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Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)

2006A 9,713 48.64 19.8 13.9 6.7 55.5 3.0

2007A 8,579 42.96 -11.7 15.8 5.5 38.3 2.5

2008E 8,793 44.03 2.5 15.4 4.6 32.6 2.7

2009E 10,292 51.54 17.0 13.1 3.9 32.0 3.0

2010E 12,105 60.62 17.6 11.2 3.2 31.5 3.2

Source: Powered by dataCentral          
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Hero Honda (HROH.BO) 
 Sell: Good Results, Challenging Growth Outlook 
  

 Strong 3Q08 results — Recurring PAT at Rs2.75bn, +31% Y/Y, was 20% 
ahead of our and consensus estimates. Earnings quality was good – driven by a 
strong operating performance as EBITDA margins expanded (13.9%, +260bps 
Y/Y, +150bps Q/Q). The improvement was driven by a richer product mix, 
control over discounts and also lower material costs (zinc, aluminium).  

 Higher realization product mix — Average realizations rose ~3%y/y (-1.3%q/q) 
as Hero Honda's product mix improved (management indicated that the low 
margin economy bikes are now ~9% of sales). Material cost pressures eased 
substantially – down ~0.6%Y/Y and ~3% sequentially as non ferrous metals 
(zinc and aluminium) continue to decline. Other expenses also declined 
substantially – discounts were sharply lower over the Q, and contrary to 
expectations, advertising and launch expenses for the Hunk were also not very 
high.  

 Volume outlook muted, Reiterate Sell (3L) — Overall volume growth (near and 
medium term) is forecast at ~5-7%. While discounts have abated at present, 
we believe that negative/static growth could spur more discounts from 
competition. Key upside risks are: a) shift in product mix to higher realization 
products; b) any corporate action that further strengthens the existing 
relationship between Honda Motors and Hero Honda. 
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Sell/Low Risk 3L
Price (31 Jan 08) Rs676.95
Target price Rs670.00
Expected share price return -1.0%
Expected dividend yield 2.7%
Expected total return 1.6%
Market Cap Rs135,178M
  US$3,440M

 
 

Price Performance (RIC: HROH.BO, BB: HH IN) 
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Figure 1. Hero Honda – Operational Statistics  

 3QFY07 3QFY08 % YoY chg Comments 
Motorcycles (Nos)       896,113       893,581             (0.3) Flat growth – industry conditions 

remain challenging – banks continue 
to curtail credit to the sector 

Average realization (Rs/bike)        29,751        30,697              3.2  Reflects shift to richer product mix – 
for 9MFY08, premium and executive 
bikes are 78% of sales. Realisations 
decline c1.3% Q/Q, reflecting some 
elements of discounting on CD Deluxe 

Market share (Motorcycles %)            45.9            47.1 Captures market share from TVS 
Motor, Bajaj Auto 

Source: SIAM, Company  

 

Figure 2. Hero Honda – 3QFY08 Results 

 3QFY07 3QFY08 % YoY chg Comments 
Net sales 26,661 27,431 2.9 Sales growth driven by the shift to higher realization 

executive and premium bikes, pricing remains 
constrained in the industry.  

  
Decrease/(Increase) in 
Stocks 

873 1,072 22.7  

Raw Materials 18,756 18,377 (2.0) Material costs / bike decline by 0.6% - aluminum, 
zinc prices decline. Steel remains an area of concern 

Staff costs 917 1,010 10.1 Reflects manpower recruitment at Haridwar 
Other Expenses 3,095 3,146 1.6 Limited discounts - offered only on the CD Deluxe. 

Also commendable, given advertising outlay on Hunk 
Total Expenditure  23,641 23,605 (0.2)  
  
EBITDA 3,019 3,826 26.7 Robust performance – 20% ahead of expectations 
Interest (56) (87) 55.5  
Other income 336 521 55.2 ~30% ahead of forecasts 
EBDT 3,411 4,434 30.0  
Depreciation 376 408 8.6  
Exceptionals  
Tax  943 1,276 35.3  
PAT 2,092 2,750 31.4 20% ahead of estimates 
Profit Margins  
EBITDA 11.3 13.9 170 bps ahead of expectations 
EBIT (%) 9.9 12.5  
Pre tax margins (%) 11.4 14.7  
Tax / PBT (%) 31.1 31.7  
Net profit margins (%) 7.8 10.0  

Source: Company, Citi Investment Research 

 

Figure 3. Hero Honda – Cost Profile – 3QFY08 

 3QFY07 3QFY08 % YoY chg Comments 
 Rs Rs
Contribution / bike 7,847 8,932 13.8 Rising proportion of 125 / 150cc bikes 
Contribution margin (%)  26.4 29.1 On a sequentially rising trend  
Material costs / bike 21,905 21,766 (0.6) Decline reflects fall in aluminium, zinc 

prices, down 3% q/q 
Other expenses / bike 3,454 3,520 1.9 Almost in line with 2Q – declining 

discounts offset by rising royalty, 
advertising for the Hunk 

Staff costs / bike 1,024 1,130 10.4

Source: Citi Investment Research 
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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 Sell /Low Risk (3L) with a Rs670 target price. Our 
earnings estimates, we believe, factor in the strong growth outlook for the two-
wheeler industry. We remain positive on growth prospects over the medium 
term. The easy availability of finance and lack of adequate public 
transportation remain structural growth drivers, and economic growth is 
expected to remain robust. However, competitive pressure remains intense and 
we expect it to accelerate as the three large two-wheeler majors struggle to 
maintain and improve market share. Moreover, new model launches from 
fringe players such as Suzuki, HMSI and Yamaha will also likely exacerbate 
competitive pressures. These pressures, coupled with escalating raw material 
prices, should adversely affect margins (and consequently earnings) over the 
medium term. The changing product mix (toward lower-margin bikes) could 
also mute margin expansion. We believe current valuations largely factor in the 
forecast earnings growth and further re-rating may not be justified against the 
backdrop of market share and margin pressures. 
 

Valuation 

Our target price of Rs670 is based on 13x FY09E forward earnings, which is at 
the low end of the recent band. Hero Honda has traded at an average of almost 
16x over the past fiscal. But, given our view that competitive pressures will only 
accelerate over the medium term, we see no rationale in revising the multiple 
to higher levels. A 12% CAGR in earnings over FY07-10E should, we believe, 
support these valuations. 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 (more than Rs20bn in cash and a 
substantial payout). Given the substantial increase in capital expenditure 
planned, we believe investor attention could focus on P/CEPS and EV/EBITDA-
based valuations as well. At current valuations, Hero Honda trades at a 
discount to the BSE Sensex. We believe the discount is justified given the lower 
earnings growth forecast – we estimate a CAGR of 15% in earnings over FY07-
10E for the BSE Sensex vs 12% for Hero Honda. 
 

Risks 

We rate Hero Honda Low Risk according to our quantitative risk rating system, 
which tracks 260-day historical share price volatility. The key upside risks to 
our target price and Sell rating on the stock are: 1) Any corporate action that 
further strengthens the relationship between Honda Motors and Hero Honda 
from current levels; 2) Any meaningful and sustained improvement in 
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profitability, driven by a beneficial shift in the product mix; and 3) Faster-than-
anticipated growth in the sector as a whole, which could ease market share 
concerns for Hero Honda.  
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Appendix A-1 
Analyst Certification 

Each research analyst(s), strategist(s) or research associate(s) 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, 
strategist or research associate covers in this research report, all of the views expressed by that research analyst, strategist or research associate in this research 
report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s), strategist(s) or research associate(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, 
strategist or research associate in this research report. 
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1: 28 Jun 05 *2L *612.00 576.15
2: 18 Jul 05 *3L 612.00 654.35
3: 31 Jan 07 3L *678.00 717.70
4: 3 Jul 07 3L *655.00 688.55
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*Indicates change.
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Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Hero Honda in the past 12 
months. 

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

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 revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 31 December 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3421) 50% 37% 12%

% of companies in each rating category that are investment banking clients 52% 53% 40%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research'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 Citi Investment Research'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. 
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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. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings:  Citi Investment Research'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 the credit risk of the 
company featured in the report.  The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to 
securities market vagaries.  The fundamental credit opinion is not geared to, but should be viewed in the context of, debt ratings issued by major public debt ratings 
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings.  CBR risk ratings are approximately equivalent to the following matrix:  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 Citi Investment Research 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 Citi 
Investment Research's expectations for total return, relative return (relative to the performance of relevant Citi bond indices), 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); 
Hold/Neutral Weight -- the bond is expected to perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to 
underperform the relevant Citigroup bond market sector index.  Performance data for Citi bond indices are updated monthly, are available upon request and can also be 
viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 31 January 2008 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 subject company(ies) 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 presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) 
Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product may not be 
distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main.  If the Product is made available in Hong Kong by, 
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  
Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product is made available in Hong Kong by The Citigroup Private 
Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is regulated 
by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and 
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Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia through PT Citigroup Securities Indonesia.  5/F, 
Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian 
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of 
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency 
(BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian 
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contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to 
the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the 
data and information contained therein.  Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your 
convenience and information and the content of the linked site does not in anyway form part of this document.  Accessing such website or following such link through the 
Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 
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