is well-poised to acheive steady revenue growth with sustained
improvement in the OPM in the coming years.

B Valuation - maintain Buy revised price target of Rs. 240

With consistent improvement in sugar realisations, higher capacity utilisation in the expanded distillery facility
and improved order book in the engineering business, TEIL is well-poised to achieve strong earnings growth of
~30% over FY2021-23. Earnings growth will also be supported by reduction in debt and lower tax rate of 25%
in the coming years. Despite strong run-up in the recent past, the stock is trading at decent valuations of 9.5x
its FY2023E EPS (and EV/EBIDTA of 6.9x FY2023E). A structural change in the sugar industry, strong growth
prospects in the distillery business and lean balance sheet will further aid re-rating of the stock. We maintain
our Buy recommendation on the stock with a revised price target of Rs. 240.

One-year forward P/E band

250.0 -
. — X
200.0
10X
150.0 +
8X
6X
100.0 ~
50.0 -
0.0 T T T
~ ~ ) o) 0 a a o o b b
- A — Anl — — — N ~ (] [N

Source: Sharekhan Research

Peer Comparison

. P/E (x) EV/EBIDTA (x) RoCE (%)
Particulars

FY21| FY22E FY21| FY22E| FY23E| FY21| FY22E|
Balrampur Chini 15.6 151 1.4 12.3 12.4 93 17.3 206 226
Triveni Engineering 15.9 1.2 9.5 10.2 83 6.9 17.7 20.8 22.4

Source: Company, Sharekhan estimates
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About company

Triveni Engineering & Industries is the largest integrated sugar manufacturers in India and the market leader
in its engineering businesses comprising high speed gears, gearboxes, and water & wastewater treatment
solutions. Triveni currently has seven sugar mills in operation at Khatauli, Deoband, Sabitgarh, (in western
Uttar Pradesh), Chandanpur, Rani Nangal and Milak Narayanpur (in central Uttar Pradesh) and Ramkola
(eastern Uttar Pradesh). While the company’s gears manufacturing facility is located at Mysuru, the Water &
Wastewater treatment business is located at Noida. The company currently operates three grid connected
cogeneration plants and three incidental co-generation plants located across five sugar units and two
molasses-based distilleries in U.P. India, located at Muzaffarnagar and Sabitgarh.

Investment theme

TEIL will be one of the key beneficiaries of improving fundamentals of sugar industry in India with government
focusing on reducing the cyclicality in the industry to achieve stable realisation and better profitability in the
coming years. The company is focusing on expanding its distillery facility to improve its revenue stream in
the coming years. Further the higher MSPs and higher international sugar prices will keep sugar realisation
stable despite higher sugar products. This will help the OPM to improve from around 12.2% in FY2020 to 12.8%
in FY2023. Higher profitability along with stable working capital management will help cash flows to improve
in the coming years. Thus the balance sheet is expected to strengthen further in the coming years. Return
ratios are expected to consistently improve and stand ahead of 20% in FY2023.

Key Risks
¢ Any significant increase in the global sugar production will have an impact on the export realisation.

* Any change in the sugar export or ethanol blending policies would affect the business fundamentals of
sugar companies.

Additional Data

Key management personnel

Dhruv Sawhney Executive Director-Chairperson-MD

Sureja Taneja Group CFO

Tarun Sawhney Eexcutive Director — MD

Geeta Bhalla Company Secretary & Compliance Officer

Source: Company

Top Shareholders
Sr. No. Holder Name Holding (%)
1 Anil Kumar Goel 2.69
2 DSP Blackrock Mutual Fund 0.04
3 Nippon India 01
4 Suderam asset management company 0.01
5 Foreign Institutions 278

Source: Bloomberg, Capitaline

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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