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Sandhar Technologies IPO Note : Expensive Valuation - Avoid

Focused On Safety And Security Systems Of Vehicles
A well diversified revenues stream augurs well for the company’s prospects. The trackrecord
has been impressive however the valuations look expensive
Incorporated in 1987 and promoted by first-generation entrepreneur Jayant Davar, Sandhar
Technologies (ST) is a component supplier primarily catering to automotive OEMs. It is in the
business of designing and manufacturing a diverse range of automotive components, parts and
systems, largely focused on safety and security systems of vehicles.
The company is a leader in the two-wheeler locking systems market, and the commercial
vehicle rear view market in India, and is one of the two largest companies catering to the
commercial vehicle locking systems market, and the two wheeler rear view market in India. It
is also one of the two largest manufacturers of operator cabins in India, along with being the
largest player in the excavator cabins market.
Presently, the company manufactures 21 categories of products, including such product
categories that are manufactured through subsidiaries and joint ventures, catering to different
industry segments. Its portfolio comprises various categories of products including safety and
security systems such as lock assemblies, mirror assemblies, operator cabins for off-highway
vehicles, aluminium spools, spindles, and hubs. It also manufactures other product categories
including wheel assemblies, handle bar assemblies, brake panel assemblies, sheet metal
components such as fuel filler caps, fuel cock assembly, step pillions, tools, dies, moulds, other
aluminium components, crane and tractor parts, plastic and painted parts such as door handles
(inner and outer), panels for televisions, and cabinets for air conditioners.
The company's customer portfolio consists of 79 Indian and global OEMs across various
segments including Ashok Leyland, Doosan Bobcat, Escorts, Hero, Honda Cars, Komatsu, Scania,
TAFE, Tata Motors, TVS, UM Lohia, and Volvo Caterpillar, CTS, Hyundai Construction,
International Tractors, JCB, Kobelco, Mahindra & Mahindra, and SML Isuzu etc. It also has
relationships with global automotive component suppliers such as Autoliv, Bosch, and CTS, to
whom it supplies various products.

It has a pan India presence and a growing international footprint. Currently, ST manufactures
products from 31 manufacturing facilities across eight states in India, two manufacturing
facilities in Spain, and one manufacturing facility in Mexico. Further, it is in the process of
commissioning five manufacturing facilities in India and an overseas assembly and packaging
center in Poland. Before the end of this calendar year it will have total 40 manufacturing
facilities globally.
It also has six joint ventures with: a) JBM Auto, b) Han Sung, c) Jinyoung Electro-Mechanics, d)
DMRG and Tarun Agrawal, e) Daewha Fuel Pump and f) Amkin group. Through these JVs,
Sandhar also produces products such as high precision press parts, insert moulded contact
plates, AVN panels and switches.
Company has a strong R&D team comprising 35 engineers as on December 31, 2017 based out
of SCID in Gurugram. It has registered 14 product patents and filed 2 trademark applications.
The company also has technical collaboration with Honda Lock and JEM Technologies. In the
last 12 years, the company has received investment by two private equity investors: Actis
Group in FY 2006 and GTI in FY 2012.
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The Offer and the Objects
The offer comprises initial public offering of Rs 300 crore, which at lower price band of Rs 327
per share, works out to 91.74 lakh equity shares and at higher price band of Rs 332, the issue
size works out to 90.36 lakh equity shares. The offer also comprises offer for sale of 64 lakh
shares, which at lower price band of Rs 327 per share, works out to Rs 209.28 crore and at
higher price band of Rs 332, the issue size works out to Rs 212.48 crore. The selling
shareholders comprises of GTI Capital Beta Pvt ltd. The average cost of acquisition of shares by
the selling stakeholder, i.e., GTI Capital Beta Pvt. Ltd,. is Rs. 84 per share.
The minimum bid lot is 45 equity shares and in multiples of 45 equity shares. The issue is made
through the book-building process and will open on 19 March and will close on 21 March 2018..
The objects of the issue is to repay certain borrowings availed by the company of Rs 225 crore
and balance for other corporate purposes apart from the benefits of listing the equity shares
on the BSE and the NSE and to enhance its visibility and brand image and provide liquidity to
its existing shareholders.
Strengths
There is long-standing and growing relationship with major OEMs. ST’s relationship with its
customers provides it with the opportunity to cross sell multiple products to them.
There is diversified product portfolio. ST commenced its business by manufacturing sheet metal
components, and over the years has diversified into 21 various products across different
automotive segments
There is vertical and horizontal integration of operations. The company is present across
various levels of the automotive component critical value chain, providing products and
services that range from product design and prototyping to tool manufacturing, assembly, as
well as production of integrated components.
The company’s strategy has been to invest in locations close to its OEM customers’ plants, thus
aiding for proximity to sales. It has expanded from 4 manufacturing locations in FY 2005 to 31
locations by FY 2017, all close to its customers both locally and globally
The company plans to leverage current trends in the automotive sector such as increasing focus
on safety, fuel efficiency, comfort, customisation, entertainment and communication, as well as
auto electronics. The company has made significant investment in capital expenditure in the
last three years, investing around Rs 137.16 crore, Rs 101.2 crore, and Rs 127.90 crore in FY
2017, FY 2016 and in FY 2015 respectively.
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Weaknesses
There is a limited number of customers and higher dependency on OEM sales. OEM sales
constituted 78.76% and 75.09% of net sales for H1 ended FY 2018 and FY 2017 respectively.
Revenues from top 5 customers constituted 67.15% and 67.86%, of consolidated net sales for
FY 2017, FY 2016, and 70.27% for the six months period ended September 30, 2017.
Despite company trying to generate higher revenues from passenger car/cv and non auto
markets, two-wheeler sales continue to dominate its revenues which account for 58.6% and
59.3% for FY 2017 and H1 ended September 2017 revenues. Any slowdown or adverse change
in demand in the two-wheeler automobile sector on account of various factors including
cyclicality in demand, adverse monsoon affecting rural demand and such other facts could
adversely impact company’s operations.
Zinc, aluminium, steel, plastics, nickel, brass, copper and glass are major raw material for the
company. Any severe price fluctuations can result in inability of the company to pass on to large
OEM customers resulting in lower margins.
Valuation
For FY 2017, consolidated net sales were up 8% to Rs 1626.87 crore. The OPM stood at 9%
down by 30 bps thus restricting in OP growth to 3% to Rs 145.82 crore. Other income stood at
Rs 6.66 crore up by 43%. Interest cost was up by 1% to Rs 42.24 crore while depreciation was
higher by 9% to Rs 60.28 crore. Thus PBT stood at Rs 49.96 crore up by 2% YoY. There was an
EO loss of Rs 51 lakh in FY 2017 as compared to EO loss of Rs 3.74 crore for FY 2016, both
pertaining to los on impairment of assets. Thus, PBT after EO stood at Rs 49.45 crore, up by 9%.
After paying total tax of Rs 9.89 crore, and MI of Rs 37 lakh, consolidated PAT for FY 2017 stood
at Rs 39.19 crore, up 17%.
For half year ended September 2017, consolidated net sales stood at Rs 989.41 crore with OPM
of 10.3% resulting in an OP of Rs 102.39 crore. Other income stood at Rs 1.19 crore. Interest
cost was at Rs 19.80 crore and depreciation stood at Rs 33.68 crore thus resulting in PBT of Rs
50.10 crore. After providing for total tax of Rs 15.52 crore and MI of Rs 37 lakh, consolidated
PAT stood at Rs 34.23 crore. Due to seasonality of business, half yearly earnings cannot be
annualised.
The diluted equity share capital of the company at upper price band of Rs 332 stands at Rs
60.19 crore of face value of Rs 10. This gives an EPS of Rs 6.5 for FY 2017. The P/E on FY 2017
earnings works out to 51.We believe valuations are expensive
Minda Corporation, Gabriel India and Fiem Industries are some of its peers which are listed. For
FY 2017, consolidated net sales and PAT of Minda Corporation stood at Rs 2930.51 crore and Rs
94.55 crore. This gives an EPS of Rs 4.52. At current market price of Rs 188 , Minda corporation
trades at P/E of 41.2 times its FY 2017 consolidated earnings. For FY 2017, standalone net sales
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and PAT of Gabriel India stood at Rs 1513.06 crore and Rs 82.82 crore. This gives an EPS of Rs
5.8. At current market price of Rs 142, Gabriel India trades at P/E of 24.5 times its FY 2017
standalone earnings. For FY 2017, consolidated net sales and PAT of Fiem Industries stood at Rs
1009.88 crore and Rs 43.40 crore. This gives an EPS of Rs 33. At the current market price of Rs
839, Fiem Industries trades at P/E of 25.4 times its FY 2017 consolidated earnings.
Sandhar Technologies: Issue highlights
Fresh Issue ( in no of shares in lakhs)
- On lower price band

91.74

- On upper price band

90.36

Total Issue size for fresh issue ( in Rs crore)

300.00

Offer for sale ( in Rs crore)
- On lower price band

209.28

- On upper price band

212.48

Total Issue size for fresh issue ( in no of shares in lakhs)

64.00

Price Band (Rs)

327-332

Bid size ( in no of shares)

45.00

Post issue share capital (Rs crore)

60.19

Post-issue Promoter & Group shareholding (%)

70.1%

Issue open date

19-03-2018

Issue closed date

21-03-2018
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Sandhar Technologies: Consolidated Financials
1303(12) 1403(12) 1503(12) 1603(12) 1703(12) 1709(06)
Net Sales

1159.95

1265.00

1482.05

1513.22

1626.87

989.41

OPM (%)

8.0%

9.2%

9.4%

9.3%

9.0%

10.3%

OP

93.08

116.31

139.15

141.31

145.82

102.39

Other in.

2.34

3.88

5.29

4.67

6.66

1.19

PBDIT

95.42

120.19

144.44

145.98

152.48

103.58

Interest

34.07

39.05

40.63

41.86

42.24

19.80

PBDT

61.35

81.14

103.80

104.12

110.24

83.78

Dep.

35.92

39.37

52.37

55.15

60.28

33.68

PBT

25.43

41.77

51.43

48.97

49.96

50.10

EO

0.00

0.00

0.00

3.74

0.51

0.00

PBT after EO

25.43

41.77

51.43

45.22

49.45

50.10

Tax (including Deferred Tax)

6.24

8.53

13.03

11.47

9.89

15.52

PAT

19.18

33.24

38.40

33.75

39.56

34.57

Minority interest (MI)

0.13

0.13

0.12

0.30

0.37

0.34

PAT after MI

19.06

33.11

38.28

33.45

39.19

34.23

EPS (Rs)*

3.2

5.5

6.4

5.6

6.5

#

*EPS is on post issue equity capital of Rs 60.19 crore of face value of Rs 10 each
# EPS not annualised due to seasonality of business
Figures in crore
Source: Capitaline Databases
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DISCLAIMERS AND DISCLOSURESLatin Manharlal Securities Private Limited (CIN-U67120MH1997PTC110873) and its affiliates are a fullservice, brokerage, investment banking, investment management, and financing group. Latin Manharlal
Securities Private Limited (LMSPL) along with its affiliates are participants in virtually all securities
trading markets in India. LMSPL was established in 1997 and is one of India's leading brokerage and
distribution house. LMSPL is a corporate trading member of Bombay Stock Exchange Limited (BSE),
National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). LMSPL along
with its subsidiaries offers the most comprehensive avenues for investment sand is engaged in the
businesses including stock broking (Retail), commodity broking, depository participant, insurance
broking and services rendered in connection with distribution of primary market issues and financial
products like mutual funds, fixed deposits.
LMSPL is under the process of seeking registration under SEBI (Research Analysts) Regulations, 2014.
LMSPL 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.
LMSPL offers research services to clients as well as prospects. 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 Latin Manharlal Securities Private Limited (Research Entity) and its Research
Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s)
covered in this report-:
LMSPL or its associates may have financial interest in the subject company.
Research Analyst or his/her relative’s financial interest in the subject company. (NO)
LMSPL 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 (LMSPL) have not been engaged
in market making activity for the subject company.
LMSPL 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)
LMSPL or its associates may have received any compensation including for investment banking or
brokerage services from the subject company in the past 12 months. LMSPL or its associates may have
received compensation for products or services other than investment banking or brokerage services from
the subject company in the past 12 months. LMSPL 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 LMSPL or its associates during twelve months preceding the date of
distribution of the research report and LMSPL may have co-managed public offering of securities for the
subject company in the past twelve months.
The research Analyst has served as officer, director or employee of the subject company :(NO)
LMSPL 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
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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 LMSPL 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 material presented in this report, unless
specifically indicated otherwise, is under copyright to LMSPL. 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 LMSPL . All trademarks, service marks and logos used in
this report are trademarks or registered trademarks of LMSPL 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.

Registered Office:
LMSPL Network :

124 Viraj, S,V.Road, Khar (W), Mumbai 400 052.
Tel. (022) 4082 4082, Fax (022) 2649 7997. research@lmspl.com, www.latinmanharlal.com
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