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Setco Automative Limited 

 Conference Call  

June 07, 2016 

 

 

Moderator: Ladies and Gentlemen, Good Day and Welcome to the Setco Automative Conference Call. As 

a reminder, all participant lines will be in the listen-only mode and there will be an 

opportunity for you to ask questions after the presentation concludes. Should you need 

assistance during the conference call, please signal an operator by pressing ‘*’ and then ‘0’ on 

your touchtone phone. I now hand over the conference to Mr. Udit Seth. Thank you and over 

to you, sir. 

Udit Seth: Good afternoon, and Welcome to the conference call. I thank all participants on this call for 

your interest in our organization and look forward to taking this call ahead.  

 As an introduction to our organization, we are a 35-year-old BSE listed organization. Our 

organization is a leading company in the clutch manufacturing space in India. We have 

manufacturing facilities across two locations in India, the mother unit in Gujarat and other 

unit in Uttarakhand. Plus we have two subsidiaries overseas in UK as well as in USA. Our 

Company really looked into the growth trajectory only starting in late 1990s and 1999 

actually when the emission standards in India were reviewed, at that time we were 

component suppliers to some major clutch manufacturers overseas and we were the only 

one who were able to indigenize those clutches which were required for India's newer 

engines with newer emission standards. Once that was done, we were able to get an OE 

introduction into Tata Motors which is our primary client as well as dominant market share 

holder in India with more than 60% market share. And on the back of performance with Tata 

Motors we were able to garner market share with all the other OEMs, today we are happy to 

say that 100% of the market share at the MHCV segment is with us, we are OEM to every 

truck manufacturer in India. And because of the relationship that has been developed by my 

father, our Chairman and Managing Director, we have been able to hold on to this almost 

monopolistic kind of situation in India.  

 Over the years we have invested heavily in building barriers for others as well as building 

capacities to cater to a varied requirement of trucks, not only the Indian OEMs but also the 

international OEMs, we have our own R&D center, we do our R&D work in UK as well as in 

India, we also are a vertically integrated clutch manufacturer. We only outsource three 

components which is coil springs, friction material and un-machined forgings, everything else 

is made in-house, this gives us technology as well as cost competitiveness and we are able to 

keep our development program on a timely manner. Recent investments in backward 
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integration have also gone a long way in protecting our market share. For example, the 

diaphragm spring production business, we used to import these springs from Europe and at 

the time we used to pay for freight, import duty, technology; now we manufacture it in-

house giving us all these advantages. Also, our casting production has been a big boon for our 

organization, our foundry Lava Cast which was strategically setup in partnership with Spanish 

foundry giant Lingotes was with the intention to ensure that high quality machine castings 

are available to us, because our business is losing 10% to 15% of top-line sales almost every 

year and was unable to penetrate into the international market simply because of lack of 

finish and quality on these castings. Now with the foundry in production, we are able to 

overcome this, and on top of that because this foundry is across the road, it has a positive 

impact on our inventory and transport cost as well.  

 So as a whole we have seen a lot of growth in the Company, almost for 10 years we were at a 

CAGR of 27%. Last few year there was a slowdown but the market has now picked up. We 

have enjoyed EBITDA margins of almost 17% at the peak, it has gone down to 12% as well 

because the market and OE segment has completely dipped. Nonetheless, we were able to 

protect a lot of our market share with our entry into the independent aftermarket in India 

where we have our own exclusive distribution channel, of course it gives us higher margins as 

well. All this in mind and with all our investments put in place and cushioning now, we are 

poised for growth and we look at reaching and probably exceeding those 17% EBITDA 

margins in the future. Having said that, we are also diversifying our segments, so after being a 

little saturated in the MHCV space in India we are also looking to grow in the farm equipment 

sector as well as the LCV sector where we have nomination for our clutches. Since we already 

have the technology, that has never been an issue and our OEMs are the ones who are asking 

for alternate source suppliers. 

 If you actually look at the Indian clutch market it is broken up into three parts that is the 

MHCV segment which is dominated by us, there is the car segment and LCV segment 

dominated by Valeo and there is the farm equipment segment which is dominated by LUK. 

Because of the way we have been dealing with our customer base they have really looked at 

us for supplying into these other segments as well. So I think all put together, with entrance 

into new segments, new markets with the focus on the United States and Russia is the next 

big markets where our new products are already developed and are already done the 

seeding, we expect a strong growth annually going back to our CAGR of 20% - 20%, we look at 

the EBITDA margin going back up and I think now is the time to really focus on getting all the 

products out there and get the markets fully developed. 

 Important point to note, while I have given this brief introduction to Steco is that our 

international subsidiaries continue to play a very important role in our growth process. While 

we have almost reduced the manufacturing levels over there, we continue to invest in people 

for sales as well as product development because unlike any other product the clutch is a 

very intimate part of the power train, it is almost a 8 hour, 10 hour overhaul job, sometimes 
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the cost of the labor is higher than the cost of the clutch and therefore it is absolutely 

necessary to have people on the ground, unlike in sectors such as filters or tyre where you 

can simply export the product but not need to have people to service  the product on ground, 

the clutch has to be very intimately serviced in different markets where the standards of 

operations, the driver training, the overloading, the road conditions and the emission 

standards vary and therefore our engineering for the product is customized from country to 

country, geography to geography and so are our people. 

 I am happy to take it from here and answer any questions that you may have regarding the 

Company and its performance. Most of our information is available on our website as well, if 

something is not there please feel free to connect with or with Mr. Vinay Shahane for further 

information. 

Moderator: Thank you. Ladies and Gentlemen, we will now begin the question-and-answer session. We 

have the first question from the line of Ranjan Vanki from Brilliant Securities. Please go 

ahead.  

Ranjan Vanki: Can you tell me what the subsidiaries are doing, when they will be coming off to the profit 

stage and what is the cost of raw materials as a percentage of sales? And you say that you 

have got a lot market share, 100% something in Tata Motors and several companies like that, 

why you are not able to command a price increase or something like that? Now what about 

the subsidiaries which is causing us a lot of concern, actually if you look at the market 

capitalization it is almost stagnant for the last two years and what are the steps you are going 

to take to retrieve that? 

Udit Seth: I think it is an excellent question, I think you have asked me three questions in one question, 

so I will try and tackle them one at a time. With regards to the subsidiaries, one important 

thing to note that while they continue to be our point of contact with the final customer in 

many of those markets, the product is directly exported out of India. So sometimes what 

happens is that while they create the market they are not able to generate the top-line. So 

sometimes that becomes an issue and we don’t normally go in for double accounting because 

unnecessarily the customer ends up paying the price. Nonetheless, we do look at with the 

market now picking up and also USA and Europe have been a little stagnant in the last few 

years and we have seen dumping by existing players over there at a cheap price, plus the cost 

of R&D in those markets is important because we are now already researching and 

developing for Euro VII standards which are new. And with India not going for Euro V and 

jumping straight to Euro VI we are paying more for R&D, but we expect that in the next year 

or two the subsidiaries will be completely stabilized. With regards to the cost of raw materials 

in the product, you could say that at an average we have a 60% raw material composition 

within the overall product. At the OE the cost of raw material is higher, for exports it is the 

least and in between is the OES and the independent aftermarket. So really it depends on the 

price you are able to command which brings me to your final question which was why do we 
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not command a price with the OEMs. See, in the business of auto components there are 

three types of companies that are generally there, there are companies which have only 

aftermarket presence, there are companies which have  OE presence but no aftermarket 

presence and there are companies which have a combination of both. We fall in the last 

category where we have OEM and OEM drives the aftermarket growth, this is recognized 

both by the OEM player as well as by the Tier-I supplier. So we recognize that while our 

products aftermarket dominance comes because of our OE presence, we are able to 

therefore command that price in the independent aftermarket and the international 

business. But for which we give it at a very competitive rate to the OEM so that they continue 

to look at us as a preferred source. And one of the big advantages that we see because of 

that is our dominant share in the OEM market. So to continue our strangle hold on the overall 

market, and I use the word strangle hold over here because that is what it is, it is because of 

our pricing strategy which we have actually deliberately put into place to ensure that OEM, 

OES, IAM and exports is controlled by us.  

Ranjan Vanki: What is the current year any increase in expansion, fixed asset? 

Udit Seth: Every year we are actually spending Rs.15 crores to Rs.30 crores on expansion of the 

organization's aspirations either upgrading our plant and machinery equipment, adding new 

assembly lines or investing in new R&D equipment and that is an ongoing process and that is 

reflected in our working in the last three to five years. No big capital expenditure is planned, 

but yes we are looking to target the Rs.1,000 crores turnover in the next two financial years 

for which the capital expenditure is in place. 

Ranjan Vanki: What would be the interest cost average? 

Vinay Shahane: Average interest cost is around 12% per annum. 

Udit Seth: Our borrowing cost is as per the borrowing cost basis the CARE ratings in India which is 

available with the PSU banks. One of the things which we are exploring is how to borrow 

better because of our commercial presence with our subsidiaries in the overseas market. So 

while the performance may go up and down they give us a big borrowing advantage which 

we are trying to leverage.  

Ranjan Vanki: What about the employee cost as a percentage of sales? 

Udit Seth: 7%. 

Ranjan Vanki: That is the global standard there or it is…? 

Udit Seth: Global standard is approximately outside India 22% to 23% and that gives India a massive 

advantage for manufacturing at the right cost here. 
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Ranjan Vanki: What about the remarks they have made in the qualification, the intangible asset regarding 

that three quarters like that, can you just explain? 

Vinay Shahane: It is basically not a qualification if you look at it, what was happening is the product 

development is a continuous activity what the Company has been undertaking for years. 

There are two different thoughts about the accounting treatment and how it can be treated 

and there were certain judicial issues earlier. The decisions went in Company's favor in 

February this year where it was accepted that the product development expenses can be 

capitalized. Because basically at the product development the product is yet to come to the 

life and benefit out of that will accrue over a long period of say 5 to 10 years after the 

product is commercially introduced. So booking those expenses in the current year when 

there is no matching revenue was really giving a lopsided view. So basically just like any other 

capital asset or intangible asset, the management has taken a call that we will capitalize the 

product development expenses under different development projects what the Company is 

having and as and when each project is completed the respective product development cost 

will be amortized throughout the expected useful life of the product and that is a perfectly 

acceptable accounting treatment, it is not a qualification but its just a change of accounting 

treatment.  

Moderator: Thank you. Our next question is from the line of Sahil Jail from Moneycurve Investments. 

Please go ahead. 

Participant: Hi sir, this is Naresh, Sahil's colleague. Couple of questions. One, in your press release you 

have mentioned about some new products, so if you can throw some light on what these 

new products are and that we can understand how that will drive growth? And second, we 

are seeing a lot of traction on automatic transmission, CVT or AMT, so does our products 

have a role to play even in that environment? And my last question is on the receivables, we 

have almost 65 days of sales as receivables which I think is slightly higher for comparable 

industry, so is there something we are doing differently or is it one-off and how will 

receivables play out? Thank you. 

Udit Seth: So a good question, let me start by answering your question on new product and 

transmission. In the auto sector we all know that the transmissions have gone automotive, in 

the commercial vehicles segment you have three kinds of transmissions, you have a manual 

transmission, you have something called as automated manual transmission and you have 

the automatic transmission. The automatic transmission, because of many issues related to 

fuel, efficiency and inability to carry loads is not prevalent at all in India and is probably 

restricted to some of the buses you may see at the airport where they will just kind of ferry it 

from the terminal to the aircraft. With regards to the automated manual transmission, there 

have been some talks but having said that the clutch does not vary. So for the manual and the 

automated manual transmission the clutch actuation mechanism changes but the clutch 



 Page 6 of 22 

remains constant and therefore we do not really see much impact on our business either 

way. Coming to the receivables, I will request Mr. Shahane to give some highlights. 

Vinay Shahane: The receivables, okay we are looking at annual accounts, but if you look at Q4 sales which is 

around 35% of my annual sales, so these receivables pertaining to my sales of Q4 mainly, so 

basically if you look on Q4 sales number the receivable number of days would be 

substantially down. They are not certain cases and you have to recognize one fact that other 

than with this direct aftermarket entry of the Company where we have to extend a credit to 

the distribution channels, it has to be, it cannot be like you could take a cash discount or OEM 

where you can get the money at early date. So normal trade discount, trade terms plus 

maybe reasonable delays in normal business course are the factors. Of course, we are 

monitoring all parts of working capital continuously and the efforts will be there always to 

minimize and improve on that.  

Participant: And can we hear on the new products sir, what is the new product we have? 

Udit Seth: Coming to that, on the new product development, as such we are focused in the clutch 

segment because the new products as I mentioned earlier in the call for when I had 

introduced, we have limited our development program to the now farm equipment and the 

LCV segment where we have been nominated on few of the RFQs. LCV, we are already 

supplying into models such as the Tata Ace, farm equipment we expect to complete our 

testing and field testing this year and we do see some commercial production maybe in the 

last quarter. This is how we see the new product development taking shape.  

Participant:  Forgot to mention thanks for hosting this call. it certainly helps in understanding the company 

better. 

Udit Seth: I must apologize to you for not hosting it earlier but anyway I hope we get into a good habit 

of chatting. 

Participant:  And also congrats on a great Q4 number. I am hoping that this is the start of a good upside 

for us. 

Udit Seth:   I shall convey that to the boss and the team. Thank you. 

Moderator: Thank you. Our next question is from the line of Harsh Shah from Dimensional Security. 

Please go ahead. 

Harsh Shah: Sir, my first question would be related to your foundry plant. So one-third of the total 

production will be used captively and rest will be used for outside demand. So can you tell me 

in last six months or last one year how much has we been able to utilize the capacity for both 

the captive consumption as well as meeting external demands? 
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Udit Seth: Good question. We are looking at the commercial production of the foundry only now from 

April of 2016. The way we have planned the 30,000 tons per annum foundry is such that on 

an increasing base from a minimum of 12,000 tons per annum, the requirement is for Setco 

alone internal consumption both for our new clutches as well as our international business. 

Nonetheless, all our foundry supplies will not be switched over to our own captive foundry 

because we need to maintain a two source strategy. About that could actually result in 

maybe for us in this financial year by about say 60% of our requirement for internal use, the 

balance we are developing customers who have already sent us drawings and we expect that 

the sale will begin from the third and fourth quarter for this financial year. Going forward, we 

expect that our foundry at this level will probably cater to 30% of our total consumption for 

Setco, and balance 70% will be for outsiders. 

Harsh Shah: So 12,000 tons is our captive requirement of which 60% we will be using from our own plant, 

is it right? 

Udit Seth: I did not catch the last part, could you just repeat that please? 

Harsh Shah: See, I mentioned that 12,000 tons per annum is our captive requirement. 

Udit Seth: Today? 

Harsh Shah: Today, as of now. 

Udit Seth: Tomorrow it will go up to 15 and day after tomorrow to 20.  

Harsh Shah: And of that 60% we will try to use from our captive plant? 

Udit Seth: What happens is that as our internal consumption grows we will also probably expand our 

own foundries requirement after the monitoring of the next three to five years and out of 

which possibly a small percentage will be for our own internal consumption because our 

international partners which are Lingotes Especiales has also been part of this, they have a 

requirement to cater to their international OEM clients in India such as Ford, Volkswagen and 

such. And also their cost effectiveness from Europe is not in totality, therefore over a period 

of time even the export market for their customer will be serviced from India in a completely 

machined manner.  

Harsh Shah: Sir what is the capacity utilization we are targeting for this year, FY17? 

Udit Seth: For Lava Cast or for Setco? 

Harsh Shah: For Lava Cast. 

Udit Seth: You could say about 18,000 tons per annum we are planning to reach. 
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Harsh Shah: So that is roughly 60%? 

Udit Seth: Yes, that is right. 

Harsh Shah: And sir this Lava Cast is a JV with Lingotes, correct? 

Udit Seth:  That is right. 

Harsh Shah:  What is our share? 

Udit Seth:  80%. 

Harsh Shah: And in LCV I wanted to know who is the current incumbent player and what is the market 

share for LCV clutch? 

Udit Seth: Pardon? 

Harsh Shah: For LCV clutch who is the current incumbent player, the leading player and what would be 

the market share? 

Udit Seth: LCV is mostly catered to by a company called Valeo, they are French organization which is in 

multi-product and they have a dominant I would say market share across almost all 

segments.  

Harsh Shah: And lastly we are talking about EBITDA margin in excess of 17%, so currently we are at around 

13% - 13.5% excluding other income, so are we expecting such a huge amount of around 400 

bps? 

Udit Seth: Sorry? 

Harsh Shah: I mean for EBITDA margin currently for FY16 we stand at around 13.2% to 13.3%, so we are 

planning another 4% increase in the margins? 

Udit Seth: Yes. 

Vinay Shahane: See, that 17% what Mr. Seth was earlier talking in the introductory remark is what we have 

already achieved and we have proved that it is attainable and whatever because of the 

business downturn over the last three, four years the margins have taken a hit but with 

basically the expansion of business and basically more favorable business segments with 

higher share of exports and aftermarket the margins will be better than the home average, 

plus the volume increase in engineering industry after a certain point which is called 

breakeven point, your profitability percentages will increase much more than the 

proportionate increase in sales. So 17% we have achieved it and is perfectly doable.  
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Udit Seth: In fact it would be also important to add over here that last few years we have done the 

investment keeping in mind the growth, now we are not investing any more for the growth 

rather going after the growth. We have also looked at several cost cutting initiatives within 

the organization, for example we are severely looking at our manpower cost, our inventory 

carrying cost and our raw material cost, all through better efficiencies internally which in 

itself will add a good 3% - 3.5% into our margins on top of the diversification by product 

segment as well as by market segment. And the diaphragm spring production will also add 

significantly to the bottom-line because A, we would have stopped importing the diaphragm 

spring from Germany and now we are already producing them in-house. As far as the foundry 

is concerned, it is a fully machined product, while we do an arm's length transaction Setco we 

are getting better quality casting therefore lesser rejection, the inventory carrying cost 

completely comes down, the scrap goes from Setco straight into the foundries, there is no 

external party involved plus there is no freight cost. So all this together is making our entire 

organization a better vertically integrated organization and more efficient. 

Harsh Shah: And for the diaphragm, so here also we are catering to the external demand or is it 

completely used for captive consumption? 

Udit Seth: It is completely for captive consumption, in fact there are many different models and 

variations which are required and we are completely focusing for our own technological 

upgradation.  

Harsh Shah: And just last question, sir the MHCV side of our business is primarily dependent on this MHCV 

cycle, so we have already seen two years of good growth in double-digits, if after a couple of 

years the MHCV industry starts picking out still it will be able to grow at this CAGR or 20% and 

above? 

Udit Seth: So I will answer this question in two parts, one is that normally the cycle lasts normally about 

four to five years and only two years have gone by and these two years have gone by without 

many major initiatives taking place in the Indian market when you look at there is no 

infrastructure picking up which has happened so far, there is no mining which is happening 

and all of this has started now taking off under the new government. And therefore we are 

hopeful that it is going to add to the market growth in the next two years. On top of that, we 

see that the Indian OEMs or the India manufactured products are being sold into the 

international market in a bigger way whether you are taking southeast Asia, Africa, Middle 

East in that manner. The third contributor for us to continue the growth story is that our 

international business is picking up and we are not solely reliant on the MHCV segment in 

India with major focus going into the United States market as well as in the European market. 

And finally, if you see there is one data point, and I will try and dig it out and send it to you, 

but the percentage of vehicles to the population of the country, if you put a statistic in place, 

India is the lowest worldwide and we have a long way to catch up to actually get to the 

market standards and therefore we are seeing a great contribution. Lastly, not to forget that 
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the emission standards are changing dramatically in India, we are skipping the Euro V 

completely, we had Euro IV and from Euro IV to jump to Euro VI some dramatic level of 

scrapping of old vehicles will have to be done and a complete new age of generation of 

vehicles will have to come in for which we are already readying ourselves. So we see that this 

growth will continue for the next four to five years by which we would have also created 

ourselves for segmental opportunity in the farm equipment and LCV, thus kind of fortifying 

ourselves from this cyclical MHCV market. I think this should give you kind of an idea where 

we are going. 

Moderator: Thank you. Our next question is from the line of Dhruv Bhatia from AUM Advisors. Please go 

ahead. 

Dhruv Bhatia: My first question actually was, you are saying that you heard some RFQs with farm 

equipment players as well as the LCV players, have you been able to get any orders yet from 

any of the clients? 

Udit Seth: We are on the platform nominations, so currently we are in the testing phase with them, we 

are very confident that commercially and technically we will be qualifying. Already some of 

the products are going into the aftermarket which we have already started exploring because 

we are confident that over there we will garner the business as well. So I do not see that 

whether it is a question of if, it is a question of when and it will surely come through. 

Dhruv Bhatia: And what will make the clients move from his existing supplier to you, is it that he wants a 

second supplier or is it that your probably pricing is lower than your competitor and hence it 

has been attractive for them? 

Udit Seth: There are three sides to this, pricing normally is the worst area for anyone to compare you 

with. Of course being in India we are cost competitive but the way we service our customers 

and the consistent quality with which we have been supplying to them and as I mentioned in 

the toughest of times Setco has catered to Tata Motors and many other clients when there 

were Godhra riots and all of that and we used to send our vehicle under police protection 

from Halol to the customers and OEMs, they have seen that we have worked with them. 

There have been cases where clutches have failed because of some other component in 

international markets and we have sent our people at our cost to service the clients. I mean 

these kind of there are numerous amount of anecdotes of this kind which I can put on the 

table which the OEMs have recognized. And like I said, a clutch kind of product cannot be 

serviced with an arm's length, you have to have people on the ground and serviceability on 

the ground which I do not think anyone in India has the kind of network and bandwidth which 

we have created.  

Dhruv Bhatia: And I believe in the OEM space probably our margins would be sub-10%? 
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Udit Seth: Approximately higher single-digit to lower double-digit, depending on which OEM we deal 

with. 

Dhruv Bhatia: So would it be the similar levels for the LCV as well as the farm equipment? 

Udit Seth: It normally goes in the similar kind of format. In fact if you look at it, and I should be frank 

about this, MHCV market is the best earning market for us because the vehicles in India and 

many other parts are the most loaded, most abused, most utilized and therefore the change 

is most. It is very difficult to do that when you are operating in a farm or you are operating in 

an LCV. So the product has the highest value composition out of the MHCV sector and 

possibly lower in FPS and LCV but for us to maintain our dominant space and to ensure that 

there is a kind of a breakout from the cyclical format of this industry it is important to spread 

our wings across all these market segments as well as product segments.  

Dhruv Bhatia: And the last question I think was on the revenue front where you mentioned that from 

current levels you expect to be a Rs.1,000 crores revenue company in the next two to three 

years. So I mean if you could just probably help us with which part of whether the OEM, the 

aftermarket exports or what will be the driver for this growth? 

Udit Seth: Our current export is about 7% to 8% of our total turnover, we expect that to become 20% of 

our total turnover. We have a 15% growth year-on-year, we are envisaging at least in the 

OEM segment and proportionate increase in the OES and aftermarket segment. So this put 

together with the foray of new products as well as international business we are very 

confident of hitting this figure in the next two years. 

Dhruv Bhatia: And what gives you the confidence for the exports to become 20%, I mean because the 

growth will be far higher than the 15% growth that you are talking about for the domestic 

market? 

Udit Seth: No, the export realization is much higher in the clutches normally because we command a 

better price even though we are cheaper than the nearest competitor in that market we are 

still more cost competitive. The larger clutches are the ones which we are exporting, we are 

not focusing on export of LCV and FES but basically on the large diameter clutches of 15 inch, 

17 inch, 400 twins. And if you look at the United States market, North America market 

particularly, those markets are taking twin clutches. So in every truck there is a dual clutch 

rather than a single clutch. So not only is the top-line higher but there is a cost 

competitiveness across putting a double disk product in that vehicle. So I think this is the one 

which is contributing largely, plus in the North American market as well as in Russia where we 

are expecting strong OE nomination we are seeing that we will be able to take over a 

significant size of the market because there is only one player over there right now and that 

market has a little more opportunity over there. Now the local OEMs which we supply to such 

as Daimler which is Bharat Benz and MAN, they all have their global sourcing offices here in 
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India and by our performance or rather good performance over here in India where we have 

supplied to them as a single source, they are now nominating us onto those global platforms 

and the supply chain management is looking to take us onboard in these international 

markets. Of course it’s a journey but we believe that with that it will have a good impact for 

us in the aftermarket and the OES also. And normally before we go into OEM in those 

markets they will nominate us on the OES platform. So we see that also contributing because 

the OES price realization is higher than the OEM price realization, though it is the 

international market as well. 

Dhruv Bhatia: And are you approved on any of the international manufacturers platform? 

Udit Seth: Already supplying into nominated onto Bharat Benz and MAN, and MAN is part of the VW 

Group, VW is the owner of Scania as well MAN as well as one major OEM, so Mercedes Benz 

also owns two, three other brands like Mitsubishi, Fuso in Japan. So now our name 

automatically comes on to the global RFQs. 

Dhruv Bhatia: And just one lastly, I think this will be the first year of the foundries working, you mentioned 

that 60% capacity utilization, so does that mean I mean at the full utilization what can be the 

turnover for this foundry? 

Vinay Shahane: You mean to say around 100% capacity utilization? 

Dhruv Bhatia: Yes, at 100% utilization what can be the turnover of the foundry? 

Vinay Shahane: Basically 100% is theoretical situation, it is never really feasible or possible to achieve 100%, 

but at the maximum on current install capacity of 30,000 we should have turnover of around 

Rs.300 crores.  

Dhruv Bhatia: So this year you can do 60% means around Rs.180 crores of which you think 60% will be 

captive consumption and the rest would be...? 

Vinay Shahane: Sorry, come again please. 

Dhruv Bhatia: Rs.300 crores is the maximum turnover that you can do from this foundry. 

Vinay Shahane: Current capacity, yes. 

Dhruv Bhatia: And you were saying 60% utilization is the target for the current year, that will be Rs.180 

crores of revenue for this year of which you are saying 60% will be captive transaction and 

the rest will be sold outside? 
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Vinay Shahane: See, 18,000 is total capacity during the full year what we are saying, it is not fully for Setco, 

there will be some external customers also what Udit mentioned, we expect the external 

business from third quarter or fourth quarter, that will also be a part of this 18,000.  

Dhruv Bhatia: Right, but that 18,000 you are saying 60% will be used for internal consumption, right? 

Vinay Shahane: Yes, it will be around 11,000 to 12,000.  

Moderator: Thank you. Our next question is from the line of Priyank Gupta from SFCA. Please go ahead. 

Priyank Gupta: Sir, in Q4 our blended realization has declined by around 7% on QonQ basis, sir what is the 

reason behind the same? And do you see stabilizing over next year at the same level? 

Udit Seth: I am not getting your question clearly, can you be little more elaborate? 

Priyank Gupta: Yes sir. Sir in Q4, our blended realization has declined by almost 7% on QonQ basis. 

Udit Seth: How do you define blended realization? 

Priyank Gupta: Sir our total sales divided by our total volume, total revenue divided by our total volume, is 

that has declined by around 7% on QonQ basis.  

Udit Seth: We need to check it, can we get it offline and we can share it, we will discuss this issue? 

Priyank Gupta: Okay, no problem. And sir one more thing, sir in our quarterly sales growth has been very 

erratic this year and it is not in the sync with the industry growth numbers, sir what is the 

reason behind the same? 

Vinay Shahane: See, basically Q4 like every year has seen the maximum growth over the previous quarter, the 

first nine months admittedly were not really encouraging and not seeing a substantial growth 

over the previous year, there were lot of inventory corrections or process correction what we 

are doing with suppliers as well as our OE customers where we have to keep certain in-transit 

inventory at respective locations which were getting rationalize and so naturally there is 

effect on the billing cycle. So all those corrections basically happened in first two quarters 

where the growth was not so significant. And once the processes were stabilized you have 

seen the result in Q4 and I hope in coming year you should have more consistent growth 

pattern. 

Udit Seth: Additional to add to what Mr. Shahane has mentioned is that normally the growth for a 

company like ours has always been third and fourth quarters contributing to about 55% to 

60% of our turnover most of the time, also it’s on the account of normally post monsoon 

pickup where the trucks and activity in the mining and infrastructure kind of picks up in a big 

way. So we expect to continue in the same manner where quarter there and quarter four 
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generally are the main contributors, maybe in the last couple of years we have seen a little bit 

of OE growth but we have seen negative in the side of exports and OES, IAM due to various 

market conditions. But in totality normally post monsoon pickup is what we see in our 

industry.  

Priyank Gupta: And one more thing sir, any change in outlook regarding exports that is tepid in the current 

year only, so any outlook on the export markets? 

Udit Seth: Export, in fact from quarter four onwards we are seeing a good contribution. I know that you 

have seen a negative growth in a pretty big way in this coming year and the overall sales is at 

6 to 7% of our total turnover, maybe a 25% de-growth, that has also been on account that 

international markets have not been very buoyant and some of the competitors who have OE 

presence in those markets have thrown away clutches into the aftermarket at almost 

discounted throwaway kind of prices. We are seeing some buoyancy in those markets and 

with our new products which I had mentioned which is very critical for the international 

markets being ready now, we see a good opportunity to turn that deficit around and see that 

as the future growth opportunity for our Company. 

Priyank Gupta: And sir last thing, do we expect any incremental cost benefit from the raw material cost side? 

Udit Seth: In which way? 

Priyank Gupta: Decrease in raw material cost. 

Udit Seth: Because of Lava Cast or overall? 

Priyank Gupta: Overall. 

Udit Seth: Yes, of course our buying efficiencies are going to be much better this year simply on the 

volume front. Apart from that we have our own diaphragm spring manufacturing in-house, of 

course lot of process efficiencies have been put into place and with the coming of the foundry 

we are strongly looking at how we are managing our cost for production as well as inventory. 

And all of that put together we can see anywhere between 1% to 2.5% improvement in our 

raw material buying which directly will go into our profitability.  

Moderator: Thank you. Our next question is from the line of Dhawal Shah from Oppenheim. Please go 

ahead.  

Dhawal Shah: So just correct me if I am wrong, you said 61% of your total cost is raw material cost, do you 

think that coming down going forward two or three quarters considering metals price has 

been soft? 
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Udit Seth: Yes, we do see the pricing coming down in this year as I had mentioned by about 2% and I 

think the proof of the pudding will be in eating when we reassemble maybe sometime later.  

Dhawal Shah: And any reason for why the long-term borrowing on the consolidated basis and the short-

term borrowing both have gone up? And subsequently our trade receivables have also gone 

up, any reason for why this is happening? 

Vinay Shahane: Basically long-term borrowing on consol basis what you are referring to is basically the CAPEX 

which we have incurred on the Lava Cast foundry project which has been commissioned 

basically our commercial production has started in April 2016. So in 2015-2016, or 2014-2015 

and 2015-2016 were the construction where only the borrowing has come on the books 

without any commensurate revenue or profits. The real revenue stream will start from this 

year and accordingly profit and everything will start, that is the only reason why the long-

term borrowing has gone up otherwise on standalone you can say there is not much of 

deterioration in the financials.  

Dhawal Shah: What about short-term borrowing and trade receivables? 

Vinay Shahane: Trade receivables, I think I just earlier also we explained, basically when we look at annual 

sales and work out the number of days or you look at only Q4 sales and work out the number 

of days where 35% sales is in last quarter, the picture gets a little distorted. If you look on Q4 

results only the receivables maybe around 45 days, 48 days and considering the OEM players 

I have to keep certain inventory at respective locations and normal trade practices, I think 45 

days is a decent this thing, can be improved upon. But yes, there is first to everything, we will 

work on the processes.  

Dhawal Shah: And our total debt to equity at the moment stands at 1:1, would that be right? 

Vinay Shahane: Yes on standalone, yes. 

Dhawal Shah: And in regards to revolve of credit with the banks, do we have subsequent lines? 

Vinay Shahane: Yes, we  have sufficient credit lines with the bankers to take care of our working capital as 

well as our term loan requirements.  

Moderator: Thank you. Our next question is from the line of Mahesh Bendre from Way2Wealth 

Securities.   

Mahesh Bendre: Sir, as you said we are planning to achieve Rs.1,000 crores of sales over the next two to three 

years, will there be change in the composition of the margins that we currently make and 

what will be composition in terms of our balance sheet? 

Vinay Shahane: Can you just be a little clear, what is the composition of balance sheet? 
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Mahesh Bendre: In terms of debt equity ratio will there be improvement or would there be a further addition 

to debt that will come on the balance sheet? 

Vinay Shahane: No, on Rs.1,000 crores if you are looking at it, the debt equity will be much below one, even 

on perhaps consolidated level it would be just around 1:1 at Rs.1,000 crores in a three year 

period. What was the second question? 

Udit Seth: Second question was related to I think market share and margin, we expect that our 

aftermarket and international business contribution in terms of overall market will be about 

60% - 65% of our total turnover, OEM will be about 35% of our turnover in the increased 

scenario. Thus the contribution coming out of the aftermarket will be much better for us. Also 

because the kind of emission standards are coming, the size of clutches is also going to 

become bigger, hence the contribution at product level will also be better for our 

organization.  

Mahesh Bendre: So hence margin could be better than what we are making? 

Udit Seth: Yes, much better.  

Mahesh Bendre: And sir last question, in our presentation we have written that we have a vision of achieving 

$1 billion by 2021, so just trying to understand what is this. 

Udit Seth: See, the way we have defined the clutch market worldwide it is a 42 million vehicle market 

globally and if you put China aside the overall market size which is penetrable by us is about 

25 million to 27 million vehicles and if you remove the OEM then there is a tremendous after 

market available. So as a company who is making a 1.5 million clutches today, our aspiration 

is to triple or quadruple this overall capacity that we have by catering to OEM, OES and 

aftermarket requirements globally, that in itself will increase our turnover in the MHCV 

segment. Added to that, if we look at the further consolidation in the farm equipment 

segment and the LCV segment we see a good growth opportunity available for us, and by the 

time the Company has a certain large size we would not rule out at that time looking into a 

new technological foray either through an organic or an inorganic growth which we have not 

envisaged today. But if you put all that together then there is a vision which is there where 

our Company can reach to a certain size not just by the India play but by looking at the global 

marketplace. This is how we have kind of envisaged that and become one in three clutch 

supplier in commercial vehicles space and one in five clutches worldwide in the farm 

equipment space. 

Moderator: Thank you. Our next question is from the line of Bhavesh Jain from Envision Capital. Please go 

ahead. 
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Bhavesh Jain: Sir, one question, you said about product development which earlier you were explaining and 

you going ahead you will be capitalizing it, per annum what will be the cost? 

Udit Seth: The annualize capitalization would be in the range of Rs.3.5 crores to Rs.4 crores at current 

levels. 

Bhavesh Jain: And sir are we going to pay any technical fee or royalty to our technology partner in JV, that is 

Lava Cast? 

Udit Seth: No, in Lava Cast there are no technical fees or royalties payable.  

Bhavesh Jain: And in Setoco standalone are we paying anything for technological collaboration with Dana 

USA? 

Udit Seth: We do not have a collaboration anymore with Dana USA, we have actually acquired our 

collaborator in 2005 which is now Setco UK.  

Bhavesh Jain: And going ahead we do not have any relationship with them? 

Udit Seth: No.  

Moderator: Thank you. Our next question is from the line of Chintan Shah from Chitara Capital. Please go 

ahead. 

Chintan Shah: My question is relating to the independent aftermarket, could you just throw some light on 

how independent aftermarket has performed over the last year, year and half? 

Udit Seth: So I will give you a little preamble to this, our Company for the long time was never in the 

independent aftermarket, we only decided to foray into it in the last three years and the 

objective was that we were a dominant player in the OEM and the OES which we still 

continue to be, but when you look at a vehicle ownership cycle the market is normally, if I am 

truck owner I normally own the truck for three to four years and then there is a turn. So each 

truck goes through about four ownership cycles, by catering only to the OES segment I was 

not catering to the second and third ownership cycles which actually became available to us 

by entering this independent market. So our criteria for getting into the independent market 

was, A) we would have a distributor partner who would be able to exclusively hold our brand 

and no other competing line, and B) has a significant foray in the geography he is in. So every 

state in India we would have one or two distributors at max, we have a 42 distributor 

network now India wide, our independent aftermarket growth is very closely pegged to the 

OES performance because there is a price differentiation we maintain between those two 

markets, we do not want to infringe on the markets in which the OES is already there and 

therefore we make sure that our distributors, retailers and service contacts are also different 

from that of the OES segment. So overall it is a new area of operation for us, we are creating 
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many loyalty programs over there, we are seeing a lot of growth in the first two years, we 

have already reached Rs.100 crores turnover, I think that was on a very small base. Now to 

see that increase I would say it will not be at that level but we see the independent 

aftermarket growing. And once the emission standards continue to change then we will see a 

strong demand in the aftermarket because the new vehicles will completely change 

technology. 

Chintan Shah: Sir but is the traction in the aftermarket for our product or for our brand keenly observed, 

that is the kind of sense that I wanted to get. 

Udit Seth: In fact, people do not really have a choice, there is a saying in Hindi, "Jo dikhta hai, Vo bikta 

hai". In the OEM our brand strategy is co-branding, we brand with our brands and the OEM 

brand and in the independent aftermarket the only brand in our brand. So when the clutch 

comes out of the truck they see that it is a Setco clutch which is also a Setco clutch which they 

are buying in the independent aftermarket under the LIPE brand and that is what is allowing 

people to prefer our clutch in the second and third ownership cycle, by the time the fourth 

ownership cycle comes they could buy anything from anywhere and really the price points 

are miserable, quality standards are not even discussable. And therefore our brand is very 

well understood in this market which we have built over the last 15 years very-very 

rigorously.  

Chintan Shah: And so what would be the kind of margins that we would be enduring in this aftermarket? 

Udit Seth: If you think about absolute terms, if we think OEM as the base where I have said 100 points 

profitability, through OES channel which is aftermarket through OE distribution network 

could be somewhere between 105 to 107 and direct aftermarket would be somewhere 

around 115 to 118.  

Moderator: Thank you. Our next question is from the line of Pankaj Bobade from Axis Securities. Please 

go ahead. 

Pankaj Bobade: I joined a bit late, so I might have missed something. I just wanted to understand, in this year 

i.e. FY16, our consolidated EBITDA is less than that of standalone, so what exactly is dragging 

the consolidated EBITDA? 

Vinay Shahane: Perhaps you don’t know, I just read, you joined little late. The subsidiaries, the UK and US 

subsidiaries which we have already explained are basically a service and development 

establishments where the cost, basically they are not operating on profit centers but they are 

service centers. So basically they have incurred losses last year also, this year also the losses 

have gone up, we are administrating that. So basically our concern is actually the losses of 

subsidiaries will be adjusted against the standalone profits and that is the only reason why 

EBITDA margins are lower on consol.  
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Pankaj Bobade: So how do we see this going forward, do we see them as continuing with such standard or do 

you see them turning around? 

Udit Seth: We see that the market performance of the subsidiaries is going to grow substantially on 

account of the new product that we have added to our portfolio, the new markets in which 

we are going and our increased presence in the markets of where we have identified as our 

growth opportunity, I think we will able to not only create no loss no profit kind of scenarios 

in our subsidiaries on an immediate basis and maybe going for marginal profits, at any given 

time we do not really want massive profits to be accumulated in the level of our subsidiaries 

because the profitability we are accumulating over here in India but we will be investing in 

them to ensure that our development as well as our sales are taken care of and service is 

taken care of in an appropriate manner. 

Pankaj Bobade: Sir in an answer to earlier question you mentioned that your available market is around 42.5 

million vehicles and addressable is some 25 million vehicles, so in this assumption did you 

assume only the MHCVs or even the private passenger vehicles? Actually I wanted to 

understand, do you see any disruptive technology affecting our expectation going forward? 

Udit Seth: So two parts, first of all the 42 million is only the class six, seven, eight trucks globally which is 

above a certain tonnage, so that is the medium and heavy commercial vehicle range. Coming 

to the next point on disruptive technology, no we do not see any disruptive technology in this 

space at all unlike the passenger cars where most people have gone automatic. Over here 

because of the load carrying capacities as well as rigorous duty cycles of these vehicles, 

manual or the automated manual transmission are both required where a clutch is a very 

integral part of the vehicle and the engineering standards will only improve from a noise 

vibration harmonics standpoint but not from a product standpoint.  

Pankaj Bobade: Sir last question. If I want to connect with the management whom do I contact with? 

Udit Seth: You can connect with me or with Mr. Vinay Shahane who is our head of Finance.  

Pankaj Bobade: Sir, can you help me just mail id, I will just mail him. 

Vinay Shahane: My mail id is vshahane@setcoauto.com. At the end of our performance note there is a last 

page contact details are there anyway.  

Moderator: Thank you. Our next question is from the line of Harsh Shah from Dimensional Security. 

Please go ahead. 

Harsh Shah: Just two quick questions, firstly, can you give me the breakup of sales for FY15-16 in terms of 

domestic and export as well as OEM and aftermarket? 
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Vinay Shahane: On standalone basis exports were 5% of the total turnover, OEM was around 35% and 

aftermarket was around 60%. 

Harsh Shah: 60% aftermarket, this was for FY16? 

Vinay Shahane: Yes, FY16. 

Harsh Shah: And same number for FY15? 

Vinay Shahane: FY15 exports were around 7%, OEM was 31% and aftermarket 62%. 

Harsh Shah: And another question is, what was the potential revenue from this foundry division if it 

operates in peak capacity, what is the highest revenue that we can achieve? 

Udit Seth: Total turnover could be around Rs.300 crores. 

Moderator: Thank you. Our next question is from the line of Parag Adenwala from Capital Portfolio 

Advisors. Please go ahead. 

Parag Adenwala I just had one question that was on your target of Rs.1,000 crores, you are at about Rs.565 

crores as of March 2016 and in two years you are talking about a Rs.1,000 crores turnover 

which means you are talking about on a simplistic basis adding 50% every year, which to me 

seems a tall order, if you could explain it that will be great. 

Udit Seth: See, when we are talking about hitting Rs.1,000 crores turnover, I will just clarify it. We are 

expecting it in the next two to three years, that is how we are looking at it and when we talk 

about that also we would be looking at consolidated with Lava Cast as part of our Group 

turnover which we are looking at. And so there will be a contribution which will come in from 

our foundry business which is of course a very significant part and an important part of our 

Group. Other than that, as I explained on the call, we are seeing a tremendous growth 

opportunity in the export market, a growth in the OEM segment which is in itself about 15% 

to 16% annually. So with a CAGR of anywhere between 25% to 27% we are pretty confident 

of hitting our projected numbers, that aftermarket also will continue to grow between the 

OES and the independent aftermarket and finally the contributors in the third year the tractor 

business as well as the LCV business will become contributors.  

Participant: Just a follow-up, in the fourth quarter you have notched up a very decent growth rate, now 

for the entire year next year do you think that run rate will continue quarter wise or we can 

expect this accelerated growth rate only in the second half? 

Udit Seth: Normally you see a better growth rate for us in the third quarter and fourth quarter, the first 

two quarters pre-monsoon are normally a 35% to 45% contributor to our overall turnover, 
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the rest of it comes after normally once Diwali kicks in and the firecrackers are off that is 

when the sales kind of picks up. 

Participant: No, I meant the YoY growth in the first half, would it also have the same growth rate as the 

fourth quarter of last year? 

Udit Seth: No, we do not expect it that way. 

Participant: So the accelerated growth rate as you mentioned would be only in the second half? 

Udit Seth: Yes. 

Vinay Shahane: If you want me to clarify, year-on-year if you look at half year to half year, yes it will be better 

half than the same time last year, but if you ask me basis my last half of last year to first half 

of this year, no. 

Moderator: Thank you. Our next question is from the line of Mr. Lodha from Max Future Securities. 

Please go ahead. 

Mr. Lodha:  Just wanted to ask, what is the percentage of Setco holding in the joint venture that is the 

Lava Cast? 

Udit Seth: 80%. 

Mr. Lodha:  And in general what is your view for overall growth in medium and heavy commercial vehicle 

going forward in two , three years down the line? 

Udit Seth: We are looking at an industry peak of the OEM cycle, possibly not even this year, next year, 

the growth is tremendous, hitting 2011 numbers we have not achieved yet, we should cross 

those this year, we will grow on top of that in the coming year. And if you look at the overall 

MHCV growth that we are kind of looking at, as I mentioned, this growth is purely on the 

pickup of the infrastructure and the mining sector which is taking place, the future growth 

will happen also on the back of the standards and emission norms changing. So all in all this 

growth I will see is going to continue, I would say is growing for the next four to five years, 

this year itself it is projected that the OEM business will grow at about 35% from last year as 

per the SIAM data. 

Mr. Lodha:  I did not get the last part, OEM part you said. 

Udit Seth: If you look at the vehicle production, that vehicle production will grow at 15% in the SIAM 

data but because of our nomination on new platforms as well as further growth and further I 

would say strangle hold on that business we will grow by about 30% to 35% in the OEM 

segment.  
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Mr. Lodha:  So coming back to that, can you give me some idea what is the growth that you can expect in 

the next two years i.e. FY17 and FY18? 

Udit Seth: Which is what I am mentioning, it is like you could assume anywhere between 25% to 30% 

CAGR for the company year-on-year.  It is important to mention there that the EBITDA margin 

is going to become far stronger keeping all these growth opportunities in mind and I am 

hopeful that the organization in the next three years will touch or may cross the highest 

EBITDA margin which we had in 2011-2012, I think we can definitely cross 17% quite easily in 

the next three years. 

Moderator: Thank you. As there are no further questions I would like to hand over the conference to Mr. 

Udit Seth for his closing comments. 

Udit Seth: I think I would like to first of all thank each and every participant for the detailed questions 

that you put forth to us, we have noted down these questions and what we will do is that 

every now and then on a frequency we will prepare an FAQ which we will ensure that you are 

updated on our performance from time to time. We will also schedule more calls in the 

future to keep in touch with peer group and talk about how the Company is progressing. And 

we thank you for your time. And in case you have any queries which we were not able to 

answer, please feel free to email me or Mr. Shahane and we will connect with you and try 

and kind of answer as many questions as possible. Having said that, I also take this 

opportunity to invite you to come and visit our facility and better see the progress that we 

are making in the R&D as well as manufacturing space both at Lava Cast as well as Setco in 

Kalol, Gujarat. Don’t come now, it is very hot, but post monsoon we could schedule 

something for all of you. Thank you. 

Moderator: Thank you. On behalf of Setco Automotive that concludes this conference. Thank you for 

joining us and you may now disconnect your lines. 

 


