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Solid play on CV upcycle BUY
Setco Automotive Ltd. (SAL) for Q4FY2015, reported revenue growth of  Key Data
19.1% YoY to Rs130 crore. EBITDA grew by 31.5% YoY to Rs13 crore, with ~ Current Market Price (Rs) 228
margins expanding by 91bps YoY to 9.7%. Net profit was up 1.6x YoY to  Target Price (Rs) 388
Rs3 crore. During the quarter, there was a 26%QoQ jump in raw material ~ Potential Upside (%) 70.4%
costs which impacted margins on a sequential basis. For the year, OEM  Sector Relative to Market In-Line
sales expanded at a robust 45%, while the OEM aftermarket increased Stock Relative to Sector Outperform
14.3%. M&HCV industry volumes continue to register double digit growth, Stock Information
reaffirming our long term view of a domestic CV upcycle. Over the long
term, we believe SAL’s dominance in the M&HCV clutch space makes it a BSE Code 505075
key play on the domestic CV revival. We retain our BUY rating with a target NSE Code NL
price of Rs388, valuing the company at 14x its FY2017E EPS. Face Value (Rs) 10
No. of Shares (Cr.) 2.7
Q4FY2015 — Result Summary Market Cap (Rs. Cr.) 609

Y/E Mar (Rs Cr) Q4FY15 Q4FY14  YoY(%) Q3FY15 QoQ(%) Free Float (Rs. Cr.) 243

e TR BT UE sl

Margin (%) 9.7 8.8  9lbps 143 -457bps Y- Dally Turnover (12M, Rs cr.) 066

Ad. PAT 3 1 162.8 6 512 shareholding Pattern (%)

EPS (Rs) 1.11 0.42 2.28 Mar-15 Mar-14
Source: Company, Centrum Wealth Research Promoters 62.92 63.01
Long term outlook unchanged: For Q4FY2015, the operating margins dipped gy 3.92 3.98
457bps QoQ to 9.7% on the back of higher raw material cost. Revenues grew  pj 0.44 03
19.1% YoY and 14.8% QoQ as OEM sales and the company’s LIPE brand  oiners 32.72 32.08

powered growth. The focus on diversifying SAL’s revenue base seems to bearing
fruit as OEM sales accounted for ~31% of FY2015 sales as compared to ~50% in
FY2012. Additionally, a key positive was the performance of the subsidiaries for
the year which showed a narrowing of losses (from Rs5 crore loss in FY2014 to
Rs2.9 crore loss in FY2015).

Revenue surge to continue: For April-May 2015, key clients like Tata Motors
(100% of clutch requirements sourced from SAL) and Ashok Leyland (2/3rds of
clutch requirements sourced from SAL) reported a 19% and 43% YoY increase in
M&HCYV sales volumes. We expect M&HCV industry volumes (2,63,000 units in
FY2015) to continue its robust growth as industry volumes are still 30% lower
than their 2012 peak (3,78,000 units total sales) and the revival in the domestic
economy is still playing out. Further, the company’s expansion into clutches for
the LCV and tractor segments opens up additional avenues for revenue growth.

Margins expansion on the cards: We expect the company’s backward
integration plans for springs and castings (combined accounting for ~21% of
sales in FY2014) to lower raw material costs while minimizing supply chain
disruptions faced in prior periods. Additionally, increase in revenue share of
SAL’s aftermarket ‘LIPE” brand (18% of sales in FY2015 vs 9% in FY2014) and
exports sales should aid operating profit expansion as both independent
aftermarket sales (~17-18% margins) and exports (~20% margins) offer higher
margins than OEM sales (~12% margins).

Risk: 1) Slowdown in M&HCV segment; 2) Volatility in raw material costs;
3) Subsidiary Performance

Recommendation: At CMP, SAL is trading at 8.2x P/E and 6.5xEV/EBITDA on
an FY2017E basis. Healthy growth in OEM sales along with SAL’s expansion into
segments such as exports, independent aftermarket, LCVs and tractors lead us
to expect revenue CAGR of 28% over FY2015-17E. With SAL well positioned to
be the prime beneficiary of the CV upcycle, we retain our BUY rating with a target
price of Rs388, valuing the company at 14x its FY2017E EPS.

Financial Summary

1 Year Indexed Price Performance

Dec-14 Mar-15 Jun-15

SAL — = BSE Small Cap === BSE Auto

Price Performance (%)

M 3M 6M 12M
SETCO (8.4)  (4.6) (10.0) 121.4
BSE Smallcap (1.6) (8.7) (5.3) 17.6
BSE Auto (02 (7.4 (5.4) 24.1

Source: Bloomberg, Centrum Wealth Research

Pranoy Kurian, Research Analyst
Siddhartha Khemka, VP Research

Centrum Wealth Research is also available on:
Bloomberg: CBWM <GO>,
Thomson Reuters, Capital IQ and Factset

Y/E Mar (Rs Cr.) Revenue YoY (%) EBITDA  EBITDA (%) Adj. PAT YoY (%) Adj.EPS(Rs) P/E(x) EV/EBITDA (x) ROE (%)
FY2013A 341 6.7) 48 14.0 27 (39.6) 10.23 22.3 15.6 18.6
FY2014A 329 (3.5) 34 10.4 16 (41.9) 5.95 38.3 21.9 8.9
FY2015A 458 39.3 56 12.2 24 48.0 8.80 25.9 14.4 121
FY2016E 576 25.7 84 14.6 a4 85.1 16.29 14.0 9.6 19.5
FY2017E 751 30.4 123 16.4 74 70.4 27.75 8.2 6.5 26.4

Source: Company, Centrum Wealth Research

Please refer to important disclosures/disclaimers inside
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Exhibit 1: Quarterly Performance

Y/E Mar (Rs Cr) Q4FY2014 Q1FY2015 Q2FY2015 Q3FY2015 Q4FY2015
Revenue 109 95 119 113 130
Growth YoY (%) 4.9 49.4 61.4 38.7 19.1
Cost of raw material 70 58 72 63 79
% of sales 64.1 60.8 60.1 55.3 60.8
Employee Expense 7 8 10 10 11
% of sales 6.5 8.6 8.8 8.7 8.6
Other expense 23 18 21 25 27
% of sales 20.6 18.8 17.8 21.8 20.9
EBITDA 10 11 16 16 13
EBITDA margins (%) 8.8 11.8 13.3 14.3 9.7
Depreciation 3 3 3 4 3
Interest 5 5 6 6 6
Other Income (0.4) 2 5 2 1
PBT before Exceptional Iltem 1 5 11 8 4
Exceptional item Gain/(Loss) 8 - - - -
PBT after Exceptional Item 8 5 11 8 4
Tax (0.3) 1 1 2 1
Tax rate (%) N/A 15.9 10.1 235 22.7
Reported PAT 9 5 10 6 3
Adjusted Exceptional Item (8) - - - -
Adj. PAT 1 5 10 6 3
Growth YoY (%) (77.7) 9.2 44.0 80.7 162.8
Adj. PAT margins (%) 1.0 4.7 8.4 5.4 2.3

Source: Company, Centrum Wealth Research

Technical View on Setco Auto

@ Setco has been trading with a sideways short term trajectory after hitting its recent lifetime highs. The scrip enjoys a bullish
long term structure and the recent correction has led to cooling off of its overheated oscillators as well.

® The moving average setup is clearly bullish while in case of any trading correction, 220-200 is likely to be a strong demand
area.

® The scrip can be accumulated on every small dip from current levels for a 4-6 month price target of 320-350 for which stop
losses should be maintained at 190.

Exhibit 2: Technical Chart

1-SETCO AUTO -

2 0 255.00

Source: Company, Centrum Wealth Research
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Financial Summary

Income Statement

Y/E Mar (Rs Cr)

FY2013 FY2014 FY2015 FY2016E FY2017E

Cash Flow

Y/E Mar (Rs Cr)

FY2013 FY2014 FY2015E FY2016E FY2017E

Revenue 341 329 458 576 751  Net Profit Before Tax 30 24 28 54 86

Growth (%) 6.7) (3.5) 39.3 25.7 30.4  Depreciation 9 11 13 15 16

Raw Material Expenses 205 199 272 334 429  Others 10 7 14 15 15

% of sales 60.2 60.5 59.3 58.0 57.1 Change in working capital 32) 2 (34) (35) (61)

Employee Expenses 27 30 40 48 61 Tax expenses (0.2) (0.2) (5) (10) (16)

% of Sales 7.9 9.3 8.7 8.4 8.1 Cash flow from Ops 17 39 17 39 42

Other Expenses 61 65 91 109 138 Capex a7) (@) (29) (25) (20)

% of Sales 17.9 19.9 19.9 19.0 18.4  Other investing activities 3) (8) (20) 11 11

EBIDTA 48 34 56 84 123  Cash flow from Invest (19) (15) (39) (14) 9)

EBIDTA margin % 14.0 10.4 12.2 14.6 16.4 Proceeds from Eg. capital 1 0.02 0.05 - -

Depreciation 9 11 13 15 17 Borrowings/ (Repayments) 22 7 56 - -

Interest 17 20 23 27 27 Dividends paid (8) 8) 9) - -

Other Income 9 13 9 11 11  Interest paid 17) (20) (23) (26) (26)

PBT before Exp 30 17 28 53 90 Cash flow from financing 3) (21) 23 (26) (26)

Exceptional Gain / (exp) - 8 - - - Net Cash Flow (5) 2 1 (1) 7

PBT after Exp. 30 24 28 53 90 Source: Company, Centrum Wealth Research

Provision for tax 2 1 5 10 16 Key Ratios

Effective tax rate % 8.1 4.6 l6.7 180 180  y/E Mar (Rs Cr) FY2013 FY2014 FY2015E FY2016E FY2017E

Net Profit (Reported) 27 23 24 44 74 Return ratios (%)

Adj. Exceptional item - ) - - * ROE 18.6 89 121 195 264

Adj. Net Profit 27 16 24 44 74 ROCE 156 107 115 15.2 197

Growth YoY (%) (396) (41.9) 480 81 704  Tymover Ratios (days)

PAT Margin (%) 8.0 4.8 5.1 7.6 99 jnventory 58.1 70.1 55.1 52.3 51.4
Source: Company, Centrum Wealth Research Debtors 90.6 84.0 70.0 69.5 70.2
Balance Sheet Creditors 36.9 57.0 345 40.2 40.7

Y/E Mar (Rs Cr) FY2013 FY2014 FY2015E FY2016E FY2017E  FiXed assettumover (x) 28 2.2 2.6 2.9 3.4
Share capital 27 27 27 27 27  Solvency Ratio (x)

Reserves & surplus 145 160 174 219 290  Debt-equity 0.8 0.8 1.0 0.8 0.6
Shareholder's fund 172 187 201 245 316  Interest coverage 27 1.8 2.2 3.0 4.3
Total Loan fund 138 144 200 200 200 Per share (Rs)

Deferred tax liability 6 8 9 9 9 EPS 10.2 5.9 8.8 16.3 27.7
Total cap employed 316 339 410 454 525 BVPS 64.3 69.8 75.1 91.9 118.4
Net fixed assets 124 128 144 154 157  cgps 13.7 9.9 13.8 21.9 34.0

Investments 48 63 82 82 82 Dividend Ratios
Cash and bank 2 4 6 5 12 pps (rs) 2.7 2.7 3.0 45 6.0
Inventories 61 &5 I 92 19 bividend Yield (%) 12 1.2 13 2.0 26
Debtors 85 76 88 110 144 o
Loans and advances 53 78 88 109 136 Dividend Payout (%) 30.4 35.5 39.7 32.2 25.2
Total current assets 200 224 255 316 411 Valuation (x)

Current liab and prov 57 75 71 97 125 PE 223 383 259 140 8.2
Net current assets 144 148 184 219 286 P/BV 3.5 3.3 3.0 2.5 19
Total assets 316 339 410 454 525  EV/EBIDTA 15.6 219 14.4 9.6 6.5
Source: Company, Centrum Wealth Research EviSales 2.2 23 18 14 11
Source: Company, Centrum Wealth Research
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Appendix
Disclaimer

Centrum Broking Limited (“Centrum”) is a full-service, Stock Broking Company and a member of The Stock Exchange, Mumbai (BSE), National Stock Exchange of India
Ltd. (NSE) and MCX-SX Stock Exchange Limited (MCX-SX). One of our group companies, Centrum Capital Ltd is an investment banker and an underwriter of securities.
As a group Centrum has Investment Banking, Advisory and other business relationships with a significant percentage of the companies covered by our Research Group.
Our research professionals provide important inputs into the Group's Investment Banking and other business selection processes.

Recipients of this report should assume that our Group is seeking or may seek or will seek Investment Banking, advisory, project finance or other businesses and may
receive commission, brokerage, fees or other compensation from the company or companies that are the subject of this material/report. Our Company and Group
companies and their officers, directors and employees, including the analysts and others involved in the preparation or issuance of this material and their dependants,
may on the date of this report or from, time to time have "long" or "short" positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies
mentioned herein CBL or its affiliates do not own 1% or more in the equity of this company Our sales people, dealers, traders and other professionals may 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 are inconsistent with the recommendations expressed herein. We may have earlier issued or may issue in
future reports on the companies covered herein with recommendations/ information inconsistent or different those made in this report. In reviewing this document, you
should be aware that any or all of the foregoing, among other things, may give rise to or potential conflicts of interest. We and our Group may rely on information barriers,
such as "Chinese Walls" to control the flow of information contained in one or more areas within us, or other areas, units, groups or affiliates of CBL. CBL or its affiliates
do not make a market in the security of the company for which this report or any report was written. Further, CBL or its affiliates did not make a market in the subject
company'’s securities at the time that the research report was published.

This report is for information purposes only and this document/material should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or
subscribe to any securities, and neither this document nor anything contained herein shall form the basis of or be relied upon in connection with any contract or
commitment whatsoever. This document does not solicit any action based on the material contained herein. It is for the general information of the clients of CBL Though
disseminated to clients simultaneously, not all clients may receive this report at the same time. Centrum will not treat recipients as clients by virtue of their receiving this
report. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.
Similarly, this document does not have regard to the specific investment objectives, financial situation/circumstances and the particular needs of any specific person who
may receive this document. The securities discussed in this report may not be suitable for all investors. The securities described herein may not be eligible for sale in all
jurisdictions or to all categories of investors. The countries in which the companies mentioned in this report are organized may have restrictions on investments, voting
rights or dealings in securities by nationals of other countries. The appropriateness of a particular investment or strategy will depend on an investor's individual
circumstances and objectives. Persons who may receive this document should consider and independently evaluate whether it is suitable for his/ her/their particular
circumstances and, if necessary, seek professional/financial advice. Any such person shall be responsible for conducting his/her/their own investigation and analysis of
the information contained or referred to in this document and of evaluating the merits and risks involved in the securities forming the subject matter of this document.

The projections and forecasts described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties
and contingencies. Projections and forecasts are necessarily speculative in nature, and it can be expected that one or more of the estimates on which the projections
and forecasts were based will not materialize or will vary significantly from actual results, and such variances will likely increase over time. All projections and forecasts
described in this report have been prepared solely by the authors of this report independently of the Company. These projections and forecasts were not prepared with a
view toward compliance with published guidelines or generally accepted accounting principles. No independent accountants have expressed an opinion or any other
form of assurance on these projections or forecasts. You should not regard the inclusion of the projections and forecasts described herein as a representation or
warranty by or on behalf of the Company, CBL, Centrum group , the authors of this report or any other person that these projections or forecasts or their underlying
assumptions will be achieved. For these reasons, you should only consider the projections and forecasts described in this report after carefully evaluating all of the
information in this report, including the assumptions underlying such projections and forecasts.

The price and value of the investments referred to in this document/material and the income from them may go down as well as up, and investors may realize losses on
any investments. Past performance is not a guide for future performance. Future returns are not guaranteed and a loss of original capital may occur. Actual results may
differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. We do not provide tax
advice to our clients, and all investors are strongly advised to consult regarding any potential investment. CBL and its affiliates accept no liabilities for any loss or damage
of any kind arising out of the use of this report. Foreign currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect
on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign currencies
effectively assume currency risk. Certain transactions including those involving futures, options, and other derivatives as well as non-investment-grade securities give
rise to substantial risk and are not suitable for all investors. Please ensure that you have read and understood the current risk disclosure documents before entering into
any derivative transactions.

This report/document has been prepared by CBL, based upon information available to the public and sources, believed to be reliable. No representation or warranty,
express or implied is made that it is accurate or complete. CBL has reviewed the report and, in so far as it includes current or historical information, it is believed to be
reliable, although its accuracy and completeness cannot be guaranteed. The opinions expressed in this document/material are subject to change without notice and
have no obligation to tell you when opinions or information in this report change.

This report or recommendations or information contained herein do/does not constitute or purport to constitute investment advice in publicly accessible media and should
not be reproduced, transmitted or published by the recipient. The report is for the use and consumption of the recipient only. This publication may not be distributed to
the public used by the public media without the express written consent of CBL. This report or any portion hereof may not be printed, sold or distributed without the
written consent of CBL.

The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves
about, and observe, any such restrictions. Neither CBL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

This document does not constitute an offer or invitation to subscribe for or purchase or deal in any securities and neither this document nor anything contained herein
shall form the basis of any contract or commitment whatsoever. This document is strictly confidential and is being furnished to you solely for your information, may not be
distributed to the press or other media and may not be reproduced or redistributed to any other person. The distribution of this report in other jurisdictions may be
restricted by law and persons into whose possession this report comes should inform themselves about, and observe any such restrictions. By accepting this report, you
agree to be bound by the fore going limitations. No representation is made that this report is accurate or complete.

The opinions and projections expressed herein are entirely those of the author and are given as part of the normal research activity of CBL and are given as of this date
and are subject to change without notice. Any opinion estimate or projection herein constitutes a view as of the date of this report and there can be no assurance that
future results or events will be consistent with any such opinions, estimate or projection.

This document has not been prepared by or in conjunction with or on behalf of or at the instigation of, or by arrangement with the company or any of its directors or any
other person. Information in this document must not be relied upon as having been authorized or approved by the company or its directors or any other person. Any
opinions and projections contained herein are entirely those of the authors. None of the company or its directors or any other person accepts any liability whatsoever for
any loss arising from any use of this document or its contents or otherwise arising in connection therewith.

CBL and its affiliates have not managed or co-managed a public offering for the subject company in the preceding twelve months. CBL and affiliates have not received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for service in respect of public
offerings, corporate finance, debt restructuring, investment banking or other advisory services in a merger/acquisition or some other sort of specific transaction.

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 Centrum Broking Limited 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.

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.
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Disclosures under the SEBI (Research Analysts) Regulations 2014

Disclosure of Interest Statement
1 | Business activities of Centrum Centrum Broking Limited (hereinafter referred to as “CBL”) is a registered
Broking Limited (CBL) member of NSE (Cash, F&O and Currency Derivatives Segments), MCX-SX
(Currency Derivatives Segment) and BSE (Cash segment), Depository
Participant of CDSL and a SEBI registered Portfolio Manager.
2 | Details of Disciplinary History of CBL has not been debarred/ suspended by SEBI or any other regulatory
CBL authority from accessing /dealing in securities market.
3 | Registration status of CBL CBL is in the process of preparing application for submission to SEBI
4 Whether Research analysts or relatives’ have any financial interest in the subject company No
and nature of such financial interest
Whether Research analysts or relatives have actual / beneficial ownership of 1% or more in
5 | securities of the subject company at the end of the month immediately preceding the date of No
publication of the document.
6 | Whether the research analysts or his relatives has any other material conflict of interest No
7 Whether research analysts have received any compensation from the subject company in the No
past 12 months and nature of products / services for which such compensation is received
8 Whether the Research Analysts have received any compensation or any other benefits from No
the subject company or third party in connection with the research report
Whether Research Analysts has served as an officer, director or employee of the subject
9 No
company
Whether the Research Analysts has been engaged in market making activity of the subject
10 company. No
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Member (NSE and BSE)

Regn No.:

CAPITAL MARKET SEBI REGN. NO.: BSE: INB011454239
CAPITAL MARKET SEBI REGN. NO.: NSE: INB231454233
DERIVATIVES SEBI REGN. NO.: NSE: INF231454233
(TRADING & CLEARING MEMBER)

CURRENCY DERIVATIVES: MCX-SX INE261454230
CURRENCY DERIVATIVES:NSE (TM & SCM) — NSE 231454233

Depository Participant (DP)
CDSL DP ID: 120 — 12200
SEBI REGD NO. : CDSL : IN-DP-CDSL-661-2012

PORTFOLIO MANAGER

SEBI REGN NO.: INPO00004383

Website: www.centrum.co.in
Investor Grievance Email ID: investor.grievances@centrum.co.in

Compliance Officer Details:
Kavita Ravichandran
(022) 4215 9842; Email ID: compliance@centrum.co.in

Centrum Broking Ltd. (CIN: U67120MH1994PLC078125)

Corporate Office & Correspondence Address

REGD. OFFICE Address Centrum House
Bombay Mutual Bldg., 6th Floor, CST Road,
2nd Floor, Near Vidya Nagari Marg,
Dr. D.N. Road, Kalina, Santacruz (E)
Fort, Mumbai 400 098.
Mumbai - 400 001 Tel: (022)4215 9000

Fax: +91 22 4215 9344
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