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Stock Performance 

(%) 1M 6M 12M 

Absolute (0.1) 12.5 0.9 

Relative 0.3 (11.8) (32.9) 

 

Price Performance (RIC: SONA.BO, BB: SONA IN) 
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Source: Bloomberg

Sona Koyo Steering Systems 
Firm rupee hurts exports, growth 

 Results: Sona Koyo Steering Systems (SKSSL) reported 14.6% rise in 
revenue to Rs1,720m in Q3FY08 over a high base quarter last year, we 
expected 26% growth to Rs1,892m. Operating margin at 10.8% was better 
by 84bps YoY and just 18bps lower sequentially. Topline growth and 
better margins resulted in 10.4% YoY growth in PAT to Rs73m. 

 Capex update: SKSSL has completed its second line of CEPS at Daruhera 
(capacity increased from 1.75lakh units to 3.5lakh units) and also 
completed the expansion of its Chennai unit. The company intends to 
incur a capex of Rs1.4bn in FY08E and another Rs2bn over the next 18 
months. 

 Valuation: The passenger car segment has exhibited 13.2% growth in 
FY08 evading the declining automobile sales trend. With global auto 
majors like Volkswagen, Toyota Motor Corp, Honda Motor and Fiat 
planning to launch low cost cars from India, the segment is expected to 
see robust growth for the next 2-3years. With the company’s capex plans 
on track, SKSSL is in a position to leverage the current boom in the 
industry.  

At the ruling market price of Rs64, the stock trades at 13.1x FY09E EPS 
of Rs4.9 and at 9.3x FY10E EPS of Rs6.9. Considering the attractive 
growth prospects for the company, we maintain Outperformer rating on 
the stock. 

Key financials (Rs m) FY07 FY08E FY09E FY10E 

Revenue 5,804   6,870   8,952   11,215 
     Growth (%) 70.9 18.4 30.3 25.3 
EBITDA 618   761   1,032   1,349 
PAT 277   365   502   701 
EPS (Rs) 3.0  3.6  4.9  6.9 
     Growth (%) 70.5 18.8 37.5 39.8 
Net DPS (Rs) 0.7 2.0 2.0 2.0 

Source: Company Data; PL Research 

Profitability & valuation FY07 FY08E FY09E FY10E 

EBITDA margin (%) 10.6   11.1   11.5   12.0 
RoE (%) 25.5   20.6   21.5   25.9 
RoCE (%) 16.2   13.1   12.3   14.4 
EV / sales (x) 1.2   1.2   1.0   0.8 
EV / EBITDA (x) 11.1   11.2   9.0   6.9 
PE (x) 21.3   18.0   13.1   9.3 
P / BV (x) 4.4   3.0   2.7   2.2 
Net dividend yield (%) 1.1   3.1   3.1   3.1 

Source: Company Data; PL Research 
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Highlights 

Revenue growth subdued 

SKSSL reported 14.6% rise in revenue to Rs1,720m in Q3FY08 as against our 
expectation of Rs1,892m. Growth during the quarter was muted mainly due 
to the company’s decision of slowing down US exports. Domestic topline 
growth was driven by 17% volume growth registered by its top customer, 
Maruti Suzuki, which contributes 52% of its total revenue.  

Slower growth over high base 
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Source: Company Data, PL Research 

Revenue growth has been subdued for the company over an already higher 
base year. 

Higher localisation content leads to margin improvement 

Operating margin at 10.8% was better by 84bps YoY and just 18bps lower 
sequentially. Increased localisation content helped reduce raw material cost. 
However, margin expansion was limited by higher staff cost. Employee 
expense was substantially higher due to salary hikes for all its employees 
during the quarter. 

Higher staff cost limits margin expansion  

 

 

Source: Company Data, PL Research 
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PAT growth up 10.4% YoY 

Net interest cost was higher during the quarter, as the company recorded 
lower foreign currency translation gain of Rs3.1m during the quarter 
(Rs15.5m in Q2FY08).  The company also reported higher depreciation as its 
capacity expansion at Daruhera and Chennai were completed during the 
quarter. As a result, despite 14.6% topline growth and better margins, PAT 
grew only by 10.4% to Rs73m.  

Conference call highlights 

The company would be one of the suppliers to Tata’s Nano, for which it has 
been awarded 50% of the steering systems business (1.25lakh units) and 100% 
differential assembly unit (2.5lakh units). While in phase I, the company 
expects Rs200m revenue from the small car, it expects to double its revenue 
in the second phase.  

SKSSL has completed its second line of CEPS at Daruhera (capacity increased 
from 1.75lakh units to 3.5lakh units) and also completed the expansion of its 
Chennai unit. The company intends to incur a capex of Rs1.4bn in FY08E and 
another Rs2bn over the next 18 months. 

It has received orders from Tata Fiat (Rs300m p.a.) and Tata Motors (Rs100m 
p.a.) during the quarter. The Rs100m order from Tata Motors is for Tata’s 
Ace, for which components would be supplied from the company’s new 
facility at Uttarakhand.  

Estimates revised, FY10 estimates introduced 

We have revised our topline estimates downwards by 7.6% and 14.7% for 
FY08 and FY09 respectively due to lower than anticipated topline growth. 
Part of the capex worth Rs600m would go to the four JVs, thereby limiting 
growth in the company. Hence, we revise our PAT estimates downwards by 
6.4% and 10.7% for FY08E and FY09E respectively. 

Estimates revised 

 Revised estimates Earlier estimates % revision 

 FY08E FY09E FY08E FY09E FY08E FY09E 

Net sales (Rs m)  6,870   8,952   7,434   10,500   (7.6)  (14.7) 

Adj. PAT  (Rs m)  365   502   390   562   (6.4) (10.7)  

EPS   (Rs)  3.6   4.9   3.8   5.5   (6.4) (10.7)  

We are introducing estimates for FY10. The management has guided for 
revenue of Rs200m from Nano in the first phase. The company has also 
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secured additional orders worth Rs400m during the quarter. With its capex 
plans on schedule, and a slew of launches planned by global majors in India, 
SKSSL is expected to bag a number of such orders. Hence, we expect the 
company’s topline to grow 25% to Rs11.2bn in FY10 over an already higher 
base year. With margins slated to improve, we expect PAT to grow by 40% to 
Rs701m in FY10. 

Valuation 

The passenger car segment has exhibited 13.2% growth in FY08 evading the 
declining automobile sales trend. This growth is expected to continue going 
forward with as many as 60 cars slated for launch in CY08. Also, with global 
auto majors like Volkswagen, Toyota Motor Corp, Honda Motor and Fiat 
planning to launch low cost cars from India, the segment is expected to see 
robust growth for the next 2-3years. To take advantage of this boom, the 
company has planned a capex plan of Rs4bn over four years, of which it has 
already completed a capex of Rs2bn till date. With the company’s capex 
plans on track, SKSSL is in a position to leverage the current boom in the 
industry.  

At the ruling market price of Rs64, the stock trades at 13.1x FY09E EPS of 
Rs4.9 and at 9.3x FY10E EPS of Rs6.9. Considering the attractive growth 
prospects for SKSSL, we maintain Outperformer rating on the stock. 
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Q3 FY08 result overview                                     (Rs m) 

Y/e March Q3FY08 Q3FY07 YoY gr. (%) Q2FY08 9MFY08 9MFY07 YoY gr. (%) 

Net sales  1,720   1,501   14.6   1,646   4,892   4,042   21.0  

Expenditure        

Raw material  1,238   1,103   12.2   1,188   3,531   2,957   19.4  

 as % of net sales  72.0   73.5    72.2   72.2   73.2   

Personnel cost  134   103   29.7   115   360   276   30.5  

 as % of net sales  7.8   6.9    7.0   7.4   6.8   

Mfg. expenses  163   145   11.8   163   471   403   16.8  

 as % of net sales  9.4   9.7    9.9   9.6   10.0   

Total expenditure  1,535   1,352   13.5   1,465   4,361   3,636   20.0  

EBITDA  186   150   24.3   181   531   407   30.6  

 EBITDA margin (%)  10.8   10.0  84.1  11.0   10.9   10.1   

Depreciation  48   32   50.8   40   127   102   24.9  

EBIT  137   117   17.0   141   404   305   32.5  

Net interest  29   21   40.0   12   50   72   (30.6) 

Non-operating income  7   9   (19.8)  7   20   21   (4.7) 

PBT  115   105   9.4   136   374   254   47.4  

Total tax  42   39   7.8   48   133   87   52.9  

 Total tax rate %  36.3   36.9    35.2   35.6   34.3   

Adj. profit after tax  73   66   10.4   88   241   167   44.5 
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Prabhudas Lilladher Pvt. Ltd. 

3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India. 
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 

PL’s Recommendation Nomenclature 

Buy  : > 15% Outperformance to BSE Sensex Outperformer (OP) : 5 to 15% Outperformance to Sensex 

Market Performer (MP) : -5 to 5% of Sensex Movement Underperformer (UP) : -5 to -15% of Underperformace to Sensex 
Sell : <-15% Relative to Sensex 

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient only as information 
and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of PL. It should not be considered or taken 
as an offer to sell or a solicitation to buy or sell any security.   

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or 
completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of whatsoever nature for the information, 
statements and opinion given, made available or expressed herein or for any omission therein.  

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The 
suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent 
expert/advisor.  

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or 
engage in transactions of securities of companies referred to in this report and they may have used the research material prior to publication.  

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document. 


