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HERO HONDA MOTORS LTD

Result Update

In line with expectations

Hero Honda’s 2QFY09 numbers were in line with our expectations. While net sales at
Rs 32 bn (YoY growth of 36%) were in line with our estimates, EBIDTA at Rs 4.4 bn
(YoY growth of 49%) was ahead of our expectations by around 4%. However,
significantly higher tax provision (2QFY09 tax rate was 32% against our expectation
of 24%), resulted in net profits of Rs 3.1 bn (YoY growth of 51%), was below of our
expectation by 2%. The higher tax rate is due to reduction in target production at
Haridwar plant from 750,000 to 600,000 units

1HFY09 performance, the required residual growth in FY09 and the declining raw
material prices, warrants volumes/earnings upgrade in FY09 as well as FY10.
However, considering the cautious stand adopted by the management, we are leaving
our estimates unchanged currently.

At Rs 826, the stock trades at PER of 13.6x and 11.7x our FY09 and FY10 EPS
estimates of Rs 60.6 and Rs 70.8 respectively. We maintain our BUY rating on the
stock.

Volumes and pricing led topline growth

Net sales grew by 36% YoY to 32 bn lead by volumes growth by 28.4% YoY to 971,579
units, pricing action of around 4% and improving product mix. Average realization stood at
Rs 32,597, YoY increase of 6%.

Product mix % 2QFY09 2QFY08 1QFY09 Productmix % 2QFY09 2QFY08 1QFY09

Motorcycles 96.2 96.0 97.2 Motorcycles (Domestic)

Scooters 3.8 4.0 2.8 upto 125¢cc 95.1 96.0 93.0

Total 100.0 100.0 100.0 125cc to 250 cc 4.9 4.0 7.0
Motorcycles (Exports)

Exports 2.6 2.7 1.9 upto 125cc 90.7 92.9 86.3

Domestic 97.4 97.3 98.1  125cc to 250 cc 9.3 71 13.7

47% YoY increase in tax expense restricts the benefits of strong
operating performance

The company reported an EBIDTA of Rs 4.4 bn, outperforming our estimates by around 4%.
However, a 47% YoY increase tax provision to Rs 1.4 bn, resulted in net profit growth at
51% to Rs 3.1 bn, slightly below our expectation. This is despite a 37% YoY increase in
other income to Rs 539 mn. The higher tax provision is due to reduction in target production
at Haridwar plant from 750,000 to 600,000 units. However, there is no change in the overall
estimated target sales of the company for the year.

Valuation and View

1HFY09 performance, the required residual performance in FY09 and the declining raw
material prices, warrants volumes/earnings upgrade in FY09 as well as FY10. However,
considering the cautious stand adopted by the management, we are leaving our estimates
unchanged currently

At Rs 826, the stock trades at PER of 13.6x and 11.7x our FY09 and FY10 EPS estimates of
Rs 60.6 and Rs 70.8 respectively. We maintain our BUY rating on the stock.
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HERO HONDA MOTORS LTD Result Update

Quarterly Results summary

Rs mn 2QFY08 2QFY09 % change 1HFY08 1HFY09 % change
Net Sales 23,521 32,020 36.1 48,001 60,455 25.9
Operating Expenses

Raw Materials 17,013 23,183 36.3 34,860 43,637 25.2
% of Sales 72.3 72.4 72.6 72.2

Staff Costs 870 1,103 26.7 1,837 2,142 16.6
% of Sales 3.7 3.4 3.8 3.5

Other Expenses 2,724 3,386 24.3 5,755 6,918 20.2
% of Sales 11.6 10.6 12.0 11.4

EBIDTA 2,915 4,348 49.2 5,549 7,759 39.8
EBIDTA % 124 13.6 11.6 12.8

Forex gain/(loss) 0.0 0.0 0.0 0.0

Adj EBIDTA 2,915 4,348 49.2 5,549 7,759 39.8
ADJ EBIDTA % 124 13.6 11.6 12.8

Depreciation 384 466 21.3 760 888 16.8
EBIT 2,530 3,882 53.4 4,789 6,870 43.5
Other Income 393 539 37.2 782 1,006 28.7
Interest (90) (83) (6.8) (179) (133) (25.6)
PBT 3,012 4,504 49.5 5,750 8,010 39.3
Extraordinary inc/(exp) 0.0 0.0 0.0 0.0

Tax 980 1,442 471 1,819 2,218 21.9
Net Profit 2,032 3,063 50.7 3,930 5,791 47.3
Net Margin % 8.6 9.6 8.2 9.6

Adjusted Net Profit 2,032 3,063 50.7 3,930 5,791 47.3
Adjusted Net Margin % 8.6 9.6 8.2 9.6

EPS 10.2 15.3 50.7 19.7 29.0 47.3
Adjusted EPS 10.2 15.3 50.7 19.7 29.0 47.3
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Profit & Loss Account

Balance Sheet

HERO HONDA MOTORS LTD Result Update

Mar ending (Rs mn) FYO07 FY08 FYO9E FY10E Mar ending (Rs mn) FYO07 FY08 FYO09E FY10E
Net Sales 99,000 103,318 119,062 135,734 Share Capital 399 399 399 399
Growth % 13.6 4.4 15.2 14.0 Reserves 24,301 29,463 35,621 42,807
Operating Expenses Misc Exp 0 0 0 0
Raw Materials 71,787 74,025 84,772 96,779 Owned Funds 24,701 29,862 36,020 43,207
% of Sales 72.5 71.6 71.2 71.3 Secured Loans 0 0 0 0
Staff Costs 3,538 3,835 4,343 4,961 Unsecured Loans 1,652 1,320 1,120 920
% of Sales 3.6 37 3.6 3.7 Loan Funds 1,652 1,320 1,120 920
Other Expenses 11,944 11,964 14,049 16,288 Deferred Tax Liability 1,282 1,254 1,254 1,254
% of Sales 12.1 11.6 11.8 12.0 Total 27,634 32,436 38,394 45,380
EBIDTA 11,730 13,494 15,898 17,706 Gross Fixed Assets 18,006 19,388 22,388 25,388
Growth % (14.0) 15.0 17.8 11.4 Acc. Depreciation 6,351 7,825 9,616 11,673
EBIDTA % 11.8 13.1 13.4 13.0 Net Fixed Assets 11,655 11,563 12,772 13,715
Other Income 2,145 2,231 2,605 2,710 Capital WIP 1,899 4,085 500 500
Interest 16 20 13 10 Net Block 13,555 15,648 13,272 14,215
PBDT 13,859 15,705 18,490 20,406 Investments 19,739 25,668 27,668 29,668
Depreciation 1,398 1,603 1,791 2,056 Sundry Debtors 3,353 2,974 4,846 5,525
PBT 12,461 14,102 16,699 18,349 Inventory 2,756 3,171 4,474 5,100
Extraordinary inc/(exp) 0 0 0 0 Cash & Bank 358 1,311 1,448 6,129
Tax 3,882 4,424 4,592 4,220 Advances 2,631 1,855 4,167 4,751
Other Current Assets 36 57 57 57
Net Profit 8,579 9,678 12,107 14,129 Current Assets 9,133 9,368 14,992 21,562
Net Margin % 8.7 9.4 10.2 10.4 Liabilities 10,419 13,250 11,023 12,611
Growth % (11.7) 12.8 25.1 16.7 Provisions 4,372 4,998 6,515 7,454
Current Liabilities 14,792 18,247 17,538 20,065
EPS 43.0 48.5 60.6 70.8 Net Current Assets (5,659) (8,880) (2,546) 1,497
CEPS 50.0 56.5 69.6 81.1 Total 27,634 32,436 38,394 45,380
Cash Flow Ratios
Mar ending (Rs mn) FYO07 FY08 FYO9E FY10E Mar ending (Rs mn) FYO07 FY0O8 FY09E FY10E
Net Profit before tax 12,461 14,102 16,699 18,349 Per Share Data
Add: Depreciation 1,398 1,603 1,791 2,056 EPS 43.0 48.5 60.6 70.8
Add: Interest 16 20 13 10 Cash EPS 50.0 56.5 69.6 81.1
Less: Other income 2,145 2,231 2,605 2,710 BVPS 123.7 149.5 180.4 216.4
Other non operating
items (24) Valuation ratio
(Dec)/Incin Working
capital 1,654  (4,195) 6,197 (638) P/E 19.2 17.0 13.6 1.7
Less: Tax paid 3,802 4,424 4,592 4,220 Cash P/E 16.5 14.6 11.9 10.2
Cash from operations 6,251 13,265 5,109 14,124 P/BV 6.7 5.5 4.6 3.8
Capex (5,229)  (3,567) 585  (3,000) EV/EBIDTA 12.5 10.3 8.6 7.3
Investments and others 353  (5,930) (2,000) (2,000) Return Ratios (%)
Other income 2,145 2,231 2,605 2,710 AROE 38.3 35.5 36.8 35.7
Cash from Investing
activities (2,731)  (7,265) 1,190  (2,290) AROCE 40.7 39.6 39.8 37.4
Borrowings (177) (332) (200) (200) Dupont
Interest paid (45) (20) (13) (10) NPM (%) 8.7 9.4 10.2 10.4
Dividend paid (4,521)  (4,416) (5,949) (6,943) Sales/TA 2.3 2.0 2.1 2.1
Cash from financing
activities (4,743) (4,768) (6,162)  (7,153) TA/Equity 1.7 1.7 1.6 1.5
Cash generation during
the year (1,224) 1,232 137 4,681 Other key ratios
Opening Balance 1,587 358 1,311 1,448 D/E 0.1 0.0 0.0 0.0
Closing Balance* 363 1,589 1,448 6,129 NWC/Sales (%) (6.1) (9.9) (3.4) (3.4)

* FYO07 closing balance includes exchange gain of Rs 5.2 m and hence there will be a difference with the balance sheet figures
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The
manner of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may
come are required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person
associated with Emkay Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document.
The material is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services
Ltd., nor any person connected with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own
professional advice. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in
this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not
predictions and may be subject to change without notice. We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this
material may; (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company (ies) discussed herein or may perform or seek to perform
investment banking services for such company(ies)or act as advisor or lender / borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and
related information and opinions. The same persons may have acted upon the information contained here. No part of this material may be duplicated in any form and/or redistributed without
Emkay Global Financial Services Ltd.'s prior written consent. No part of this document may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report
includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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