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 KEY FUNDAMENTALS 
  
vScore:  vScore (Value Score) is our proprietary company rating system f  

 

 

 
 
 
 
 
 

                                                                                                                                                Precise Advice 

Assured…                                                             

 

Sterling Tools Limited (STL), founded in 1979, engages in manufacturing of high-tensile 
(HT) cold forged fasteners mainly for automobiles OEMs.  
 
STL is one of top 3 fasteners manufacturers in India and caters to leading automotive 
companies in India and Europe. STL’s product range includes over 2,000 types of 
fasteners ranging from 5 mm to 24 mm in diameter.  
 
These include special fasteners, standard fasteners, surface treatment and coatings, 
chassis fasteners and engine fasteners. STL has three manufacturing plants in Haryana 
with a total capacity of 45,000 MT 

PROMOTERS            -  61%  

BANKS, MFs & DIIs   -    8% 

FIIs                             -    2%  

PUBLIC                     -    29% 

Strong Q3 FY17 Performance – 
 
STL reported a lower sales figures of Rs 82.73 crs in Q3 of FY17 following 
the de monetization impact as compared to Rs 85.64 crs recorded in Q3 last 
year with EBIDTA of Rs 18.53 crs in Q3FY17 as compared to Rs 16.41  crs 
in Q3 last year with PAT up by 86% at Rs 12.58 crs in Q3 FY17.  
 
For first 9 months of FY17 total sales are placed at Rs 274 crs  as compared 
to Rs 266 crs crs in the same period last year with EBIDTA totaling Rs 57.30 
crs in first 9 months of FY17 from Rs 47.50 crs recorded in the same period 
last year with PAT totaling at Rs 31 crs from Rs 21 crs in the same period 
last year – up by 48% YoY.  
 
For FY16 the company has recorded a topline of Rs 371 crs, a  EBIDTA of  
Rs 63 crs while PAT was  placed at Rs 28.4 crs from Rs 21 crs   last year.  
STL paid a dividend of 100% for FY16.    
 
STL enjoys a marquee list of leading OEMs –  
 
STL’s long-term relationship with clients like Maruti Suzuki, Tata, Honda 2W, 
M&M, Ashok Leyland, Hero MotoCorp, Fiat, Daimler and etc.  
 
STL is the one of the largest supplier of HT fasteners to Honda and the 
second largest supplier to MSIL.  
 
In top line 2-wheeler accounts for 25% passenger vehicles (15%), 
commercial vehicles (25%), and farm equipment (7% to 8%) of total sales. 
STL's other customers include Tata Motors, Ashok Leyland, Daimler, FIAT, 
Hero Motocorp, Mahindra & Mahindra, Volvo, Eicher, TAFE and General 
Motors. Sales to OEM form 85%, after market around 8% and exports 
constitutes 7% of total revenue.  
 
 

YE                         FY17  FY18   FY19 

Rev  Gr%                 5     14      13  

EBIDTA Gr%          16    18      12 

PAT Gr%                 42    16      14 

EPS Gr%                 42    16      14 

Roe %                     20    19      18   

Roce %                   20    20      21  

EPS (Rs)                 35     52     72 

P/E (x)                            14      12       

 

FACE VALUE   Rs            2.00 

DIVD YIELD %                  1.06  

52 WK HI/LOW          208/80        

NSE  CODE               STERTOOLS      

BSE CODE                STERTOOLS  

MARKET CAP        RS   644 CRS 
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Export business continue to report robust growth  – 
STL’s product profile –  
 
Special Fasteners: Designed specially for unique customer specifications, available in a variety of surface 
protection coatings.  

Standard Fasteners: Include socket head cap screws, hexagonal head bolts, studs, hexagon nuts and weld 
nuts.  

Chassis Fasteners: Include hub/wheel bolts, hub nuts, wheel studs, bolts, rivets and two wheeler 
spindles/wheel axles.  

Engine Fasteners: Include cylinder head bolts/screws, fly wheel bolts, connecting rod bolts/nuts and balance 
weight bolts 
 
Focus towards diversification & critical high-value products – 
 
STL’s strategy to relinquish loss making products & move towards high value critical products seems to be a 
prudent move. STL is also looking to move from single segment dependence to non-fasteners automotive 
verticals like plastics & electronics.   
 
STL has a capacity of 45,000 MT spread across three plants currently running at 70-75% utilisation. It has 
started work on the phase-I expansion for a new plant in Gujarat. Total capex for the project will be Rs 50 cr 
and is likely to be commissioned by September 2017. 
 

Strong OEM relationships: Advantage during vendor consolidation – 
 
Over the last three decades, STL, with its experience & understanding, has emerged as the favored supplier to 
all major OEMs in India. STL provides full traceability across its product range. As a result, leading automobile 
companies in India & abroad continue to place their trust on STL’s product range.  
 
Long-term relationship with such leading OEMs increases revenue visibility and builds competitive edge 
around business. Top-9 customers contribute 80% to the total revenue. The other key clients include Fiat, 
Daimler, GM Suzuki Powertrain, Lisi Automotive, and Maclean Foggs.  
 
Vendor consolidation has been a familiar theme amongst the top auto OEMs. Increasing pressure to reduce 
inventory and supply chain cost, along with fast changing vehicle technologies is triggering vendor 
consolidation.  
 
In such a scenario, players with technical capabilities, scale, diversified product portfolio, better quality and 
strong balance sheet are preferred first. Hence going ahead STL looks stronger to emerge as a key beneficiary 
during the vendor consolidation phase of most OEMs.   
 

Focus on High Value products to benefit STL going ahead –  
 
STL has emerged from manufacturer to value-chain partner to leading OEMs in engine & special fasteners, on 
the back of regular upgrades & process enhancement.  
 
In FY16, the company’s revenues from special and critical fasteners was 37% of total sales value. In the next 
three years, management targets nearly 2/3rd (60%) of revenue from high margin special fasteners. Given the 
launch of new products by global OEMs in India, demand for more sophisticated fasteners is likely to increase. 
STL already has the capability to manufacture such high value fasteners.  
 



 
In addition, STL incurred additional capex of Rs 20 crs for process improvement, plant modernization and 
moving-up the value chain. The new capacity for STL will start contributing to the Topline from the H2FY17 
onwards.   
Steady improvement financial performance expected – Revenue growth and margin expansion to 
continue – 
 
We estimate STL’s earnings to witness a CAGR of 17-18% over FY16-19E. This will be driven by steady  
revenue growth (12-14% CAGR over FY16-19E) and a steady EBITDA margin expansion over the same 
period.  
 
Over the last 2 years starting 2015 onwards, STL has maintained its operating margins between 15  to 16% in 
FY16 and we expect these to go up to around 19% plus by FY19 on the back of a rising share of high value 
products in its overall product mix. STL has been able to maintain a return on equity of 17% plus and we 
expect the Roe to also move up to around 20% by FY18E.  We expect a significant improvement in both 
ROCE and ROE over the next 2 years as we expect the domestic markets to grow at a healthy clip where 
there is good scope for margin improvement and revenue growth.  
 
More importantly the company has reduced its debt significantly to Rs 55 crs as on March 2016 from Rs 73  
crs in FY15.  
 
GST rollout to boost aftermarket sales for STL –  
 
STL’s aftermarket network comprises of more than 60 dealers and the numbers are growing rapidly. With 
regional offices in both Chennai and Pune and residential representatives in places like Jamshedpur and 
Mumbai, STL has been able to interact closely with automobile dealers, fleet owners and mechanics.  
 
This has helped STL gain a better understanding of dealers’ needs, enabling it to serve them better. STL 
intends to make its presence felt in every part of the country by further strengthening its foothold.  
 
The green field expansion in Gujarat will not only help STL to increase its proximity to its key clients, but also 
help it in increasing its aftermarket share, given that  6,000 MT pa capacities will be free post Gujarat plant 
getting operational. Also the pricing difference between organized and unorganized is likely to narrow down 
significantly, post GST rollout.  
 

STL management plans to double revenue in 5 years –  
 
The STL management intends to reach a revenue base of Rs10 bn over the next 4-5 years, on the back of 
organic and inorganic growth. STL posted revenue CAGR of 13.7% over FY09-16 and the management is  
looking actively for inorganic expansion, primarily in the automotive, but non-fasteners space.  
 
The key focus areas identified by the STL management are : (1) High value auto electronics, or (2) Automotive 
plastic components, and (3) cold forged auto mechanisms.  
 
 
 

 

 

 

 



 
 

Business Outlook & Stock Valuation –  

On a rough cut basis, in FY17, Topline is expected to touch Rs  390 crs.   
 
On the bottomline level we expect the company to record a PAT of Rs 41 crs in FY17E. Thus on a 
conservative basis, STL should record a EPS of Rs 11 for FY17E. For FY18E and FY19E our 
expectation is that earnings traction for STL would continue to be robust wherein we expect a EPS of 
Rs 14 and Rs 16 respectively.   
 
We estimate STL earnings to witness a CAGR of 17-18% over FY16-19E. This will be driven by 
strong revenue growth (12-14% CAGR over FY16-19E) and a significant EBITDA margin expansion 
over the same period. Also we expect the RoE to expand to 20% by FY17 from a level of 16% in 
FY16 with Roce also expected to be maintained at around 20-21% over the next two years.  
 
From a industry standpoint STL remains in a sweet spot as Fasteners demand is likely to maintain its 
growth trajectory (12% volume CAGR over FY16-19), driven by strong demand from the Auto sector  
plus coupled with the fact that very few large players compete for the top OEM pie where STL is a 
large vendor and which is a big plus point for STL. GST implementation would also benefit STL. 
 
In automotive fastener industry, very few players have created shareholder value in the past. This is 
primarily due to two reasons, first, entry barriers into marquee OEM club and second, competition 
from small unorganized players.  

Achieving scalability in the fastener industry is a very challenging task and requires developing cost 
competitiveness along with technology advancement and rolling out critical products with zero 
defects. In this aspect STL has gained market share and emerging as one of the leading players 
(27% organized market share) and is amongst the few profitable players like Sundram Fasteners 
which is the market leader here .   

With these ingredients already in place, STL is the best candidate in the listed mid & small cap space. 
The company’s strategy to utilize existing and expanded capacity for critical and high-margin 
fasteners and outsource commodity fasteners, should boost the profitability and return-ratios further.  

 
The STL management has also not diluted equity in the last ten years and it has managed to reduce 
costs on all parameters by also reducing the cash conversion cycle significantly to around 30 days.  
 
The automobile industry is likely to be a key beneficiary of any recovery in the economy. For FY16-
17, SIAM forecasts a double digit growth for the Indian Auto Industry. The Passenger Vehicle 
segment  is expected to grow at around 12-13%,  LCV goods segment at around 12%, MHCV Goods 
segment at 9 to 10% while 2 Wheeler segment is likely to grow by 9%. The mid-term outlook for the 
Indian auto industry is very positive. STL derives nearly 80% of its total revenues from its top-9 auto 
OEMs. This strengthens STL’s revenue outlook in an improving economic scenario  
 
Hence we believe that the STL stock looks attractive from a medium term horizon and should be 
purchased at the current price for a price target of around Rs 280 over the next 18 months.  
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FINANCIALS  
 

For the Year Ended March RsCrs FY15A FY16A FY17E FY18E FY19E 

Net Sales  342.0 371.0 390.0 444.6 502.40 

EBIDTA  47.0 63.0 73.0 86.0 96.46 

EBIDTA % 13.74 16.98 18.72 19.34 19.20 

Interest  7.4 6.3 5.75 5.0 4.0 

Depreciation  12.0 13.4 14.2 16.0 18.0 

Non Operational Other Income 1.7 0.0 4.8 2.0 2.0 

Profit Before Tax  23.8 43.5 57.85 67.0 76.46 

Profit After Tax 21.2 28.4 40.5 47.0 53.4 

Diluted EPS (Rs)  6.24 8.35 11.91 13.82 15.71 

Equity Capital  6.8 6.8 6.8 6.8 6.8 

Reserves  110.0 127.0 160.7 200.7 247.1 

Borrowings  73.0 55.0 60.0 67.0 65.0 

GrossBlock  130.0 140.0 170.0 190.0 200.0 

Investments  9.9 9.4 9.4 9.4 9.4 
Source Company our Estimates 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 

KEY CONCERNS  

 
Any major slowdown in the domestic Auto sector can impact profitability of STL negatively  

 
 
DISCLAIMERS AND DISCLOSURES ,    
 
This Research Note is prepared by Avinash Gorakshakar, Research Analyst Registration no INH00000171 complying with the qualification and 
certification requirements under SEBI (Research Analyst) Regulations, 2014.I have been working in the Indian Capital markets for over 24 years 
and earlier worked with several leading domestic financial intermediaries.  
 
All of the views expressed in research reports issued by me reflect my personal views about the subject  company or companies at the given point 
of time and I have not received/accepted any kind of compensation, directly or indirectly related to specific recommendations or views expressed in 
reports issued by me.  
 
My/our relative’s does not at any point of time of issuing the reports have any material conflict of interest in the subject company neither of both of 
us will be engaged in market making activity for the subject company.  
 
The investment discussed or views expressed in reports issued by me may not be suitable for all investors. The user assumes the entire risk of any 
use made of this information. I/nor any person connected with my report, accepts any liability arising from the use of research document. The 
recipients of research document should rely on their own investigations and should consult their own advisors to determine merit and risks of such 
investments.  
 
Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance.  
 
Certain transactions including those involving futures, options and other derivatives as well as non-investment grade securities – involve substantial 
risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and trading 
volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals. 
 
Opinions expressed in research reports will be based on the current opinions as of the date appearing in research report. While I endeavor to 
update on a reasonable basis the information discussed in research reports, there may be regulatory, compliance, or other reasons that prevent 
both of 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. 
 
In so far as reports include current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed 

 
 
 

 

 

 

 

 

 

 

 


