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Base Case Fair Value Bull Case Fair Value Tlr.ne
Horizon
Automobile Rs 2771 Buy on dips in Rs 2600-2640 band & add further on dips to Rs 2360-2400 band Rs 2875 Rs 3069 2 quarters
B O HERMOTEQNR Our Take:
BSE Code 500182 Hero Motocorp (HMC) is the leader in the Indian 2-wheelers market with a dominating presence in the entry level segment. It has been
NSE Code HEROMOTOCO gaining back its lost market share in this segment with Mar-22 & FY22 share at 74% and 62% respectively. The Splendor model has 82%
Bloomberg HMCL IN market share in Mar-22 and had impressive performance. Management expects the 2W industry to post double-digit growth in FY23 on the
CMP May 30, 2022 2770.6 back of favourable indicators that include marriage season demand, good festive demand in key regions in April, and positive rural sentiment
Equity Capital (Rs cr) 40.0 on the back of expected healthy crop output. The company took price hike of Rs 1,000 (ex. showroom) in first week of April. The current
Face Value (Rs) 2 inventory levels have come down to 6-7 weeks compared to 7-8 weeks at end of Mar-22.
Equity Share O/S (cr) 20.0
W 5759406.(1) We expect HMC to gradually recover its lost market share in motorcycles over the next 2-3 years, led by: (1) gradual economic recovery
W 720,000 driving consumption from the mid-to-low income consumers — a key segment for HMC and (2) revival in rural economy. In the premium
W 30900 segment, HMC targets to double its market share to 10% in the coming years, planning at least one launch a year for the next 3-4 years. Even
W 2146.7 in exports, it seems to have got its act right, having grown by 57% YoY in FY22, albeit on a low base; it targets to ramp up export contribution
to 15% of total sales in the next four years. Market share revival in domestic motorcycles and ramp-up in exports are likely to be the key
Share holding Pattern % (Mar, 2022) upside triggers for the stock. Also reopening of colleges (students form ~10% of customers) and gradual recovery in replacement demand
Promoters (~20% of sales) could help.
Institutions
Non Institutions Valuation & Recommendation:
Total We expect HMC’s Revenue/EBITDA/PAT to grow at 16/25/25% CAGR over FY22-FY24E, led by market share revival in domestic motorcycles
and ramp-up in exports. The company’s aggressive plans in scooters, premium bikes, and EV segments are likely to augur well for medium-
' ‘ term growth. Though the recent results of HMC have not been encouraging, we think the worst is behind and the current low valuation offers
A margin of safety despite the uncertainty caused by the popularity of EV bikes. A healthy dividend yield of 3.4% is an added positive. We believe
HDFCsec Retail research investors can buy the stock on dips in the band of Rs 2600-2640 and add further on dips to Rs 2360-2400 band (12.25x FY24E EPS) for a base
fm.‘c’t.?ﬁhl(mﬁt'r:gtTef?;w case fair value of Rs 2875 (14.75x FY24E EPS) and bull case fair value of Rs 3069 (15.75x FY24E EPS) over the next 2 quarters.

* Refer at the end for explanation on Risk Ratings

Fundamental Research Analyst
Atul Karwa
atul.karwa@hdfcsec.com
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Particulars (Rs cr) Q4FY22 Q4FY21 YoY (%) Q3FY21 QoQ (%) FY21 FY22P FY23E FY24E
Operating Income 7422 8686 -14.6 7883 -5.9 30801 29245 34974 39187
EBITDA 828 1211 -31.7 960 -13.8 4019 3369 4197 5290
APAT 627 865 -27.5 686 -8.6 2964 2473 3031 3892
Diluted EPS (Rs) 31.4 43.3 -27.5 34.3 -8.6 148.4 123.8 151.7 194.9
RoE (%) 19.5 15.7 17.5 20.2
P/E (x) 18.7 22.4 18.3 14.2
EV/EBITDA (x) 111 13.2 10.3 8.0

(Source: Company, HDFC sec)

Q4FY22 Result Update

Net sales of the company de-grew by 15% YoY to Rs 7422cr. While volumes were down 24.2% YoY to 11.9 lakh units, blended realisation
increased 12.7% YoY (+2.3% QoQ) to Rs 62,425. Motorcycles accounted for 94% of the sales. Gross margin improved 170bps QoQ due to: (1)
higher price hike taken relative to cost pressure; (2) improved mix, given that a higher number of higher-end variants were sold. Also LEAP 2
savings and higher spares sales (~15.5% of sales in Q4) also helped. However, despite this, EBITDA margin declined by 100bps QoQ to 11.2%
due to 8% volume decline QoQ; higher other expenses in Q4 due to higher CSR spend (50-60bps) and launch expenses related to brand Vida
(40-50bps impact). Other income came in higher at Rs 140 cr as compared to Rs 87cr in Q4FY21 offsetting some of the decline in PAT which
stood at Rs 627cr, down 27.5% YoY.

Key Triggers

Reduction in excise duty on fuel by Government to benefit automobile players

The Government recently cut excise duty on petrol and diesel in its efforts to contain inflation. Petrol prices had risen to ~Rs 120 levels in
some of the states after the increase effected by the OMCs in of March-April’22. The Government reduced petrol and diesel prices by Rs 8
and Rs 6 respectively. Some states have also cut the VAT on these fuels resulting in higher fall in prices thereof. The fuel price hike had been
one of the major factors impairing demand, particularly among two-wheelers as the cost of ownership rose significantly higher.

Waiving off import duty on raw materials to cool down domestic steel prices

Government's decision to remove import duty on certain raw materials of steel industry like coking coal and ferronickel and hiking/levying
export duties on iron ore/some steel intermediate products will lead to lower costs for domestic steel manufacturers, with the Engineering
Export Promotion Council (EEPC) saying that prices may fall by 10%. This would increase domestic availability of key industry inputs and reduce
manufacturing costs. OEMs have taken multiple price hikes over the last 9-12 months due to sharp increase in input costs, primarily steel,
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impacting demand for vehicles. With softening prices, they would be able to pass on the benefit by reducing prices. 2W demand is sensitive
to initial cost of ownership.

On track to commercially launch its own EV in Jul’22

Hero MotoCorp, has launched its new dedicated brand for electric mobility, Vida. In keeping with the relentless pursuit towards its vision, Be
the Future of Mobility, HMCL had unveiled Vida and the company called it a brand new identity for its emerging mobility solutions, including
upcoming electric vehicles (EVs). HMC's first electric two-wheeler under the new Vida brand will be unveiled on July 1, 2022. The product is
currently undergoing rigorous testing to ensure all the quality and safety parameters are in place. The company plans to increase allocation
toward innovation (~Rs. 1,000 crore over the next 10 years) and partner with 10 or more firms with a focus on sustainability. Hero has also
announced a $100 million Global Sustainability Fund.

Increasing investment in Ather
HMC, in Jan’22, announced investment of Rs 420cr in electric two-wheeler maker, Ather Energy. Prior to the proposed investment, HMCL’s
shareholding in Ather Energy was 34.8% (on a fully diluted basis). Post the investment, its shareholding is likely to increase by 1-3%. This
additional investment in Ather is a part of HMCL's three-pronged EV strategy. It is also considering to retail Ather's scooters in its outlets,
along with looking at other collaborations to expand its domestic EV footprint. The company has also partnered with Taiwan's Gogoro on
battery swapping & EV scooters.

Well positioned to benefit from recovery in the rural economy

Expectations of a normal monsoon in 2022 and elevated food prices have brightened the outlook for rural income in FY23. Additionally,
various high-frequency indicators of rural demand, most of which have been turning up recently have also aided it. Bank of America expects
the Kharif crop income to grow by 10.1% YoY in FY23 atop 9.5% YoY in FY22. Net Rabi income is expected to grow by 12% YoY in the ongoing
season vs 3% YoY last year. It expects nominal farm income for Kharif season FY23 to improve to 17.1% YoY, atop a strong 15.4% YoY increase
in FY22. HMCL has the strongest distribution network in the country’s rural and semi-urban areas and would be one of the key beneficiaries
of the revival in rural demand.

Premiumisation and export growth to drive margin expansion

HMC is firmly established in the entry level motorcycle segment. It is now looking to gain market share in the premium segment. In FY22, the
company strengthened the premium segment with the launch of two new motorcycles - Xtreme 160 R Stealth edition and the popular XPulse
4 Valve. It has also planned couple of launches before the festival season and this segment is likely to witness traction going forward. Even on
the export front, HMCL is growing rapidly and capturing market share. It exported 3 lakh units in FY22 as compared to 1.9 lakh units in FY21
and targets to reach 5 lakh units in the next couple of years.
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HMCL has commenced operation in Mexico and expanded its presence in El Salvador and Dubai. It has partnered with Gilera Motors in
Argentina to expand Hero'’s presence in the country and inaugurated a flagship dealership in Buenos Aires under the partnership. It is exploring
opportunities in few export destinations such as Colombia, Bangladesh, Nepal, Sri Lanka, Africa, and Mexico. The company’s plan is to focus
on the top 5-6 export destinations, where the market size is large enough. Increasing share of premium products and exports is expected to
significantly contribute to its overall revenue and margin expansion.

Value unlocking of stake in Hero Fincorp possible soon

Hero Fincorp (41% stake by HMCL before the January funding round — invested Rs 1469cr — HMCL’s share in PAT Rs 23cr in FY21) is an
associate company of HMCL. In Q4FY22 ~54% of the sales by HMCL was financed by Banks, NBFCs off which ~34% was financed by HFCL.
Hero FinCorp has closed the capital round of Rs 2,000cr which will help them almost double their AUM from their current level of Rs 26,000cr
to almost Rs 50,000cr. Apollo Global Management, through its hybrid value fund, has committed Rs 937cr (5125 million) along with Hero
MotoCorp (a key sponsor of Hero FinCorp) committing Rs 700cr (594 million), the balance being contributed by others. With this fresh capital
infusion, the net worth of the company, will be Rs 6782cr ($900 million) on a consolidated basis. Hero Fincorp could come out with an IPO
over the next few quarters. This could lead to value unlocking of the stake held by HMC in that company.

Risk & Concern

e Inability to create strong brand in scooters and premium motorcycles remains the biggest risk. HMC has been losing market share in
scooters segment.

e Decline in market share due to shift of preference by customers towards scooters and premium motorcycles and Electric bikes where
HMC is a late entrant.

e Lower than expected volume growth in export markets

e Raw materials prices are currently on an increasing trend due to supply chain disruption. Inability of the company to pass on higher
raw material costs could impact its margins.

e If rural economy turnaround due to better monsoons does not lead to sustainable advantage for HMC, it could impact its growth
expectations.

e Value unlocking in Hero Fincorp stake could take longer than expected and Ather Energy could take longer to become profitable.
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Company Background:

Hero MotoCorp (HMCL) is the world’s largest 2-wheeler (2W) company (in volume terms). It is the flagship company of the Munjal group of
companies. The promoters hold 34.8% stake in the company. Hero has production capacity of ~9.5mn 2Ws at its 6 manufacturing facilities
at Gurgaon and Dharuhera in Haryana, Haridwar in Uttaranchal, Neemrana in Rajasthan, Halol in Gujarat and Chittoor in Andhra Pradesh.
Furthermore, HMCL has set up overseas greenfield facilities in Colombia and Bangladesh. The company offers motorcycles in all the 3 major
segments— HF Deluxe, HF 100 in entry; Splendor, Passion and Glamour in executive; and Xtreme and Xpulse in premium. It also sells Maestro
Edge, Destini and Pleasure in the un-geared scooters segment.

Motorcycles form a major chunk of revenue, contributing about 94% to volumes in FY22, while scooters contribute 6% to volumes. HMCL is
a domestically focused company with about 94% of volumes from the Indian market. Entry-level motorcycles (75 cc to 110 cc) form about
65-70% of overall volumes.
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(Rs cr) FY20 FY21 FY22P FY23E FY24E As at March (Rs cr) FY20 FY21 FY22P FY23E FY24E
Net Revenues 28836 30801 29245 34974 39187 SOURCE OF FUNDS
Growth (%) -14.3 6.8 -5.0 19.6 12.0 Share Capital 40 40 40 40 40
Operating Expenses 24878 26781 25877 30777 33896 Reserves 14096 15158 15743 17276 19271
EBITDA 3958 4019 3369 4197 5290 Shareholders' Funds 14136 15198 15783 17316 19310
Growth (%) -19.7 1.5 -16.2 24.6 26.1 Borrowings 0 0 0 0 0
EBITDA Margin (%) 13.7 13.0 11.5 12.0 13.5 Net Deferred Taxes 393 404 383 383 383
Depreciation 818 677 650 695 753 Total Source of Funds 14529 15603 16166 17699 19694
Other Income 778 580 557 536 642 APPLICATION OF FUNDS
EBIT 3918 3922 3276 4038 5178 Net Block & Goodwill 5977 5988 5806 6412 6958
Interest expenses 22 22 26 23 23 CWIP 160 178 87 87 87
PBT 3896 3900 3250 4015 5155 Investments 8223 10500 10652 11252 12452
Tax 940 936 777 984 1263 Other Non-Curr. Assets 321 259 371 371 371
Adj. PAT 3633 2964 2473 3031 3892 Total Non-Current Assets 14681 16925 16917 18122 19869
Growth (%) 7.3 -18.4 -16.6 22.6 28.4 Inventories 1092 1470 1123 1341 1503
EPS 181.9 148.4 123.8 151.7 194.9 Trade Receivables 1603 2427 2304 2037 2282
Cash & Equivalents 242 257 175 922 383
Other Current Assets 1131 1083 1195 1261 1412
Total Current Assets 4068 5236 4797 5561 5580
Trade Payables 3031 5205 4260 4791 4648
Other Current Liab & Provisions 1190 1354 1287 1193 1107
Total Current Liabilities 4220 6559 5548 5983 5755
Net Current Assets -152 -1322 -751 -423 -175
Total Application of Funds 14529 15603 16166 17699 19694
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(Rs cr) FY20 FY21 FY22P FY23E FY24E FY20 FY21 FY22P FY23E FY24E
PBT 4574 3900 3250 4015 5155 Profitability Ratios (%)
Non-operating & EO items 0 0 0 0 0 EBITDA Margin 13.7 13.0 11.5 12.0 135
Interest Expenses 22 22 26 23 23 EBIT Margin 13.6 12.7 11.2 11.5 13.2
Depreciation 818 677 650 695 753 APAT Margin 11.0 9.6 8.5 8.7 9.9
Working Capital Change 2522 1186 -653 419 -786 RoE 22.3 19.5 15.7 17.5 20.2
Tax Paid -940 -936 -777 -984 -1263 RoCE 27.0 25.1 20.3 22.8 26.3
OPERATING CASH FLOW (a) 6995 4849 2495 4168 3882 Solvency Ratio (x)
Capex -1908 -4380 -377 -1300 -1300 Net Debt/EBITDA -0.1 -0.1 -0.1 -0.2 -0.1
Free Cash Flow 5087 468 2118 2868 2582 Net D/E 0.0 0.0 0.0 -0.1 0.0
Investments -2254 -2277 -153 -600 -1200 PER SHARE DATA (Rs)
Non-operating income 0 0 0 0 0 EPS 158.2 148.4 123.8 151.7 194.9
INVESTING CASH FLOW (b)) -4162 -6657 -530 -1900 -2500 CEPS 199.1 182.3 156.3 186.5 232.6
Debt Issuance / (Repaid) 0 0 0 0 0 BV 707.7 760.9 790.1 866.9 966.7
Interest Expenses -22 -22 -26 -23 -23 Dividend 90.0 105.0 95.0 75.0 95.0
FCFE 2811 -1830 1939 2245 1359 Turnover Ratios (days)
Share Capital Issuance 0 0 0 0 0 Inventory days 14 17 14 14 14
Dividend -1798 -2097 -1898 -1498 -1898 Debtor days 20 29 26 21 21
FINANCING CASH FLOW ( c) -1820 -2119 -1923 -1521 -1921 Creditors days 38 62 60 50 43
NET CASH FLOW (a+b+c) 1013 -3928 42 747 -538 VALUATION (x)
P/E 17.5 18.7 22.4 18.3 14.2
Price chart P/BV 3.9 3.6 35 3.2 2.9
2400 - p—— EV/EBITDA 11.8 11.1 13.2 10.3 8.0
—Hero Motocorp  =————Sensex (RHS) EV/Revenues 1.6 1.4 1.5 1.2 1.1
3000 - 50000 Dividend Yield (%) 3.2 3.8 34 2.7 3.4
Dividend Payout (%) 59.6 70.8 76.7 49.4 48.8
(Source: Company, HDFC sec)
2600 - - 55000
2200 - - 50000
1800 . . . . 45000
May-21 Aug-21 Nowv-21 Feb-22 May-22
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the level
of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove their
mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Atul Karwa, (MMS-Finance), authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our
compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the
Research Report. Further Research Analyst or her relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and
no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what
would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction
in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0O062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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