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Bullishness sharpens on rural-focused domestic OEMs 

In our auto sector update on March 27, we had presented our views in light 

of the imposition of nationwide lockdown and its effects on production, sales 

and consequent financials of our coverage universe companies. With the 

blanket nationwide lockdown ending on May 3, the focus shifts to ‘red zones’ 

for even more stringent implementation of lockdown measures for virus 

containment whereas ‘green zones’ and ‘orange zones’ across the country 

are expected to gradually limp back to normalcy over time. Most red zones 

are centred around urban areas, raising the possibility of rural India staging 

a relatively quicker revival. Similarly, southern region, as a whole, remains 

less exposed to the virus. Thus, it could recover before the rest of India. 

Accordingly, we revisit our thoughts for two companies in particular – Hero 

MotoCorp (HMCL) and Mahindra & Mahindra (M&M), as likely beneficiaries 

of these developments. 

Hero MotoCorp: 2-W industry leader with high rural slate 

Rural slate forms > 50% of HMCL volumes. The company is the undisputed 

leader in the domestic motorcycle segment (a predominantly rural product), 

commanding 52% market share in the space as of FY20. In a post-Covid-19 

world, enhanced awareness around social distancing (pan India basis) and 

apprehension around usage of congested public transport (largely relevant 

to urban, metro areas) are seen acting as a tailwind for lower ticket priced 

means of private transport, including entry and mid-level motorcycles (75-

125 cc). Consequently, HMCL’s leadership in 75-110 cc products (Splendor,

HF Deluxe & Passion) and 110-125 cc products (Glamour, Splendor 125) 

leave it well placed to capitalise on this opportunity. Further, as per industry 

voices, 2-W segment, as a whole, is slated to recover faster than PV segment 

after the end of nationwide lockdown on May 3 courtesy relatively lower 

share of sales from ‘high impact/very high impact’ Covid-19 districts. 

HMCL’s dominant presence in beneficiary pockets along with its healthy B/S 

and dividend payout (50%+) and capital efficient business model (~20% 

return ratios) lead us to further upgrade our target price on the stock. 

Revising our sales, EBITDA, PAT CAGR in FY20-22E to 8%, 4.1%, flat, 

respectively, we maintain BUY rating on HMCL, valuing it at | 2,500 i.e. 16x 

FY22E EPS of | 156.4, in line with its long period forward P/E multiples. 

M&M: Leader in tractor segment; rural market beneficiary 

M&M is another company with a significant rural tilt to its portfolio, largely 

courtesy its substantial presence in the domestic tractor space. The 

company is the tractor segment market leader in India, with market share as 

of FY20 at 41.2%. The tractor segment, as a whole, remains largely 

unaffected by problems facing the wider automotive universe. Medium term 

demand drivers (healthy water table levels and Rabi crop output along with 

expectations of a normal monsoon) remain intact. Over the longer term, 

tractor segment is expect to benefit from the government’s focus on 

doubling farm incomes and increasing penetration of farm mechanisation 

(India penetration levels at ~40% vs. ~80% on average in developed 

countries). Further, with the tractor segment unaffected by BS-VI emission 

norms, we expect overall industry volume growth to outpace automotive 

industry volume growth on CAGR basis in FY20-22E. Separately, on an 

immediate basis, M&M’s significant exposure to southern markets (22.9% in 

automotive as of 9MFY20; 44% market share in tractor as of FY20) are added 

positives. Revising our sales, EBITDA, PAT CAGR in FY20-22E to 3.5%,  -

5.8%, -10%, respectively, we maintain BUY rating on M&M, valuing it at | 

415 on SOTP basis (6x FY22E EV/EBITDA to base business i.e. automotive 

and tractors; 50% holding company discount to its investments held in listed 

as well as unlisted entities). 

Rating matrix 
 

C o m p an y Ratin g
T arg e t 

p r ice

Po te n tial 

u p s id e

HMCL Buy 2,500  22%

M&M Buy 415     18%
 

Particulars – HMCL 
 

 

Price Chart - HMCL 
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Particulars – M&M 
 

Par ticu lar Am o u n t

Market Capita liz ation (₹ crore) 43,512.0

Tota l Debt (FY 19, ₹ crore) 2,480.3

Cash and Inves tments  (FY 19, ₹ crore) 6,733.9

EV  (FY 19, ₹ crore) 39,258.4

52 w eek H/L  (₹) 682 / 246

Equity capita l (₹ crore) (FY 19) 595.8

Face va lue (₹) ₹ 5
 

Price Chart – M&M 
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Par ticu lar Am o u n t

Market Capita liz ation ₹ 40938.5 Crore

Tota l Debt (FY 19) ₹ 0 Crore

Cash & Inves tments  (FY 19) ₹ 4533.4 Crore

EV ₹ 36405.1 Crore

52 w eek H/L  (₹) 3021 / 1475

Equity capita l (₹ crore) 39.9

Face va lue ₹ 2
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Separately, our interaction with a few coverage companies revealed some 

details of business operations at present. Key highlights of the same:  

A. M&M: The company has reopened ~40-45% of its tractor 

dealerships (pan India) primarily towards the end of April 2020 while 

manufacturing operations still remain suspended. M&M tractor 

dealers have about four to five weeks of inventory, which will help 

meet any imminent pent up demand. The company believes the 

automobile segment demand recovery is still some time away and 

tractor segment will precede wider automobile sales volume 

recovery domestically in FY21E 

B. Escorts: It has reopened ~30-40% of its dealerships primarily 

towards the end of April 2020, although manufacturing operations 

(ex-spares) still remain shut. Escorts had witnessed encouraging 

enquiry levels pre Covid-19 lockdown and is confident of healthy 

demand recovery, going forward 

C. Bajaj Auto: It has started reopening dealers, primarily in green zones 

as of now, although exact numbers are difficult to ascertain at this 

moment. The company is in discussions with dealers to support 

them in these troubled times (on a case-to-case basis) through 

extension of credit period, low interest loans, etc. However, it is not 

currently extending greater per unit margins to them. Bajaj Auto has 

restarted operations in its key plants like Waluj (Maharashtra) 

primarily to meet pending export orders. The company also believes 

the rural 2-W demand recovery will precede urban 2-W demand 

recovery 

  

Exhibit 1: Region wise volume mix at HMCL, M&M (9MFY20) 

No r th Eas t We s t So u th T o tal No r th Eas t We s t So u th

HMCL 1,562,242 1,067,178 1,615,978 699,105   4,944,503  31.6% 21.6% 32.7% 14.1%

M&M (auto) 88,879      85,406      103,970    82,481     360,736     24.6% 23.7% 28.8% 22.9%

M&M (tractors ) 98,747      45,360      93,827      53,967     291,901     33.8% 15.5% 32.1% 18.5%

Se g m e n t

Do m e s tic vo lu m e s  b y re g io n Re g io n  wis e  s e g m e n t m ix

 

Source: SIAM, CRISIL Research, ICICI Direct Research; Note- M&M tractor data is for full year FY20 

 

Exhibit 2: Revised financial summary for HMCL 

Ke y Fin an cials FY18 FY19 FY20E FY21E FY22E C AG R (FY20E-22E)

Net Sales 32,230.5        33,650.5         28,657.4        29,370.3       33,434.7      8.0%

EBITDA 5,280.2          4,929.8           4,046.5          3,393.4         4,385.0        4.1%

EBITDA  Margins  (% ) 16.4               14.6                14.1               11.6              13.1             

Net Prof it 3,697.4          3,384.6           3,501.3          2,361.7         3,123.5        -5.5%

Normalised Net Prof it 3,697.4          3,384.6           3,070.7          2,361.7         3,123.5        0.9%

EPS (₹) 185.1             169.5              175.3             118.3            156.4           

P/E 11.1               12.1                11.7               17.3              13.1             

RoNW (% ) 31.4               26.3                21.6               15.7              19.1             

RoCE (% ) 42.4               37.1                26.4               20.2              24.6             
 

Source: Company, ICICI Direct Research 
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Exhibit 3: Revised financial summary for M&M 

Ke y Fin an cials FY18 FY19 FY20E FY21E FY22E C AG R (FY20E -22E)

Net Sales 48,685.6    53,614.0    44,805.2    42,930.9    47,955.0    3.5%

EBITDA 6,224.1      6,639.6      5,513.1      3,626.3      4,896.2      -5.8%

EBITDA  Margins  (% ) 12.8           12.4           12.3           8.4             10.2           

Net Prof it 4,356.0      4,796.1      4,196.1      1,959.8      2,926.6      -16.5%

A djus ted Net Prof it 4,046.5      4,818.6      3,616.5      1,959.8      2,926.6      -10.0%

EPS (₹) 35.0           38.6           33.8           15.8           23.5           

P/E 10.0           9.1             10.4           22.2           14.9           

RoNW (% ) 13.4           14.1           9.6             5.0             7.1             

RoCE (% ) 16.6           16.7           11.7           6.3             8.9             
 

Source: Company, ICICI Direct Research 

 

Exhibit 4: SOTP valuation matrix for M&M 

 Au to m o tive  Bu s in e s s  (UV +PV +C V +T racto rs )  ₹cro re    ₹/s h are   

Stan d alo n e  b u s in e s s

FY 22E EBITDA          4,896 

A ss igning EV /EBITDA  Multiple  of  6x              6.0 

Enterprise V alue        29,377 236

Net Debt         (4,458) -36

V alu e  o f Stan d alo n e  Bu s in e s s  (A)        33,835 272

Mah in d ra V e h icle  Man u factu re rs  L td

Inves tment made by M&M (w holly ow ned subs idiary)          4,065 

A ss igning 0.5x P/B on inves tment va lue 0.5

V alu e  o f MV ML  attr ib u tab le  to  M& M (B)          2,033          16 

T o tal valu e  o f au to m o b ile  b u s in e s s  (C = A+B) 290

 V alu e  o f In ve s tm e n ts  (lis te d  co m p an ie s ) 
 M& M 

s tak e  

 Es tim ate d  

valu e  

 Re m ark  

 (%)  ₹ cro re    ₹cro re   ₹/s h are   

Tech Mahindra 26        48,807            12,719 102 Current market cap

M&M Financia l Serv ices  51        10,194              5,219 42 Current market cap

Mahindra L ife  space 52             949                 489 4 Current market cap

Mahindra CIE 11          3,601              411.9 3 Current market cap

Mahindra Holidays  & Resorts 67          1,750 1177.8 9 Current market cap

SsangY ong Motors 75          1,450              1,088 9 Current market cap

O ther subs idiaries  & inves tments              9,850 79

T o tal V alu e  o f s u b s id iar ie s  &  as s o ciate s  (D)         30,954.5 250

V alu e  o f in ve s tm e n ts  p o s t 50% h o ld in g  co m p an y d is co u n t (E = 0.5*D)        125 

 M& M T arg e t Pr ice  (valu e  o f e q u ity p e r  s h are  , C +E)        415 

 V alu atio n  Matr ix (SO T P) 

 C o n tr ib u tio n  to  M& M  

 

Source: ICICI Direct Research 
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Financial Summary - HMCL 

Exhibit 5: Profit and loss statement                                  ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

T o tal o p e ratin g  In co m e 33,650.5 28,657.4 29,370.3 33,434.7

G row th (% ) 4.4 -14.8 2.5 13.8

Raw  Materia l Expenses 23,317.7 19,473.7 20,912.8 23,689.5

Employee Expenses 1,730.2 1,879.0 1,823.7 1,838.8

O ther expenses 3,672.5 3,258.2 3,240.4 3,521.4

Tota l O perating Expenditure 28,720.5 24,610.9 25,976.9 29,049.6

EBIT DA 4930.1 4046.5 3393.4 4385.0

G row th (% ) -6.0 -17.9 -16.1 29.2

Depreciation 602.0 845.4 881.1 936.2

Interes t 8.6 20.3 21.3 22.3

O ther Income 691.3 718.3 666.3 749.3

PBT 5010.4 3899.1 3157.3 4175.8

Tota l Tax 1,625.9 1,075.2 795.7 1,052.3

PAT 3384.6 3501.3 2361.7 3123.5

G row th (% ) -8.5 3.4 -32.5 32.3

Normalised PAT (₹) 3,384.6 3,070.7 2,361.7 3,123.5

EPS (₹) 169.5 175.3 118.3 156.4

Normalised EPS (₹) 169.5 153.8 118.3 156.4
 

Source: Company, ICICI Direct Research 

Exhibit 6: Cash flow statement                                     ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

Pro fit afte r  T ax 3,384.6 3,501.3 2,361.7 3,123.5

A dd: Depreciation 602.0 845.4 881.1 936.2

(Inc)/dec in Current A ssets -1,696.4 339.5 -513.6 -232.0

Inc/(dec) in CL  and Prov is ions -213.0 -1,123.7 74.8 426.4

C F fro m  o p e ratin g  activitie s 2077.2 3562.5 2804.0 4254.1

(Inc)/dec in Inves tments 2,107.5 50.0 -100.0 -750.0

(Inc)/dec in F ixed A ssets -789.5 -1,250.0 -1,000.0 -1,500.0

O thers -1,103.7 -200.0 -200.0 -200.0

C F fro m  in ve s tin g  activitie s  214.3 -1400.0 -1300.0 -2450.0

Inc/(dec) in loan funds 0.0 0.0 0.0 0.0

Div idend pa id & div idend tax -2,084.9 -2,156.8 -1,497.8 -1,797.3

Inc/(dec) in Sec. premium & O thers -8.6 -20.3 -21.3 -22.3

C F fro m  fin an cin g  activitie s -2304.9 -2177.0 -1519.0 -1819.6

Net Cash f low -4.8 5.7 6.3 6.8

O pening Cash 141.3 136.5 142.2 148.5

C lo s in g  C as h 136.5 142.2 148.5 155.3
 

Source: Company, ICICI Direct Research 

 

 

Exhibit 7: Balance Sheet                                                   ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

L iab ilitie s

Equity Capita l 39.9 39.9 39.9 39.9

Reserve and Surplus 12,817.2 14,161.7 15,025.7 16,351.9

T o tal Sh are h o ld e rs  fu n d s 12857.1 14201.7 15065.6 16391.8

Tota l Debt 0.0 0.0 0.0 0.0

Deferred Tax L iability 536.5 536.5 536.5 536.5

O thers 117.2 117.2 117.2 117.2

T o tal L iab ilitie s 13510.8 14855.4 15719.3 17045.5

As s e ts

G ross  Block 7,998.8 8,498.8 10,248.8 11,598.8

L ess : A cc Depreciation 3,521.3 4,366.7 5,247.8 6,183.9

Ne t Blo ck 4477.5 4132.1 5001.0 5414.8

Capita l WIP 360.7 1,110.7 360.7 510.7

Tota l F ixed A ssets 4,838.2 5,242.8 5,361.7 5,925.5

Inves tments 5,968.6 6,118.6 6,418.6 7,368.6

Inventory 1,072.4 942.2 965.6 1,099.2

Debtors 2,821.6 2,748.0 3,218.7 3,206.1

L oans  and A dvances 25.0 21.9 22.4 25.5

C as h 136.5 142.2 148.5 155.3

Tota l Current A ssets 4,948.6 4,614.8 5,134.7 5,373.5

Creditors 3,355.3 2,355.4 2,414.0 2,748.1

Prov is ions 59.0 41.4 42.5 48.3

Tota l Current L iabilities 4,130.4 3,006.6 3,081.4 3,507.9

Ne t C u r re n t As s e ts 818.3 1,608.2 2,053.2 1,865.6

Ap p licatio n  o f Fu n d s 13510.8 14855.4 15719.3 17045.5
 

Source: Company, ICICI Direct Research 

 

Exhibit 8: Key ratios                                                          

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

Pe r  s h are  d ata (₹)

EPS 169.5 175.3 118.3 156.4

Cash EPS 199.6 217.7 162.4 203.3

BV 643.8 711.1 754.4 820.8

DPS 87.0 90.0 75.0 90.0

Cash Per Share 227.0 224.8 230.1 268.0

O p e ratin g  Ratio s  (%)

EBITDA  Margin 14.6 14.1 11.6 13.1

PBT / Net sa les 12.9 11.2 8.6 10.3

PA T Margin 10.1 12.2 8.0 9.3

Inventory days 11.6 12.0 12.0 12.0

Debtor days 30.6 35.0 40.0 35.0

Creditor days 36.4 30.0 30.0 30.0

Re tu rn  Ratio s  (%)

RoE 26.3 21.6 15.7 19.1

RoCE 37.1 26.4 20.2 24.6

RoIC 59.9 41.1 27.0 35.2

V alu atio n  Ratio s  (x)

P/E 12.1 13.3 17.3 13.1

EV  / EBITDA 7.4 9.0 10.7 8.1

Market Cap / Sa les 1.2 1.4 1.4 1.2

Price to Book V a lue 3.2 2.9 2.7 2.5

So lve n cy Ratio s

Current Ratio 1.3 1.7 1.9 1.7

Q uick Ratio 1.0 1.4 1.5 1.4  
Source: Company, ICICI Direct Research 
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Financial Summary – M&M 

Exhibit 9: Profit and loss statement                                  ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

T o tal o p e ratin g  In co m e 53,614.0 44,805.2 42,930.9 47,955.0

G row th (% ) 10.1 -16.4 -4.2 11.7

Raw  Materia l Expenses 38,256.5 31,446.7 31,802.8 35,161.1

Employee Expenses 2,980.2 2,981.5 2,912.8 2,976.3

O ther Expenses 5,737.7 4,863.9 4,589.1 4,921.4

Tota l O perating Expenditure 46,974.4 39,292.1 39,304.6 43,058.7

EBIT DA 6,639.6 5,513.1 3,626.3 4,896.2 

G row th (% ) 6.7 -17.0 -34.2 35.0

Depreciation 1,860.4 2,195.5 2,296.8 2,397.7

Interes t 113.4 108.9 103.5 95.1

O ther Income 1,689.0 1,574.3 1,394.0 1,509.2

PBT 6,354.8 4,783.0 2,620.0 3,912.6 

O thers  (inc l exceptiona l item) 29.7 -766.5 0.0 0.0

Tota l Tax 1,529.0 1,353.4 660.2 986.0

PAT 4,796.1 4,196.1 1,959.8 2,926.6 

Ad ju s te d  PAT 4,818.6 3,616.5 1,959.8 2,926.6 

G row th (% ) 10.1 -12.5 -53.3 49.3

EPS (₹) 38.6      33.8      15.8      23.5      
 

Source: Company, ICICI Direct Research 

Exhibit 10: Cash flow statement                                      ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

Pro fit afte r  T ax 4,796.1 4,196.1 1,959.8 2,926.6

A dd: Depreciation 1,860.4 2,195.5 2,296.8 2,397.7

(Inc)/dec in Current A ssets -1,803.9 1,952.8 -571.7 -1,100.0

Inc/(dec) in CL  and Prov is ions 1,230.8 -3,023.9 -388.3 1,132.9

C F fro m  o p e ratin g  activitie s6,083.4   5,320.5   3,296.6   5,357.3   

(Inc)/dec in Inves tments -1,341.3 -2,000.0 -1,000.0 -1,700.0

(Inc)/dec in F ixed A ssets -3,373.7 -3,000.0 -2,000.0 -2,000.0

O thers 734.7 46.5 9.9 -26.5

C F fro m  in ve s tin g  activitie s  (3,980.4) (4,953.5) (2,990.1) (3,726.5) 

Is sue/(Buy back) of  Equity -195.9 0.0 0.0 0.0

Inc/(dec) in loan funds -384.1 -300.0 -50.0 -300.0

Div idend pa id & div idend tax -1,268.1 -745.9 -621.6 -932.4

O thers 582.9 0.0 0.0 0.0

C F fro m  fin an cin g  activitie s(1,265.2) (1,045.9) (671.6)    (1,232.4) 

Net Cash f low 837.8 -679.0 -365.1 398.4

O pening Cash 2,893.7 3,731.5 3,052.6 2,687.4

C lo s in g  C as h 3,731.5   3,052.6   2,687.4   3,085.8   
 

Source: Company, ICICI Direct Research 

 

 

Exhibit 11: Balance Sheet                                                   ₹ crore 

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

L iab ilitie s

Equity Capita l 595.8 595.8 595.8 595.8

Reserve and Surplus 33,613.4 37,063.6 38,401.7 40,396.0

T o tal Sh are h o ld e rs  fu n d s 34,209.2 37,659.4 38,997.5 40,991.8 

Tota l Debt 2,480.3 2,180.3 2,130.3 1,830.3

Deferred Tax L iability 634.1 634.1 634.1 634.1

O thers 1,487.9 1,243.3 1,191.4 1,330.8

T o tal L iab ilitie s 38,811.5 41,717.1 42,953.4 44,787.0 

As s e ts

G ross  Block 21,974.6 25,394.4 27,394.4 29,394.4

Less : A cc Depreciation 11,892.9 14,088.4 16,385.2 18,782.9

Ne t Blo ck 10,081.7 11,306.1 11,009.3 10,611.5 

Capita l WIP 2,419.8 2,000.0 2,000.0 2,000.0

Tota l F ixed A ssets 12,501.5 13,306.1 13,009.3 12,611.5

O ther inves tments 19,032.1 21,032.1 22,032.1 23,532.1

L iquid Inves tments 3,002.4 3,002.4 3,002.4 3,202.4

Inventory 3,839.3 3,314.4 3,528.6 3,941.5

Debtors 3,946.3 3,682.6 4,116.7 4,598.4

Loans  and A dvances 673.4 338.7 324.6 362.5

O ther current assets 2,321.8 1,492.3 1,429.9 1,597.2

C as h 3,731.5   3,052.6   2,687.4   3,085.8   

Tota l Current A ssets 15,068.6 12,436.8 12,643.3 14,141.7

Creditors 9,678.2 7,365.2 7,057.1 7,883.0

Prov is ions 688.7 597.8 572.8 639.8

Tota l Current L iabilities 10,366.9 7,963.0 7,629.9 8,522.8

Ne t C u r re n t As s e ts 4,701.8   4,473.8   5,013.4   5,618.9   

Ap p licatio n  o f Fu n d s 38,811.5 41,717.1 42,953.4 44,787.0 
 

Source: Company, ICICI Direct Research 

 

Exhibit 12: Key ratios                                                          

(Ye ar -e n d  March ) FY19 FY20E FY21E FY22E

Pe r  s h are  d ata (₹)

EPS 38.6 33.8 15.8 23.5

Cash EPS 53.5 51.4 34.2 42.8

BV 275.2 302.9 313.7 329.7

DPS 8.5 5.0 5.0 7.5

Cash Per Share 30.0 24.6 21.6 24.8

O p e ratin g  Ratio s  (%)

EBITDA  Margin 12.4 12.3 8.4 10.2

PBT / Net sa les 8.9 7.4 3.1 5.2

PA T Margin 8.9 9.4 4.6 6.1

Inventory days 26.1 27.0 30.0 30.0

Debtor days 26.9 30.0 35.0 35.0

Creditor days 65.9 60.0 60.0 60.0

Re tu rn  Ratio s  (%)

RoE 14.1 9.6 5.0 7.1

RoCE 16.7 11.7 6.3 8.9

RoIC 17.7 10.6 4.0 7.3

V alu atio n  Ratio s  (x)

P/E 9.1 10.4 22.2 14.9

EV  / EBITDA 5.9 7.2 11.0 8.0

EV  / Net Sa les 0.7 0.9 0.9 0.8

Market Cap / Sa les 0.8 1.0 1.0 0.9

Price to Book V a lue 1.3 1.2 1.1 1.1

So lve n cy Ratio s

Debt/Equity 0.1 0.1 0.1 0.0

Current Ratio 0.8 0.9 1.0 1.0

Q u ick  Ratio 0.5          0.6          0.6          0.6           
Source: Company, ICICI Direct Research 
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ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorises them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock 

 

Buy: >15%; 

Hold: -5% to 15%; 

Reduce: -5% to -15%; 

Sell: <-15% 
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