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THAILAND / AUTOMOBILES & COMPONENTS UP/DOWNSIDE +20.0%  
    

Getting back the glory 
 

Earnings visibility clears up with a large order book into 3Q10. 
Margin is on the way back to levels seen in the good old days. 
Earnings look set to double with lower than 3% EU exposure. 
We lift earnings by 6% in 2010-12. BUY to a THB21.00 TP.    

Clear earnings visibility  
Although classified as a consumer 
discretionary stock, we like Somboon 
Advance Technology’s (SAT) clear 
earnings visibility. Backed by its large 
order book, SAT should easily achieve 
25% sales growth this year while this, 
along with the leverage benefit, would be 
enough to double its earnings and allow a 
further 10% growth in 2011. Reflecting the 
stronger-than-expected margin trend, we 
raise our 2010-12 earnings forecasts by 
6% on average. With 20% potential 
upside to our THB21.00 TP and a 4% 
dividend yield, BUY. 

Back to good old days for margin 
On the back of rising orders, we forecast SAT’s utilisation rate to surge 
from 60% last year up to 80%, surpassing the pre-crisis level. This should 
help to bring gross margin back to what it achieved in its glory days of 
close to 21%. The recent spike in steel prices (80% of total production 
costs) doesn’t pose a threat to this improving margin trend due to cost-
plus agreements with automakers as more than 80% is passed on with 
one quarter’s lag. At the same time, SAT has also raised capacity quite 
carefully so its plant utilisation rate should stay way above break-even 
level. Accordingly, its plants continue to enjoy positive operational 
leverage so gross margin should be sustained at these high levels. 

Sales secured with order book 
Amid concerns over a car production slowdown on political instability and 
the EU debt crisis, SAT’s large order book into 3Q10 provides comfort. In 
April when the political crisis began, domestic car sales surged 44% y-y 
and momentum remains strong. The EU isn’t a main export destination, 
accounting for just 5% of total car exports and less than 3% of SAT’s 
turnover. In addition, contribution from non-auto client Kubota is rising, 
supported by its production base relocation from Japan to Thailand. Our 
sales forecasts in 2011-12 also look secured as 10% is backed by new 
orders on hand and the rest from ongoing orders for existing models.  

Very strong balance sheet 
SAT has a very strong balance sheet. Its net gearing ratio is low at 0.7x, 
falling to 0.5x next year. This lowly-geared balance sheet helps reduce its 
interest burden and mitigates the risks in the event of a downturn. The 
turnaround in EBITDA to more than THB1.0b gives comfort that SAT’s 
minimum dividend payout policy of 30% will be resumed. This would 
translate into a THB0.64 DPS this year and a 4% dividend yield. 

HOW WE DIFFER FROM THE STREET 

 BNP  Consensus % Diff 

Target Price (THB) 21.00 20.19 4.0 

EPS 2010 (THB) 2.10 2.11 (0.5) 

EPS 2011 (THB) 2.31 2.45 (5.7) 

 Positive Neutral Negative 
Market Recs. 13 1 0 

KEY STOCK DATA 

YE Dec (THB m) 2010E 2011E 2012E 

Revenue 5,362 5,778 6,308 

Rec. net profit 630 694 797 

Recurring EPS (THB) 2.10 2.31 2.66 

Prior rec. EPS (THB) 1.97 2.21 2.54 

Chg. In EPS est. (%) 6.6 4.8 4.4 

EPS growth (%) 104.5 10.1 14.8 

Recurring P/E (x) 8.3 7.6 6.6 

Dividend yield (%) 3.7 4.0 4.6 

EV/EBITDA (x) 5.7 5.1 4.4 

Price/book (x) 1.5 1.3 1.2 

Net debt/Equity 65.9 51.5 32.4 

ROE (%) 20.1 19.0 19.0 
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Share price performance 1 Month 3 Month 12 Month 
Absolute (%) 2.9 27.7 236.5 
Relative to country (%) - - - 

Next results August 2010 
Mkt cap (USD m) 161 

3m avg daily turnover (USD m) 0.4 

Free float (%) 49 

Major shareholder Somboon Holding Co Ltd (27%) 

12m high/low (THB) 18.10/5.20 

3m historic vol. (%) 31.9 

ADR ticker - 

ADR closing price (USD) - 

Sources : Bloomberg consensus; Thanachart estimates 
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Needs only 25% sales growth to double earnings 
As a leading under-car parts producer, Somboon Advance Technology (SAT) stands to 
benefit from the turnaround in Thailand’s car production. Total car sales (domestic + 
exports) staged stellar growth of 56% y-y in 1Q10, translating into superb 1Q10 
earnings for SAT, rising 700% y-y and 7% q-q. Although there are concerns over a 
potential slowdown in local car sales on the back of the political instability at home and 
a possible export slowdown due to the EU debt crisis, we don’t expect this to disrupt 
SAT’s growth story.  

Supported by its large order book, SAT looks set to easily achieve 25% sales growth in 
2010. This, along with operational leverage benefit, should be enough to double SAT’s 
earnings this year and allow another 10% growth in 2011. Reflecting this stronger-than-
expected margin trend, we raise our earnings forecasts by an average of 6% and set 
our TP at THB21.00/share. 

Exhibit 1: Changes In Key Assumptions  
 2010E 2011E 2012E Comment 
Sales growth (%)     
 - New 24.8  7.8  9.2  We conservatively toned down sales growth estimates mainly to reflect SAT's order book on hand 

 - Old 29.9  13.3  14.1   

Change (5.0) (5.6) (4.9)  

     

Gross margin (%)     
 - New 20.8  20.8  20.9  This is to reflect SAT's very healthy 1Q10 margin of 21.4%  

 - Old 20.8  20.5  20.0   

Change 0.1  0.4  0.9   

     

Other income (THB m)     
 - New 80.43  86.67  94.62  Other income is higher on rising scrap sales 

 - Old 55.78  63.21  72.12   

Change (%) 44.2  37.1  31.2    
Source: Thanachart estimates   

After the 32.5% YTD surge in its share price, we admit that SAT doesn’t look dirt cheap 
now, trading at an 8.3x P/E multiple this year, falling to 7.6x in 2011E. However, this 
hasn’t yet surpassed its average P/E band while we project continued strong earnings 
growth momentum, particularly over the next two quarters. With 20% potential upside to 
our THB21.00/share TP as well as a 4% dividend yield, we have a BUY call on SAT. 

Exhibit 2: Earnings Set To Double This Year  
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Exhibit 3: Trades At Average Of P/E Band …  Exhibit 4: … But It’s Still Cheaper Than Peers 
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  P/E P/BV  Div yield  
  2010E 2010E 2010E 
  (x) (x) (%) 
Somboon Advance Tech * 8.3  1.5 3.7 

Aapico Hitech 10.3  0.6 0.9 

Yarnapund (1.9) 1.0 (0.3) 

Thai Stanley Electric * 10.2  1.3 3.4 

Hyundai Mobis 10.0  2.0 0.8 

Minth Group 13.5  2.2 2.3 

Xinyi Glass Holdings 9.8  1.9 4.4 

Depo Autoparts 9.1  1.4 6.4 

Tong Yang Indus 11.5  2.0 3.1 

Great Wall Motor 11.7  1.7 2.3 

Average 9.2  1.6 2.7  

Sources: Bloomberg; Thanachart estimates  Note : * Thanachart estimates 
Source : Bloomberg 

Back to good old days for margin 
SAT’s gross margin has returned to the levels seen in the good old days at 21.4% in 
1Q10, up from 18% last year. We expect SAT to be able to sustain this improving 
margin trend for the following reasons: 

1 Supported by increased orders as mentioned above, we project SAT’s utilisation to 
rise from 53% to 75%, 78% and 84% in 2010-12.  

2 A rise in axle shaft revenues (SAT’s highest-margin product) due to strong Kubota 
orders will also help to average up the group’s margin. 

3 The recent spike in steel prices (80% of total production costs) does not pose a 
threat to this improving margin trend due to SAT’s cost-plus agreements with auto 
makers. Such agreements allow the company to pass on more than 80% of rising 
costs with one quarter’s lag. 

4 SAT has also boosted its capacity quite carefully so its plant utilisation rate should 
be sustained at way above break-even level. Accordingly, its plants continue to 
enjoy positive operational leverage, keeping gross margin high. 

Exhibit 5: Rising Production  Exhibit 6: Recovering Margin Trend 
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Sales secured with order book 
Despite concerns about a potential slowdown in car production due to the political 
instability at home and the EU debt crisis, we expect SAT to be able to sustain the 
turnaround in its sales growth momentum and we project 25% sales growth this year, 
followed by 8% in 2011 and 9% in 2012. Four comfort factors supporting our conviction 
are as follows: 

 SAT has a large order book into 3Q10. This, along with rising contribution from its 
non-auto customer Kubota due to its production base relocation from Japan to 
Thailand, should be sufficient to allow SAT to achieve 25% sales growth this year 
and 8% next. Please note that the company is more bullish than us, guiding for 
30% sales growth this year and 10% in 2011.  

 In April when the political crisis began local car sales surged by 44% y-y and 
momentum has remained strong thus far.  

 The EU is not a main export destination, accounting only for 5% of total car 
exports. As indirect exports account for 55% of SAT’s total sales, this implies less 
than 3% exposure to SAT’s turnover. 

 SAT has potential projects on hand with a total value of THB3.5b, or THB700m pa, 
over five years. These are from new customers ordering from SAT to replace their 
own production. Of the total, half has been agreed based on SAT’s pricing 
quotations while the remainder is in the process of pricing submission. Although it 
looks likely that SAT will win these orders given its high product quality and cost 
competitiveness, we have yet to include them in our projection, leaving them as 
upside for now. 

Exhibit 7: Additional New And Potential Orders  
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Very strong balance sheet 
SAT has a very strong balance sheet. Its net gearing ratio is low at 0.7x, falling to 0.5x 
next year. This lowly-geared balance sheet helps reduce its interest burden and 
mitigates the risks in the event of a downturn. The turnaround in EBITDA back to more 
than THB1.0b gives comfort that SAT’s minimum dividend payout policy of 30% can be 
maintained. This translates into a THB0.64 DPS this year and a 4% dividend yield.  

Exhibit 8: Rising EBITDA…Under-geared Balance Sheet  
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F I N A N C I A L  S T A T E M E N T S  

Somboon Adv Tech 
 
Profit and Loss (THB m) 
Year Ending Dec 2008A 2009A 2010E 2011E 2012E
Revenue 5,814 4,295 5,362 5,778 6,308
Cost of sales ex depreciation (4,298) (3,095) (3,787) (4,061) (4,439)
Gross profit ex depreciation 1,517 1,201 1,575 1,717 1,869
Other operating income 0 0 0 0 0
Operating costs (371) (350) (401) (421) (442)
Operating EBITDA 1,145 851 1,174 1,296 1,427
Depreciation (357) (434) (458) (512) (549)
Goodwill amortisation 0 0 0 0 0
Operating EBIT 788 417 717 784 878
Net financing costs (129) (113) (118) (121) (102)
Associates 23 10 60 65 70
Recurring non operating income 88 45 80 87 95
Non recurring items 3 6 10 0 0
Profit before tax 772 365 749 814 940
Tax (138) (50) (109) (120) (144)
Profit after tax 635 314 640 694 797
Minority interests 0 0 0 0 0
Preferred dividends 0 0 0 0 0
Other items 0 0 0 0 0
Reported net profit 635 314 640 694 797
Non recurring items & goodwill (net) (3) (6) (10) 0 0
Recurring net profit 631 308 630 694 797

Per share (THB)  
Recurring EPS * 2.10 1.03 2.10 2.31 2.66
Reported EPS 2.12 1.05 2.13 2.31 2.66
DPS 0.30 0.00 0.64 0.69 0.80

Growth  
Revenue (%) 16.8 (26.1) 24.8 7.8 9.2
Operating EBITDA (%) 9.7 (25.7) 38.1 10.4 10.1
Operating EBIT (%) 6.8 (47.1) 71.9 9.3 12.1
Recurring EPS (%) 8.0 (51.2) 104.5 10.1 14.8
Reported EPS (%) 7.4 (50.5) 103.6 8.4 14.8

Operating performance  
Gross margin inc depreciation (%) 19.9 17.9 20.8 20.8 20.9
Operating EBITDA margin (%) 19.7 19.8 21.9 22.4 22.6
Operating EBIT margin (%) 13.6 9.7 13.4 13.6 13.9
Net margin (%) 10.9 7.2 11.8 12.0 12.6
Effective tax rate (%) 17.8 13.8 14.5 14.7 15.3
Dividend payout on recurring profit (%) 14.3 0.0 30.5 30.0 30.0
Interest cover (x) 6.9 4.2 7.3 7.7 10.2
Inventory days 44.1 56.4 35.5 34.7 34.5
Debtor days 59.1 83.3 70.6 72.3 71.8
Creditor days 67.9 92.8 74.3 78.2 77.5
Operating ROIC (%) 14.8 7.6 12.0 12.1 13.2
Operating ROIC – WACC (%) 4.4 (3.0) 1.5 1.6 2.7
ROIC (%) 15.7 8.0 13.4 13.5 14.6
ROIC – WACC (%) 5.3 (2.6) 2.9 2.9 4.1
ROE (%) 26.2 11.4 20.1 19.0 19.0
ROA (%) 12.5 6.5 11.0 11.0 11.7
* Pre exceptional, pre-goodwill and fully diluted 

Revenue By Division (THB m) 2008A 2009A 2010E 2011E 2012E
Sales 5,814 4,295 5,362 5,778 6,308
      0 0 0 0 0

Sources: Somboon AdvTech; Thanachart estimates 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Revenue growth resumes 
due to the better top-down 
outlook and new customer 
Kubota 

Margin bottomed out in 
2Q09 and improvement 
looks to be on the way 
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Somboon Adv Tech  
Cash Flow (THB m) 
Year Ending Dec 2008A 2009A 2010E 2011E 2012E
Recurring net profit 631 308 630 694 797
Depreciation 357 434 458 512 549
Associates & minorities (23) (10) (60) (65) (70)
Other non-cash items 0 0 0 0 0
Recurring cash flow 966 732 1,028 1,141 1,275
Change in working capital (96) 77 (4) (49) (64)
Capex - maintenance (1,048) (511) (1,100) (720) (500)
Capex – new investment 0 0 0 0 0
Free cash flow to equity (178) 298 (76) 372 712
Net acquisitions & disposals 4 6 60 65 70
Dividends paid (210) 0 (96) (200) (224)
Non recurring cash flows (48) 9 7 (2) 3
Net cash flow (432) 313 (105) 235 561
Equity finance 0 0 0 0 0
Debt finance 352 (250) 150 (235) (511)
Movement in cash (80) 63 45 0 50
Per share (THB)  
Recurring cash flow per share 3.22 2.44 3.43 3.80 4.25
FCF to equity per share (0.59) 0.99 (0.25) 1.24 2.37
Balance Sheet (THB m) 
Year Ending Dec 2008A 2009A 2010E 2011E 2012E
Working capital assets 1,705 1,400 1,551 1,672 1,825
Working capital liabilities (1,203) (944) (1,140) (1,225) (1,339)
Net working capital 502 456 411 446 486
Tangible fixed assets 4,177 4,254 4,897 5,104 5,056
Operating invested capital 4,679 4,711 5,308 5,551 5,542
Goodwill 0 0 0 0 0
Other intangible assets 0 0 0 0 0
Investments 138 141 141 141 141
Other assets 216 202 252 271 296
Invested capital 5,033 5,054 5,701 5,963 5,979
Cash & equivalents (125) (195) (250) (250) (300)
Short term debt   899 658 559 507 392
Long term debt * 1,698 1,690 1,938 1,756 1,359
Net debt 2,472 2,153 2,248 2,013 1,452
Deferred tax 0 0 0 0 0
Other liabilities 0 33 41 44 48
Total equity  2,561 2,868 3,412 3,906 4,479
Minority interests 0 0 0 0 0
Invested capital 5,033 5,054 5,701 5,963 5,979
* includes convertibles and preferred stock which is being treated as debt 

Per share (THB)      
Book value per share 8.54 9.56 11.37 13.02 14.93
Tangible book value per share 8.54 9.56 11.37 13.02 14.93
Financial strength      
Net debt/equity (%) 96.5 75.1 65.9 51.5 32.4
Net debt/total assets (%) 38.9 34.8 31.7 27.1 19.1
Current ratio (x) 0.9 1.0 1.1 1.1 1.2
CF interest cover (x) (0.4) 3.6 0.4 4.1 7.9
Valuation 2008A 2009A 2010E 2011E 2012E
Recurring P/E (x) * 8.3 17.0 8.3 7.6 6.6
Recurring P/E @ target price (x) * 10.0 20.4 10.0 9.1 7.9
Reported P/E (x) 8.3 16.7 8.2 7.6 6.6
Dividend yield (%) 1.7 0.0 3.7 4.0 4.6
P/CF (x) 5.4 7.2 5.1 4.6 4.1
P/FCF (x) (29.5) 17.6 (69.0) 14.1 7.4
Price/book (x) 2.1 1.8 1.5 1.3 1.2
Price/tangible book (x) 2.1 1.8 1.5 1.3 1.2
EV/EBITDA (x) ** 6.0 8.4 5.7 5.1 4.4
EV/EBITDA @ target price (x) ** 6.8 9.5 6.5 5.8 5.0
EV/invested capital (x) 1.5 1.5 1.3 1.2 1.1
* Pre exceptional, pre-goodwill and fully diluted 
** EBITDA includes associate income and recurring non-operating income 

Sources: Somboon AdvTech; Thanachart estimates 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

No huge capex is needed 
anytime soon. Future 
capex is easily affordable 

No dividend payment 
expected for 2009 
performance but it looks 
set to resume in 2010 
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