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Figure 1. Hero Honda: Aug09 Sales  

 August Sales YoY Chg MoM chg YTD Sales YoY chg
 (Nos) (%) (%) (Nos) (%)
Two Wheelers        415,137  35.9 13.2     1,900,932           28.3 

Source: Company Reports 
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Hero Honda (HROH.BO) 
 Aug09 Sales – In Line With Expectations 
  

Aug09 volume growth was strong — +c36%Y/Y – but in the midpoint of the 
'whisper estimates' of 410-425,000 units. Of this demand, around 60-70k units 
is pipeline stocking in anticipation of the festive season from end Sept/Oct. 
Retail demand figures are yet unavailable, but mgmt expects they would have 
been slightly ahead of July's retail sales of 340,000 units  

 FY10 guidance marginally revised upwards — to the 10-12% range, from 8-
10% earlier. Based on the current trend, HH appears to be comfortably on 
course for achieving targeted growth. We expect it to fine-tune its guidance 
over the next month and into the festive season.    

 No monsoon impact – as yet — Mgmt noted that the monsoon impact has yet to 
be seen. Mgmt expects sales growth to slacken after the monsoons, especially 
if the winter rains are lackluster (which could impact sentiment).   

 Product launches across 3/4Q — Hero Honda is to launch a slew of products – 
mainly upgrades - of the existing models over 3/4Q.  

 Competitive intensity remains muted — in the motorcycle industry. Mgmt 
stated that there are virtually no discounts in the marketplace, and it does not 
expect discounts to revive in the festive season, which augurs well for overall 
profitability of the industry.  
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Fiscal year end 31-Mar 2007 2008 2009E 2010E 2011E

Valuation Ratios
P/E adjusted (x) 35.7 31.7 23.9 16.5 14.5
EV/EBITDA adjusted (x) 24.5 21.1 16.2 11.2 9.3
P/BV (x) 12.4 10.3 8.1 6.0 4.3
Dividend yield (%) 1.1 1.2 1.3 1.6 1.9
Per Share Data (Rs)
EPS adjusted 42.96 48.47 64.19 93.08 106.05
EPS reported 42.96 48.47 64.19 93.08 106.05
BVPS 123.69 149.54 190.42 254.38 360.43
DPS 17.00 19.00 20.00 25.00 29.00

Profit & Loss (RsM)
Net sales 99,000 103,318 123,191 142,054 159,186
Operating expenses -88,667 -91,428 -107,880 -120,285 -134,123
EBIT 10,333 11,891 15,311 21,769 25,063
Net interest expense -16 -20 -20 -25 -30
Non-operating/exceptionals 2,145 2,232 2,524 2,714 2,834
Pre-tax profit 12,461 14,103 17,815 24,458 27,867
Tax -3,882 -4,424 -4,997 -5,870 -6,688
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 8,579 9,679 12,818 18,588 21,179
Adjusted earnings 8,579 9,679 12,818 18,588 21,179
Adjusted EBITDA 11,730 13,494 17,118 23,692 26,997
Growth Rates (%)
Sales 13.6 4.4 19.2 15.3 12.1
EBIT adjusted -17.3 15.1 28.8 42.2 15.1
EBITDA adjusted -14.0 15.0 26.9 38.4 13.9
EPS adjusted -11.7 12.8 32.4 45.0 13.9

Cash Flow (RsM)
Operating cash flow 7,517 14,888 12,551 19,933 23,301
Depreciation/amortization 1,398 1,603 1,807 1,923 1,934
Net working capital -2,459 3,606 -2,074 -578 188
Investing cash flow -4,514 -10,419 -10,387 -16,345 -18,389
Capital expenditure -4,744 -3,407 0 -3,000 -1,000
Acquisitions/disposals 880 -6,131 -9,582 -12,439 -16,484
Financing cash flow -4,178 -4,771 -3,973 -5,616 0
Borrowings -206 -332 680 200 0
Dividends paid -3,972 -4,439 -4,653 -5,816 0
Change in cash -1,174 -302 -1,809 -2,028 4,912

Balance Sheet (RsM)
Total assets 42,426 50,668 59,793 74,483 90,830
Cash & cash equivalent 358 1,311 500 600 600
Accounts receivable 3,353 2,974 3,339 3,737 4,165
Net fixed assets 13,555 15,487 13,680 14,758 13,825
Total liabilities 17,739 20,805 21,766 23,683 18,852
Accounts payable 5,548 7,561 8,137 8,431 9,416
Total Debt 1,652 1,320 2,000 2,200 2,200
Shareholders' funds 24,701 29,862 38,027 50,799 71,978

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 11.8 13.1 13.9 16.7 17.0
ROE adjusted 38.3 35.5 37.8 41.9 34.5
ROIC adjusted 152.3 116.3 193.4 nm nm
Net debt to equity 5.2 0.0 3.9 3.1 2.2
Total debt to capital 6.3 4.2 5.0 4.2 3.0

For further data queries on Citi's full coverage universe 
please contact CIR Data Services Asia Pacific at 
CIRDataServicesAsiaPacific@citi.com or +852-2501-
2791
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Hero Honda 
 
Company description 

Hero Honda is India's largest manufacturer of two-wheelers. The company has 
benefited from the demand shift to motorcycles, as it focuses solely on this 
product segment. It has a strong product portfolio, and received technology 
and brand support from Honda Motors, Japan. With fuel efficiency and riding 
comfort as the main selling points, management has been able to address a 
wide market and post robust sales growth. 
 
Investment strategy 

We rate Hero Honda shares Buy/Low Risk (1L) with a target price of Rs1,593. 
We believe Hero Honda will retain its competitive advantage in a challenging 
operating environment given its superior strategy, significant fiscal incentives 
and lower dependence on financing. We forecast a strong 29% earnings CAGR 
for Hero Honda over FY09-FY11E driven by a richer product mix and fiscal 
incentives at its Uttaranchal plant. We forecast 26% growth in EBITDA (core 
operating profits) over FY09-11E. The growth outlook for two-wheelers remains 
stable over the next two years, in our view. The vehicle financing cycle is 
incrementally improving, which augurs well for the volume outlook for both 
Hero Honda and its competition. Structural growth drivers - viz. the lack of 
adequate public transportation, a burgeoning population, rising income levels - 
are all structural growth drivers which should remain intact over the long term. 
 
Valuation 

Our target price of Rs1,593 is based on 16x Sep 10E earnings, which we 
believe is well supported by a robust earnings CAGR of 29% over FY09-11E. 
While this is to a certain extent driven by tax breaks at the Uttaranchal facility, 
we derive comfort from our expectations that core EBITDA (operating profits) 
will grow at 26% CAGR over the same period. Our target multiple of 16x is at a 
20% premium to HH's 5-year P/E multiple of 13.3x, which we think is justified 
given Hero Honda's earnings CAGR of 29% over FY09-11E. We have chosen to 
use the P/E valuation metric to value Hero Honda, given the company's high 
level of cash generation, reflecting its strong balance sheet (around Rs35bn in 
cash and cash equivalents). 
 
Risks 

We rate Hero Honda Low Risk according to our quantitative risk rating system, 
which tracks 260-day historical share price volatility. The key downside risks 
that could impede the stock from reaching our target price are: 1) Slower-than-
forecast growth in the two-wheeler industry, 2) Any substantial increase in 
interest rates and greater than forecast increase in material costs. Upside risks 
to our target price include: 1) lower-than-forecast increase in material costs 
and volumes; 2) lower-than-expected competitive intensity. 
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Appendix A-1 
Analyst Certification 

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report hereby certifies that, with 
respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities. Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 
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months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, securities-
related: Hero Honda. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-banking, non-
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the 
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Citi Investment Research & Analysis Ratings Distribution    
Data current as of 30 Jun 2009 Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 41% 38% 21%

% of companies in each rating category that are investment banking clients 46% 45% 39%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. 

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are:Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-
Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% 
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 



Hero Honda (HROH.BO) 

1 September 2009 

 

Citigroup Global Markets 5 

Guide to Citi Investment Research & Analysis (CIRA) Corporate Bond Research Credit Opinions and Investment Ratings: CIRA's corporate bond research issuer publications 
include a fundamental credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding 
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Low Risk Triple A to Low Double A; Low to Medium Risk High Single A through High Triple B; Medium to High Risk Mid Triple B through High Double B; High to Speculative 
Risk Mid Double B and Below. The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a 
company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by CIRA will also include investment ratings on specific 
issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of CIRA's expectations for 
total return, relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight the bond is expected 
to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated 
monthly and can be viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight the bond is expected to perform in line with the relevant Citigroup bond 
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Non-US research analysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD. Such research analysts may not be 
associated persons of the member organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject 
company, public appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 

Citigroup Global Markets India Private Limited Jamshed Dadabhoy 

OTHER DISCLOSURES 

The subject company's share price set out on the front page of this Product is quoted as at 01 September 2009 04:00 PM on the issuer's primary market. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities transactions in a manner inconsistent with 
the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies. However, it should be 
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