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Dipesh Sohani Strong topline growth

+9122 67069933 During Q3FYO07, Sona Koyo Steering Systems Limited’s (SKSSL’s)
dipesh .sohani@investsmartindia.com topline increased by a staggering 84.6% YoY, from Rs814.1 mn to
Rs1,509.8mn. The topline growth was driven mainly by increase in
sales to Maruti Udyog Limited (MUL) by 121% at Rs902.7mn; during
the quarter, SKSSL increased its supplies of electronic power
steering systems to MUL for its models like A/to, Versa, and Wagon
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R. An increase in sales to Hyundai Motors Limited by 81% YoY to

Shareholding (%) Rs181.0mn, also supported the growth in topline.
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A  Strong bottomline: SKSSL’s net profits after tax increased by
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88% YoY, at Rs66.3mn from Rs35.3mn; this increase was
registered despite a higher tax base due to FBT.
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SKSSL from various customers are likely to translate into
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A Volumes drive profit growth: Despite margin pressures,
SKSSL's operating profits increased by 53% YoY , from Rs
98mn to Rs149.8mn. This growth was volume-driven (see table

1):

Table 1. Increase in sales volumes

Product Sales Volume  Sales Volume YoY (%)
April to Dec’06 Last Year

Manual Steering Systems 560,000 400,000 40%

Hydraulic power Steering Systems 170,000 100,000  70%

Electronic Power Steering Systems 170,000 less than 1000
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4  Expansion plans ahead to augment growth: Currently, SKSSL
has a capacity of manufacturing 1.2 mn steering systems. It
plans to double this capacity within next two years. For this
purpose, SKSSL is setting up a new plant in Dharuhera.




AILSFS INVESTSMART

Institutional Equity

Auto Ancillaries

Sona Koyo Steering Systems

The Installation of machines has commenced and plant is likely to be
operational in Q4 FY’'07. The company is also expanding the capacity of it's
Existing Chennai plant from 200,000 to 400,000 steering systems;The
products produced at these plants include manual steering systems, Hydraulic
power steering systems, & and columns for manual steering. This expansion,
requiring an additional capex of Rs4000 mn, will be funded through:

Table 2. Funding of Capex

Equity 800 mn To be taken up by

promoters and
collaborators. Promoters’
stake, post-issue, will
increase to 21.65% from
18.36% currently

Internal accruals 1250 mn
Debt 1950 mn 10 years long-term debt

Source: IISL research, company

A Expanding in Europe and& South America: Sona Group has created a new

2~

company, Sona AutoComp Europe, (24% stake holding of SKSSL) for
outsourcing of auto components and providing logistic services to European
clients. As on date, it is a small company serving as a front-end for SKSSL in
Europe.

In Dec’06 SKSSL has started supplying steering columns to Fuji Autotech,
Brazil. also, it has formed a joint venture with Arjan Auto for manufacturing
globally competitive and world- class sheet metal stamping and steering
column parts to meet its own requirements; surplus production will be
exported to markets in Europe and South America.

Valuations: At current price of Rs 62, stock trades 21x annualiszed Q3FY07
earnings. At present we do not have rating on the stock.

> 2 SKSSL/Auto Ancillaries



AIISFS INVESTSMART

Institutional Equity

Auto Ancillaries

Sona Koyo Steering Systems

Table 3. Quarterly result table

Rs mn Q3FY07 Q3FY06 YoY (%) Q2FY07 QoQ (%)
Net Sales 1,509.8 814.1 85% 1,384.9 9%
Total Expenses 1,360.0 716.1 90% 1,252.0 9%
Inc / Dec in stock (8.7) (8.1) 7% 5.6 -255%
Raw material consumed 1,111.9 568.0 96% 1,006.7 10%
Employee cost 103.2 67.2 54% 91.2 13%
Other Expenses 153.6 89.0 73% 148.5 3%
EBIDTA 149.8 98.0 53% 132.9 13%
Other Income - 3.6 -100% 7.6 -100%
PBIDT 149.8 101.6 47% 140.5 7%
Interest 8.2 16.2 -49% 225 -64%
Gross Profit 141.6 85.4 66% 118.0 20%
Depreciation 36.6 26.7 37% 29.5 24%
PBT 105.0 58.7 79% 88.5 19%
Tax 38.7 17.2 125% 28.5 36%
PAT 66.3 415 60% 60.0 11%
Extraordinary items - 6.2 -100% (3.6) -100%
Adjusted Net profit 66.3 35.3 88% 63.6 4%
Equity 175.9 87.9 100% 175.9 0%
EPS 0.8 0.8 -6% 0.7 4%
Key Ratios (%)

EBIDTA Margin 9.9 12.0 9.6

Interest / Sales 0.5 2.0 1.6

Tax / PBT 36.9 29.3 32.2

NPM 4.4 4.3 4.6

Source: IISL research, company
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Chart 2. Product portfolio
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Disclaimer Clause

This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). The information and opinions contained herein have
been compiled or arrived at based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently
verified and no guaranty, representation of warranty, express or implied is made as to its accuracy, completeness or correctness. All such information and opinions
are subject to change without notice. This report has been produced independently of the company, and forward looking statements, opinions and expectations
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc

IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law
or regulation or what would subject IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be
reproduced, distributed or published for any purpose without prior written approval of lISL.

Foreign currency denominated securities, if any, wherever mentioned are subject to exchange rate fluctuations which could have an adverse effect on their value
or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
assume currency risk.
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