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PAT in-line with estimate; maintain Neutral

Hero Honda reported 7.7% qoq growth in net sales to Rs41.2 bn against our estimate of 40.96 bn. EBITDA
margin sustained at 17.3% on goq basis, primarily driven by 80 bps savings in raw materials/vehicle on a qoq
basis and 50 bps increase in net average realisation per vehicle which was offset by 130 bps increase in other
cost /sales.

The net average realization increased only by 0.5% qoq against 1.2% increase in gross realization as the rise in
excise duty was not passed during the quarter.

We continue to expect EBITDA margins to decline to 16.3% by FY11E due to higher raw material cost and
inability of the company to pass on completely.

Valuation: The stock trades at 13.6x FY12 EPS. With expected rise in raw material cost, we believe margins
would decline from the current 17.4% to about 16.3% in FY11E. We believe the stock is fairly valued currently
and reiterate our Neutral rating on the stock with a target price of Rs. 1,905.

Highlights of the quarter’s performance

* Topline growth : The company posted a volume growth of 6.8% on qoq basis to 1.18mn. The net realisation
increased by 0.5% on qoq basis

» Capex of Rs3.5 bn for FY11E to increase capacity in Haridwar facility and refurbishment in Gurgaon and Manesar.
The new capacity is expected to be at 5.7mn units by September 2010 from the current 5.4 mn

» Expect a new facility with an initial capacity of 0.5mn units to meet the demand for FY12E. Expect FY11E volume
sales at 5.15mn units and 5.77mn units by FY12E

Financial summary

FY10E 158,404 27,792 22,162 111.0 16.7x 13.2x
FY11E 179,980 29,326 23,742 118.9 15.6x 12.3x
FY12E 205,628 33,546 27,245 136.4 13.6x 10.4x
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Quarterly Financial Results CMP Rs. 1,853  REIG[EH Rs. 1,905

Standalone financial results

Rs. mn\Period mm yoy Growth 31-Dec-09 qoq Growth FY10 FY11E yoy Growth

Revenue 41,223 34,225 20.4% 38,270 7.7% 158,404 179,980 -12.0%
Raw Material 27,684 23,565 17.5% 26,146 5.9% 107,364 121,261 -11.5%
Employee cost 1,460 1,190 22.7% 1,371 6.4% 5,566 7,434 -25.1%
Other cost 4,962 3,980 24.7% 4,144 19.7% 17,682 21,960 -19.5%

Total Expenditure 34,106 28,734 18.7% 31,661 7.7% 130,612 150,654 -13.3%

EBITDA 7,117 5,491 29.6% 6,609 7.7% 27,792 29,326 -5.2%
Margin % 17.3% 16.0% 122 bps 17.3% 0 bps 17.5% 16.3% 125 bps

Depreciation 487 444 9.7% 469 3.8% 2,001 2,334 -14.3%

EBIT 6,631 5,047 31.4% 6,140 8.0% 25,791 26,992 -4.4%
Other income 695 442 57.1% 550 26.5% 2,257 2,164 4.3%

Net Interest exp (inc) -45 -96 -53.6% -46 2.6% -255 -410 -37.7%

PBT 7,370 5,586 31.9% 6,736 9.4% 28,303 29,566 -4.3%

Tax provision 1,382 1,564 -11.6% 1,378 0.3% 6141 5825 5.4%

Tax rate % 18.8% 28.0% -925 bps 20.5% -170 bps 21.7% 19.7% 200 bps

PAT (Reported) 5,988 4,022 48.9% 5,358 11.8% 22,162 23,742 -6.7%

PAT (Adjusted) 5,988 4,022 48.9% 5,358 11.8% 22,162 23,742 6.7%

Adjusted PAT Margin % 14.5% 11.8% 278 bps 14.0% 53 bps 14.0% 13.2% 80 bps

Shares Outstanding 199.7 199.7 199.7 199.7 199.7

EPS (Reported) 29.99 20.14 48.9% 26.83 11.8% 110.98 118.89 -6.7%

EPS (Adjusted) 29.99 20.14 48.9% 26.83 11.8% 110.98 118.89 -6.7%
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Key estimate revision EBITDA / vehicle and EBITDA margin
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Financial Summary

Abridged Financial Statements

Key metrics
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Rs. mn FY09 FY10 FY11E FY12E
Profit & Loss Growth ratios

Revenues Revenues 19.2% 28.6% 13.6% 14.3%
Manufacturing & Other Expenses EBITDA 26.7% 62.6% 5.5% 14.4%
EBITDA PAT 32.4% 72.9% 71% 14.8%
Depreciation Margins

EBIT EBITDA 13.9% 17.5% 16.3% 16.3%
Net Interest Exp / (inc) EBIT 12.4% 16.3% 15.0% 15.0%
Profit Before Tax PAT 10.4% 14.0% 13.2% 13.2%
Tax Leverage & WC ratios

Adj. Net Profit Debt to equity (x) 0.0 0.0 0.0 0.0
Balance Sheet (Rs. mn) Current ratio (x) 0.5 0.6 0.9 1.3
Shareholders Equity Debtor days (Sales) 4 11 13 13
Loan funds Inventory days (COGS) 14 14 15 15
SOURCES OF FUNDS Creditor Days (COGS) 29 34 34 34
Net block Performance & turnover ratios

Investments RoACE 31.4% 43.5% 34.4% 29.5%
Capital WIP RoAE 37.8% 48.6% 38.1% 33.1%
Current assets, loans & advances Total asset turnover (x) 22 25 2.4 2.1
Current liabilities & provisions Fixed asset turnover (x) 9.0 9.7 10.0 10.8
Net Current Assets Valuation metrics

APPLICATION OF FUNDS Current price (Rs.) 1853

Cash Flows (Rs. mn) Shares outstanding (mn) 199.7 199.7 199.7 199.7
Cash flow s from operations Market capitalisation (Rs. mn) 370,044 370,044 370,044 370,044

Capex Enterprise value (Rs. mn) 369,168 367,883 361,792 349,401
Cash flow s frominvestments EV/EBIDTA (x) 22 13 12 10
Cash flow s from financing Per-share earnings (Rs.) 64.2 111.0 118.9 136.4

Free cashflow Price-earnings multiple (x) 28.9 16.7 15.6 13.6
Cash generated during the year Dividend yield (%) 1.1% 1.6% 1.5% 1.5%
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Rating Interpretation

OUTPERFORM Greater than 15% upside from current price
NEUTRAL Upside or downside from the current price is within 15%
UNDERPERFORM Greater than 15% downside from the current price

Analyst Certification

The Research Analyst(s) who prepared the research report hereby certify that the views expressed in this research report accurately reflect the analyst(s) personal views about the subject
companies and their securities. The Research Analyst(s) also certify that the Analyst(s) have not been, are not, and will not be receiving direct or indirect compensation for expressing the
specific recommendation(s) or view(s) in this report.

Spark Disclaimer

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document should be construed as
investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies referred to in this
document. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. This document is being
supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any
purpose.

This document does not constitute or form part of any offer for sale or subscription or incitation of any offer to buy or subscribe to any securities. This material should not 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. Spark Capital Advisors (India) Private Limited makes no
representation or warranty, express or implied, as to the accuracy, completeness or fairness of the information and opinions contained in this document. Spark Capital Advisors (India) Private
Limited, its affiliates, and the employees of Spark Capital Advisors (India) Private Limited and its affiliates may, from time to time, effect or have effected an own account transaction in, or deal
as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment banking or other
business from, any company referred to in this report. This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through
the independent analysis of Spark Capital Advisors (India) Private Limited

Copyright in this document vests exclusively with Spark Capital Advisors (India) Private Limited.
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