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Companion to the Sterling Tools investment report (56/100, Neutral). This piece grades the business against the five-pillar engine:
Sunrise, Leadership, Moat, Iron Fortress, and Free Cash Flow.

Reference price: Rs 201.63 (NSE close, October 29, 2026). One pass, four partial.

Grades at a glance

Sunrise (auto records vs pushed out EV timeline) PARTIAL
Leadership PARTIAL
Moat PARTIAL
Iron Fortress (net debt free parent) PASS

Free Cash Flow PARTIAL

Overall fit verdict: one pass, four partial. Sterling Tools pairs a fortress built by fasteners with four
rebuild-linked partials: a steady auto sunrise against an EV timeline pushed out by years, leadership that
let one customer reach 94% of a subsidiary, a qualification moat in fasteners but licensed technology in EV
parts, and free cash flow that fell to Rs 5 cr as capex rose. Full investment report score: 56/100, Neutral.
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Pillar 1: Sunrise, PARTIAL
GRADE: PARTIAL

There are two sunrises here, and only one of them is on schedule. Over fasteners, the light is steady
rather than spectacular: Indian vehicle production set records in FY26 (passenger vehicles at 46.4 lakh
units, two wheelers at 2.17 crore units), Sterling's standalone income grew 11.4% that year and hit a
record Rs 228.0 cr in Q2 FY27, and new programs in commercial vehicles and a Tata Passenger Vehicles
entry keep the core growing faster than the industry, as management guides.

Over the EV businesses, the sun rose, and then the timeline moved. Management said in May 2026 that
EV adoption timelines have shifted by nearly 3 to 5 years. SEM, built for that sunrise, saw its anchor
customer insource and its revenue fall from Rs 380 cr in FY25 to about Rs 37 crin H1 FY27. The long run
pools are real (a company cited Rs 15,000 cr traction motor market by 2030, a Rs 3,000 cr charger and
converter market, HYDC and relay ambitions of Rs 250 cr and Rs 200 cr by FY30), but a sunrise you must
wait until FY28 to break even under, while funding Rs 135 cr of capex, grades PARTIAL.
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Pillar 2: Leadership, PARTIAL
GRADE: PARTIAL

The family's record in the core business is excellent and long: 47 years, a number two national position,
OEM relationships across every vehicle segment, plants at 90 to 95% utilisation, a 15% standalone
EBITDA margin held through a steel cycle, new wins of about Rs 64 cr in FY26, and a dividend raised to
Rs 2.75 in the worst consolidated year on record. Promoters hold 64.86% with pledging at 0.00%, and the
2026 share transfers were intra family gifts, not sales.

The deductions are concentration and sequencing. A subsidiary was allowed to reach over 94%
dependence on one customer, a fact visible in rating agency material before it broke, and the group PAT
halved when it did. Guidance timelines for the new businesses (revenue mix, adoption, profitability) have
each slipped by years. The partnership led rebuild is energetic, with at least six technology collaborations
signed in two years, but breadth is not yet depth, and the finance chair changed in October 2026 as the
strategy reset. Leaders who run the old business superbly and are still proving they can underwrite the
new one: PARTIAL.
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Pillar 3: Moat, PARTIAL
GRADE: PARTIAL

The fastener moat is genuine. High tensile fasteners are safety critical, vendor qualification takes years,
and Sterling holds over 2,000 live part numbers across Maruti Suzuki, Honda, Hyundai, Hero, Tata,
Mahindra, Ashok Leyland and others, as India's second largest maker. Once designed into a platform,
volumes run for the model's life, steel costs pass through by arrangement, and the aftermarket adds 18
warehouses and over 100 distributors. Rivals can forge bolts. They cannot quickly forge 47 years of
approvals.

The growth businesses have no comparable moat. Every EV product rests on a partner's licensed
technology (Gtake for MCUs, AEM for magnet free motors, Landworld for chargers and converters,
GLVAC for contactors, Meishuo for relays, Haohang for rider assistance). Sterling contributes
manufacturing, cost and OEM access, which are channel advantages, and the customer itself is a proven
competitor: Ola insourced the MCU once volumes justified it. A real moat around 86% of FY26 standalone
scale, and none yet around the growth story: PARTIAL.
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Pillar 4: Iron Fortress, PASS
GRADE: PASS

The structure passes the siege test at the level that matters: the parent. The standalone fastener business
is described by management as net debt free and generated standalone operating cash flow of Rs 83 cr in
FY26. Consolidated net worth is Rs 526 cr at March 2026 against borrowings of Rs 147 cr, a debt to equity
of about 0.28. Interest cost of about Rs 10 cr is covered roughly nine times by consolidated EBITDA of Rs
93.7 cr. Promoter pledging is 0.00%, the dividend record is unbroken and rising, and there is no equity
dilution on the record: share capital has been flat at 3.63 cr shares.

The reservations are direction, not solvency. Consolidated borrowings rose 38% in six months to about Rs
203 cr by September 2026, the FY27 capex plan was raised to about Rs 135 cr, and the cash conversion
cycle stretched to 136 days with inventory at 172 days, including a contested Rs 29.8 cr receivable from
Ola Electric under a Section 9 petition. A fortress whose walls are sound and whose stores are being
spent on a siege of its own choosing: PASS, with the borrowing trend as the downgrade trigger.
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Pillar 5: Free Cash Flow, PARTIAL
GRADE: PARTIAL

The history shows an engine that can convert. Consolidated operating cash flow was Rs 102 cr in FY24
and Rs 124 cr in FY25, with free cash flow of Rs 73 cr and Rs 50 cr. The standalone business still
converts: Rs 83 cr of operating cash flow in FY26.

The recent record is what the grade must answer. Consolidated operating cash flow fell to Rs 56 cr in
FY26 and free cash flow to Rs 5 cr, against PAT of Rs 29 cr and a raised dividend. H1 FY27 operating
cash flow was negative on results compilations despite a reported profit, as inventory and receivables
absorbed cash and the EV subsidiaries burned it. Management then raised the FY27 capex plan to about
Rs 135 cr. The cash is being spent on named assets (fastener capacity, OBC lines, the Bengaluru STML
plant), which mitigates the grade, but a pillar that grades cash delivered to owners cannot pass on a Rs 5
cr year followed by a negative half: PARTIAL.
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Summary

e Pillar 1. Sunrise: PARTIAL, record Indian vehicle production and a record fastener quarter, against
an EV adoption timeline management itself has pushed out 3 to 5 years and an SEM revenue
collapse

e Pillar 2. Leadership: PARTIAL, 47 years of core delivery, stable 64.86% promoter holding and zero
pledging, against a 94% single customer concentration that was allowed to form and guidance
timelines that slipped by years

e Pillar 3. Moat: PARTIAL, OEM qualification and 2,000 plus part numbers in fasteners, but licensed
partner technology and customer insourcing risk in every EV line

e Pillar 4. Iron Fortress: PASS, a net debt free standalone parent, net worth of Rs 526 cr, borrowings
of Rs 147 cr at March 2026 and interest cover near 9x, with borrowings rising since

* Pillar 5. Free Cash Flow: PARTIAL, free cash flow of Rs 73 cr and Rs 50 cr in FY24 and FY25,
falling to Rs 5 cr in FY26 with a negative operating cash flow half in H1 FY27

One of five pass, and the pattern is a company in two halves. The fortress passes because the old
business built it. Every forward looking pillar waits on the same conversion: licensed EV products, sold to a
diversified customer base, at revenues several times today's, without consuming the fortress that funds
them. Demand, leadership, moat and cash all improve if SEM reaches its Rs 175 cr breakeven threshold
in FY28 and STML its Rs 70 cr threshold, and all deteriorate if the losses and the capex arrive but the
revenues do not. That is why the investment report scores the stock 56/100 Neutral rather than Selective
Positive on an apparently cheap standalone multiple, and not Negative: at 1.39x book, the market is
already charging very little for the rebuild.

What changes the grade: Sunrise upgrades if SEM passes Rs 40 cr of revenue in a quarter and
downgrades if EV timelines slip again. Leadership upgrades if the FY28 breakeven is delivered on the
reset timeline and downgrades on any new single customer concentration above 40% in a subsidiary.
Moat upgrades if any EV line wins a second anchor OEM on Sterling's own or jointly owned technology,
and downgrades if another customer insources a scaled product. Iron Fortress downgrades if borrowings
pass Rs 250 cr or pledging appears. Free Cash Flow upgrades on a full year above Rs 60 cr with the
capex plan intact, and downgrades on a second consecutive year below Rs 10 cr.
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Sources

e Company filings, presentations and concalls: Annual Report FY26, Q1 FY27 earnings call (August
2026), Q2 and H1 FY27 results and presentation (October 27, 2026)

e Market data compilations: Screener consolidated (financials, cash flow, shareholding, pledging,
ratios), Finnhub (October 29, 2026 close)

« |ICRA rating material on market position and customer concentration; partnership announcements
(Gtake, AEM, Landworld, GLVAC, Meishuo, Nanjing Haohang, MINIEYE)

e Full source list in the companion investment report.

© DalalBytes Educational purposes only, not financial advice.



