
 

 

Nomura  |      Hero MotoCorp January 19, 2012

1 

 

HMCL declared 3QFY12 PAT at INR 6.13bn (Nomura and Consensus: 
INR 6.3b); below our and consensus estimates. EBITDA margins came 
in at 15.6%, well below our estimate of 16.4%, on higher RM/sales and a 
lower than expected decline in other costs. However, higher other 
income (INR762mn vs our estimate of INR638mn) and lower tax rate 
(15.3% vs our expectation of 16.7%) has helped net profit to some 
extent.  

Going ahead, we believe that volume growth can come under pressure 
due to a potential industry slowdown and increased competition from 
Honda. Therefore, we see downside risks to our EPS estimates. 
Maintain Neutral. 

We expect the stock to react negatively on the results.  

 

We will get back with more details post the conference call scheduled at 
11.30 AM IST tomorrow. 

 

Key result highlights 

 Net sales came in at INR 60.3bn, in-line with our expectation of INR 
60.1bn 

 EBITDA came in at INR 9.4bn; below our expectation of INR 9.8bn 

 EBITDA margin was 15.6%; below our expectation of 16.4%  

 RM/sales came in at 72.9%, higher than our expectation of 72.5% 

 Staff cost/sales was 3.3%, as against our expectation of 3.1% 

 Other expenditure/sales came in at 8.2%, against our expectation of 
8.0% 

 Effective tax rate was 15.3%, vs. our expectations of 16.7% 

 Other income came in at INR762mn, higher than our estimate of 
INR638mn 

 

Fig. 1:  3QFY12 results - Actual vs. Expectations 
 

Source: Company data, Bloomberg, Nomura research 

 

Actual Consensus Nomura Consensus Nomura

Net Sales 60,315    60,042      60,085     0.5% 0.4%

Net Profit 6,130      6,300        6,298       -2.7% -2.7%
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Fig. 2:  3QFY12 results 
 

 
Source: Company data, Nomura estimates 

 

Fig. 3:  Cost ratios 
 

 
Source: Company data, Nomura estimates 

 

 

 

 

 

 

 

 

 

(INR mn) 3QFY11A 2QFY12A 3QFY12A Y/Y Q/Q 3QFY12F

Net Sales 51,616.6 58,293.2 60,314.5 16.9 3.5 60,084.9

Expenses 45,570.0 49,106.1 50,884.6 11.7 3.6 50,242.2

(Inc/Dec in Stock 753.7 -402.3 -586.4

Raw  Materials 37,394.9   0.0 0.0

Net RM 38,148.6 42,237.4 43,948.0 43,561.5

Staff Cost 1,560.0 1,793.7 1,993.2 27.8 11.1 1,865.4

Other Expenditure 5,861.4 5,075.0 4,943.4 -15.7 -2.6 4,815.3

Operating Profit 6,046.6 9,187.1 9,429.9 56.0 2.6 9,842.6

    As % of Net Sales 11.7 15.8 15.6 16.4

Other Income -458.1 797.5 762.8 -266.5 -4.4 638.0

Interest -52.2 -44.9 -31.8 -39.1 -29.2 -44.9

Depreciation 559.6 2,784.9 2,986.5 433.7 7.2 2,964.9

PBT 5,081 7,245 7,238 42.4 -0.1 7,561

Tax 790.3 1,208.4 1,107.7 40.2 -8.3 1,262.6

    Effective Tax Rate (%) 15.6 16.7 15.3 0.0 0.0 16.7

PAT 4,290.8 6,036.2 6,130.3 42.9 1.6 6,298.0

PAT Margin 8.4 10.2 10.0 10.4

EPS 21.5 30.2 30.7 42.9 1.6 31.5

3QFY11A 2QFY12A 3QFY12A Y/Y Q/Q 3QFY12F

staff cost / sales 3.0% 3.1% 3.3% 0.3% 0.2% 3.1%

Other exp / sales 11.4% 8.7% 8.2% -3.2% -0.5% 8.0%

RM / Sales 73.9% 72.5% 72.9% -1.0% 0.4% 72.5%

Gross margins 26.1% 27.5% 27.1% 1.0% -0.4% 27.5%

OPM 11.7% 15.8% 15.6% 3.9% -0.1% 16.4%

EBITDA per vehicle (INR) 4,234            5,949            5,933            40.1% -0.3% 6,193            

Realisation/vehicle (INR) 36,145          37,747          37,951          5.0% 0.5% 37,806          

RM/Vehicle (INR) 26,714          27,350          27,653          3.5% 1.1% 27,409          
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Appendix A-1 

Analyst Certification 

We, Kapil Singh and Nishit Jalan, hereby certify (1) that the views expressed in this Research report accurately reflect our 
personal views about any or all of the subject securities or issuers referred to in this Research report, (2) no part of our 
compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this 
Research report and (3) no part of our compensation is tied to any specific investment banking transactions performed by 
Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
Mentioned companies 
  
Issuer name Ticker Price Price date Stock rating Sector rating Disclosures 
Hero MotoCorp  HMCL IN  INR 1861  18-Jan-2012  Neutral  Not rated    
 

Previous Rating 
  
Issuer name Previous Rating Date of change 
Hero MotoCorp  Buy  20-Apr-2009  
 

 

Hero MotoCorp (HMCL IN) INR 1861 (18-Jan-2012)  
Rating and target price chart (three year history) 
 

Neutral (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
19-Oct-11 2,237.00 2,066.55 
04-Feb-11 1,753.00 1,537.20 
22-Oct-09 1,818.00 1,595.00 
20-Apr-09 Neutral 1,125.25 
20-Apr-09 1,150.00 1,125.25 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value HMCL based on DCF (methodology unchanged). We have assumed terminal growth of 5% 
and cost of equity of 13%. 
Risks that may impede the achievement of the target price Downside • HMCL does not have R&D capabilities to design its 
own motorcycles at present. We believe the company will be able to develop this over the next few years. If the company is 
unable to set up a successful R&D facility by June 2014, there could be downside risks to our estimates. • We have assumed a 
decline in RM/sales due to decline in commodity prices, in case, commodity prices do not decline, there will be downside risk to 
our operating margin estimates • Macro risks: We have assumed stable macro conditions with GDP growth averaging around 
8% over the next few years. In case there is a slowdown leading to lower GDP growth, there will be downside risks to our 
estimates. Upside • We have assumed that Hero MotoCorp will take around four to five years to establish itself in new export 
markets. If the company is able to do so faster there may be upside risks to our estimates. • HMCL has booked mark to market 
losses on license fee payable due to yen appreciation against rupee in 2QFY12. If going ahead, rupee appreciates against yen, 
then there would be mark to market gains leading to lower outgo on quarterly payments towards license fee; this would pose 
upside risks to our estimates. 
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sales and trading effort in the sector for which they have coverage. Industry Specialists do not contribute in any manner to the content of 
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coverage. Marketing Analysts may also contribute to research reports in which their names appear and publish research on their sector. 
  
Distribution of ratings (US) 
The distribution of all ratings published by Nomura US Equity Research is as follows: 
35% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 11% of companies with this 
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Distribution of ratings (Global) 
The distribution of all ratings published by Nomura Global Equity Research is as follows: 
47% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 40% of companies with this 
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10% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 21% of companies with 
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As at 31 December 2011. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. 
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management 
discretion. In most cases, the fair value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as discounted cash flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that 
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target 
price and estimates have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances 
including, but not limited to, when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks 
(accessible through the left hand side of the Nomura Disclosure web page: http://go.nomuranow.com/research/globalresearchportal);Global 
Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging 
Markets ex-Asia. 
 
Explanation of Nomura's equity research rating system in Japan and Asia ex-Japan 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, 
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 
15% or downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' 
indicates that the rating and target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity 
identified in the top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or 
companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
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under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
. 
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
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