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cMP ASL¥P R Bloomberg / Reuters  SONACOMS IN

Resilient and Unstoppable Potential upside / downside ~ +12% [EEeS Auto Ancillary
Shares o/s (mn) 583

Summary Market cap. (Rs mn) 240,228
Sona BLW Precision Forgings Ltd. (SONACOMS) reported impressive financial performance EPS (Rs) FY22E FY23E  Market cap. (USS mn) 3,225
in Q1FY22. Its adjusted profit grew by 3.1% QoQ. Despite of intense cost pressure, it IDBI Capital 9.1 115 3-mdaily average value (Rs mn) -
reported 173 bps expansion in EBITDA margins to 27.7% which is commendable. Increased Consensus - - 52-week high / low Rs428 / 295
contribution from Battery operated electric vehicle segment (BEV) from 13% in Q4FY21 to % difference - - Sensex / Nifty 54,278 / 16,238

20% in Q1FY22 (grew by 33% QoQ) and global market share gains in Differential Gears and

Starter Motor were the bright spots. The Company has as order book of Rs140bn (9.1x FY21 Shareholding Pattern (%) Relative to Sensex (%)

sales) which provides strong sales visibility over the next 5-7 years. We have retained our

. L. ] . . Promoters 67.4 1250

sales and PAT estimates for FY22 and FY23 keeping in mind robust financial performance il 00 1200 1

and strong growth outlook. SONACOMS Sales and PAT are expected to grow at 35.9% and 115.0 4

43.1% CAGR over FY21-24E respectively. It is likely to be fastest growing India based Auto Dl 0.0 110.0 -

ancillary Company. We retain our price target of Rs460 and rate the stock as HOLD. Public 32.6 132'2 i

Key Highlights and Investment Rationale 950 1

B  Expansion in EBITDA Margins Commendable — Retain Estimates: During Q1FY22, -1m 3m  -12m 200 by
SONACOMS reported Sales of Rs5bn, 227% increase YoY. Despite lower domestic sales (declined Absolute ) ) ) E
by 24% QoQ) due to lockdown, the Company reported modest decline of 7.2% on QoQ basis. In Rel to Sensex i i i Sona BLW Precision Sensex
challenging operating environment due to rise in commodity prices, it reported EBITDA margins
27.7%, 173bps up QoQ is commendable. Based on impressive financial performance and strong Financial snapshot (Rs mn)
growth outlook we retain our sales and PAT estimates for FY22E and FY23E. Year FY20 FY21 FY22E FY23E FY24E

B Strong order Book — Market share Gains: SONACOMS net order book stands at Rs140bn Revenue 12,201 15,663 22,995 32,310 39,348
(9.1x FY21 sales) which includes EV segment of Rs80bn (57.1%) and Non-EV segment EBITDA 3,254 4,410 6,401 9,022 10,987
Rs60bn (42.9%) (Net order book implies aggregate sales in the next 10 years from EBITDA (%) 26.7 28.2 27.8 27.3 27.3
awarded programs which are either yet to start production or are yet to fully ramp up). Sell AT Z2L7 252 3,672 230 6708
Its Global market share in Differential Gears and Starter Motor grew from 5% to 6% and EPS (Rs) 464 3.8 6.3 9.1 11.5
3% in to 4.6% respectively during CY20-H1CY21. EES Growth (%) (39.5) (91.9) 67:6 44.8 261

X . . . - -

B  HOLD: SONACOMS has a reputed client credentials with highly profitable self-funded Div(id)end Yield (%)
business model which warrants premium valuations. Its Sales and PAT are expected to EV/EBITDA (x) 0.3 0.6 0.4 0.3 (0.1)
grow at 35.9% and 43.1% CAGR over FY21-24E respectively. It is likely to be fastest ROE (%) 18.2 17.3 22.4 23.8 236
growing India based Auto ancillary entity. We retain our price target of Rs460 and rate RoCE (%) 16.3 21.3 25.1 28.1 29.1
the stock as HOLD. Source: IDBI Capital Research;
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Conference call takeaways:

EVs: In Q1FY22, the BEV segment contributed Rs967mn to total revenue, an increase of 33% QoQ. The revenue
share from BEV stood at 20% Vs 13% in Q4FY21. The company sells one out of every eight BEV Differential globally
as on H1CY21. The company has been awarded 17 BEV programs across 10 customers. The company is steadily
reducing its dependence on ICE from 25.1% in FY21 to 20% in Q1FY22.

Order Book: The Company’s net order book stands at Rs.140bn i.e. 9.1x FY21 revenue. EV/No-EV mix stands at
57.1%/42.9%. Most of the new order books won are from Europe. It will become sizable in FY23-24. The company
has 2 European programs.

Market Share: The Company has increased its global market share in Differential Gears/ Starter Motors from
4.5%/2.5% in CY19 to 6.0%/4.6% in H1CY21. The company is dominant players in domestic differential gears with a
market share in PV/CV/Tractors are 55%-60%,/80%-90%/75%-85%.

Product Mix Transitioning: The Company has increased its revenue share of differential assembly from 5.6% in FY20
to 23.5% in Q1FY22. The company has reduced its dependence on ICE starter motors. Its contribution in revenue
share declined 39.5% in FY18 to 19.4% in Q1FY22.

Geographic Mix: In Q1FY22, the mix favored China as company’s US customers were impacted more than anywhere
else due to semi-conductor shortage and Indian Customers was impacted by the 2" wave of COVID.

Magnet-less Motors: SONACOMS collaborated with IRP Nexus Group, Israel for developing the Magnet-less Motors.
The product is targeted to 2W/3E EVs for global markets and SONACOMS will have the exclusive rights to
manufacture the system in India. It would help in supply security as 95% of the world’s rare earth metals and 75% of
neodymium magnets come from China. It would also help in cost reduction as Neodymium magnets constitute 25%
of total material cost and price fluctuate abnormally due to dynamic geographic situations.

Financials
e Ratios: As of Q1FY22 ROCE/ROE/Net Debt to Equity stands at 35.3%/33.5%/0.02x.
e CAPEX: In FY22, the company would do CAPEX of Rs6.5bn, and in the next 2 years will be Rs3.5bn.

Electric Motor Opportunity: Most of the OEMs will be outsourcing the electric 2W motors and do not manufacture
them in-house. OEMs can manufacture controller business in-house.

Customer Life Cycle: The Company has not lost any customer since its inception and Out of the top 20 customers 13
customers is with the company for 15+years.
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B Price pass through: The Company can pass through the increase in the cost of steel and motors. It generally has a
lag of 3-4 months in price reflection. Aluminum prices cannot be passed through to customers.

B New Products Roadmap: In Q1FY22, the company is developing motors with magnets, liquid cool inverters, and
active biased differential.

B Improvement in earnings margins is because of better product Mix.
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Exhibit 1: Quarterly Snapshot

(Rs mn)

Net Revenue
Expenditure

as % of sales
Consumption of RM
as % of sales
Employee Cost

as % of sales

Other expenditure
as % of sales
EBITDA
Depreciation

EBIT

Other Income
Interest

PBT

Total Tax

Adjusted PAT after Ml
Extra ordinary items Loss/(Gain)
Reported PAT
Adjusted EPS

Margins (%)
EBIDTA
EBIT

EBT

PAT

Effective Tax rate

Source: Company; IDBI Capital Research

Q1FY22

5,007
3,620
72.3
2,173
43.4
430
8.6
1,016
20.3
1,387
334
1,054
2

86
969
246
723
(99)
822
14

27.7
21.0
19.4
14.4
25.4

Q1FY21

1,534
1,242
81.0
662
43.2
253
16.5
327
21.3
292
218
74

16

79

10

11

(0)

(0)
(0.0)

19.0
4.8
0.7
NA
NA

Q4FY21

5,393
3,993
74.0
2,312
42.9
459
85
1,221
226
1,401
281
1,120
3

94
1,029
328
701
104
597
1.0

26.0
20.8
19.1
13.0
31.8

Yoy (%) QoQ(%)
226.5 (7.2)
191.5 (9.3)
228.3 (6.0)

70.4 (6.2)
210.7 (16.8)
375.2 (1.0)

53.1 18.9

1324.9 (5.9)
(89.5) (38.4)
8.4 (8.7)
9272.1 (5.8)
2176.3 (24.9)
NA 3.1

NA (195.4)

NA 37.7

NA 37.7
(bps) (bps)

867 173
1,622 27
1,868 28

NA 144
NA (645)
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Exhibit 2: Order Book Details

Order Book (Rsbn) EV Non-EV Total
PV

No of Customers 5 9 14
No. of Programs 8 15 23
Order Book (Rsbn) 74 30 104
2W&3W

No of Customers 3 - 3
No. of Programs 3 - 3
Order Book (Rsbn) 6 - 6
cv

No of Customers 1 11 12
No. of Programs 1 23 24
Order Book (Rsbn) 0.4 24 24
OHV -

No of Customers - 11 11
No. of Programs - 31 31
Order Book (Rsbn) 2.8 2.8
Total Order Book 80 60 140

Source: Company Data.
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Exhibit 3: Technology Roadmap

Category Products ‘
Legacy Products Starter Motors (12V), Differential Gears.

Low Voltage Inverter [48V-96V], Belt-driven starter Generator [48V],
Current Products 2W Hub Wheel Motors [48V-60V], 2W/3W Drive Motors [48V-96V],

Rigid e-Axle for 3W, Case Diff. Assembly, Independent Suspension e-Axle for 3W.
High Voltage Inverter [250V-800V], DC DC Converter, Liquid-cooled Inverter,

Future Products GaN Inverter, High Voltage Traction Motors [250V-800V], Reduction Drive Unit,
Active Biased Differential, Net Spiral/ Hypoid, Epicyclic Set.

Source: Company Data.

Exhibit 4: Product Mix (as on Q1FY22) Exhibit 5: Powertrain Mix (as on Q1FY22)

3% _1%

m Differential Gears
M Battery EV

B Micro-Hybrid

Starter Motors = Micro-Hybrid/
Hybrid
H Differential

Assembly B Powersource

Neutral
m Conventional

Starter Motors M ICE Dependent

 Others Gears

Source: Company Data. Source: Company Data.
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Exhibit 6: Geography Mix (as on Q1FY22) Exhibit 7: Segment Mix (as on Q1FY22)

M Europe
mPV
® North America
mCV
M India
m OHV
= China
 Others

[ Other Market

Source: Company Data. Source: Company Data.
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Consolidated Financial Summary

Consolidated Profit & Loss Account (Rsmn)  Consolidated Cash Flow Statement (Rs mn)
Year-end: March FY21 FY22E FY23E FY24E Year-end: March FY21 FY22E FY23E FY24E
Net sales 15,663 22,995 32,310 39,348 Pre-tax profit 3,139 4,896 7,186 9,059
Growth (%) 284 46.8 40.5 21.8 Depreciation 969 1,246 1,583 1,813
Operating expenses (11,253) (16,594)  (23,289) (28,362) Tax paid (848) (1,224) (1,868) (2,355)
EBITDA 4,410 6,401 9,022 10,987 Chg in working capital (1,952) (1,958) (2,611) (1,917)
Growth (%) 355 45.1 40.9 21.8 Other operating activities 43 - - -
Depreciation (969) (1,246) (1,583) (1,813) Cash flow from operations (a) 1,352 2,960 4,289 6,600
EBIT 3,441 5,155 7,439 9,173 Capital expenditure (2,313) (6,000) (4,000) (3,000)
Interest paid (325) (274) (274) (184) Chg in investments 19 - - -
Other income 23 15 21 70 Other investing activities - - - -
Pre-tax profit 3,139 4,896 7,186 9,059 Cash flow from investing (b) (2,294) (6,000) (4,000) (3,000)
Tax (848) (1,224) (1,868) (2,355) Equity raised/(repaid) (892) 3,000 - -
Effective tax rate (%) 27.0 25.0 26.0 26.0 Debt raised/(repaid) 438 - - (2,000)
Net profit 2,291 3,672 5,317 6,704 Dividend (incl. tax) - - - -
Exceptional items 139 - - - Chg in minorities - - - -
Adjusted net profit 2,152 3,672 5,317 6,704 Other financing activities - - - -
Growth (%) (3.0) 70.6 44.8 26.1 Cash flow from financing (c) (454) 3,000 - (2,000)
Shares o/s (mn nos) 573 583 583 583 Net chg in cash (a+b+c) (1,397) (40) 289 1,600
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Consolidated Balance Sheet

Year-end: March
Net fixed assets
Investments
Other non-curr assets
Current assets
Inventories
Sundry Debtors
Cash and Bank
Marketable Securities
Loans and advances

Total assets

Shareholders’ funds
Share capital
Reserves & surplus
Total Debt

Secured loans
Unsecured loans
Other liabilities

Curr Liab & prov
Current liabilities
Provisions

Total liabilities
Total equity & liabilities

Book Value (Rs)

Fy21

12,998

8,563
3,056
4,170

276

73

21,562

13,039
5,730
7,309
3,052
1,907
1,145
1,073
4,397
4,238

159
8,523
21,562

23

Source: Company; IDBI Capital Research

FY22E

17,752

11,407
4,584
5,028

235

107

29,159

19,711
5,833
13,878
3,052

3,052

1,073
5,323
5,089
234
9,448
29,159

34

FY23E

20,170

16,221
6,441
7,065

524

150

36,391

25,028
5,833
19,195
3,052

3,052

1,073
7,237
6,908
329
11,362
36,391

43

(Rs mn)

FY24E

21,356

21,240
7,844
8,604

2,124

183

42,597

31,732
5,833
25,899
1,052

1,052

1,073
8,739
8,339
401
10,865
42,597

54

Consolidated Financial Ratios

Year-end: March

Adj. EPS (Rs)

Adj. EPS growth (%)

EBITDA margin (%)

Pre-tax margin (%)

ROE (%)

ROCE (%)

Turnover & Leverage ratios (x)
Asset turnover (x)

Leverage factor (x)

Net margin (%)

Net Debt/Equity (x)

Working Capital & Liquidity ratio
Inventory days

Receivable days

Payable days

Valuation

‘ Year-end: March
P/E (x)
Price / Book value (x)
PCE (x)
EV / Net sales (x)
EV / EBITDA (x)

Adj. Dividend Yield (%)

Fy21

3.8

NA

28.2

20.0

17.3

21.3

0.8

1.6

13.7

0.2

71

97

73

FY21

109.7

18.1

75.6

15.2

54.2

0.0

FY22E

6.3

67.6

27.8

21.3

22.4

25.1

0.9

1.5

16.0

0.1

73

80

53

FY22E

65.5

12.2

48.9

10.6

38.0

0.0

FY23E

9.1

44.8

27.9

22.2

23.8

28.1

1.0

1.5

16.5

0.1

73

80

53

FY23E

45.2

9.6

34.8

7.5

26.9

0.0

FY24E

115

26.1

27.9

23.0

23.6

29.1

1.0

14

17.0

0.0

73

80

53

FY24E

35.8

7.6

28.2

6.1

0.0
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Dealing (91-22) 6836 1111 dealing@idbicapital.com

Key to Ratings Stocks:
BUY: 15%+; HOLD: -5% to 15%; SELL:-5% and below.

IDBI Capital Markets & Securities Ltd.

Equity Research Desk
6th Floor, IDBI Tower, WTC Complex, Cuffe Parade, Colaba, Mumbai — 400 005. Phones: (91-22) 2217 1700; Fax: (91-22) 2215 1787; Email: info@idbicapital.com

SEBI Registration: BSE & NSE (Cash & FO) — INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Christina D’souza; Email: compliance@idbicapital.com; Telephone: (91-22) 2217 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

This report is not directed 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, regulation or
which would subject IDBI Capital and associates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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