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In-Line Results  
 

Quick Comment: With a 13% increase in sales 
volumes in F4Q06, HH posted inline results with 
revenues, EBITDA and net earnings posting 16%, 24% 
and 29% YoY growth.  While EBITDA margins on a 
YoY basis increased by 100 bps, on a sequential basis, 
they declined by 20 bps to 16.1%.  Depreciation and 
other income grew by 16% and 20% YoY to Rs305mn 
and Rs430mn respectively.  On a full year basis, HH 
posted 17%, 18% and 20% YoY growth in revenues, 
EBITDA and net earnings respectively, with full-year 
EBITDA margins at 15.7%, flattish at F2005 levels.  

EBITDA margins to come under pressure:  HH 
posted flattish EBITDA margins in F2006 at 15.7% 
despite 15% YoY growth in sales volumes because of 
pricing pressures, which negated the impact of 
operating leverage. Due to the changing product mix 
and pressure on prices for the 100cc versions of 
Splendor/Passion, margins for Hero Honda could fall 
and we expect EBITDA margins to be under pressure 
at 15.5% in F2007E and 15% in F2008E.  HH, which 
has the highest margins in the 2-wheeler business 
because of its premium pricing and economies of scale, 
may have to drop prices of Splendor/Passion by nearly 
Rs2000-3000 over the next few quarters to retain 
market share, putting pressure on margins.  Taking a 
cue from this, HH has already started offering cash 
discounts and freebies on selected models in high-
volume markets. We believe that this scheme will 
impact operating margins negatively in the next quarter. 

HH sales underperform industry growth: HH posted 
just 11%YoY growth in domestic motorcycle sales in 
F4Q06, underperforming the industry growth of 18.1%. 
HH’s market share too has been on a declining trend; it 
lost nearly 180 bps in F2006, primarily to Bajaj Auto, 
ending F2006 with a market share of 49.7%. On a full-
year basis, HH domestic sales grew by 13% while 
industry growth was 17%. 

Morgan Stanley does and seeks to do business with 
companies covered in its research reports. As a 
result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of this report. Investors should consider 
this report as only a single factor in making their 
investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section. 
+= Analysts employed by non-U.S. affiliates are not registered pursuant to NASD/NYSE rules. 
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The main reason for HH’s lackluster performance is that 
HH’s new products are failing to gather traction and the 
company still depends on old products (Splendor/Passion) 
to drive its fortunes. Moreover, HH has failed to develop a 
blockbuster, with new products such as the Super-
Splendor, Glamour, Pleasure and Achiever finding only 
moderate success.  

Exhibit 1 
HH: Quarterly EBITDA and EBITDA Margins 
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Source: Company data, Morgan Stanley Research 

 

Exhibit 2 
HH: Motorcycle Industry and HH Growth  

-15%

-5%

5%

15%

25%

35%

45%

55%

FY92 FY94 FY96 FY98 FY00 FY02 FY04 FY06

Industry Growth HH Growth

 
Source: Company data, SIAM, Morgan Stanley Research 

 
Competitive Pressures to Intensify  
BAL recently launched its 100cc model Platina, which is 
expected to strengthen its position in the 100-110cc 
segment, directly competing with HH’s Splendour, which is 
the market leader in the segment. With new models 
coming into the market, such as Yamaha’s 125cc 
motorcycle Gladiator  and Suzuki launching its two 125cc 
motorcycles Heat and Zeus along with Honda’s 125cc 
offering Shine, we expect competition to intensify in the 
coming quarters. HH derives a large proportion of its sales 

and profits from the executive segment, which is being 
targeted by most motorcycle manufacturers.  We expect 
this to affect HH’s market share in F2007 and beyond.  

Exhibit 3 
HH: Domestic Motorcycle Sales and Market Share 
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Source: Company data, SIAM, Morgan Stanley Research 

 
HH Gains Some Momentum in the Scooter Segment  
HH made its foray into the scooter segment in F4Q06 with a 
102 cc scooter, Pleasure, which has received a favorable 
response. HH has clocked up volumes of nearly 15,000 units 
in three months, building market share of nearly 6.4% for the 
quarter, and has inadvertently become the third-largest player 
in the scooter segment after Honda and TVS Motors.  (BAL 
has stopped manufacturing geared scooters and is revamping 
its scooter segment.) 

Export Sales Impressive 
HH has posted 45% YoY growth in export sales volumes at 
92,666 units in F2006. The primary markets for HH are in 
Columbia, Bangladesh and Sri Lanka and the company is 

Company Description 

Hero Honda Motors Ltd manufactures and markets motorcycle 
and spare parts. The company is jointly promoted by Munjal 
Group and Honda Motors Japan and is the market leader in 
motorcycles with production facilities located in Gurgaon 
(Haryana) 

Industry View: Attractive 

Attractive 

MSCI Country: India 

Asia Strategist's Recommended Weight: 1.4% 
MSCI Asia/Pac All Country Ex Jp Weight: 6.0% 
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looking at exploring possibilities in new markets in Africa in 
consultation with Honda Motor Co Ltd, Japan. However, we 
do not estimate HH’s exports to rise very significantly from 
hereon as HH is limited in the countries that it can export to 
because of the conflict it could have with Honda. 

Valuations  
HH trades at P/E of 14.5x, P/BV of 5.7x,and EV/EBITDA of 
8.1x on our F2008E. We maintain our Underweight rating 
on the stock. 

Exhibit 4 
HH: Domestic Motorcycle Sales and Market Share 
 F4Q06 F4Q05 YoY F2006 F2005 YoY

Motorcycles  
Domestic Sales 1,532,833 1,297,479 18.1% 5,815,469 4,964,753 17.1%
Exports 103,498 87,906 17.7% 386,322 277,123 39.4%
Domestic Sales Breakup  
Hero Honda 737,591 664,845 10.9% 2,893,070 2,557,385 13.1%
Bajaj Auto 480,509 359,448 33.7% 1,747,806 1,344,922 30.0%
TVSM 206,254 166,865 23.6% 752,576 640,707 17.5%
Others 108,479 106,321 2.0% 422,017 421,739 0.1%
Domestic Market Shares  
Hero Honda 48.1% 51.2% -3.1% 49.7% 51.5% -1.8%
Bajaj Auto 31.3% 27.7% 3.6% 30.1% 27.1% 3.0%
TVS Motors 13.5% 12.9% 0.6% 12.9% 12.9% 0.0%
Others 7.1% 8.2% -1.1% 7.3% 8.5% -1.2%
Source: Company data, Morgan Stanley Research 

 

Exhibit 5 
Hero Honda: 4QF2006 and Full year financial summary 
Hero Honda F4Q05 F3Q06 F4Q06 YoY QoQ YTD F05 YTD F06 YoY
    
Volumes 685,419 798,001 772,457 12.7% -3.2% 2,621,400 3,000,450 14.5%
Exports (%)   56,856 855,934 1405.4
Sales 19,403 23,148 22,559 16.3% -2.5% 74,217 87,140 17.4%
Total Expenditure 16,471 19,367 18,927 14.9% -2.3% 62,571 73,460 17.4%
EBITDA (LS) 2,932 3,781 3,632 23.9% -3.9% 11,645 13,680 17.5%
Depreciation 264 324 305 15.6% -6.1% 894 1,146 28.2%
EBIT 2,669 3,456 3,327 24.7% -3.7% 10,751 12,534 16.6%
Other income 358 360 430 20.3% 19.4% 1,410 1,527 8.3%
Net Interest (4) (11) (39) 793.2% 267.3% (11)  (61) 462.4%
PBT & Extraordinary 3,031 3,827 3,797 25.3% -0.8% 12,173 14,122 16.0%
PBT 3,031 3,827 3,797 25.3% -0.8% 12,173 14,122 16.0%
Tax 960 1,209 1,125 17.2% -7.0% 4,068 4,409 8.4%
PAT 2,071 2,618 2,672 29.0% 2.1% 8,105 9,713 19.8%
EBIDTA Margin (RS) 
(%) 15.1 16.3 16.1 0.99 -0.2 15.7 15.7 0.0
PBT Margin (%) 15.6 16.5 16.8 1.21 0.3 16.4 16.2 -0.2
Net Margin (%) 10.7 11.3 11.8 1.17 0.5 10.9 11.1 0.2
Tax Rate (%) 31.7 31.6 29.6 -2.04 -2.0 33.4 31.2 -2.2
Source: Company data, Morgan Stanley Research 
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Exhibit 6 
Hero Honda: Cost Breakdown As % of Sales 
% of sales F4Q05 F3Q06 F4Q06 YoY QoQ YTD F05 YTD F06 YoY

Raw Material (%) 70.3 69.2 68.2 -2.0 -0.9 70.1 69.6 -0.4
Staff Cost (%) 3.8 3.7 3.6 -0.1 -0.1 3.6 3.7 0.1
Other Expenditure (%) 10.9 10.8 12.0 1.2 1.3 10.6 11.2 0.5
Source: Company data, Morgan Stanley Research 
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ModelWare is Morgan Stanley’s new system for helping investors and analysts to uncover value, free from 
the distortions and ambiguities created by accounting data. Morgan Stanley has dissected and fundamentally 
redefined the components of corporate valuation, giving clients more consistent definitions, more comparable data, 
and more flexible analytic tools. ModelWare makes investment insights easier by making value more visible.  
 
Past inconsistencies in financial reporting made it difficult to compare performance among companies and 
across sectors and regions. Even within US GAAP, flexibility complicates comparisons. And accounting standards 
were developed to analyze historical data, not to facilitate projections. In response, Morgan Stanley analysts spent 
two years reviewing our entire coverage universe of company metrics. They defined more than 2,000 general and 
industry-specific metrics that eliminated inconsistencies stemming from regional differences, historical precedents 
and accounting conventions. The team applied these metrics across also all 1900+ companies we cover, and created 
flexible tools and services that let analysts redefine and use the data with maximum creativity. Because ModelWare 
provides complete transparency, users see every component of every calculation, to choose elements or recombine 
them as they wish.   
 
ModelWare EPS illustrates the approach. It represents ModelWare EPS as ModelWare net income divided by 
average fully diluted shares outstanding. ModelWare net income sums net operating profit after tax (NOPAT), net 
financial income or expense (NFE) and other income or expense. ModelWare adjusts reported net income to improve 
comparability across companies, sectors and regions. Among these adjustments: We exclude goodwill amortization 
and items deemed by analysts to be “one-time” events; we capitalize operating leases where their use is significant 
(e.g., in transportation and retail); and we convert inventory to FIFO accounting when LIFO costing is used. For more 
information on these adjustments and others, as well as additional background, please see Morgan Stanley 
ModelWare (ver. 1.0): A Road Map for Investors, by Trevor Harris and team, August 2, 2004. 
 

.. 
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Monetary Authority of Singapore, which accepts the responsibility for its contents),  and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd 
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  Coverage Universe Investment Banking Clients (IBC) 

Stock Rating Category Count % of Total Count
% of Total 

IBC
% of Rating 

Category

Overweight/Buy 713 36% 261 41% 37%
Equal-weight/Hold 883 45% 295 46% 33%
Underweight/Sell 367 19% 84 13% 23%
Total 1,963  640   
 
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley or an affiliate received investment banking compensation in the last 12 months. 
 

Analyst Stock Ratings 
Overweight (O or Over) - The stock's total return is expected to exceed the total return of the relevant country MSCI Index, on a risk-adjusted basis 
over the next 12-18 months. 
Equal-weight (E or Equal) - The stock's total return is expected to be in line with the total return of the relevant country MSCI Index, on a risk-
adjusted basis over the next 12-18 months. 
Underweight (U or Under) - The stock's total return is expected to be below the total return of the relevant country MSCI Index, on a risk-adjusted 
basis, over the next 12-18 months. 
More volatile (V) - We estimate that this stock has more than a 25% chance of a price move (up or down) of more than 25% in a month, based on a 
quantitative assessment of historical data, or in the analyst's view, it is likely to become materially more volatile over the next 1-12 months compared 
with the past three years.  Stocks with less than one year of trading history are automatically rated as more volatile (unless otherwise noted). We 
note that securities that we do not currently consider "more volatile" can still perform in that manner. 
Unless otherwise specified, the time frame for price targets included in this report is 12 to 18 months. 
 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
broad market benchmark, as indicated below. 
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant 
broad market benchmark, as indicated below. 
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index; Europe - MSCI Europe; Japan - 
TOPIX; Asia - relevant MSCI country index. 
 
Stock price charts and rating histories for companies discussed in this report are available at www.morganstanley.com/companycharts or from your 
local investment representative.  You may also request this information by writing to Morgan Stanley at 1585 Broadway, (Attention: Equity Research 
Management), New York, NY, 10036 USA. 
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Stock Price, Price Target and Rating History (See Rating Definitions) 

 
 

Other Important Disclosures 
For a discussion, if applicable, of the valuation methods used to determine the price targets included in this summary and the risks related to achieving these targets, 
please refer to the latest relevant published research on these stocks.  Research is available through your sales representative or on Client Link at 
www.morganstanley.com and other electronic systems. 

This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it.  The securities discussed in this report may not be suitable for all investors. Morgan Stanley recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will 
depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this report may not be suitable for all investors, 
and certain investors may not be eligible to purchase or participate in some or all of them. 

This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or to participate in any particular trading strategy.  The "Important US 
Regulatory Disclosures on Subject Companies" section lists all companies mentioned in this report where Morgan Stanley owns 1% or more of a class of common 
securities of the companies.  For all other companies mentioned in this report, Morgan Stanley may have an investment of less than 1% in securities or derivatives of 
securities of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Employees of Morgan Stanley not involved in 
the preparation of this report may have investments in securities or derivatives of securities of companies mentioned in this report, and may trade them in ways different 
from those discussed in this report. Derivatives may be issued by Morgan Stanley or associated persons. 

Morgan Stanley & Co. Incorporated and its affiliate companies do business that relates to companies covered in its research reports, including market making and 
specialized trading, risk arbitrage and other proprietary trading, fund management, investment services and investment banking. Morgan Stanley sells to and buys from 
customers the securities/instruments of companies covered in its research reports on a principal basis. 

With the exception of information regarding Morgan Stanley, reports prepared by Morgan Stanley research personnel are based on public information. Morgan Stanley 
makes every effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete.  We have no obligation to tell you when 
opinions or information in this report change apart from when we intend to discontinue research coverage of a subject company. Facts and views presented in this report 
have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley business areas, including investment banking personnel. 

Morgan Stanley research personnel conduct site visits from time to time but are prohibited from accepting payment or reimbursement by the company of travel expenses 
for such visits. 

The value of and income from your investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes, operational 
or financial conditions of companies or other factors.  There may be time limitations on the exercise of options or other rights in your securities transactions.  Past 
performance is not necessarily a guide to future performance.  Estimates of future performance are based on assumptions that may not be realized. Unless otherwise 
stated, the cover page provides the closing price on the primary exchange for the subject company's securities. 
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To our readers in Taiwan:  Information on securities that trade in Taiwan is distributed by Morgan Stanley & Co. International Limited, Taipei Branch (the "Branch").  Such 
information is for your reference only.  The reader should independently evaluate the investment risks and is solely responsible for their investment decisions. This 
publication may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan Stanley.  Information on 
securities that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation or a solicitation to trade in such securities.  The 
Branch may not execute transactions for clients in these securities. 

To our readers in Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Dean Witter Asia Limited as part of its 
regulated activities in Hong Kong. If you have any queries concerning this publication, please contact our Hong Kong sales representatives. 

Certain information in this report was sourced by employees of the Shanghai Representative Office of Morgan Stanley Dean Witter Asia Limited for the use of Morgan 
Stanley Dean Witter Asia Limited. 

This publication is disseminated in Japan by Morgan Stanley Japan Securities Co., Ltd.; in Hong Kong by Morgan Stanley Dean Witter Asia Limited (which accepts 
responsibility for its contents); in Singapore by Morgan Stanley Dean Witter Asia (Singapore) Pte. (Registration number 199206298Z) and/or Morgan Stanley Asia 
(Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of Singapore, which accepts responsibility for its contents; in 
Australia by Morgan Stanley Dean Witter Australia Limited A.B.N. 67 003 734 576, holder of Australian financial services licence No. 233742, which accepts 
responsibility for its contents; in Korea by Morgan Stanley & Co International Limited, Seoul Branch; in India by JM Morgan Stanley Securities Private Limited; in Canada 
by Morgan Stanley Canada Limited, which has approved of, and has agreed to take responsibility for, the contents of this publication in Canada; in Germany by Morgan 
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Incorporated and Morgan Stanley DW Inc., which accept responsibility for its contents.  Morgan Stanley & Co. International Limited, authorized and regulated by 
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Markets Act 2000, research which has been prepared by any of its affiliates.  Private U.K. investors should obtain the advice of their Morgan Stanley & Co. International 
Limited representative about the investments concerned. In Australia, this report, and any access to it, is intended only for "wholesale clients" within the meaning of the 
Australian Corporations Act. 
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