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 Sales in line, Net Profit above expectations: For 4QFY2008, Hero Honda 
(HH) clocked 5.6% growth in Net Sales to Rs2,788cr, which was largely in 
line with our expectation of Rs2,741cr. Sales came in on the back of 
volumes, which grew 3.3% and average realisation per vehicle moved up 
2.3% yoy primarily due to the change in Sales mix and better performance 
by high-realisation Segments. The company’s Bottom-line, which increased 
by 53.2% yoy to Rs298.7cr, came in much above our expectation. We had 
estimated Net Profit of Rs231cr for the quarter. The company’s Margins 
were above our expectations primarily due to the improved product mix and 
tighter control over marketing and advertising spends, which saved Other 
Expenditure. 

 
 Margin improves - Raw Material cost, Other Expenditure decline 240bp: 

During 4QFY2008, HH witnessed a 460bp yoy increase in EBITDA Margins 
owing to lower Raw Material cost and Other Expenditure, which declined 
almost 240bp each yoy. Raw Material cost accounted for over 70.7% of 
Sales (73.1% in 4QFY2007). Better Product mix resulted in raw material cost 
declining yoy as well as qoq basis. HH reported 53.3% yoy increase in 
Operating Profits. Other Expenditure decreased mainly on account of better 
control on advertising and marketing expenditure. 

 
 

 Net Profit above expectations: HH reported 53.2% jump in Net Profit 
mainly on account of higher Other Income of Rs55.1cr (Rs44.5cr), up 23.9% 
yoy and better Operating Margins of 14.8% for 4QFY2008. 

 
 Gaining Marketshare: HH’s overall marketshare increased by around 

360bp during the year to 45% on the back of new launches. HH launched its 
new model, Splendor - NXG and Hunk, and CBZ X-treme, in the Premium 
Segment during FY2008, which has met with encouraging response. The 
two launches, in particular, have helped the company consolidate and gain 
marketshare in the Premium Segment. 

  
 

Key Financials  
Y/E March (Rs cr) FY2007 FY2008 FY2009E FY2010E 

Net Sales     9,894.5   10,331.8    11,751.3   13,184.9 
% chg 13.6 4.4 13.7 12.2 

Net Profit        857.9         967.9      1,033.6     1,167.5 
% chg (11.7) 12.8  6.8 12.9 

OPM (%)          11.7           13.1            12.4           12.4 

EPS (Rs)          43.0           48.5            51.8           58.5 
P/E (x)          18.8           16.7            15.6           13.8 

P/CEPS(x)          16.2           14.3            13.4           12.0 

P/BV (x)             6.5             6.0              5.0             4.1 

RoE (%)          34.7           36.2            31.9           30.0 

RoCE (%)          36.7           40.0            36.2           34.4 

EV/Sales (x)             1.4             1.3              1.2             1.1 

EV/EBITDA (x)          14.0           12.0            11.1             9.9 
Source: Company, Angel Research  
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FY2008 Result 
For FY2008, Hero Honda clocked 4.4% growth in Net Sales to Rs10,332cr driven by 
around 5.3% yoy growth in realisation and 0.9% yoy decline in net volume. Realisation 
improved mainly on account of a change in Sales mix and better performance by higher 
realisation segments. The company’s Bottom-line, which grew 12.8% yoy to Rs968cr, came 
in above our expectation of Rs900cr. Operating Profit Margin for FY2008 improved by 
120bp yoy to 13.1% (11.6%) on account of better production efficiency and saving in 
marketing and advertising costs. 
  
The HH Board has recommended a final dividend of Rs5 per share (950%) (previous year 
850%).  
 
New Plant at Haridwar commences production 
 
HH has set up a manufacturing facility at Haridwar, Uttaranchal, with an initial capacity of 
0.5m units. The plant commenced production in April 2008, and the company would avail 
excise duty and income -tax benefits. HH plans to maximise its volumes and expects to 
manufacture 5,00,000 units in FY2009 and 8,00,000 units in FY2010 at this plant. It would 
be a flexible facility capable of manufacturing any models (bikes). Further, HH expects to 
ramp up capacity of the plant up to 1.5m units by 2010, at a combined investment of 
Rs1,900cr by HH and its ancillaries. HH will benefit from tax sops including 100% Excise 
exemption for 10 years, 100% Income Tax exemption during the first five years and 30% in 
the consequent five years.  
 
Outlook and Valuation 
 
We believe that performance of the Two-wheeler Segment would remain under pressure 
during 1HFY2009. The recent surge in general and food inflation has also cast a shadow 
over the Two-wheeler industry growth in FY2009 despite the cut in personal tax rates in the 
Budget. The industry has been witnessing a slowdown since the beginning of FY2008 and 
even the growth momentum remains a concern. We believe that tighter norms on interest 
rates would also restrict volume growth and hence poses a downside risk to our estimates. 
For FY2009, we expect HH to deliver 8-10% volume growth.  
 
We expect Margins to improve marginally on account of better realisations from the 
Premium Segment bikes and on account of the Tax benefits availed by HH at its new plant 
at Uttaranchal. However, uncertainty about the revival of the Two-wheeler industry growth 
could exert pressure on Margins as slowdown in Sales restricts companies from passing on 
the input costs to customers. 
 
At the CMP, the stock is trading at 15.6x FY2009E and 13.8x FY2010E Earnings. We have 
marginally revised our EPS estimates upwards for FY2009 and FY2010 to Rs51.8 and 
Rs58.5, respectively. The difficult Operating environment remains a key concern for the 
company. However, we will be closely watching the volume growth over the next couple of 
months to revise our rating on the stock. Hence, currently we maintain our Neutral view 
on the stock. 
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Exhibit 1: 4QFY2008 Performance  
Y/E Mar (Rs cr) 4QFY2008 4QFY2007 % Chg FY2008 FY2007 % Chg 

Net Sales 
  

2,788.7        2,639.6 
  

5.6 
   

10,331.8  
  

9,900.0 
  

4.4 

Other Income 
  

55.1              44.5 
  

23.9 
   

185.4  
  

189.9 
  

(2.3) 

Total Income 
  

2,843.8        2,684.1 
  

5.9 
   

10,517.2  
  

10,089.8 
  

4.2 

EBITDA 
  

411.8            268.7 
  

53.3 
   

1,349.4  
  

1,173.0 
  

15.0 

OPM (%) 
  

14.8              10.2 
  

45.1 
   

13.1  
  

11.8 
  

10.2 

Interest 
  

(8.1) 
  

(7.7) 
  

5.6 
   

(35.8) 
  

(23.0) 
  

0.1 

Depreciation 
  

43.5              35.5 
  

22.4 
   

160.3  
  

139.8 
  

95.2 

Profit before Tax 
  

431.6            285.4 
  

51.3 
   

1,410.3  
  

1,246.1 
  

13.2 

Tax 
  

132.9              90.4 
  

47.1 
   

442.4  
  

388.2 
  

14.0 

Profit after Tax 
  

298.7            195.0 
  

53.2 
   

967.9  
  

857.9 
  

12.8 

EPS (Rs) 
  

15.0                9.8 
  

53.2 
   

48.5  
  

43.0 
  

12.8 
Source: Company, Angel Research 
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