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Maintain Outperformer
VISIT UPDATE

Share Data

Reuters code HROH.BO

Bloomberg code HH IN

Market cap. (US$ mn) 8,197

6M avg. daily turnover (US$ mn) 20.7

Issued shares (mn) 200

Target price (Rs) 1,819

Performance (%) 1M 3M 12M

Absolute 2 1 32

Relative 3 4 17

Valuation Ratios

Yr to 31 Mar FY11E FY12E

EPS (Rs) 121.3 137.5

+/- (%) 8.5 13.3

PER (x) 15.9 14.0

PBV (x) 7.4 5.3

Dividend/Yield (%) 1.6 1.6

EV/Sales (x) 1.9 1.6

EV/EBITDA (x) 11.3 9.9

Major shareholders (%)

Promoters 55

FIIs 30

MFs 2

BFSI's 5

Public & Others 8

Batlivala & Karani
LARGE CAP

Relative performance

Demand momentum strong!

We met Hero Honda (HH) management and came back positive on continued

strong demand momentum in the two-wheeler space. Key takeaways from the

meeting:

• The management sees strong demand momentum in the two-wheeler space to continue,

led by normal monsoon, new launches, and finance availability. HH’s dealer inventory

levels have actually declined in May 2010 and management expects them to remain at

reasonable levels (~30 days) for the company and industry.

• Ramp up at the Haridwar plant is on track (the plant currently operates at 75% capacity

and produces Splendor and Passion) and will reach full capacity by FY11-end. Localization

level at Haridwar is at 60-70% and the company plans to increase this to 80% in a phased

manner.

• Management is not too perturbed with market share loss in recent months and will be

launching nine new models/variants across segments (mostly motorcycles) in the next 12

months, to leverage on the strong demand scenario. We believe this should help HH in

containing loss of market share to a great extent.

• Supply side issues (batteries) have been sorted out for now. All of  HH’s vehicles are BSIII

compliant and dispatches of the BSIII-compliant Splendor + has started in the past 15

days.

• The company is offering no subventions/discounts at present since demand is strong.

• It expects pricing power to remain strong and it does not expect price wars in the foreseeable

future, which is evident from the recent price increase of Rs 500-1,000 on HH models to

recover increased costs from emission norms and feature upgrades.

• For raw material, HH has started entering into three-month contracts considering high

price volatility. It expects the recent slide in commodity prices to help in the next round of

negotiations (last negotiation was in March 2010) and partially reduce margin pressure.

• Export realizations and margins are similar to domestic ones, after taking into account

exports incentives.

• Capex for FY11 would be Rs 3-4 bn comprising ramping up capacity at Haridwar and

maintenance capex.

• Cash on books stands at Rs 42 bn as on March 2010; the company is virtually debt free

with negative working capital.

• HH’s finance penetration is at 15% vis-à-vis 25-30% for the industry and its share of

rural sales is at 45%.
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B&K View

We expect HH to increase volumes by 11.2% to 5.1 mn (4.8 mn motorcycles and 0.3 mn

scooters) in FY11 slightly below 12-15% growth expected in industry volumes. This would

result in marginal loss of market share (against significant dip to 53.9% in March 2010 from

63.1% in March 2009). Strong demand momentum, coupled with reasonably strong pricing

power and increased share of  production from Haridwar, would enable healthy EBITDA

margin at 16.5%. We have revised our earnings estimates upward by 1% for FY11E and by

5.3% for FY12E predicated on these assumptions. We expect HH to continue with its market

leadership over the medium term. The stock currently trades at 15.9x FY11E earnings and

14x FY12E earnings. We maintain our Outperformer rating on the stock.

Revised assumptions

(units) Revised Earlier

FY10E FY11E FY12E FY10E FY11E FY12E

Total volumes 4,600,130 5,113,711 5,639,545 4,600,130 5,070,857 5,481,453

YoY (%) 23.6 11.2 10.3 23.6 10.2 8.1

Realisation (Rs) 34,415 35,220 36,107 34,415 35,055 35,717

YoY % 4.0 2.3 2.5 4.0 1.9 1.9

EBITDA margins (%) 17.5 16.5 16.6 17.5 16.5 16.3

EPS (Rs) 111.8 121.3 137.5 111.8 120.1 130.6

YoY (%) 74.1 8.5 13.3 74.1 7.5 8.7
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Balance Sheet

Yr end 31 Mar (Rs mn) FY09 FY10E FY11E FY12E

Cash & marketable secu. 34,997 51,467 50,905 71,869

Other current assets 7,829 13,408 14,441 16,055

Investments 886 357 357 357

Net fixed assets 16,942 15,501 16,051 16,339

Other non-current assets 87 87 87 87

Total assets 60,740 80,820 81,840 104,706

Current liabilities 20,417 44,088 27,746 30,020

Total debt 785 185 185 185

Other non-current liabilities 1,531 1,681 1,831 1,981

Total liabilities 22,732 45,954 29,762 32,186

Share capital 399 399 399 399

Reserves & surplus 37,608 34,466 51,679 72,121

Shareholders' funds 38,008 34,865 52,078 72,521

Total equity & liabilities 60,740 80,820 81,840 104,706

Capital employed 40,323 36,731 54,094 74,686

Income Statement

Yr end 31 Mar (Rs mn) FY09 FY10E FY11E FY12E

Net sales 123,191 158,312 180,105 203,626

Growth (%) 19.2 28.5 13.8 13.1

Operating expenses (105,901) (130,643) (150,463) (169,847)

Operating profit 17,291 27,670 29,642 33,778

EBITDA 17,291 27,670 29,642 33,778

Growth (%) 27.7 60.0 7.1 14.0

Depreciation (1,807) (1,915) (2,180) (2,442)

Other income 2,356 2,592 2,648 2,785

EBIT 17,840 28,347 30,109 34,121

Interest paid (25) (30) (20) (20)

Pre-tax profit 17,815 28,317 30,089 34,101

(before non-recurring)

Pre-tax profit 17,815 28,317 30,089 34,101

(after non-recurring)

Tax (current + deferred) (4,997) (5,999) (5,867) (6,650)

Net profit (before Minority 12,818 22,318 24,222 27,452

Interest, Pref. Dividend, etc.)

Reported PAT 12,818 22,318 24,222 27,452

Adjusted net profit 12,818 22,318 24,222 27,452

Growth (%) 32.6 74.1 8.5 13.3

Cash Flow Statement

Yr end 31 Mar (Rs mn) FY09 FY10E FY11E FY12E

Pre-tax profit 17,815 28,317 30,089 34,101

Depreciation 1,807 1,915 2,180 2,442

Change in working capital 2,224 (2,726) 1,076 660

Total tax paid (4,866) (5,818) (5,717) (6,501)

Cash flow from oper. (a) 16,979 21,688 27,628 30,703

Capital expenditure (2,895) (475) (2,730) (2,730)

Change in investments (8,019) (2,716) (5,000) 0

Others (205) 0 0 (0)

Cash flow from inv. (b) (11,120) (3,191) (7,730) (2,730)

Free cash flow (a+b) 5,859 18,497 19,898 27,973

Debt raised/(repaid) (535) (600) 0 0

Dividend (incl. tax) (4,439) (4,673) (25,460) (7,009)

Cash flow from fin. (c) (4,974) (5,273) (25,460) (7,009)

Net chg in cash (a+b+c) 885 13,225 (5,562) 20,963

Key Ratios

Yr end 31 Mar (%) FY09 FY10E FY11E FY12E

Adjusted EPS (Rs) 64.2 111.8 121.3 137.5

Growth 32.6 74.1 8.5 13.3

Book NAV/share (Rs) 190.3 174.6 260.8 363.1

Dividend/share (Rs) 20.0 110.0 30.0 30.0

Dividend payout ratio 36.5 114.1 28.9 25.5

Tax 28.1 21.2 19.5 19.5

EBITDA margin 14.0 17.5 16.5 16.6

EBIT margin 14.5 17.9 16.7 16.8

RoCE 49.0 73.6 66.3 53.0

Net debt/Equity (90.0) (147.1) (97.4) (98.8)

Valuations

Yr end 31 Mar (x) FY09 FY10E FY11E FY12E

PER 30.1 17.3 15.9 14.0

PCE 26.4 15.9 14.6 12.9

Price/Book 10.1 11.1 7.4 5.3

Yield (%) 1.0 5.7 1.6 1.6

EV/Net sales 2.7 2.1 1.9 1.6

EV/EBITDA 19.3 12.1 11.3 9.9

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY09 FY10E FY11E FY12E

Net margin (%) 10.4 14.1 13.4 13.5

Asset turnover 2.2 2.2 2.2 2.2

Leverage factor 1.6 1.9 1.9 1.5

Return on equity (%) 37.8 61.3 55.7 44.1
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4. SELL: Potential downside of < -25% (absolute returns)
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