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Hero MotoCorp

Performance Highlights

Y/E March R cr) 2QFY17 2QFY16  %chg (yoy) 1QFY17 % chg (qoq)
Net Sales 6,365 7,295 (12.8) 7,796 (18.4)
EBITDA 1,080 1,140 (5.3) 1,369 (21.1)
EBITDA margin (%) 17.0 15.6 (134 bps) 17.6 (59 bps)
Adj PAT 772 796 (3.0 1,004 (23.1)

Source: Company, Angel Research

Result indicates demonetisation pain: Total volumes were at 14.73 lakh vehicles
showing a yoy decline of 13%. On sequential basis, volumes declined by 19%.
Net realization stood at 42,387 per vehicle vs. 342,059 in 2QFY17 and
342,442 in 3QFY16. The company has maintained the upward trajectory in
contribution per vehicle which stood at ¥14,373 per vehicle against 13,552 in
3QFY16. EBITDA came in at ¥1080cr vs. 1,140cr in 3QFYT16. EBITDA margins
improved by ~140bps on yoy basis and declined by ~60bps on qoq basis. Gross
margins improved to 35.1% in 3QFY17 vs. 33.5% in 3QFY16. This is mainly due
to the 6 month lag in the raw material prices. Net profit declined by 3% yoy from
I796cr in 3QFY16 to X772cr in 3QFY17.

Outlook and valuation: The demonetisation has impacted HMCL’s volumes
sharply with decline in all parameters. Company expects the volumes growth to
remain challenging in 4QFY17E and expects high single digit volume growth in
FY18E. As automobile industry recovers, HMCL looks to be better positioned due
to its higher market share in the motorcycle segment. The company also has rural
exposure and as budget sets tone for higher rural spending, HMCL is likely to
benefit. Company has lost ~50bps market share in the scooter segment. We
forecast 6.8% and 9.5% volume growth in FY18E and FY19E. We also forecast
top line and bottom line CAGR of 8.5% and 8.9% over FY17E-FY19E. Company
has indicated of ~50-60bps margin expansion in FY18E which is likely to take the
operating margins at 17% post which we don’t see any lever for expansion. The
stock, at CMP, trades at 17.3x and 15.8x of FY18E and FY19E EPS respectively.
We value the stock at 17x of FY19E earrings to arrive at a price target of T3,466.

Key financials (Standalone)

Y/E March R cr) FY2015 FY2016 FY2017E FY2018E FY2019E
Net Sales 27,351 28,160 28,083 30,096 33,071
% chg 8.9 3.0 (0.3) 7.2 9.9
Net Profit 2,541 3,132 3,432 3,734 4,072
% chg 13.1 31.3 9.6 8.8 9.0
OPM (%) 12.8 15.5 16.7 17.0 17.0
EPS R) 119.5 156.9 171.8 187.0 203.9
P/E (x) 27.0 20.6 18.8 17.3 15.8
P/BV (x) 9.8 8.1 6.6 5.5 4.7
RoE (%) 35.3 33.9 30.1 27.9 25.8
RoCE (%) 42.3 44.9 38.8 35.8 33.3
EV/Sales (x) 2.2 2.1 2.1 1.9 1.7
EV/EBITDA (x) 18.5 15.0 13.8 12.2 10.9

Source: Company, Angel Research; Note: CMP as of February 13, 2017
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Exhibit 1: Quarterly financial performance (Standalone)

Y/E March R cr) 3QFY17 3QFY16 % chg (yoy) 2QFY17 % chg (qoq) 9MFY17 9MFY16 % chg (yoy)
Total units sold 1,473,548 1,690,354 (12.8) 1,823,498 (19.2) 5,042,435 4,911,082 2.7
Net sales 6,365 7,295 (12.8) 7,796 (18.4) 21,560 21,009 2.6
Consumption of RM 4,128 4,883 (15.5) 5,183 (20.4) 14,277 14,360 (0.6)
(% of Sales) 64.9 66.9 66.5 66.2 68.4
Staff costs 374 345 8.6 357 4.7 1,068 966 10.6
(% of Sales) 5.9 4.7 4.6 5.0 4.6
Other expenses 783 927 (15.6) 887 (11.7) 2,537 2,405 55
(% of Sales) 12.3 12.7 11.4 11.8 11.4
Total Expenditure 5,285 6,155 (14.1) 6,427 (17.8) 17,881 17,731 0.8
Operating Profit 1,080 1,140 (5.3) 1,369 (21.1) 3,679 3,278 12.2
OPM 17.0 15.6 17.6 17.1 15.6
Depreciation 125 114 9.6 119 4.7 359 326 10.2
Other income 132 84 56.7 152 (13.4) 405 300 34.9
Finance cost 2 1 176.4 2 (1.9) 5 3 52.8
PBT (excl. Extr. ltems) 1,085 1,110 (2.2) 1,400 (22.5) 3,719 3,249 14.5
Extr. Income/(Expense) 0.00 0.00 0.00 0.00 0.00
PBT (incl. Extr. ltems) 1,085 1,110 (2.2) 1,400 (22.5) 3,719 3,249 14.5
(% of Sales) 17.1 15.2 18.0 17.3 15.5
Tax 313 314 (0.2) 396 (20.9) 1,060 919 15.3
(% of PBT) 28.9 28.3 28.3 28.5 28.3
Reported PAT 772 796 (3.0) 1,004 (23.1) 2,659 2,329 14.2
Adj PAT 772 796 (3.0) 1,004 (23.1) 2,659 2,329 14.2
Adj. PATM 12.1 10.9 12.9 12.3 11.1
Equity capital (cr) 40 40 40 40 40
Adjusted EPS ) 38.7 39.9 (3.0) 50.3 (23.7) 133.2 116.6 14.2

Source: Company, Angel Research
B Total volumes were at 14.73 lakh vehicles showing a yoy decline of 13%. On

sequential basis, volumes declined by 19%.

B Net realization stood at 42,387 per vehicle vs. ¥42,059 in 2QFY17 and
342,442 in 3QFY16.

B The company has maintained the upward trajectory in contribution per vehicle
which stood at 14,373 per vehicle against 313,552 in 3QFY16.

B  EBITDA came in at ¥1080cr vs. 1,140cr in 3QFY16.

B EBITDA margins improved by ~140bps on yoy basis and declined by ~60bps
on goq basis. Gross margins improved to 35.1% in 3QFY17 vs. 33.5% in
3QFY16. This is mainly due to the 6 month lag in the raw material prices.

B Net profit declined by 3% yoy from ¥796cr in 3QFY16 to ¥772cr in 3QFY17.
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Exhibit 2: Volume growth at 8 quarter high
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Exhibit 3: Realisations & contribution/vehicle improve
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Exhibit 4: Consistent rise in EBITDA margins beat Exhibit 5: PAT at record high
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Conference call - Key highlights

The company expects soft demand trajectory to continue until the first quarter
of next fiscal.

Feb and March 2017 volumes are expected to be flat however company
expects higher single digit growth in FY18

Company reported higher gross margins (35.1% in Q3FY17 vs. 33.06% in
Q3FY16 and 33.5% in Q2FY17). This was due to the increase of material cost
lag period from ~3 months to ~é months.

The ongoing LEAP program is expected to improve its margins by 80-90bps in
FY17E and further 50-60bps in FY18E.

The Excise benefit at its Haridwar plant will end in FY18E.

While company gained market share in the motorcycle segment, in scooter
segment market remained flat. This will be addressed by new product
launches in this category.

Company has taken 0.5-1% hike in its models to absorb the raw material cost
impact.

February 14, 2017
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Investment arguments

B Domestic vehicle demand to recover faster than expected: The automobile
demand in India impacted post demonetisation. The demand however is
slowly coming back to normalcy as liquidity in the country is improveing. From
March onwards, there will be no limit on cash withdrawals which will benefit
Automobile industry. The lower interest rates, government’s focus on rural
economy and cut in the entry level tax rates is expected to benefit the

automobile sector. Overall we expect the demand scenario to come back to
normalcy in TQFY18E.

B Hero Motocorp well positioned to gain from demand recovery: Hero Motocorp
(HMCL) is a well established brand and commands more than 50% market
share in the domestic 2W industry. It has a wide range of brands from entry
level to high end motorbikes. It also has strong presence in scooters segment
and it is a well recognized in brand in rural area. Push for rural economy and
tax rate cuts should benefit HMCL gong ahead.

B Capacity expansion to meet higher demand: HMCL has total installed capacity
of ~8.2 million units. This capacity would further increase by ~0.750mn units
after commissioning of new capacity at Neemrana plant which is currently
under trial product run. Company is also developing a new capacity at Halol
in Gujarat (~1.8mn units), which is expected to be operational in FY2017,
thus taking the overall capacity to ~10.75 mn units. As a result of its capacity
expansion, HMCL remains well positioned to meet future demand. lis
Haridwar plant contributes ~35% of the total volumes and is currently running
at the capacity utilization of ~67% which gives enough room for volume
growth in short term.

Ouvutlook and valuation

The demonetisation has impacted HMCL's volumes sharply with decline in all
parameters. Company expects the volumes growth to remain challenging in
4QFY17E and expects high single digit volume growth in FYT18E. As automobile
industry recovers, HMCL looks to be better positioned due to its higher market
share in the motorcycle segment. The company also has rural exposure and as
budget sets tone for higher rural spending, HMCL is likely to benefit. Company has
lost ~50bps market share in the scooter segment. We forecast 6.8% and 9.5%
volume growth in FY18E and FY19E. We also forecast top line and bottom line
CAGR of 8.5% and 8.9% over FY17E-FY19E. Company has indicated of ~50-
60bps margin expansion in FY18E which is likely to take the operating margins at
17% post which we don't see any lever for expansion. The stock, at CMP, trades at
17.3x and 15.8x of FY18E and FY19E EPS respectively. We value the stock at 17x
of FY19E earrings to arrive at a price target of 33,466. .
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Exhibit 6: Key assumptions — Volumes
Y/E March FY2014 FY2015 FY2016E FY2017E FY2018E FY2019E
Total two-wheelers 6,245,960 6,631,826 6,632,322 6,631,198 7,078,838 7,749,013

Source: Company, Angel Research

Company background

Hero MotoCorp (HMCL) is a leading 2W manufacturer globally and the market
leader in the domestic motorcycle segment with more than 50% market share.
HMCL has four manufacturing facilities in India, located at Gurgaon, Dharuhera,
Haridwar and Neemrana. It has also a production facility in Colombia. Together it
has a capacity of ~8.2mn units/year as of September 2016. Over 2010-16,
HMCL recorded a strong volume CAGR of ~12%, backed by its strong brands
(Passion and Splendor) and a well-entrenched dealership network (~19,000),
which has a good presence across rural areas as well.

February 14, 2017 5



\ Angel Broking Hero MotoCorp | 3QFY2017 Result Update

Service Truly Personalized

Profit and loss statement (Standalone)

Y/E March R cr) FY2015 FY2016 FY2017E FY2018E FY2019E
Total operating income 27,351 28,160 28,083 30,096 33,071
% chg 8.9 3.0 (0.3) 7.2 9.9
Total Expenditure 24,043 24,152 23,794 25,359 27,884
Cost of Materials 19,754 19,315 18,896 20,244 22,255
Personnel 1,173 1,320 1,418 1,434 1,560
Others Expenses 3,116 3,518 3,481 3,681 4,069
EBITDA 3,307 4,008 4,289 4,736 5,187
% chg 0.1 25.5 7.0 9.4 9.7
(% of Net Sales) 12.1 14.2 15.3 15.7 15.7
Depreciation& Amortisation 540 441 477 551 607
EBIT 2,768 3,567 3,811 4,185 4,580
% chg 21.3 28.9 6.9 9.8 9.4
(% of Net Sales) 10.1 12.7 13.6 13.9 13.8
Interest & other Charges 11 2 6 6 6
Other Income 493 391 527 581 605
(% of PBT) 15.2 9.9 12.2 12.2 11.7
Recurring PBT 3,249 3,956 4,332 4,760 5,178
% chg 19.6 21.7 9.5 9.9 8.8
Prior Period & Extraord. Exp./(Inc.) - - - -

PBT (reported) 3,249 3,956 4,332 4,760 5,178
Tax 943 1,262 1,372 1,499 1,634
(% of PBT) 29.0 31.9 31.7 31.5 31.6
PAT (reported) 2,306 2,694 2,960 3,261 3,544

Add: Share of earnings of asso. - - - -

Less: Minority interest (Ml) - - - -

PAT after MI (reported) 2,306 2,694 2,960 3,261 3,544
ADJ. PAT 2,306 2,694 2,960 3,261 3,544
% chg 13.1 31.3 9.6 8.8 9.0
(% of Net Sales) 8.4 9.6 10.5 10.8 10.7
Basic EPS R) 119.5 156.9 171.8 187.0 203.9
Fully Diluted EPS }) 119.5 156.9 171.8 187.0 203.9
% chg 13.1 31.3 9.6 8.8 9.0
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Balance sheet statement (Standalone)

Y/E March R cr) FY2015 FY2016  FY2017E  FY2018E  FY2019E
SOURCES OF FUNDS
Equity Share Capital 40 40 40 40 40
Reserves& Surplus 6,501 7,905 9,792 11,659 13,695
Shareholders’ Funds 6,541 7,945 9,832 11,699 13,735
Minority Interest - - - - -
Total Loans - - - - -
Deferred Tax Liability 6 239 239 239 239
Other Liabilities 97 119 119 119 119
Total Liabilities 6,645 8,303 10,191 12,058 14,094
APPLICATION OF FUNDS
Gross Block 8,114 9,397 10,697 11,797 12,997
Less: Acc. Depreciation 5,201 5,560 6,037 6,589 7,196
Net Block 2,913 3,837 4,660 5,208 5,801
Capital Work-in-Progress 713 605 680 780 780
Investments 3,154 4,266 4,266 4,266 4,266
Current Assets 3,669 3,632 4,739 6,334 8,310
Inventories 815 673 923 825 815
Sundry Debtors 1,390 1,283 1,385 1,402 1,540
Cash 159 131 774 2,212 3,871
Loans & Advances 627 601 646 752 827
Other Assets 677 944 1,011 1,144 1,257
Current liabilities 3,883 4,049 4,166 4,543 5,076
Net Current Assets (215) (417) 573 1,791 3,235
Deferred Tax Asset 80 11 11 1 11
Mis. Exp. not written off - - - - -
Total Assets 6,645 8,303 10,191 12,058 14,094
Note: Cash includes cash with scheduled banks on dividend current accounts
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Cash flow statement (Standalone)

Y/E March [ cr) FY2015E FY2016 FY2017E FY2018E FY2019E
Profit before tax 3,329 4,395 4,804 5,233 5,706
Depreciation 540 441 477 551 607
Change in Working Capital (337) 446 (347) 220 216
Interest / Dividend (Net) (142) (173) 6 6 6
Direct taxes paid (1,000) (1,103) (1,372) (1,499) (1,634)
Others (147) (92)
Cash Flow from Operations 2,250 3,914 3,568 4,511 4,901
(Inc.)/ Dec. in Fixed Assets 0 0 (1,375) (1,200) (1,200)
(Inc.)/ Dec. in Investments 12 (2,271)
Cash Flow from Investing 12 (2,271) (1,375) (1,200) (1,200)
Issue of Equity - 1
Inc./(Dec.) in loans 0 0 0 0 0
Dividend Paid (Incl. Tax) (1,897) (1,398) (1,544) (1,867) (2,036)
Interest / Dividend (Net) (333) (287) (6) (6) (6)
Cash Flow from Financing (2,231) (1,684) (1,550) (1,873) (2,042)
Inc./(Dec.) in Cash 32 (42) 642 1,438 1,659
Opening Cash balances 66 98 131 774 2,212
Closing Cash balances 98 56 774 2,212 3,871
February 14, 2017 8
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Key ratios
Y/E March FY2015E FY2016 FY2017E FY2018E FY2019E
Valuation Ratio (x)
P/E (on FDEPS) 27.0 20.6 18.8 17.3 15.8
P/CEPS 20.9 18.0 16.5 15.0 13.8
P/BV 9.8 8.1 6.6 5.5 4.7
Dividend yield (%) 1.9 2.2 2.4 2.9 3.2
EV/Sales 2.2 2.1 2.1 1.9 1.7
EV/EBITDA 18.5 15.0 13.8 12.2 10.9
EV / Total Assets 5.8 4.9 4.1 3.5 2.9
Per Share Data (Rs)
EPS (Basic) 119.5 156.9 171.8 187.0 203.9
EPS (fully diluted) 119.5 156.9 171.8 187.0 203.9
Cash EPS 154.3 179.0 195.7 214.6 234.3
DPS 60.0 72.0 77.3 93.5 101.9
Book Value 327.6 397.8 492.3 585.8 687.8
Returns (%)
ROCE 42.3 44.9 38.8 35.8 33.3
Angel ROIC (Pre-tax) 85.7 100.6 79.5 80.2 81.8
ROE 35.3 33.9 30.1 27.9 25.8
Turnover ratios (x)
Asset Turnover (Gross Block) 3.4 3.0 2.6 2.6 2.5
Inventory / Sales (days) 11 9 12 10
Receivables (days) 19 18 17 17 -
Payables (days) 38 38 39 40 41
WC cycle (ex-cash) (days) (8) (1 (10) (13) (32)
February 14, 2017 9
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This document is solely for the personal information of the recipient, and must not be singularly used as the basis of any investment
decision. Nothing in this document should be construed as investment or financial advice. Each recipient of this document should
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trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match with a report on a company's
fundamentals. Investors are advised to refer the Fundamental and Technical Research Reports available on our website to evaluate the

contrary view, if any.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable
sources believed to be true, but we do not represent that it is accurate or complete and it should not be relied on as such, as this
document is for general guidance only. Angel Broking Pvt. Limited or any of its affiliates/ group companies shall not be in any way
responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report.
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While Angel Broking Pvt. Limited endeavors 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.

This document is being supplied to you solely for your information, and its contents, information or data may not be reproduced,
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