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Divgi TorgTransfer Systems Ltd

Divgi TorgTransfer Systems (DTTS) is one of the leading players supplying transfer
case systems to automotive OEMs in India and the largest supplier of transfer case
systems to PV manufacturers in India. It is the only player manufacturing and
exporting transfer cases to global OEMs from India, and the only manufacturer of
torque couplers in India. DTTS also has the capability to develop and provide
transmission systems for EVs.

Minimum Retail Application- Detail At Cut off Objects and Details of the Issue:
Price

Number of Shares 25

The public issue consists of fresh Issue of Equity shares aggregating upto Rs. 180
Cr and Offer for sale of Equity Shares aggregating upto Rs. 232 Cr. The company

Minimum Application Money Rs. 14750 nroposes to utilise the Net Proceeds of the Fresh Issue towards capital

Discount to retail 0 expenditure requirements for the purchase of machineries required for

Payment Mode ASBA manufacturing.

Consolidated Financials (Rs Investment Rationale:

Cr) e One of the very few suppliers in India having the capability to develop and

Total Income 187 234 provide system level transfer case, torque coupler, DCT solutions and
transmission systems for EVs across a wide array of automotive vehicles and

EBITDA 52 66 geographies

Adj PAT 38 46 e Capturing market opportunities in the growing EV space, and the fast-growing

Valuations(FY22) Upper Band

Market Cap (Rs Cr) 1804
Adj EPS 13.2
PE 39.1
EV/ EBITDA 27.2
Enterprise Value (Rs Cr) 1788

demand for automatic transmissions in the passenger UV segment

e Continued focus on R&D to manufacture diverse products and expand into
products to serve new and emerging trends

e Experienced senior management team

Valuation and Recommendation:-

DTTS’s edge is its ability to develop and provide system level solutions like transfer
case, torque coupler and DCT (dual clutch transmission) solutions backed by in-

P e & el [ P house software development capability. DTTS intends to leverage its presence in

the fast growing UV automatics segment. With OEMs entirely dependent on
imports for DCT, DTTS will be the only manufacturer of DCT systems in India. Also
recently, DTTS has been awarded a contract for supply of EV transmission

Offer structure for different categories systems. Further such wins could propel the company into a higher growth orbit.

Promoters 60.5%
Public 39.5%
QIB (Including Mutual Fund) 75%
Non-Institutional 15%
Retail 10%
Post Issue Equity (Rs. in Cr) 15.29
Issue Size (Rs in Cr) 412
Face Value (Rs) 5

Jehan Bhadha

Research Analyst

(+91 22 6273 8174)
jehankersi.bhadha@nirmalbang.com

\VELITERY ]

Research Associate

(+91 22 6273 8186)
mahima.mehta@nirmalbang.com

DTTS is being offered at reasonable valuations at 39.1x FY22 earnings, considering
the future growth opportunities. We recommend subscribing to the issue from
long term perspective.

Financial Snapshot FY20 FY21 FY22 H1FY23 Ann
159 187 234 26

Net Revenues 7
Growth 17% 25% 14%
EBIDTA 37 52 66 74
EBITDA Margins 23.2% 27.8% 28.1% 27.7%
PBT 38 53 62 69
Adjusted PAT 28 38 46 51
EPS 9.2 12.4 15.1 16.8
ROCE 16% 18% 18% 19%
EV/Sales 115 9.6 7.6 6.7
EV/EBITDA 49.7 34.4 27.2 24.3
P/E 64.4 47.4 39.1 35.2

Source: Company data, NBRR
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Company Background

Divgi TorqTransfer Systems (DTTS) is one of the leading players supplying transfer case systems to automotive OEMs in India
and the largest supplier of transfer case systems to PV manufacturers in India. It is the only player exporting transfer cases to
global OEMs from India, and the only manufacturer of torque couplers in India. DTTS also has the capability to develop and
provide transmission systems for EVs. DTTS has been awarded a contract for the supply of EV transmission systems for one of
the leading providers of EVs in India. DTTS is in the process of designing and developing prototypes of transmission systems for
this. Further, DTTS has been awarded a contract for supply of components for Hybrid Vehicles for a global OEM.

DTTS manufactures and supplies a variety of products under the broad categories of
(i) Torque transfer systems (which includes four wheel drive (4WD) and all wheel drive (AWD) products).
(i) Synchronizer systems for manual transmissions and DCT (dual clutch transmission).
(iii) Components for the above-mentioned product categories for torque transfer systems and synchronizer systems in
manual transmission, DCT, and EVs.

DTTS has also developed
(iv) Transmission systems for EVs.
(v) DCT (dual clutch transmission) systems. DTSS will be the only manufacturer of DCT systems in India.
(i) Rear wheel drive manual transmissions.

DTTS is one of the few companies that serves both as systems level solution provider as well as component kit supplier to global
OEMs and Tier | transmission systems suppliers. It has an in-house software development capability which helps it in providing
system level solutions offering software that controls the vehicle dynamics. Very few component suppliers as well as OEMs
globally have the capability to develop the system integration software solutions in-house. Given this, system level solution
providers such as DTSS are likely to be highly valued by vehicle manufacturers globally.

DTTS’s relationships with various collaborators have played an instrumental role in its success. DTTS has entered into a product
development agreement (PDA) and a technology transfer agreement (TTA) with a German automotive company. Pursuant to
the PDA and TTA, DTTS is co-developing critical components and systems for DCT applications with exclusive rights for India and
non-exclusive rights for markets outside India. In connection to the PDA and TTA, the production of the products has not yet
commenced. DTTS has also entered into a license agreement with BorgWarner in 2004, subsequently renewed in 2017, valid for
a period of seven years from the date of renewal of the agreement. These agreements have bolstered the company’s
technological expertise. Agreement with BorgWarner provides DTTS exclusive rights to manufacture transfer cases & automatic
locking hubs, and non-exclusive rights to manufacture manual transmissions & synchronizers for manual transmissions.

DTTS has three manufacturing facilities across India located at Sirsi in Karnataka, and Shivare and Bhosari near Pune in
Maharashtra and one under-construction facility located at Shirwal, Maharashtra (expected to be fully completed by FY24).

Revenue Mix H2FY23

5%4%

H India
China
us

Source: RHP
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LL
I_ Automotive systems and components offered by DTTS
O Category / Product ICE ICE (Manual) ICE Hybrid BEV
Z (4WD/AWD) (Automatic)
Torque Transfer Systems (Transfer N
O Case/Torque Coupler)
D_ Manual Transmission . \'I. .
— Synchronizer Systems v v v
Dual Clutch Transmission V
Transmissions for BEV \
Components \ V \ \ \

Source: RHP

Torque Transfer Systems

Mechanical Electric Shift Torque-on-Demand Torque Coupler
Transfer Case Transfer Case Transfer Case Transfer Case

Dual — offset Dual — offset Transfer Case Single — offset
Transfer Case with bevel differential Transfer Case
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Investment Rationale

One of the very few suppliers in India having the capability to develop and provide system level transfer case,
torque coupler, DCT solutions & transmission systems for EVs across automotive vehicles and geographies

DTTS is amongst the very few suppliers in India who have the capability to develop and provide system level transfer case,
torque coupler and DCT solutions as it has in-house software development capability. It has designed, developed, manufactured
and supplied software embedded electronically controlled transfer cases and torque couplers for OEMs like Tata Motors, and
Mahindra & Mahindra, amongst others. DTTS has recently also been awarded a contract for the supply of EV transmission
systems for one of the leading providers of EVs in India (supply yet to start). Further, it has been awarded a contract for supply
of components for Hybrid Vehicles for a global OEM.

DTTS has entered into a product development agreement as well as technology transfer agreement with a German automotive
company for DCT systems, and is engaged with a German engineering and digital mobility company for validation of its design
prototypes. These agreements are entered into, on a product to product basis. These products are yet to be commercialized.
Given the complexity of the mechanical and electronic part integration, software development remains one of the defining
fields in the automotive component development. Very few component suppliers as well as OEMs globally have the capability to
develop these system integration software solutions in-house. Given this, we believe that system level solution providers such
as DTTS are likely to be highly valued by vehicle manufacturers globally. DTTS is one of the few companies who serves both as
systems level solution provider as well as component kit supplier to global OEMs and Tier | transmission systems suppliers. This
has helped DTTS in offering customized solutions to its OEM customers in a cost-effective manner and become the leading
supplier of transfer cases, torque couplers and steel synchronizers in India. DTTS is one of the leading players supplying transfer
case systems to OEMs in India and the largest supplier of transfer case systems to PV manufacturers in India.

DTTS is the only player manufacturing and exporting transfer cases (including the dominant chain driven transfer cases and
electronic shift-on-the-fly (ESOF) transfer cases) to global OEMs from India. DTTS designs, develops, manufactures and supplies
engineered, turnkey solutions and components to automotive OEMs across India, USA and China amongst others. DTTS has
developed transmission systems for EVs; DCT systems; and rear wheel drive manual transmissions. DTTS will be the only
manufacturer of DCT systems in India.

Capturing market opportunities in the growing EV space, and the fast-growing demand for automatic
transmissions in the passenger UV segment

The market for EV transmission is expected to increase by a CAGR of 77-82% from FY22-27 in volume as well as value terms. The
EV transmission market is expected to be around Rs. 42-44 billion with a volume of 435-440 thousand by FY27. DTTS has been
awarded a contract for the supply of EV transmission systems for one of the leading providers of EVs in India, which will further
its efforts in capitalising on the expanding EV space. As part of its growth strategy, DTTS plans to increase its market share in
both the Indian and overseas markets by offering comprehensive transmission solutions and components to EV OEMs. As part
of its strategy, it intends to enter into similar contracts with other customers across geographies.

DTTS intends to leverage its presence in yet another fast-developing trend, which is the increasing demand for automatics
observed across the entire UV segment. The share of UVs in PV production has increased to 35% over the years. Penetration of
DCT is expected to remain at the higher level in the compact UV _and UV segments. Therefore, the size of DCT market is
expected to grow at a CAGR of 27-30% to Rs. 26-28 billion by FY27. Currently OEMs in India are heavily dependent on imports
for DCT. DTTS is amongst the very few suppliers in India who has the capability to develop and provide system level transfer
case, torque coupler and DCT solutions as the company has in-house software development capability. Therefore, DTTS will be
the only manufacturer of DCT systems in India.
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Continued focus on R&D to manufacture diverse products and expand into products to serve new and emerging
trends

DTTS’s future growth depends on its ability to continue to design, develop and commercialize innovative, viable and sustainable
new automotive systems and components in a timely and cost-effective manner. DTTS is an R&D led systems and solution
provider offering differentiated and customized solutions to its customers as demonstrated by its recent contracts for EVs and
Hybrid Vehicles. With the increasing penetration for automatics in PVs and with the emergence of EV, we believe that
automotive drivetrains will shift from just mechanical systems to electronics control with embedded software to control the
operation of these systems. DTTS aims to capture this growing trend by continuously investing in R&D to develop and deliver
new and innovative systems and components. With OEMs continuously focusing on weight reduction in PVs and EVs to enhance
the range, augment the vehicle’s acceleration and improve overall efficiency, DTTS aims to develop solutions and alternatives
for improving the torque density and reducing the weight of its DCT systems and EV transmission units through its R&D efforts.
DTS aims to leverage its core engineering competence to enter newer areas with similar technology intensity and margin profile
such as defence applications and precision components for non-automotive segments. DTTS has developed extensive in-house
capability to develop embedded systems and application software, along with integration capabilities to offer customers a
complete solution. The aggregate expenditure on R&D and royalty as percent of revenue for DTTS is higher than most other
peers.

R&D and royalty expenses as % of revenue (FY22)

10.0% - 9-5%
0,
5.0% - 8% 4.0%
2.1%
. 1'0%
0.0% |
DTT Bosch ZF CV Control Sys Sona BLW Endurance

Source: NBRR

Experienced senior management team

DTTS is led by a highly professional and experienced management team with extensive experience in the automotive industry.
Its Promoters Jitendra Bhaskar Divgi and Hirendra Bhaskar Divgi, are mechanical engineers with considerable experience in the
automotive industry. Jitendra Bhaskar Divgi, the Managing Director and Promoter, has a Master of Science degree in
manufacturing from the University of Massachusetts, USA. Hirendra Bhaskar Divgi, the Whole-Time Director and Promoter, has
over 30 years of experience in advanced gear manufacturing processes and their influence in drive train products while working
as the development manager in the company. Majority of the key managerial personnel or senior management personnel have
worked with DTTS for over ten years, resulting in effective operational coordination and continuity of business strategies. They
have led the organization through acquisition of new customers and development of new systems and components.
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Concerns

High dependence on top most client at 75%

The company derived 93% of revenue from top 5 clients during H1FY23. However the dependence on top most client (M&M)
stood at 75.3% which seems extremely high. Loss of sales to this client due to loss of contracts, loss of market share of this
client, adverse change in financial condition of this customer, including possible bankruptcy or other financial hardships could
have an adverse impact on the business of DTTS.

Competition

DTTS faces competition from both Indian as well as overseas players. In addition to traditional competitors in the automotive
sector, the trend towards advanced electronic integration and electrification has led to an increase in competition DTTS faces
from technology focused new market entrants. In addition, a number of its major OEM customers manufacture for their own
use and for others, products that compete with DTTS’s systems and components. Other current OEM customers could elect to
manufacture products to meet their own requirements or to compete with DTTS. For many of its products, its competitors
include suppliers in parts of the world that enjoy economic advantages. Key competitors for DTTS include the following:

Products Competitors
Transfer Case Aisin, BorgWarner. Dana, Magna. Univance
Torque Coupler Aisin. BorgWarner. Schaeffler. Valeo. ZF
Synchroniser Pack Anand CY Myuteck Automotive. Natesan Synchrocones. Yugal Precision
Source: RHP

Valuation and Recommendation

DTTS’s edge is its capability to develop and provide system level solutions like transfer case, torque coupler and DCT solutions
backed by in-house software development capability. DTTS intends to leverage its presence in the fast growing UV automatics
segment. With OEMs entirely dependent on imports for DCT (dual clutch transmission), DTTS will be the only manufacturer of
DCT systems in India. Also recently, DTTS has been awarded a contract for supply of EV transmission systems. Further such wins
could propel the company into a higher growth orbit. DTTS is being offered at reasonable valuations at 39.1x FY22 earnings,
considering the future growth opportunities. We recommend subscribing to the issue from long term perspective.

Listed Auto Ancillary Players

ZF CV Endurance Bharat

FY22 Figures Bosch Control Sys Tech. Forge Fasteners Average DTTS
Differential Air Aluminum Steel Torque
Key Presence Gears & Starter Powertrain Actuation Diecast Forgings Fasteners Transfer
Motors for EVs Systems Products Systems
Revenue 2,131 11,782 2,543 7,549 10,461 4,902 6,561 234
CAGR (FY20-22) 43% 9% 15% 4% 14% 15% 17% 21%
Gross Margin 55.6% 38.1% 35.4% 41.5% 59.7% 58.0% 48.0% 59.9%
EBITDA Margin 26.3% 12.4% 9.9% 12.8% 18.8% 16.4% 16.1% 28.1%
Asset Turns (x) 0.9 1.1 2.1 1.6 0.8 14 1.3 0.7
ROE 17% 11% 12% 11% 16% 18% 14% 14%
ROCE 19% 14% 16% 13% 12% 19% 16% 18%
EV/Sales 12.8 4.2 7.5 2.4 4.2 4.3 5.9 7.6
EV/EBITDA 48.6 34.3 75.5 18.7 22.2 26.5 37.6 27.2
P/E 74.5 43.1 138.1 39.1 34.6 44.9 62.4 39.1

Source: NBRR
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Financials

P&L (Rs. Cr) FY20 FY21 FY22 H1FY23 H1FY23 Ann.
Net Revenue 159 187 234 134 267

% Growth 17% 25% i 14%
Raw Materials 58 67 94 55 110

% of Revenues 36.6% 35.9% 40.1% 41.1% " 41.1%
Employee Cost 20 22 23 13 27

% of Revenues 12.4% 11.7% 9.6% 9.9% g 9.9%
Other expenses 44 46 52 28 57

% of Revenues 27.8% 24.6% 22.2% 21.2% 21.2%
EBITDA 37 52 66 37 74

EBITDA Margin 23.2% 27.8% 28.1% 27.7% 27.7%
Depreciation 6 8 11 6 13

Other Income 12 8 8 4

Interest 4 0 0 0 0

PBT 38 53 62 35 i 69

Tax 10 15 16 9 18

Tax rate 26% 28% 26% 26% 26%
PAT 28 38 46 26 51

% Growth 36% 21% 11%
EPS (Post Issue) 9.2 124 15.1 8.4 16.8

Return Ratios FY20 FY21 FY22 H1FY23 H1FY23 Ann.
ROE (%) 13% 13% 14% 14%
ROCE (%) 16% 18% 18% 19%

Turnover Ratios FY20 FY21 FY22 H1FY23 H1FY23 Ann.

Debtors Days 54 107 82 94
Inventory Days 48 52 47 44
Creditor Days 53 78 62 50
Asset Turnover (x 0.6 0.6 0.7 0.7

Valuation Ratios FY20 FY21 FY22 H1FY23 H1FY23 Ann.

Price/Earnings (x 64.4 474 39.1 35.2
EV/EBITDA (x) 49.7 344 27.2 243
EV/Sales (x) 115 9.6 7.6 6.7
Price/BV (x) 28.2 19.9 17.4 16.6

Balance Sheet (Rs. Cr)
Share Capital

Reserve & Surplus
Networth

Total Loans & Lease Liab.
Other non-curr liab.
Trade payable

Other Current Liab

Total Current Liab.

Total Equity & Liab.
Fixed Assets

Inventory

Other non Curr. assets
Cash

Bank Balance

Debtors

Other Current assets
Total Assets

Cash Flow (Rs. Cr)
EBITDA

Provisions & Others

Op. profit before WC
Changein WC

Less: Tax

CF from operations
Addition to assets

Term deposit with banks,
Interest Received

CF from Investing
Dividend & Lease Rentals
Proceeds from borrowing
Interest Paid

CF from Financing

Net Change in cash

Cash at beginning

Cash atend

FY20

6.0

FY20

FY21 FY22 H1FY23

FY21 FY22 H1FY23

Divgi TorgTransfer Systems Ltd

6.9 13.8 13.8

289 326 342
296 340 356
1 0 2

6 5 5
40 40 37
20 20 30
60 60 67
363 405 430
112 140 156
27 30 32
2 2 3
20 17 7
139 156 155
55 53 69
9 8 9
363 405 430

52 66 37
5 2 0
57 67 37
(17) (1) (20)
12 16 7
27 51 10
(26) (40) (17)
(9) (17) 1
10 6 4
(25) (51) (11)
() 3) (10)
(0) () 0
(0) () (0)
3) 3) )
() 3) (10)
21 20 17
20 17 7

Source: Company Data, NBRR
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Disclosure:

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited , BSE Limited ,Metropolitan Stock Exchange of India Limited , Multi Commodity Exchange of India Limited ,
National Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

IPO NOTE

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of
interest at the time of publication of the research report with the subject company. NBSPL or its associates or Analyst or
his relatives may or may not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company . NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: We, Jehan Bhadha and Mahima Mehta, the research analysts and authors of these reports,
hereby certify that the views expressed in this research report accurately reflects my/our personal views about the subject
securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst(s)
was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The
analyst(s) principally  responsible for the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer:

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation
advice to you. NBSPL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or
sell any security or product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not
take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the
information in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this
report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed
or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject NBSPL & its group companies to
registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or
warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or
update the information or opinions in it. NBSPL or any of its affiliates or employees shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report,
including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, NBSPL is committed to providing independent
and transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an
adviser, whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There
are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even become
valueless. International investors are reminded of the additional risks inherent in international investments, such as currency
fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions
expressed are subject to change without any notice. Neither the company nor the director or the employees of NBSPL accept any
liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further
communication in relation to this research. Here it may be noted that neither NBSPL, 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 profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBSPL.

Our reports are also available on our website www.nirmalbang.com .

Nirmal Bang Research (Division of Nirmal Bang Securities Pvt. Ltd.)
B-2, 301/302, Marathon Innova,
Opp. Peninsula Corporate Park
Off. Ganpatrao Kadam Marg
Lower Parel (W), Mumbai-400013
Board No. : 91 22 6723 8000/8001
Fax.:022 6723 8010

10|Page


http://www.nirmalbang.com/

