Hero MotoCorp (HERHON)

CMP:X 4,800 Target: X 5,600 (17%) Target Period: 12 months

May 9, 2024
Healthy performance, more gains lie ahead...

About the stock: Hero MotoCorp (HMCL) is the world’s largest 2-W manufacturer
by volume, with domestic market share at 30.2% as of FY24. Its suite of popular
models includes Splendor, Passion, Glamour, etc.

e  Scooter market share at 6.9%; motorcycle market share at 43.1% (FY24)

e Presence in EV space through its captive offerings under Vida brand as
well as through investments in Ather Energy, Gogoro & Zero Motorcycles

Q4FY24 Results: Total 2-W sales volume for the quarter stood at 13.9 lakh units,
up 10% YoY. Consequent topline in Q4FY24 came in at X 9,519 crore, up 15% YoY.
EBITDA in Q4FY24 stood at X 1,359 crore with corresponding EBITDA margins at
14.3% (up 30 bps QoQ). PAT for the quarter came in at X 1,016 crore, up 18% YoY.
Blended ASPs for the quarter came in at X 68,365/unit, up 2.6% QoQ. Gross margins
expanded 90 bps on QoQ basis with ICE portfolio margins at 15.6%.

Investment Rationale

e 2-W space to outperform industry in FY25; Hero Moto a key beneficiary:
Over the past two years, the domestic auto industry has experienced a
significant recovery with PV space surpassing its pre-Covid highs in FY23.
Also, the cyclical recovery in CV space has been robust with industry up
~70% from the lows experienced during covid and nearing its pre-Covid
highs. However, volume recovery has been sluggish in 2-W space with 1.8
crore units as sales volume in FY24, well below pre-Covid highs of 2.1 crore
units in FY19. Nevertheless, recent prints in 2-W space are encouraging
with Q4FY24 and April’24 volumes up ~20%-+ on YoY basis. On high base
& impending union election industry commentary is cautious on growth
prospects in the PV & CV space for FY25E, with 2-W emerging as a sole
shining star and expected to outperform the industry going forward, driven
by both revival in domestic demand & bottoming out of export volumes.
Hero MotoCorp with market leadership in domestic motorcycle segment is
expected to benefit from this trend amid slew of exciting recent launches.

e  Premiumization at its core focus with new product launches: With
increasing focus towards improving market share in premium motorcycle
segment, HMCL has introduce new products on the likes of Mavrick 440,
Karizma, and H-D X440 in >200cc segment & Xtreme 125 in high growing
125cc segment. It now broadly has requisite products in all sub segments
& is augmenting capacities in this space for healthy growth that lies ahead.

Rating and Target Price

e Hero MotoCorp has a capital efficient business model with cash rich b/s.
With focus on premiumisation and Electrification, it now has the right
product slate to grow ahead of the industry. Consequently, we turn positive
on HMCL and assign BUY rating on the stock. We have valued it at X 5,600
i.e. 17x PE on standalone earnings and 3x P/B to its long-term investments

Key Financial Summary
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Particulars

Particular X crore
Market Capitalization 95,856
Total Debt (FY24P) 0
Cash &Inv. (FY24P) 8,383
EV 87,473
52 week H/L () 4,980/2,572
Equity capital (X crore) 40.0
Face value X2

Shareholding pattern
Jun-23  Sep-23 Dec-23 Mar-24
Promoter 348 34.8 348 34.8

Fil 281 268 283 289
DIl 273 291 281 278
Other 9.8 9.3 8.8 8.6
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Recent event & key risks

e Posted healthy Q4FY24 results

e Sales/PAT growth seen at
13%/16% CAGR over FY24-26E

e Key Risk: (i) Slower than
expected uptick in rural demand
& consequent volumes (ii) lower

than expected uptick in margins
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Key Financials (% crore) ~ FY19 FY20 Fr21 FY22 Fv23  Fraap DYSUTCAGR T ose pygee 2YSOTCAGR
(FY19-24P) (FY24-26E)

Net Sales 33650.5 28836.1 30,800.7 29,2455 33,8057 37,455.8 22% 43,3408 48,1817 13.4%

EBITDA 49298 39580 40192 33687 39859  5,255.0 13% 64254  7,2385 17.4%

EBITDA Margins (%) 14.6 13.7 13.0 115 118 14.0 148 15.0

Net Profit 33846 36333 29641 24729 29103  3,967.3 3.2% 48819 54459 17.2%

Normalised Net Profit ~ 3,384.6  3,202.6  2,964.1 2,4729 29103  4,076.1 38% 48819 54459 15.6%

EPS (]) 1695 1819 1484 1238 1457 1987 2445 2727

PJE 28.3 26.4 323 38.8 329 24.2 19.6 17.6

RONW (%) 26.3 227 195 15.7 17.4 227 25.1 25.8

RoCE (%) 32,0 213 20.8 163 18.9 23.9 27.5 28.8

Source: Company, ICICI Direct Research
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Key Takeaways of Recent Quarter

Exhibit 1: Quarterly Analysis

Q4FY24 Q4FY23 YoY (%)

Q3FY24 QoQ (%)

Total Operating Income 9,519 8,307 14.6 9,724 -2.1
Raw Material Expenses 6,325 5,646 12.0 6,547 -3.4
Employee Expenses 644 557 15.6 602 7.0
Other expenses 1,192 1,020 16.8 1,213 -1.8
Operating Profit (EBITDA) 1,359 1,083 25.5 1,362 -0.2
EBITDA Margins (%) 14.3 13.0 120 bps 14.0 30 bps
Other Income 180 237 -24.0 242 -25.6
Interest 4.6 4.7 -2.6 4.5 0.9
Depreciation 185.0 168.6 9.7 182.5 1.4
PBT after Exceptional Items 1,349.5 1,146.5 17.7 1,416.9 -4.8
Total Tax 333.5 287.7 15.9 343.6 -2.9
PAT 1,016.0 858.8 18.3 1,073.3 -5.3
EPS (Adjusted) 50.9 43.0 18.3 53.7 -5.3
Key Metrics

Total 2-W Sales (lakh units) 13.9 12.7 9.6 14.6 -4.6
Net Blended ASP (X/unit) 68,365 65,382 46 66,604 2.6

Comments
Topline for the quarter was up 15% YoY
amid 10% growth
growth in ASP's
Savings were realised on the raw material
front with gross margins up 90 bps QoQ

in volumes and 5%

Other expenses stood at 12.5% of topline

EBITDA margins for the quarter expanded
30 bps on QoQ basis at 14.3%

PBT was up 18% on YoY basis

PAT for the quarter came in atX 1,016 crore
a growth of 18% on YoY basis

Volumes in Q4FY24 stood at 13.9 lakh units

ASP's for the quarter stood at X 68,365/unit

Source: Company, ICICI Direct Research

Q4FY24 Earnings Conference Call highlights

Premium Segment: HMCL is expanding the capacity of its premium
offerings like Mavrick, Harley and Karizma to 10,000 per month, which will
be commissioned in the next two months. It anticipating an improvement
in market share within 125cc segment, with the recent launch of Xtream
125cc complimented by other offerings like Super Splendor, and Glamour
Magnetic. It has surpassed sales of more than 10,000 units of Xtream
125cc per month and intends to increase the capacity for this segment to
1,000 units per day, resulting in a monthly capacity of ~30,000 units.

New Launches and Distribution: HMCL will be launching Xoom 125 and
Xoom 160 scooters in H1FY25. As a part of Hero 2.0, it operates over 400
stores towards offering premium products like Karizma and Maverick, and
plans to expand its distribution network.

Exports: HMCL has received an approval for forming subsidiary company
in Brazil and it will concentrate more towards premium products in that
region. It has recently changed the distribution in the export markets
including Nigeria, which will augur well for FY25.

Management Guidance: HMCL aims for double digit revenue growth for
FY25 with long term EBITDA Margin guidance of 14%-16%. Capex for
FY25 is expected to be X 1000 to 1500 crores. It witnesses a positive
consumer sentiment across rural and urban areas with an increase in first
time buyers, particularly in the 110cc entry level segment. It expects
positive momentum to continue going forward.

Others: Overall financial penetration stood at ~60% and the contribution
from Hero FinCorp is at ~30%. Price increase for the full year taken ~X 1300
to 1400 per vehicle. Revenue from Parts, Accessories, and Merchandise
stood at X 1,397 crores in Q4FY24, up by 10% YoY. For the full year FY24,
the revenue came in at X5,087 crores (~2x over past 3-4 years)
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Pure ICE margin stood at ~15.6% for
the quarter. The negative impact of EV
Margins of 130 bps has led to overall
EBITDA margin for the quarter to be
reported at 14.3%. The upcoming new
EV launches for H1 FY25 will have PLI
benefits. EV dealership network has
grown to >120 cities, with number of
dealerships reaching 180 stores

N



FY19 FY20 Fy21 FY22 FY23 FY24 FY25E FY26E
Motorcycle volumes (lakh units) 70.8 59.9 53.3 46.3 49.6 51.9 57.2 61.2
Scooter volumes (lakh units) 7.4 4.2 4.6 3.2 3.7 4.3 4.8 5.2
Total volumes (lakh units) 78.2 64.1 57.8 49.4 53.3 56.2 62.0 66.4
Growth (%, YoY) -18.0% -9.8% -14.5% 7.8% 5.5% 10.3% 7.1%
Gross Blended ASP (X/unit) 43,026 44,988 53,244 59,152 63,443 66,630 69,908 72,554

Source: ICICI Direct Research

Exhibit 3: SOTP Valuation

Particulars Amount ()
FY26E Core EPS (X/share, A) 272.7
P/E Multiple assigned (~20% discount to key competition, x, B) 17.0
Value of Base Business (C =A*B) 4,650

Other investment like Hero Fincorp & Ather Energy (X crore as of FY26E, D) 6,312
P/B Multiple Assigned (x, E) 3.0
Value of long term Investments (X crore, F = D*E) 18,935
Per share value of long term investments (G) 950
Target Price (C+G) 5,600

Potential Upside (%) 17%

Source: ICICI Direct Research

Exhibit 4: Hero MotoCorp currently trades at ~17.5x PE on 2 year forward basis
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Financial Summary

(Year-end March) FY23  FY24P  FY25E  FY26E (Year-end March) FY23  FY24P  FY25E  FY26E
Total operating Income 33,806 37,456 43,341 48,182 Profit after Tax 2,910 3,967 4,882 5,446
Growth (%) 15.6 10.8 15.7 11.2 Add: Depreciation & Interest 677 730 798 860
Raw Material Expenses 23,858 25,431 28,853 32,029 Sub: Other Income 565 893 899 902
Employee Expenses 2,190 2,402 2,644 2,891 (Inc)/decin Current Assets -954 140 -726 -1,292
Other expenses 3,771 4,367 5,418 6,023 Inc/(dec) in CL and Provisions 552 920 556 793
Total Operating Expenditure 29,820 32,200 36,915 40,943 CF from operating activities 2,620 4,864 4,610 4,905
EBITDA 3,986 5,255 6,426 7,239 (Inc)/decin Investments 1,396 -897 -600 -500
Growth (%) 18.3 31.8 22.3 12.7 (Inc)/decin Fixed Assets -617 -801 -1,010 -1,010
Depreciation 657 711 780 843 Others -1,785  -1,092 -480 -480
Interest 20 19 18 17 Add: Other Income 565 893 899 902
Other Income 565 893 899 902 CF from investing activities -442 -1,897 -1,191 -1,088
PBT 3,874 5,418 6,527 7,281 Inc/(dec) in loan funds 0 0 0 0
Total Tax 964 1,290 1,645 1,835 Dividend paid & dividend tax -1,997 -2,796 -3,395 -3,794
PAT 2,910 3,967 4,882 5,446 Inc/(dec) in Sec. premium & Others -11 91 -18 -17
Growth (%) 17.7 36.3 23.1 11.6 CF from financing activities -2,008 -2,705 -3,413 -3811
Normalised PAT () 2,910 4,076 4,882 5,446 Net Cash flow 170 263 7 6
EPS (X) 145.7 198.7 2445 272.7 Opening Cash 175 346 609 615
Normalised EPS (X) 145.7 198.7 2445 272.7 Closing Cash 346 609 615 621
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY23 FY24P  FY25E  FY26E (Year-end March) FY23  FY24P  FY25E  FY26E
Liabilities Per share data ()

Equity Capital 40 40 40 40 EPS 145.7 198.7 2445 272.7
Reserve and Surplus 16,665 17,946 19,433 21,085 Cash EPS 178.6 234.3 283.5 314.9
Total Shareholders funds 16,705 17,986 19,473 21,125 BV 836.5 900.7 975.1 1,057.8
Total Debt 0 0 0 0 DPS 100.0 140.0 170.0 190.0
Deferred Tax Liability 405 435 445 455 Cash Per Share 361.7 419.8 450.2 475.5
Others 529 606 616 626 Operating Ratios (%)

Total Liabilities 17,639 19,027 20,534 22,206 EBITDA Margin 11.8 14.0 14.8 15.0
Assets PBT / Net sales 9.8 12.1 13.0 13.3
Gross Block 11,584 12,340 13,290 14,315 PAT Margin 8.6 10.6 11.3 11.3
Less: Acc Depreciation 6,323 7,034 7,814 8,658 Inventory days 15.5 14.1 15.0 15.0
Net Block 5,261 5,306 5,476 5,657 Debtor days 30.2 26.3 25.0 30.0
Capital WIP 129 121 171 146 Creditor days 50.8 53.9 50.0 50.0
Total Fixed Assets 5,390 5,426 5,646 5,803 Return Ratios (%)

Investments 11,010 13,086 14,186 15,186 RoE 17.4 22.7 25.1 25.8
Inventory 1,434 1,444 1,781 1,980 RoCE 18.9 23.9 27.5 28.8
Debtors 2,798 2,703 2,969 3,960 RolC 324 43.2 49.6 50.9
Loans and Advances 44 46 53 59 Valuation Ratios (x)

Cash 346 609 615 621 P/E 329 235 19.6 17.6
Total Current Assets 5,419 5,542 6,275 7,573 EV /EBITDA 22.2 16.6 135 11.9
Creditors 4,704 5,528 5,937 6,600 Market Cap / Sales 2.8 2.6 2.2 2.0
Provisions 176 154 166 184 Price to Book Value 5.7 5.3 4.9 4.5
Total Current Liabilities 5,624 6,544 7,100 7,893 Solvency Ratios

Net Current Assets -205 -1,002 -825 -320 Current Ratio 1.0 0.8 0.9 1.0
Application of Funds 17,639 19,027 20,534 22,206 Quick Ratio 0.7 0.6 0.6 0.7
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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RATING RATIONALE

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 categorizes 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: -15% to -5%;

Sell: <-15%
1 ‘l.‘_—-
ﬂICICI direct.com| No
Invollnnnlllo'n.:uﬂ Fingertips BROKER
| ICICI Securities Ltd. |@ 755 asmins
xS Analyst Award 2012 .
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), Manisha Kesari (PGDM-Finance) Research Analysts, 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. 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICIC| Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities 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.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the
companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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
ICICI Securities nor Research Analysts and their relatives 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.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of
one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within
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