February 12, 2024

TEGA INDUSTRIES LIMITED

Soft quarter, guidance maintained

Tega Industries had a decent quarter despite supply chain issues and on-going geopolitical
situation. Revenues improved 15% YoY despite some deferment of revenues from Q3 to
Q4 due to supply chain issues which has been recovered in the current quarter. Gross
margins were higher by 200 bps while margins were lower due to higher freight cost in
December month (a pass through) due to Red sea crisis. Lower operating profit led to PAT
decline by 26%. Due to this supply chain issue there was an increase in inventory of ~X200
mn (at cost) over March’23 levels, which when translated into revenue would have been
~X450-500 mn. As per the management, adjusted for the inventory impact sales of the
consumables segment in Q3FY24 would have been ~%3.35 bn with EBIDTA margin of ~22%
and for 9MFY24 sales would be ~X8.90 bn with EBIDTA margin of ~21%.

However, management reiterated its revenue guidance at ~15% YoY for FY24 for both the
consumables and equipment business while it expect EBIDTA margin of ~20%-22% in
FY24. Order book remains strong and stood at X6.7bn providing healthy visibility ahead.
Management indicated that it continues to gain market share in the mill liner segment from
global players. On the expansion front company has received most of the regulatory approvals
for the expansion at Chile, while few approvals are expected anytime. It expects to start
construction work from April 2024 and expects plant to start commercial production from
Q1FY26. Integration of Tega McNally is going as per expectation of the management and the
entire process is expected to get completed in 24 months. We maintain our positive stance
on Tega on a) higher penetration opportunity for Dynaprime liners, to deliver 25-30% CAGR
over FY23-25E, b) cross selling opportunities of other products and equipment (Tega MCNally
Mineral) to aid in outpacing the industry growth, c) green field expansion in Chile to increase
growth opportunity in LATAM and d) sustainable EBITDA margins at 21-22% due to operating
leverage. Considering the strong 9MFY24 performance we are tweaking our estimates and
also introduce FY26 estimates. Hence, we maintain BUY with a revised TP of X1,335.

Q3FY24 Result Summary

Net sales for Q3FY24 were at X3.4bn (+14.6% YoY) wherein consumables revenues were
at X2.9bn YoY while equipment revenues stood at X562 mn. Gross margins were higher by
200 bps while margins were lower due to higher freight cost in December month (a pass
through) due to Red sea crisis. In 9mFY24 EBIDTA margin in Consumables segment at ~21%
and Equipment business was at ~11%. Lower operating profit led to PAT decline by 26% at
Z348mn. Tega Mcnally Minerals Ltd reported revenue of ~X1.45 bn in 9MFY24 with EBIDTA
of ~X150 mn.

Key Financials FY22 FY23 FY24E FY25E FY26E
Total Sales (X mn) 9,518 12,140 15,908 18,160 21,214
EBITDA Margins (%) 19.2 223 20.6 22.4 23.7
PAT Margins (%) 12.3 15.2 133 15.2 16.6
EPS () 19.7 27.1 31.0 40.3 51.4
P/E (x) 61.0 44.4 38.8 29.8 23.4
P/BV (x) 4.2 3.0 2.5 2.1 1.7
EV/EBITDA (x) 445 30.4 24.7 19.6 15.6
RoE (%) 17.3 20.6 18.4 20.1 21.1
RoCE (%) 19.0 21.1 20.9 23.2 25.0
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Rating BUY
Current Market Price () 1,203
12M Price Target () 1,335
Potential upside (%) 11

Stock Data

Sector : Industrial Equipment
FV (X) : 10
Total Market Cap (X bn) : 80
Free Float Market Cap (X bn) : 20
52-Week High / Low (%) 1,225 / 604
12M Avg. Dly Traded Volume (in lakh) 1.34
BSE Code / NSE Symbol 543413 / TEGA
Bloomberg : TEGA IN

Shareholding Pattern

(%) Dec-23 Sep-23 Jun-23 Mar-23
Promoter 74.88 74.88 74.99 79.10
FPIs 1.48 1.83 2.50 2.42
MFs 15.00 14.61 14.17 11.96
Insurance 2.99 2.57 2.18 -
Others 5.65 6.11 6.16 6.52
Source: BSE

Price Performance

(%) im 3M 6M 12mM
Tega 3.3% 16.2% 11.5% 89.3%
Nifty 50 -1.3% 10.7% 11.3% 21.6%

* To date / current date : February 12, 2024

Tega vs Nifty 50

200
180
160

120

283

Tega Industries ~———NIFTY 50

20
0 T T T T
Feb-23 May-23 Aug-23 Nov-23 Feb-24

Avinash Kumar Pathak | avinash_kumar@Ikpsec.com
+91 22 6635 1213

LKP Research




LKP

TEGA INDUSTRIES LIMITED | Q3 FY24 Result Update

Since 1948
Trust ¢ Invest « Grow

On the capex front Company plans to spend total capex of ~$30 mn in Chile and other plants
by 2025 to enhance manufacturing capacity of which ~$20 mn will be spent on a greenfield
expansion in Chile which will be funded with a combination of debt and internal accruals.
Chile plant is expected to start commercial production by Q1FY26 and expect to fully utilise
the expanded capacity by FY30. Expect to achieve a revenue of ~$75-80 mn at peak utilisation
from Chile.

Outlook and Valuation

We maintain our positive stance on Tega on a) higher penetration opportunity for Dynaprime
liners, to deliver 25-30% CAGR over FY23-25E, b) cross selling opportunities of other products
and equipment (Tega MCNally Mineral) to aid in outpacing the industry growth, c) green field
expansion in Chile to increase growth opportunity in LATAM and d) sustainable EBITDA margins
at 21-22% due to operating leverage. Considering the strong 9MFY24 performance we are
tweaking our estimates and also introduce FY26 estimates. The stock touched it’s yearly high
today and has appreciated over 2.5x since our coverage initiation. We re-iterate BUY with a
revised price target of X1,335.

Concall Highlights

e Revenue guidance maintained at ~15% YoY for FY24- Management has mainatained its
earlier guidance of revenue growth of ~15% YoY for both the consumables and equipment
business.

e Consolidated order book stood at ~X6.73 bn at the end of Q3FY24. Order execution period
for consumable segment is ~4-5 months (except for some long term contracts) and for
equipment business in ~8-9 months.

e InAugust 2023, Company won an order of ~%6.85 bn from the largest copper mine in Europe.
Company has started work from 1st January 2024 and it has been a good start. Billing for this
order will be done on a monthly basis.

¢ Integration of Tega McNally is progessing as per the expectation of the management

e Company has received most of the regulatory approvals for the expansion at Chile, while
few approvals are expected anytime. Expect to start construction work from April 2024 and
expects plant to start commercial production from Q1FY26

e Current capacity utilization across locations is ~60%-65%.

e Company R&D team is working on number of new products and is in the process of filing
patents for these products

e Some of the new products manufactured by the company is now into commercial testing
phase at various customers for which early response is good. Testing will happen for ~3-6
months post it will be ready for commercial sales.

e Capacity utilization at 65% across the plant.

¢ Reiterated guidance at 15% revenue CAGR growth and maintain blended EBITDA at 22%.
Key Risks:

¢ Inability to comply with quality standards may adversely impact operations.

e Cancellations in orders or inability to forecast demand may impact operations.

» Adverse movement in currency may impact revenues and margins.
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Quarterly performance

(X mn) Q3FY24 Q3FY23 YoY (%) Q2FY24 QoQ (%)
Sales 3,402 2,969 14.6 3,775 -9.9
Raw Material 1,460 1,341 8.9 1,604 -9
% of Sales 42.9 45.2 - 42.5 -
Employee Cost 583 395 47.6 560 4.2
% of Sales 17.1 13.3 - 14.8 -
Other Exp 797 560 42.5 794 0.4
% of Sales 23.4 18.8 - 21 -
Total Exp 2,841 2,296 23.7 2,958 -3.9
EBITDA 561 673 -16.7 817 -31.4
EBITDA Margin (%) 16.5 22.7 -617.8 21.6

Other Income 65 106 -38.2 33 95.2
Interest 75 51 47.8 89 -15.8
Depreciation 140 104 34.8 138 1.1
Exceptional Items - - - - -
PBT 411 624 -34.1 623 -34
Tax 64 152 -57.9 160 -60.2
Tax rate (%) 15.5 24.3 - 25.7 -
Adjusted PAT 348 473 -26.5 463 -24.8
Exceptional Items - - - - -
Reported PAT 356 484 -26.5 474 -24.8

Source: Company, LKP Research
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Financials in charts

Revenue trend

N Revenues (Rs mn)  e=a— Growth (%)

15.2%,

2,444

Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24

Source: Company, LKP Research

EBITDA and margin trend
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Net profit and profit margin trend
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Profit and Loss Statement - Consolidated

(X mn)

Total Income 9,518 12,140 15,908 18,160 21,214
Raw material Cost 4,026 5,276 6,650 7,555 8,804
Employee Cost 1,434 1,627 2,211 2,452 2,715
Other expenses 2,229 2,532 3,770 4,086 4,667
Total operating Expenses 7,689 9,436 12,631 14,092 16,186
EBITDA 1,828 2,704 3,277 4,068 5,028
EBITDA Margins(%) 19.2 223 20.6 22.4 23.7
Depreciation & Amortisation 387 412 490 526 591
EBIT 1,441 2,292 2,787 3,541 4,436
Interest 162 181 324 285 242
Other Income 242 207 262 263 296
Recurring PBT 1,521 2,318 2,725 3,519 4,490
Add: Extraordinaries - - - - -
PBT 1,521 2,318 2,725 3,519 4,490
Less: Taxes 381 521 668 845 1,078
Adjusted Net Income 1,169 1,840 2,115 2,753 3,519

Balance Sheet

(X mn) FY22 FY23 FY24E FY25E FY26E
Assets
Total Current Assets 6,591 8,527 11,956 13,965 16,957
of which cash & cash eqv. 402 493 1,475 2,022 3,031
Total Current Liabilities & Provisions 2,334 2,864 3,546 3,990 4,593
Net Current Assets 4,258 5,663 8,409 9,974 12,364
Investments 2,026 2,205 2,315 2,431 2,552
Net Fixed Assets 2,983 5,482 4,081 4,555 4,963
Capital Work-in-Progress 102 120 120 120 120
Goodwill
Total Assets 9,368 13,470 14,926 17,080 20,000
Liabilities
Borrowings 2,149 3,095 2,595 2,195 1,795
Deferred Tax Liability (142) (115) (115) (115) (115)
Minority Interest - - - - -
Equity Share Capital 663 664 664 664 664
Face Value per share () 10.0 10.0 10.0 10.0 10.0
Reserves & Surplus 6,697 9,826 11,783 14,337 17,657
Net Worth 7,361 10,490 12,446 15,000 18,320
Total Liabilities 9,368 13,470 14,926 17,080 20,000
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Key Ratios

(X mn)

Per Share Data ()

AEPS 19.7 27.1 31.0 40.3 51.4
CEPS 23.0 33.3 38.4 48.2 60.4
BVPS 111.0 158.1 187.6 226.1 276.2
DPS - 2.0 2.0 2.5 2.5

Growth Ratios (%)

Total Revenues 18.2 27.6 31.0 14.2 16.8
EBITDA (2.5) 47.9 21.2 24.1 23.6
PAT (14.3) 57.4 14.9 30.2 27.8
AEPS (14.3) 57.4 14.9 30.2 27.8
CEPS (12.1) 44.6 15.3 25.7 25.1
Valuation Ratios

P/E 61.0 44.4 38.8 29.8 23.4
P/CEPS 20.5 14.1 12.3 9.8 7.8
P/BV 4.2 3.0 25 2.1 1.7
EV / EBITDA 445 30.4 24.7 19.6 15.6
EV / Sales 8.6 6.8 5.1 44 3.7
Operating Ratio

Raw Material/Sales (%) 42.4 43.6 415 413 41.2
Other exp/Sales (%) 23.4 20.9 23.7 22.5 22.0
Effective Tax Rate (%) 25.0 25.4 24.5 24.0 24.0
NWC / Total Assets (%) 41.2 38.4 46.5 46.6 46.7
Inventory Turnover (days) 96.7 87.1 87.0 87.0 87.0
Receivables (days) 106.0 121.2 121.0 121.0 121.0
Payables (days) 29.2 32.1 30.0 30.0 30.0
D/E Ratio (x) 0.3 0.3 0.2 0.1 0.1

Return/Profitability Ratio (%)

RoCE 19.0 21.1 20.9 23.2 25.0
RoNW 17.3 20.6 18.4 20.1 21.1
Dividend Payout Ratio 0.0 7.4 6.5 6.2 4.9
Dividend Yield 0.0 0.2 0.2 0.2 0.2
PAT Margins 12.3 15.2 13.3 15.2 16.6
EBITDA Margins 19.2 223 20.6 22.4 23.7
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Cash Flow Statement

(X mn) FY23 FY25E FY26E
PBT 1,550 2,361 2,725 3,519 4,490
Depreciation 387 412 490 526 591
Chng in working capital (1,464) (748) (1,764) (1,018) (1,381)
Cash flow from operations (a) 137 1,786 1,107 2,468 2,866
Capital expenditure (480) (1,519) (500) (1,000) (1,000)
Free cash flow (343) 267 607 1,468 1,866
Chng in investments 80 (1,454) (110) (116) (122)
Other investing activities (336) (884) (500) (1,000) (1,000)
Cash flow from investing (b) (256) (2,338) (610) (1,116) (1,122)
Dividend paid (incl. tax) - - (159) (199) (199)
Interest paid (108) (165) (324) (285) (242)
Others 138 (218) (355) (355) (355)
Cash flow from financing (c) 31 630 (838) (839) (796)
Net chng in cash (a+b+c) (88) 78 (342) 513 948
Closing cash & cash equivalents 395 457 110 619 1,561
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DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-L67120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in 1992 and
is one of India's leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited(NSE), MCX Stock Exchange Limited (MCX-SX).LKP along with its subsidiaries offers the most comprehensive avenues for investments and is engaged in the
businesses including stock broking (Institutional and retail), merchant banking, commodity broking, depository participant, insurance broking and services rendered in
connection with distribution of primary market issues and financial products like mutual funds etc.

LKP hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years.
However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor penalty on LKP for
certain operational deviations in ordinary/routine course of business. LKP has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities;
nor has its certificate of registration been cancelled by SEBI at any point of time.

LKP offers research services to clients. 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.

Other disclosures by LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this report-:
Research Analyst or his/her relative’s financial interest in the subject company. (NO)
LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity
(LKP) has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the
past 12 months.

LKP or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past 12 months.

LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may have co-
managed public offering of securities for the subject company in the past twelve months.

Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. 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 may be 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 including but not
limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material
is provided herein. This report is not directed to, 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 law or regulation or which would subject LKP or its group
companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person
for the purchase or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person.

Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in Canada or used
by private customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP or its Group Companies. The information contained herein is not
intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication
is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed
by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to be
reliable, although its accuracy and completeness cannot be guaranteed.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LKP. None of the material, nor its content, nor any copy of it, may be
altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of LKP.
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