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Hero Honda Motors 
 

Royalty hike speculation overblown 
 

Recent speculation of nearly tripling royalty rates to 8% of sales as part of JV 
split deal seem illogical to us. Considering that Japanese auto majors spend just 
around 5% of sales on R&D, charging a higher proportion for Hero Honda, which 
uses fraction of parent resources, surprises us. 
 

Royalty hike rumours seem overblown 

! Royalty hike speculation in recent newspaper articles (Business Standard, 1st Dec) speculate 
about hike from current 2.7% of net sales to around 8% as part of the split agreement 
between Hero group and Honda Japan (non-rated), till technical agreement validity period 
2014. This seems out of context, as parent Honda's motorcycle division spends just around 
5% of net sales towards Research & Development, and Hero Honda uses a fraction of this 
reasearch considering concentration of its sales towards Splendor and Passion. Also, when 
compared to other Japanese two-wheeler makers like Yamaha (non-rated) and Suzuki Motor 
(non-rated), Hero Honda's total R&D expenses are in line with peers. 

! In worst case scenario, we feel only new product launches till 2014 may attract higher royalty 
rates, which may have low impact on overall profitability as we feel new product sales may 
not form more than 10% of Hero Honda sales. 

! The higher royalty outlook for the entire company also doesn't gel with the thought that it will 
substantially deteriorate company profitability in the short term and limit developing in-house 
research capability in the coming years, at a time when Indian promoters are raising their 
holding in the company. 

Hero Honda royalty payments are already higher than Indian peer R&D costs 

! Hero Honda's royalty payment of 2.7% of net sales is already substantially higher than peers' 
R&D cost range of 1-2% of net sales (over FY00-10). This clearly states that Hero Honda's 
cost structure is completely out of context as compared to industry trend and technology 
requirement. In the medium term, if the split happens, we feel R&D costs would be drastically 
lower than current royalty payment structure and hence improve profitability. 

(Continued on page 2) 

Research and Royalty trend 
 

 

Source: Company data 
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Hero management delivery track record will be key stock driver in medium term 

! We feel Hero's management stands out amongst peers in terms of excellent local delivery in 
terms of large distribution network build up, setting up and extracting full tax advantage from 
new plants, rural foray initiatives, service network build up helping extract benefit from large 
population of honda bikes, etc. These initiatives, we feel, played an equal or even larger role 
in driving volume growth than just Honda's technology in recent years. Going forward, with 
large cash in hand to support in-house R&D capability build up, we feel the company is best 
positioned to drive rural penetration-led growth for motorcycle industry. Buy. 
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Income statement 

Rsm FY09A FY10A FY11F FY12F FY13F
Revenue 123192 158605 189210 216619 239041
Cost of sales -91907 -112967 -143012 -163145 -179224
Operating costs -14187 -17969 -21002 -24478 -27490
EBITDA 17098 27670 25196 28996 32327
DDA & Impairment (ex gw) -1807 -1915 -2184 -2446 -2813
EBITA 15291 25755 23013 26550 29515
Goodwill (amort/impaired) n/a n/a n/a n/a n/a
EBIT 15291 25755 23013 26550 29515
Net interest 2524 2563 3150 4100 5425
Associates (pre-tax) n/a n/a n/a n/a n/a
Forex gain / (loss) n/a n/a n/a n/a n/a
Exceptionals (pre-tax) n/a n/a n/a n/a n/a
Other pre-tax items 0.00 0.00 0.00 0.00 0.00
Reported PTP 17815 28317 26163 30650 34940
Taxation -4997 -5999 -4971 -5670 -6289
Minority interests n/a n/a n/a n/a n/a
Exceptionals (post-tax) n/a n/a n/a n/a n/a
Other post-tax items 0.00 0.00 0.00 0.00 0.00
Reported net profit 12818 22318 21192 24979 28651
Normalised Items Excl. GW 0.00 0.00 0.00 0.00 0.00
Normalised net profit 12818 22318 21192 24979 28651

Source: Company data, RBS forecasts year to Mar

Balance sheet 

Rsm FY09A FY10A FY11F FY12F FY13F
Cash & market secs (1) 35883 58329 48201 64753 83366
Other current assets 7939 9754 13848 17910 20948
Tangible fixed assets 16943 17069 18885 20439 22627
Intang assets (incl gw) n/a n/a n/a n/a n/a
Oth non-curr assets 0.00 0.00 0.00 0.00 0.01
Total assets 60765 85152 80934 103102 126941
Short term debt (2) n/a n/a n/a n/a n/a
Trade & oth current liab 20528 48314 29759 34712 39039
Long term debt (3) 784.9 660.3 660.0 660.0 660.0
Oth non-current liab 1444 1527 1658 1812 1986
Total liabilities 22757 50502 32078 37183 41685
Total equity (incl min) 38008 34650 48856 65919 85255
Total liab & sh equity 60765 85152 80934 103102 126941
Net debt -35098 -57669 -47541 -64093 -82706

Source: Company data, RBS forecasts year ended Mar

Cash flow statement 

Rsm FY09A FY10A FY11F FY12F FY13F
EBITDA 17098 27670 25196 28996 32327
Change in working capital 847.3 3404 -3220 -604.6 -711.1
Net interest (pd) / rec 2524 2563 3150 4100 5425
Taxes paid -4806 -5857 -4840 -5517 -6114
Other oper cash items 1551 22568 -19429 1495 2000
Cash flow from ops (1) 17214 50346 857.6 28469 32927
Capex (2) -3102 -2041 -4000 -4000 -5000
Disposals/(acquisitions) 0.00 0.00 0.00 0.00 0.00
Other investing cash flow -8019 -5628 -5000 -18000 -20000
Cash flow from invest (3) -11121 -7669 -9000 -22000 -25000
Incr / (decr) in equity 0.00 0.00 0.00 0.00 0.00
Incr / (decr) in debt -535.1 -124.6 -0.30 0.00 0.00
Ordinary dividend paid -4673 -25676 -6986 -7917 -9314
Preferred dividends (4) n/a n/a n/a n/a n/a
Other financing cash flow n/a n/a n/a n/a n/a
Cash flow from fin (5) -5208 -25800 -6986 -7917 -9314
Forex & disc ops (6) n/a n/a n/a n/a n/a
Inc/(decr) cash (1+3+5+6) 884.8 16876 -15128 -1448 -1387
Equity FCF (1+2+4) 14112 48305 -3142 24469 27927

Lines in bold can be derived from the immediately preceding lines. 
Source: Company data, RBS forecasts 

year to Mar



 

Hero Honda Motors | Key Financial Data | 8 December 2010

Recommendation structure 
Absolute performance, short term (trading) recommendation: A Trading Buy recommendation implies upside of 5% or more and a Trading Sell indicates downside of 5% or more. The 
trading recommendation time horizon is 0-60 days. For Australian coverage, a Trading Buy recommendation implies upside of 5% or more from the suggested entry price range, and a 
Trading Sell recommendation implies downside of 5% or more from the suggested entry price range. The trading recommendation time horizon is 0-60 days. 
Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price and, except as follows, 
only reflects capital appreciation. A Buy/Sell implies upside/downside of 10% or more and a Hold less than 10%. For research produced by Nedbank Capital, a Buy implies upside in 
excess of 20%, A Sell implies an expected return less than 10%, and a Hold implies a return between 10% and 20%. For UK-based Investment Funds research, the recommendation 
structure is not based on upside/downside to the target price. Rather it is the subjective view of the analyst based on an assessment of the resources and track record of the fund 
management company. For research produced by Nedbank Capital and for research on Australian listed property trusts (LPT) or real estate investment trusts (REIT), the recommendation 
is based upon total return, ie, the estimated total return of capital gain, dividends and distributions received for any particular stock over the investment horizon. 
Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be 
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.     
Market or sector view: This view is the responsibility of the strategy team and a relative call on the performance of the market/sector relative to the region. Overweight/Underweight implies 
upside/downside of 10% or more and Neutral implies less than 10% upside/downside.     
Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect 
this change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts 
are not fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from 'fair' value. 

Distribution of recommendations 
The tables below show the distribution of recommendations (both long term and trading). The first column displays the distribution of recommendations globally and the second column 
shows the distribution for the region. Numbers in brackets show the percentage for each category where there is an investment banking relationship. These numbers include 
recommendations produced by third parties with which RBS has joint ventures or strategic alliances. 

 

Valuation and risks to target price 
Hero Honda Motors (RIC: HROH.BO, Rec: Buy, CP: Rs1789.35, TP: Rs2090.00): The key risks to our DCF-based target price are: 1) a renewal of price wars by the competition forcing 
Hero Honda to join the race; 2) Honda's 100% subsidiary expanding its product portfolio, leading to head-on competition; 3) a delay in the tie-up of technology if a JV split happens, 
thereby affecting its volume growth. 

 
 

Hero Honda coverage data (HROH.BO, HH IN) 
 

Stock performance, recommendations and coverage (as at 08 Dec 2010) 

Pramod Amthe started covering this stock on 17 Oct 05. Moved to new recommendation structure between 1 November 2005 
and 31 January 2006. Source: RBS 

 

Trading recommendation history
Date Rec Analyst 
n/a n/a n/a 

Source: RBS 

 

Price perf (at Close 07 Dec 2010) 

(1M) (3M) (12M)

Price (Rs) 1846 1709 1677
Absolute (%) -3.1 4.7 6.7
Rel market (%) 2.1 -2.1 -9.1
Rel sector (%) -4.8 -9.8 -2.8

 

Source: Bloomberg 
Market: Sensex 
Sector: Automobiles 

 

 

Regulatory disclosures 
None 

Long term recommendations (as at 08 Dec 2010) 

Global total (IB%) Asia Pacific total
(IB%)

Buy 718 (0) 455 (0)
Hold 443 (0) 244 (0)
Sell 116 (0) 72 (0)
Total (IB%) 1277 (0) 771 (0)

Source: RBS 

Trading recommendations (as at 08 Dec 2010) 

Global total (IB%) Asia Pacific total 
(IB%)

Trading Buy 1 (0) 1 (0)
 
Trading Sell 0 (0) 0 (0)
Total (IB%) 1 (0) 1 (0)

Source: RBS 
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Global disclaimer 
© Copyright 2010 The Royal Bank of Scotland N.V. and affiliated companies ("RBS"). All rights reserved. 
This material was prepared by the legal entity named on the cover or inside cover page. It is provided for informational purposes only and does not constitute an offer to sell or a 
solicitation to buy any security or other financial instrument. While based on information believed to be reliable, no guarantee is given that it is accurate or complete. While we endeavour 
to update on a reasonable basis the information and opinions contained herein, there may be regulatory, compliance or other reasons that prevent us from doing so. The opinions, 
forecasts, assumptions, estimates, derived valuations and target price(s) contained in this material are as of the date indicated and are subject to change at any time without prior notice. 
The investments referred to may not be suitable for the specific investment objectives, financial situation or individual needs of recipients and should not be relied upon in substitution for 
the exercise of independent judgement. The stated price of any securities mentioned herein is as of the date indicated and is not a representation that any transaction can be effected at 
this price. Neither RBS nor other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way 
from the information contained in this material. This material is for the use of intended recipients only and the contents may not be reproduced, redistributed, or copied in whole or in part 
for any purpose without RBS's prior express consent. In any jurisdiction in which distribution to private/retail customers would require registration or licensing of the distributor which the 
distributor does not currently have, this document is intended solely for distribution to professional and institutional investors. 

Australia: Any report referring to equity securities is distributed in Australia by RBS Equities (Australia) Limited (ABN 84 002 768 701, AFS Licence 240530), a participant of the ASX 
Group. Any report referring to fixed income securities is distributed in Australia by The Royal Bank of Scotland NV (Australia Branch) (ABN 84 079 478 612, AFS Licence 238266). 
Australian investors should note that this document was prepared for wholesale investors only. 
Canada: The securities mentioned in this material are available only in accordance with applicable securities laws and many not be eligible for sale in all jurisdictions.  Persons in Canada 
requiring further information should contact their own advisors. 
EEA: This material constitutes "investment research" for the purposes of the Markets in Financial Instruments Directive and as such contains an objective or independent explanation of 
the matters contained in the material. Any recommendations contained in this document must not be relied upon as investment advice based on the recipient's personal circumstances. In 
the event that further clarification is required on the words or phrases used in this material, the recipient is strongly recommended to seek independent legal or financial advice. 

Denmark: Royal Bank of Scotland N.V. is authorised and regulated in the Netherlands by De Netherlandsche Bank. In addition, Royal Bank of Scotland N.V. Danish branch is subject to 
local supervision by Finanstilsynet, The Danish Financial Supervisory Authority. 

Hong Kong: This document is being distributed in Hong Kong by, and is attributable to, RBS Asia Limited which is regulated by the Securities and Futures Commission of Hong Kong. 
India: Shares traded on stock exchanges within the Republic of India may only be purchased by different categories of resident Indian investors, Foreign Institutional Investors registered 
with The Securities and Exchange Board of India ("SEBI") or individuals of Indian national origin resident outside India called Non Resident Indians ("NRIs"). Any recipient of this document 
wanting additional information or to effect any transaction in Indian securities or financial instrument mentioned herein must do so by contacting a representative of RBS Equities (India) 
Limited. RBS Equities (India) Limited is a subsidiary of The Royal Bank of Scotland N.V.. 

Italy: Persons in Italy requiring further information should contact The Royal Bank of Scotland N.V. Milan Branch. 

Japan: This report is being distributed in Japan by RBS Securities Japan Limited to institutional investors only. 
South Korea: This document is being distributed in South Korea by, and is attributable to, RBS Asia Limited (Seoul) Branch which is regulated by the Financial Supervisory Service of 
South Korea. 
Malaysia: RBS research, except for economics and FX research, is not for distribution or transmission into Malaysia. 

Netherlands: the Authority for the Financial Markets ("AFM") is the competent supervisor. 

Russia: This Material is distributed in the Russian Federation by RBS and "The Royal Bank of Scotland" ZAO (general banking license No. 2594 issued by the Central Bank of the Russian 
Federation, registered address: building 1, 17 Bolshaya Nikitskaya str., Moscow 125009, the Russian Federation), an affiliate of RBS, for information purposes only and is not an offer to 
buy or subscribe or otherwise to deal in securities or other financial instruments, or to enter into any legal relations, nor as investment advice or a recommendation with respect to such 
securities or other financial instruments. This Material does not have regard to the specific investment purposes, financial situation and the particular business needs of any particular 
recipient. The investments and services contained herein may not be available to persons other than 'qualified investors" as this term is defined in the Federal Law "On the Securities 
Market". 

Singapore: Any material in connection with equity securities is distributed in Singapore by The Royal Bank of Scotland Asia Securities (Singapore) Pte Limited ("RBS Asia Securities") 
(RCB Regn No. 198703346M). Without prejudice to any of the foregoing disclaimers, this material and the securities, investments or other financial instruments referred to herein are not in 
any way intended for, and will not be available to, investors in Singapore unless they are institutional investors (as defined in Section 4A(1) of the Securities and Futures Act (Cap. 289) of 
Singapore ("SFA") or relevant persons falling within Section 275 of the SFA and in accordance with the conditions specified therein or otherwise fall within the circumstances under Section
275 of the SFA.  Further, without prejudice to any of the foregoing disclaimers, where this material is distributed to accredited investors or expert investors as defined in Regulation 2 of the 
Financial Advisers Regulations ("FAR") of the Financial Advisers Act (Cap. 110) of Singapore ("FAA"), RBS Asia Securities is exempted by Regulation 35 of the FAR from the 
requirements in Section 36 of the FAA mandating disclosure of any interest in securities referred to in this material, or in their acquisition or disposal. Recipients who do not fall within the 
description of persons under Regulation 49 of the Securities and Futures (Licensing and Conduct of Business) Regulations or Regulations 34 and 35 of the Financial Advisers Regulations 
should seek the advice of their independent financial advisor prior to taking any investment decision based on this document or for any necessary explanation of its contents. 
Thailand: Pursuant to an agreement with Asia Plus Securities Public Company Limited (APS), reports on Thai securities published out of Thailand are prepared by APS but distributed 
outside Thailand by RBS Bank NV and affiliated companies. Responsibility for the views and accuracy expressed in such documents belongs to APS. 
Turkey: The Royal Bank of Scotland N.V. is regulated by Banking Regulation and Supervision Authority (BRSA). 

UAE and Qatar: This report is produced by The Royal Bank of Scotland N.V and is being distributed to professional and institutional investors only in the United Arab Emirates and Qatar 
in accordance with the regulatory requirements governing the distribution of investment research in these jurisdictions. 

Dubai International Financial Centre: This material has been prepared by The Royal Bank of Scotland N.V. and is directed at "Professional Clients" as defined by the Dubai Financial 
Services Authority (DFSA). No other person should act upon it. The financial products and services to which the material relates will only be made available to customers who satisfy the 
requirements of a "Professional Client".  This Document has not been reviewed or approved by the DFSA. 
Qatar Financial Centre: This material has been prepared by The Royal Bank of Scotland N.V. and is directed solely at persons who are not "Retail Customer" as defined by the Qatar 
Financial Centre Regulatory Authority.  The financial products and services to which the material relates will only be made available to customers who satisfy the requirements of a 
"Business Customer" or "Market Counterparty". 

United States of America: This document is intended for distribution only to "major institutional investors" as defined in Rule 15a-6 under the U.S. Exchange Act of 1934 as amended (the 
"Exchange Act"), and may not be furnished to any other person in the United States. Each U.S. major institutional investor that receives these materials by its acceptance hereof 
represents and agrees that it shall not distribute or provide these materials to any other person. Any U.S. recipient of these materials that wishes further information regarding, or to effect 
any transaction in, any of the securities discussed in this document, should contact and place orders solely through a registered representative of RBS Securities Inc., 600 Washington 
Boulevard, Stamford, CT, USA. Telephone: +1 203 897 2700. RBS Securities Inc. is an affiliated broker-dealer registered with the U.S. Securities and Exchange Commission under the 
Exchange Act, and a member of the Securities Investor Protection Corporation (SIPC) and the Financial Industry Regulatory Authority (FINRA). 

- Material means all research information contained in any form including but not limited to hard copy, electronic form, presentations, e-mail, SMS or WAP. 

____________________________________________________________________________________________________________________________________________________
The research analyst or analysts responsible for the content of this research report certify that:  (1) the views expressed and attributed to the research analyst or analysts in the research 
report accurately reflect their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2) no part of his or her compensation was, is or 
will be directly or indirectly related to the specific recommendations or views contained in this research report.  On a general basis, the efficacy of recommendations is a factor in the 
performance appraisals of analysts. 

____________________________________________________________________________________________________________________________________________________

For a discussion of the valuation methodologies used to derive our price targets and the risks that could impede their achievement, please refer to our latest published research on those 
stocks at research.rbsm.com. 

Disclosures regarding companies covered by us can be found on our research website at research.rbsm.com. 
Our policy on managing research conflicts of interest can be found at https://research.rbsm.com/Disclosure/Disclosure.AspX?MI=2. 

Should you require additional information please contact the relevant research team or the author(s) of this report. 

 


