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SinterCast – Back in good form
SINT|Small Cap|SEK 146.20

Last week, SinterCast published the Q2 report, and the week before that, the company
released production figures for July, the first month of the current Q3. In other words, it is time
for an update of the previous analysis, where we raised the target price for the Q2 report.
The July figures showed that annualised series production for the month amounted to 3.0
million Engine Equivalents. Some customers observed the traditional July summer shutdown
period, while production was maintained at most of the others, enabling the monthly volume
to be the second highest ever for a July month, despite the mentioned seasonal effect.
Historically, summer shutdowns cause the July production to fall by approximately 20%
compared to the second-quarter volume. The decline this year was less than 10%, which is
attributed to strong market demand, particularly for pick-up trucks and commercial vehicles in
North America. SinterCast also sees the July figures as a strong start to both the third quarter
and the second half of the year, and further points out that expected improvements in
semiconductor supply and easing of travel restrictions mean that the company looks forward
to increased series production and increased installation revenue in the second half of the
year.
During July, Ford announced that the 3.0 litre V6 diesel engine for the F-150 pick-up truck
would not be offered as an engine option for model year 2022. However, Ford will continue to
produce the SinterCast-CGI V6 diesel engine for upcoming vehicle applications. It is expected
that the net volume for the engine will increase as a result of these new applications, with the
onset of the ramp beginning during the second-half of 2021.
Regarding the Q2 report, SinterCast showed revenue for the period of SEK 28.2 million (18.7)
with a gross result of SEK 19.7 million (12.9), corresponding to a gross margin of 70% (70).
Operating result came in at SEK 7.2 million (0.9). Result before income tax was SEK 7.4
million (3.0), while the result for the period after tax landed at SEK 11.4 million (3.0),
corresponding to earnings per share of SEK 1.6 (0.4). Cashflow from operations was SEK 8.7
million (11.9), with a change in working capital of SEK 0.5 million (9.7). Cashflow from
investment activities was SEK -1.3 million (-3.7). Research and development costs, which
increased slightly to SEK -2.8 million (-2.3), were, as before, included in the operating result.
The SinterCast financial position remained impressively solid with a strong cash position.
Second quarter annualised series production increased to 3.2 million Engine Equivalents,
exactly double the volume of Q2 2020. Thus, the Q2 production volume was effectively
equalling the full-year pre-Covid volume of 3.3 million Engine Equivalents.
Q2 provided record Sampling Cup shipments with 73,600 Sampling Cups shipped,
corresponding to an 11% increase over the previous quarterly record set in 2018. The increase
reflects the positive outlook for series production but is also related to the uncertainty in global
supply chains, with foundries increasing the security of their stock levels. At the same time,
the increases in Sampling Cup shipments and series production volume were partially offset

by lower year-on-year installation revenue and a 13% decrease in the US dollar exchange
rate.
The semiconductor supply challenges have resulted in vehicle production stoppages in some
of the SinterCast key high-volume programmes and will continue to affect volumes in the
second-half of the year. In the company's largest end-user market in North America,
semiconductor shortages have led to all-time low vehicle inventory levels and strong demand
for new vehicles. SinterCast assesses that the pent up demand and the need to rebuild vehicle
inventories provides the basis for a strong and sustained production outlook that is expected
to drive demand into 2023.
The production outlook is also buoyed by the pending start of commercial vehicle engine
production at FAW in China and at Scania in Sweden. The initial contributions are expected
to begin in the second half of the year followed by strong growth in 2022 and 2023. Influenced
by travel restrictions, much of the 2021 installation activity has been deferred to the second
half of the year, which provides a busy outlook. A Mini-System 4000 installation for product
development is planned at an undisclosed industrial power foundry in Asia, a System 4000
installation at the Impro foundry in Mexico, a Ladle Tracker installation at the Hyundai foundry
in Korea, and, the final start-up support at FAW in China and Scania in Sweden.
Stockpicker continues to view SinterCast positively in both the short term and the long term.
The growth opportunities are good and the business model is very well-functioning and proven
with strong margins and early cashflow. The company rode through the pandemic crisis with
strength, despite its heavy exposure to industries that were strongly negatively affected. We
keep the target price of SEK 180. We keep the buy recommendation. ■
Stockpicker Newsletter 1888 – 22 August 2021
Per Bernhult

