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CMP Rs 1,864 
Target        Rs 1,460 

   Previous Rs 1,460 

Rating        SELL 

   Previous SELL 

% Upside / (Downside) (22)% 

+ Dividend yield 4% 

Total return (18)% 
  

 

Company data 

Market cap (Rs mn / US$ mn) 372,211 / 8,372 

Outstanding equity shares (mn) 199.7 

BVPS (Rs) 195 

Free float (%) 48.0 

52-week high / low (Rs) 2,058 / 1,391 

2-month avg. daily vol (mn)/ value (US$ mn) 1 / 27 

ADR/GDR premium (%)  
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Company Update 19 April 2011 

Financial highlights      

Year End: 31 Mar FY09A FY10A FY11E FY12E FY13E 

Revenue (Rs mn) 123,191 158,561 192,003 220,542 248,522 

EBITDA (Rs mn) 17,118 27,660 24,778 25,318 27,438 

Adj. PAT (Rs mn) 12,818 22,380 20,402 21,107 22,757 

Adj. EPS (Rs) 64.2 112.1 102.2 105.7 114.0 

Growth (%) 31.8 74.6 (8.8) 3.5 7.8 

DPS (Rs) 19.0 110.0 70.0 45.0 50.0 

ROIC (%) 30.1 125.0 49.3 37.7 36.2 

ROE (%) 33.7 64.6 52.3 42.4 37.3 

P/E (x) 20.9 16.5 18.2 17.6 16.4 

EV/EBITDA (x) 13.6 11.3 13.0 12.7 11.2 

P/BV (x) 7.1 10.7 9.5 7.5 6.1 

 

Hero Honda Motors Ltd. 
 BLOOMBERG: HH IN EQUITY   |   BSE: 500182   |   NSE: HEROHONDA 

Stock price fully valuing even the bull case 

Hero Honda (HH) in our opinion continues to look expensive, amongst other auto 
OEMs, trading at 16.2x FY12E earnings, even on an ex-dividend basis. We note that 
at CMP, the stock discounts a bull-case scenario (18% YoY volume growth; 100 bps 
margin expansions over Q3) by 13.1x earnings – its long-term trading average. We 
believe that though volumes will remain buoyant, margins are likely to remain 
subdued in FY12/FY13, leading to an earnings CAGR of just 6% over FY11-FY13 
and a contraction of earnings multiple. Reiterate SELL. 

v Street unduly optimistic on HH margins: Our FY12 EBITDA margin estimates for 
for HH stands at 11.5% (110bps below consensus), a ~100 bps decline from Q3FY11 
levels, to factor in higher costs related to R&D expenses, re-branding exercises and 
costs for setting up export channels. We believe there could be further negative 
surprises on the margin front if commodity prices firm up further. Currently, 
consensus EBITDA margin estimates for HH for FY12/FY13 stand at 12.6%, higher 
than the most recent quarter’s normalized margins of 12.4%. This is counter-intuitive 
as the street is generally building in a scenario of margin compression for the rest of 
the auto pack. 

v Gross margins decline for HH inline with that of BJAUT – don’t expect steeper 
EBITDA margin decline to catch-up: We note that raw material costs for both HH 
and Bajaj Auto (BJAUT) have increased 500-600 bps off lows and the impact on 
EBITDA margins could have been similar. However unlike HH, BJAUT cut down 
on its expenses on marketing and ad-spends and was able to offset the impact of 
higher commodity prices - the resulting impact on BJAUT’s margins from its peak 
levels was at 250 bps. Hero Honda failed to counter the increase in raw material 
which shaved off 490 bps from peak margins. 

v Re-iterate Sell; TP at Rs 1,460: We believe that at CMP, the HH stock price factors 
in a bull case scenario (see Fig 3) and chances of negative surprises especially on 
margins remain high. We reiterate our SELL recommendation on HH with a target 
price of Rs 1,460, based on 13x Dec ’12 earnings.    
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Fig 1 - Hero Honda – Quarterly Cost Trend 
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Source: RCML Research, Company  

Fig 2 - Bajaj Auto - Quarterly Cost Trend 
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Source: RCML Research, Company  

 

Fig 3 - EPS Matrix at different volumes and margin estimates || Implied Valuation at current market price of Rs 1,832 

 EPS Matrix at different volumes and margin estimates (Rs.) [Base case – Volumes 6mn units; Margins – 11.5%] 

Volume (mn units) 5.6 5.8 6.0 6.2 6.4 

Implied YoY % growth 3.7 7.4 11.1 14.8 18.5 

13.5 114.1 118.1 122.0 126.0 129.9 

12.5 105.9 109.6 113.3 116.9 120.6 

11.5 97.7 101.1 104.5 107.8 111.2 

10.5 89.5 92.6 95.7 98.8 101.8 

EBITDA margin (%) 

9.5 81.3 84.1 86.9 89.7 92.5 

Implied P/E ratio corresponding to each  volume/margin scenario 

 14.9 14.4 13.9 13.5 13.1 

 16.0 15.5 15.0 14.5 14.1 

 17.4 16.8 16.2 15.7 15.3 

 19.0 18.3 17.7 17.2 16.7 

Implied valuation at 
CMP (x) 

(ex-dividend) 

 20.9 20.2 19.5 18.9 18.4 
Source: RCML Research 



 

 

 

Hero Honda Motors Ltd. Company Update 19 April 2011 

3 

RELIGARE INSTITUTIONAL RESEARCH 

 kaushal.maroo@religare.in 

Profit and Loss statement 

Balance sheet 

Cash flow statement 

Y/E 31 Mar (Rs mn) FY09A FY10A FY11E FY12E FY13E 
Total revenue 123,191 158,561 192,003 220,542 248,522 
EBITDA 17,118 27,660 24,778 25,318 27,438 
EBIT 15,311 25,746 22,555 22,811 24,718 
Interest 2,504 2,633 2,846 3,362 4,038 
Other income/(Expense) 0 0 0 0 0 
Exceptional items 0 (62) 0 0 0 
EBT 17,815 28,317 25,401 26,173 28,756 
Income taxes (4,997) (5,999) (4,999) (5,065) (5,999) 
Extraordinary items 0 0 0 0 0 
Min int./Inc. from associates 0 0 0 0 0 
Reported net profit 12,818 22,318 20,402 21,107 22,757 
Adjustments 0 62 0 0 0 
Adjusted net profit  12,818 22,380 20,402 21,107 22,757 

Y/E 31 Mar (Rs mn) FY09A FY10A FY11E FY12E FY13E 
Accounts payable 7,030 11,114 13,151 13,897 13,618 
Other current liabilities 8,228 26,936 10,961 10,961 12,426 
Provisions 5,270 10,264 16,076 10,334 11,483 
Debt funds 785 660 660 660 660 
Other liabilities 0 0 0 0 0 
Equity capital 399 399 399 399 399 
Reserves & surplus 37,608 34,251 38,577 49,349 60,624 
Shareholder’s funds 38,008 34,650 38,976 49,749 61,023 
Total liabilities 59,321 83,625 79,824 85,602 99,210 
Cash and cash eq 35,883 58,329 50,024 52,551 64,586 
Accounts receivable 1,499 1,084 1,578 1,813 2,043 
Inventories 3,268 4,364 5,369 6,061 6,621 
Other current assets 3,172 4,306 4,816 5,298 6,200 
Investments 0 0 0 0 0 
Net fixed assets 15,737 16,588 18,615 20,358 20,138 
CWIP 1,205 481 750 650 550 
Intangible assets 0 0 0 0 0 
Deferred tax assets, net (1,444) (1,528) (1,328) (1,128) (928) 
Other assets 0 0 0 0 0 
Total assets 59,321 83,625 79,824 85,602 99,210 

Y/E 31 Mar (Rs mn) FY09A FY10A FY11E FY12E FY13E 
Net income + Depreciation 14,624 24,233 22,624 23,615 25,477 
Interest expenses (537) (558) 21 21 21 
Non-cash adjustments 0 0 0 0 0 
Changes in working capital 985 4,846 (16,366) (662) (507) 
Other operating cash flow (1,482) (1,675) (200) (200) (200) 
Cash flow from operations 13,590 26,846 6,080 22,774 24,791 
Capital expenditure (3,151) (2,116) (4,519) (4,150) (2,400) 
Change in investments (6,677) (3,618) (7,851) (3,769) (6,105) 
Other investing cash flow 715 458 0 0 0 
Cash flow from investing (9,112) (5,276) (12,370) (7,919) (8,505) 
Issue of equity 0 0 0 0 0 
Issue/repay debt (535) (125) 0 0 0 
Interest expenses (25) (21) (21) (21) (21) 
Dividends paid (3,794) (20,948) (9,845) (16,076) (10,334) 
Other financing cash flow  323 18,446 0 0 0 
Cash flow from financing (4,032) (2,647) (9,866) (16,097) (10,355) 
Change in cash & cash eq 447 18,923 (16,157) (1,242) 5,930 
Closing cash & cash eq 1,696 19,072 2,915 1,674 7,604 
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Per share data 

Valuation ratios 

Financial ratios 

Quarterly trend  

DuPont analysis 
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Y/E 31 Mar (Rs) FY09A FY10A FY11E FY12E FY13E 
Reported EPS 64.2 111.8 102.2 105.7 114.0 
Adjusted EPS 64.2 112.1 102.2 105.7 114.0 
DPS 19.0 110.0 70.0 45.0 50.0 
BVPS 190.3 173.5 195.2 249.1 305.6 

Y/E 31 Mar (x) FY09A FY10A FY11E FY12E FY13E 
EV/Sales 1.9 2.0 1.7 1.5 1.2 
EV/EBITDA 13.6 11.3 13.0 12.7 11.2 
P/E 20.9 16.5 18.2 17.6 16.4 
P/BV 7.1 10.7 9.5 7.5 6.1 

Y/E 31 Mar FY09A FY10A FY11E FY12E FY13E 
Profitability & Return ratios (%)      
EBITDA margin  13.9 17.4 12.9 11.5 11.0 
EBIT margin 12.4 16.2 11.7 10.3 9.9 
Net profit margin 10.4 14.1 10.6 9.6 9.2 
ROE 33.7 64.6 52.3 42.4 37.3 
ROCE  28.4 57.5 45.7 36.5 31.7 
Working Capital & Liquidity ratios      
Receivables (days) 4 2 3 3 3 
Inventory (days) 14 15 14 14 13 
Payables (days) 29 37 34 31 27 
Current ratio (x) 2.1 1.4 1.5 1.9 2.1 
Quick ratio (x) 2.0 1.3 1.4 1.7 1.9 
Turnover & Leverage ratios (x)      
Gross asset turnover  4.9 5.8 6.0 6.1 6.5 
Total asset turnover 2.1 1.9 2.4 2.6 2.5 
Interest coverage ratio 765.6 1,226.0 1,074.0 1,086.2 1,177.0 
Adjusted debt/equity 0.0 0.0 0.0 0.0 0.0 

Particulars  Q3FY10 Q4FY10 Q1FY11 Q2FY11 Q3FY11 
Revenue (Rs mn) 38,270 41,223 42,966 45,520 51,617 
YoY growth (%) 32.8 20.8 12.7 12.1 34.9 
QoQ growth (%) (5.7) 7.7 4.2 5.9 13.4 
EBITDA (Rs mn) 6,609 7,117 6,025 6,079 6,426 
EBITDA margin (%) 17.3 17.3 14.0 13.4 12.4 
Adj PAT (Rs mn) 5,358 5,988 4,917 5,056 5,425 
YoY growth (%) 78.3 48.9 0.6 (15.3) 1.3 
QoQ growth (%) (10.3) 11.8 (17.9) 2.8 7.3 

(%) FY09A FY10A FY11E FY12E FY13E 
Tax burden (Net income/PBT) 71.9 79.0 80.3 80.6 79.1 
Interest burden (PBT/EBIT) 116.4 110.0 112.6 114.7 116.3 
EBIT margin (EBIT/Revenue) 12.4 16.2 11.7 10.3 9.9 
Asset turnover (Revenue/Avg TA) 207.7 189.6 240.5 257.6 250.5 
Leverage (Avg TA/Avg equtiy) 156.1 241.3 204.8 172.1 162.6 
Return on equity  33.7 64.6 52.3 42.4 37.3 
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Company profile 

Hero Honda, the largest two wheeler manufacturer in the world, is a joint 
venture between Hero Group and Honda Motor Co. It had a domestic 
market share of 48% in two-wheelers category in FY10 selling 4.6 mn 
units. The newly commissioned Haridwar plant, with several fiscal 
benefits from the state government, will take the total manufacturing 
capacity to 5.8 mn units by FY11.      

 

 Shareholding pattern  

(%) Jun-11 Sep-11 Dec-11 

Promoters 55.0 52.2 52.2 

FIIs 30.0 31.2 33.5 

Banks and FIs 6.7 6.0 4.6 

Public 8.3 10.6 9.8 
 

 

Recommendation history 

Date Report type Stock price Target Reco 

25-Jan-10 Results Review 1,621 1,814 Hold 

18-May-10 Company Update 1,849 2,100 Hold 

30-Jul-10 Results Review 1,874 1,900 Hold 

13-Sep-10 Sector Update 1,733 1,925 Hold 

31-Oct-10 Results Review 1,865 1,900 Hold 

19-Dec-10 Company Update 1,682 1,800 Hold 

7-Mar-11 Sector Update 1,533 1,460 Sell 

19-Apr-11 Company Update 1,864 1,460 Sell 
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Important Global Disclosures 
 
 
 
This report was produced by a member company of Religare Capital Markets Limited and its affiliates worldwide (“RCM”) excluding Religare Capital Market Inc and Religare Capital Market (USA) LLC. 
 
Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyzes, that (1) the views expressed in this report reflect his or her personal views about 
all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in this report. 
 
Analysts’ stock ratings are defined as follows: 
 

Recommendation Interpretation 

Recommendation Expected absolute returns (%) over 12 months 

Buy More than 15% 

Hold Between 15% and –5% 

Sell Less than –5% 

Recommendation structure changed with effect from March 1, 2009  
 

Expected absolute returns are based on share price at market close unless otherwise stated. Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our target 
price represents the fair value of the stock based upon the analyst’s discretion. We note that future price fluctuations could lead to a temporary mismatch between upside/downside for a stock and our 
recommendation. 

 
Global Rating Distribution 
As of 1 April 2011, out of 229 rated stocks in the RCM coverage universe, 156 have BUY ratings, 56 are rated HOLD and 17 are rated SELL. During the previous quarter, Religare Capital Markets Plc in the 
UK has published 36 independent research notes, 34 of which contained research recommendations, none of which related to corporate broking clients of the firm. The 34 recommendations were broken 
down into 26 buy, 2 sell, and 6 hold.  
 
RCM’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the market that may have a material impact on the research views or 
opinions stated herein. 
 
RCM's policy is to publish both investment research and marketing communications. Investment research is impartial, independent, clear, fair and not misleading. Marketing communications cannot be 
seen as objective and are not prepared in accordance with legal requirements designed to promote the independence of Investment Research. In some instances, RCM may have, or be seeking, a 
business relationship with the company which is the subject of the research. For more information on RCM's Conflict of Interest Policy and its use of Independent and Non-Independent research please 
refer to http://www.religarecm.com/ 
 
Analysts’ Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of research, 
client feedback, competitive factors, and RCM’s total revenues, which include revenues from, among other business units, Equities and Investment Banking.   
 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of RCM, are not registered/qualified as research 
analysts under FINRA/NYSE rules, may not be associated persons of RCM, and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, 
public appearances, and trading securities held by a research analyst account. 
 
Important Regional Disclosures 
 
United Kingdom: This material has been prepared by Religare Capital Markets in accordance with the legal requirements for producing investment research. Notwithstanding anything to the contrary 
contained herein, the following applies where the publication/communication is distributed in and/or into the United Kingdom. This publication/communication is only for distribution and/or is only directed at 
persons ("permitted recipients") who are (i) persons falling within Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (the "FPO") having professional experience in 
matters relating to investments or high net worth companies, unincorporated associations etc. falling within Article 49 of the FPO, and (ii) where an unregulated collective investment scheme (an 
"unregulated CIS") is the subject of the publication/communication, also persons of a kind to whom the unregulated CIS may lawfully be promoted by a person authorized under the Financial Services and 
Markets Act 2000 ("FSMA") by virtue of Section 238(5) of the FSMA. The investments or services to which this publication/communication relates to are available only to permitted recipients and persons of 
any other description should not rely on it. This publication/ communication have been produced to meet the requirement of the Conduct of Business Sourcebook (COBS) 12 under the FSA Rules, please 
refer to our Conflict of Interest Policy as mentioned above in connection with Investment Research. 
 
Singapore: This publication/communication is distributed for and on behalf of RCM in Singapore through Religare Capital Markets (Singapore) Pte Limited solely to persons who qualify as ”institutional 
investors”, ”accredited investors” or ”expert investors, as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”).  Pursuant to regulations 33, 34, 35 and 36 of the 
Financial Advisers Regulations (the “FAR”), sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to Religare Capital Markets (Singapore) Pte Limited when 
providing any financial advisory service to an accredited investor, expert investor or “overseas investor” (as defined in regulation 36 of the FAR). Please contact Religare Capital Markets (Singapore) Pte 
Limited in respect of any matters arising from, or in connection with this publication/communication.  
 
Canada: Neither this publication/communication nor any copy hereof may be distributed in Canada or to any individual outside Canada who is a resident of Canada except in compliance with applicable 
Canadian securities laws. 
 
India: This publication does not constitute an offer or invitation or solicitation to subscribe for or buy or sell securities.  This report is intended for information purpose only to the intended recipient and 
should not be reproduced or redistributed to any other person. 
  
Hong Kong: In Hong Kong, this publication/communication must not be sent to anyone other than (1) to “Professional Investors” as defined in the Securities and Futures Ordinance (Cap. 571) of Hong 
Kong and any rules made under that ordinance; or (2) in other circumstances which would not result in this publication/communication being a “Prospectus” as defined in the Companies Ordinance (Cap. 
32) of Hong Kong or which do not constitute an offer to the public within the meaning of that ordinance. 
 
United States:  Neither this publication/communication nor any copy hereof may be taken or distributed into the United States. 
 
Dubai:  This publication/communication is intended for professional clients only and is not for onward distribution within the United Arab Emirates. 
 
Other jurisdictions:  In any other jurisdictions, except if otherwise restricted by law or regulation, this publication/communication is only for distribution to professional, institutional or sophisticated investors 
as defined in the laws and regulations of such jurisdictions. 
 
Other Research Disclosures  
 
The analyst(s) named in this report may have investments in securities or derivatives of securities of the companies mentioned in this report, and may make investment decisions that are inconsistent with 
the recommendations or views expressed in this research. 
  
Disclaimers 
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, 
publication, availability or use would be contrary to law or regulation or which would subject Religare Capital Markets Limited or its affiliates (“RCM”) to any registration or licensing requirement within such 
jurisdiction(s). All material presented in this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, its content, or any copy of such material or content, may be 
altered in any way, transmitted to, copied or reproduced (in whole or in part) or redistributed in any form to any other party, without the prior express written permission of RCM.  All trademarks, service 
marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless specifically mentioned otherwise. 
 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or 
subscribe for securities or other financial instruments. RCM may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. RCM will not treat 
recipients as its customers by virtue of their receiving the report. The investments or services contained or referred to in this report may not be suitable for you and it is recommended that you consult an 
independent investment advisor if you are in doubt about such investments or investment services.  Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any 
investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you. RCM does not offer advice on the tax consequences of 
investment and you are advised to contact an independent tax adviser. Please note in particular that the bases and levels of taxation may change. Accordingly, you are recommended to seek your own 
legal, tax or other advice as you may find appropriate and should rely solely on your own judgment, review and analysis in evaluating the information contained in this report. 
 
Subject to any applicable laws and regulations at any given time, RCM, its affiliates or companies or individuals connected with RCM may have used the information contained herein before publication and 
may have positions in, may from time to time purchase or sell or have a material interest in any of the securities mentioned or related securities or may currently or in future have or have had a business or 
financial relationship with, or may provide or have provided investment banking, capital markets and/or other services to, the entities referred to herein, their advisors and/or any other connected parties. As 
a result, investors should be aware that RCM and/or such individuals may have one or more conflicts of interests that could affect the objectivity of this report. 
 
RCM believes that the information and opinions in the Important Regional Disclosure Section of this report are accurate and complete and are provided in good faith. Information and opinions presented in 
the other sections of the report were obtained or derived from sources that RCM believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their accuracy or 
completeness or correctness. Additional information may be available upon request. RCM accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion 
of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied upon in substitution for the exercise of independent 
judgment. RCM may have issued, and may in the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock 
ratings reflect investment recommendations based on expected absolute return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings reflect different 
assumptions and analytical methods, trading calls may differ directionally from the stock rating. In addition, RCM may have issued, or may in the future issue other reports that may be inconsistent with, and 
may reach different conclusions from, the information presented in this report. The other reports may reflect different assumptions, views and analytical methods of the analysts’ who prepared them and 
RCM is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. RCM is involved in many businesses that relate to companies mentioned in this 
report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading. 
 
RCM, its officers, employees, representatives and agents accept no liability whatsoever for any loss or damage whether direct, indirect, consequential or otherwise howsoever arising (whether in 
negligence or otherwise) out of or in connection with or from any use of or reliance on the contents of and/or omissions from this document. Consequently RCM expressly disclaims any and all liability for, 
or based on or relating to any such information contained in or errors or omissions in this report. The data contained in this report is subject to change without any prior notice. RCM reserves its right to 
modify this report as maybe required from time to time. RCM is committed to providing independent recommendations to its clients and would be happy to provide any information in response to any query 
received from anyone who was an intended recipient. This report is strictly confidential and is being furnished to you solely for your information. The views expressed in the report reflect the analyst’s 
personal views about the securities and issuers that are subject of this report, and that no part of the analyst’s compensation was, is or will be directly or indirectly, related to the recommendations or views 
expressed in this report.  
 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, 
opinions and estimates contained in this report reflect a judgment of its original date of publication by RCM and are subject to change without notice.  The price, value of and income from any of the 
securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse 
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