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Exciting Prospects for SinterCast
Automotive sub-suppliers don’t praise the market now, but small SinterCast is a bright
shining star in the current automotive darkness.
SINTERCAST, FOUNDED IN 1983, is a supplier of process control technology for series production of
Compacted Graphite Iron (CGI) and has an annual revenue of SEK 80 million. The benefits of CGI
compared to conventional grey cast iron and aluminium, include at least 75% higher tensile strength,
45% higher stiffness and double the fatigue strength. These properties have made the technology
popular within the automotive industry to improve performance, fuel economy and durability while
reducing (engine) weight, size, noise and emissions. The technology is primarily used for the production
of cylinder blocks and heads, industrial power and exhaust components.
The customers have primarily been found within passenger vehicles, but the growth is larger in the
commercial vehicle sector, and according to CEO Steve Dawson, the distribution is approximately 50/40
with advantage to passenger vehicles and the residue within other vehicles such as excavators, shovels
etc. The end-users include Audi, BMW, Caterpillar, Hyundai, Ford among others.
Considering the history, it is difficult to tell how the company will cope in a downturn. In the last recession
during 2009 the revenue dropped 20%, but at the same time the company was in a ramp-up phase with
yearly losses before the crisis. Thus, in the balance sheet there are deferred tax assets of SEK 33 million
derived from carried forward tax losses.
The average growth per year between 2007 and 2017 is approximately 11%. The development during
that time was not linear but rather sideways with large steps every now and then. It is probably due to
the long lead-times in the automotive industry where a new engine coming on stream in a popular vehicle
makes a big difference. The operating margin has also increased, however not linear from 2-35% since
2010 when the company first showed black numbers.
Sustained profitability
The margin has probably reached a more sustainable level. During 2017 the revenue decreased 13%
to SEK 65.6 million compared to 2016 and still the operating margin was a good 27% (35).
The business model is to sell or lease the System 3000 hardware, with additional tracking and
automation software based on an annual licence fee. Thereafter, the company sells consumables for
sampling, spare parts and engineering service and last but not least SinterCast charges a running
production fee of approximately EUR 40-50 for each tonne of castings produced. This series production
fee derived from vehicles contributes approximately 90% of the revenue. As long as the production
levels increase the business model is highly scalable.
The balance sheet is healthy with a net liquidity of SEK 29 million. As SinterCast grows into profitability,
the uncertainty factor is rather cyclical, i.e. dependent on the global vehicle production and also whether
the combustion engine will be included in vehicles or not. Today we still believe that the electric vehicle
threat is quite far away.
The rolling 12 months turnover of the company is SEK 81 million with an operating margin of 34%, it
provides an operating result of SEK 27 million. A share price close to SEK 80 gives an ev/EBIT value of
approximately 18. The revenue year-to-date increased by 32%, but only 18% during Q3.
During Q4, shipments of inline diesel engines, produced at the Tupy Foundry in Mexico, starts with an
annualised volume of maximum 0.3 million engine equivalents. One engine equivalent corresponds to
a 50 kg cylinder block or similar item, is the main SinterCast driver. The annual series production during
the second quarter was 2.7 million engine equivalents. That number decreased to 2.3 million during
summer shutdowns in Q3. The company believes that an annualised production of more than 3 million
engine equivalents can be reached soon. The installation base today includes 24 fully automated
systems, 22 mini-systems (stand alone and less expensive) and four tracking systems (software for

improved process traceability). The company has hired some new consultants to sell its solutions into
new markets – given the business model, a successful sales process can make great impact as the
company has gross margins of 75 to 80%.
It looks rather interesting and for those who don´t fear a recession, SinterCast is a very interesting case.
Many small shareholders seem to agree, as the shareholder list starts with Avanza, Nordnet and
unknown to us VLTCM Ltd. The high growth during 2018 is primarily a consequence to the weak year
of 2017, when the revenue decreased by 13%. We therefore do not expect more than 10% growth for
2019. The operating margin of 38% leads to an ev/EBIT value of 15. That is relatively high for a subsupplier in the automotive industry, but it is a consequence of the higher operating margin.
Risks and possibilities
In general, it is negative to not have a main owner and likewise being dependent of the economic cycle,
where the global GDP outlook is partly revised down, due to the risk of an increasing trade conflict. This
is what will determine whether SinterCast will be a good investment or not. If you believe that passenger
vehicles will increase over time, the high gross margin will result in additional revenue predominantly
reaching the bottom line. We also expect a nice yield of 5% the coming spring, due to the net liquidity,
the profit increase and the carried forward tax losses.
If you want to own cyclical shares, SinterCast is a good choice, the timing is certainly difficult, but in the
category of cyclical companies, we say buy!
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