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Hero MotoCorp Ltd

EV and premium ICE acceleration in focus

Valuation and View - ICE margins continue to improve

HMCL’s 2QFY24 results were in-line with our/street estimates as EBITDA margins
expanded 260bp YoY (+30bp QoQ) at 14.1% (ICE margins at ~15% vs 14.5% QoQ),
supported by higher spare sales at Rs13.5b (v/s Rs12.2b in 1Q). While gross margins were
inline at 31.4% (+340bp YoY/ +80bp QoQ), the same was partially offset by higher other
expense (+11% QoQ) due to new product launch expenses. The management indicated
festive demand growth (first 17days of festive) was at double-digit for industry (where
HMCL grew ~15%, is in-line with expectations. Going ahead while the management
remain hopeful of broad-based volumes recovery within 2Ws, HMCL is aiming at market
share expansion led by new product launches. Further the focus will be on demand
fulfilment of Harley X440 and Karizma as have indicated ramp-up in production capacities
(~10k units per month) for the same. EV ramp-up is targeted with ~100 cities before
Dec’23 and the production capacity ramped-up to ~10k units per week since past 2 weeks.

The outcome of changes at the leadership remains (such as overall market share gains,
improved positioning in scooters/exports and overall premiumization) key to watch for
ahead as it would be the key catalyst for further rerating over FY24-25E. Maintain ADD
with TP of Rs3,563 (unchanged) based on ~15x Mar’25 S/A EPS plus Rs109 for Hero
FinCorp. We have not changed FY24E/25E EPS as we expect the profitability momentum
to continue. Management’s action to overhaul brand strategy supported by Ather’s
continued brand acceptance provide and additional lever for the stock. We build in
revenue/EBITDA/Adj.PAT CAGR of 17.8%/27.8%/25.7% over FY23-25E.

Result Highlights - In-line performance

= Revenues grew 4.1% YoY (+7.7% QoQ) at Rs94.5b (in-line) as volumes/ASP grew
-0.8%/+4.9% YoY and 4.7%/+2.9% QoQ respectively at 1.41m units and
Rs66.7k/unit (est ~Rs67k/unit).

=  Gross margins came in-line at 31.4% (+340bp YoY/ +80bp QoQ). However, this
was partially offset by higher other expense at ~Rs10.6b (est Rs10.1b, +18% QoQ)
due to new product launch spends.

= Consequently, EBITDA grew 27.9% YoY (+10.1% QoQ) at Rs13.3b (est Rs13.3b,
cons ~Rs13b), leading to margins expanding by 260bp YoY (+30bp QoQ) at 14.1%
(est 14.6%, cons 13.9%). Hence EBITDA/vehicle came in highest at
~Rs9.4k/vehicle (+5.2% QoQ).

= Led by steady operating performance, Adj.PAT came in Rs10.5b (in line to ours,
cons at Rs9.5b), which grew 47% YoY (11.5% QoQ).

Exhibit 1: Actual vs estimates

T TR T

Rs mn Actual

Sales 94,454 95491 93,433 -1.1 1.1 HMCL
reported in-

EBITDA 13,283 13,956 12,993 -4.8 22 line quarter to

EBITDA our and street

margins % 14.1 14.6 13.9 -60bp 20bp estimates.

Adjusted

PAT 10,538 = 10,765 9,553 2.1 10.3

Source: Company, YES Sec
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Financial Summary
Y/E MARCH (Rs b) 2023 2024E 2025E
Sales 338.1 409.5 469.3
EBITDA 39.9 56.7 65.1
Adj. PAT 29.1 40.6 46.0
Adj. EPS (INR) 145.6 203.3 230.3
EPS Gr. (%) 17.7 39.6 13.2
BV/Sh. (INR) 835.9 9292  1,039.5
RoE (%) 17.9 23.0 234
RoCE (%) 17.3 222 22.6
Payout (%) 79.0 62.2 59.9
P/E (x) 21.0 15.0 13.3
P/BV (x) 3.7 3.3 29
EV/EBITDA (x) 12.5 8.4 7.2
Div. Yield (%) 3.3 3.6 3.9
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Exhibit 2: Quarterly snapshot

Net Revenues 94,454 | 90,754 41 87,673 182,127 174,679 43
Raw Materials i 64,780 | 65,301 (0.8) 60,809 125,589 126,375 (0.6)
% of Net Sales 68.6% | 72.0% 69.4% 69.0% 72.3%

Personnel 5768 | 5,490 5.1 5,802 11,569 10,872 6.4
% of Net Sales 6.1% | 6.0% 6.6% 6.4% 6.2%
Manufacturing & Other Exp 10,624 9,579 10.9 9,000 19,623 17,641 112
% of Net Sales ! 11.2% ! 10.6% 10.3% 10.8% 10.1%

Total Expenditure 81,171 | 80,370 1.0 75,610 156,782 154,888 1.2
EBITDA 13,283 | 10,383 27.9 12,063 25,345 19,791 28.1
EBITDA Margin (%) 14.1% 11.4% 13.8% 13.9% 11.3%

Depreciation 1749 | 1,634 7.0 1,690 3,439 3264 5.4
EBIT 11,534 | 8,749 31.8 10,373 21,907 16,527 32.6
Interest Expenses 48 33 43.8 47 94 103 (8.5)
Non-operating income 2,483 921 169.7 2,222 4,705 1,450 224.4
PBT 13970 | 9,637 45.0 10,948 24,918 17,875 39.4
Tax-Total 3431 | 2,476 38.6 2,701 6,132 4,469 37.2
Tax Rate (%) - Total 24.6% | 25.7% 24.7% 24.6% 25.0%

Reported PAT | 10,538 ! 7,161 472 8,247 18,786 13,406 40.1
Adj. PAT 10,538 7,161 47.2 9,452 19,991 13,406 491
PAT Margin 11.2% 7.9% 10.8% 11.0% 7.7%

Key operating metrics i i

Sales Volume (nos) | 1416526 | 1428168 (0.8) 1352574  2769,100 2,818,361 (1.7)
Net Realisation/Vehicle i 66,680 ! 63,545 49 64,819 65,771 61,979 6.1
Material cost / vehicle 45731 | 45724 0.0 44,958 45354 44,840 11
Gross Profit / vehicle 20949 17,822 175 19,861 20,418 17,139 19.1
Employee cost /vehicle 4,072 3,844 59 4,289 4,178 3,858 8.3
Other expenses / vehicle 7,500 | 6,707 11.8 6,654 7,087 6,259 13.2
EBITDA/vehicle ! 9,377 ! 7,270 29.0 8,918 9,153 7,022 30.3
Net Profit/vehicle 7,440 | 5014 484 6,988 7,219 4,757 51.8

Source- Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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KEY CON-CALL HIGHLIGHTS

Festive demand growth for the industry for first 17 days of festive is double digit whereas
for Hero it was ~15%.

o HF Delux saw double digit growth, rural demand has started to pick up well, New
Passion has led to 2.5x more retail YoY, Glamour Classic is popular in AP,
Telangana markets have started well.

o Regions like central, west did well with east is coming on growth path.

o Xtecis ~22% for Glamour and 33% at an overall basis.

o Passion customer profile - existing customers and first-time buyers.

o Exports - markets are coming back and looking to scale up volumes ahead.
o Last festive retails were at 1.2m for HMCL.

o Scooters - Xoom is number 2 brand in many markets in short span of time.

Margins - Core ICE business margins at ~15% in 2QFY24 while EV business dragged
blended margins by ~90bp. LEAP, favorable mix and soft RM have led to margin expansion.

o Other expense was higher led by new product launches.
Premium products journey has started well.

o Harley - Have delivered ~2k units of Harley so-far with >25k overall bookings
so-far and seeing increasing orders even from second window (got ~2k bookings).

o  Supply augmentation would help meet orders in ~4 months.

o Karizma - ~14k bookings in first window bookings and expect to begin the
second window soon.

o Production capacity aggregate of Karizma and Harley would be ~10k units per
month at the first stage and would augment further ahead.

Network upgradation on track for premium/EVs - HD 100+ stores, Hero 2.0 stores count
increased from ~20 stores to ~200 stores currently and plant to get to ~500 stores by
FY24E.

New launches - looking to launch products in 125cc segment over 3-4 quarters.

EV ramp-up to accelerate - on track to move ~100 cities. Production ramped up to ~1k
per week since past 2 weeks. Will bring in EV exclusive stores which is expected to come
up in cities like Pune (VIDA hub).

Ather investments - HMCL would have ~34.5% stake. Key synergy would be standardized
2W fast charger connecter for VIDA and Ather (and soon expect it would be standard for
the industry as well which will help drive scale).

Spares revenues at Rs13.5b (14.3% of revenues) in 2QFY24 (+double digit YoY, Rs12.2b
in 1QFY24 at 14% of revenues) led by existing and new SKUs. Oct’23 SPAM business
revenues at ~Rs5b.

Capex guidance maintained at ~Rs10b for FY24E.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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CHARTS

Exhibit 1: 2QFY24 volume fell ~0.8% YoY/+4.7% QoQ

Hero MotoCorp (HMCL)

Exhibit 2: HMCL'’s domestic 2W market share trend
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Exhibit 3: Gross margins increased ~80bp QoQ... Exhibit 4: ...EBITDAM expanded ~30bp QoQ at 14.1%
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FINANCIALS

Exhibit 5: Balance Sheet

Y/E March 2021 2022 2023 2024E 2025E
Sources of Funds

Share Capital 400 400 400 400 400
Reserves 151,585 157,430 166,651 185,305 207,342
Net Worth 151,984 157,829 167,051 185,704 207,742
Deferred Tax 4,041 3,833 4,054 4,054 4,054
Loans 2,758 2,974 3,306 3,306 3,306
Capital Employed 158,783 164,636 174,410 193,064 215,101
Application of Funds

Gross Fixed Assets 142,362 146,657 151,942 156,584 170,584
Less: Depreciation 82,478 88,592 94,328 101,424 109,439
Net Fixed Assets 59,884 58,065 57,614 55,160 61,144
Capital WIP 4,366 4,582 4,638 6,000 8,000
Investments 104,997 106,523 110,104 130,104 126,104
Curr.Assets, L & Adv. 52,364 47,970 60,276 75,772 97,509
Inventory 14,696 11,227 14,341 17,343 22,362
Sundry Debtors 24,268 23,043 27,982 33,597 38,512
Cash & Bank Balances 2,572 1,751 3,455 7,426 16,686
Loans & Advances 397 402 436 523 600
Others 10,432 11,547 14,062 16,884 19,351
Current Liab. & Prov. 62,827 52,505 58,221 73,972 77,656
Sundry Creditors 52,046 42,603 47,045 61,783 64,600
Other Liabilities 7,452 6,516 7,438 8,671 9,938
Provisions 3,328 3,385 3,738 3,517 3,118
Net Current Assets (10,463) (4,534) 2,055 1,800 19,853
Miscellaneous Expenditures - - - - -
Application of Funds 158,784 164,636 174,410 193,064 215,101

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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Exhibit 6: Income statement

Y/E March 2021 2022 2023 2024E 2025E
Net Revenues 308,006 292,455 338,057 409,475 469,313

Change (%) 6.8 (5.0) 15.6 211 14.6
EBITDA 40,192 33,688 39,862 56,683 65,091
EBITDA Margin (%) 13.0 11.5 11.8 13.8 13.9
Depreciation 6,769 6,498 6,570 7,096 8,016
EBIT 33,424 27,190 33,293 49,587 57,076
Interest cost 218 258 199 179 159
Other Income 5,799 5,569 5,652 4,703 4,361
Non-recurring Expense - - - - -
PBT 39,004 32,501 38,746 54,110 61,277
Tax 9,362 7,771 9,640 13,474 15,258

Effective Tax Rate (%) 24.0 23.9 24.9 249 24.9
PAT 29,642 24,730 29,106 40,637 46,019

Change (%) (18.4) (16.6) 17.7 39.6 13.2

% of Net Sales 9.6 8.5 8.6 9.9 9.8
Adj. PAT 29,642 24,730 29,106 40,637 46,019
Change (%) (4.2) (16.6) 17.7 39.6 13.2

Source: Company, YES Sec

Exhibit 7: Cash Flow Statement

Y/E March 2021 2022 2023 2024E 2025E
Profit before Tax 29,642 24,730 19,106 54,110 61,277
Depreciation & Amort. 6,769 6,498 6,570 7,096 8,016
Direct Taxes Paid (9,759) (7,688) (8,496) (13,474) (15,258)
(Inc)/Dec in Working Capital 10,700 (6,825) (5,832) 4,225 (8,793)
Interest/Div. Received

Other Items 4,375 3,488 14,443 179 159
CF from Oper. Activity 41,727 20,203 25,791 52,137 45,401
Extra-ordinary Items - - - - -
CF after EO Items 41,727 20,203 25,791 52,137 45,401
(Inc)/Dec in FA+CWIP (5,146) (5,347) (5,777) (6,004) (16,000)
Free Cash Flow 36,581 14,856 20,014 46,133 29,401
(Pur)/Sale of Invest. (16,953) 3,828 1,089 (20,000) 4,000
CF from Inv. Activity (22,099) (1,519) (4,688) (26,004) (12,000)
Inc/(Dec) in Debt (218) (149) (224)

Interest Paid (218) (258) (199) (179) (159)
Dividends Paid (18,978) (18,981) (19,983) (21,984) (23,982)
CF from Fin. Activity (19,415) (19,389) (20,406) (22,162) (24,141)
Inc/(Dec) in Cash 213 (705) 697 3,971 9,260
Add: Beginning Balance 1,479 1,692 987 3,455 7,426
Closing Balance 1,692 987 1,684 7,426 16,686

Source- Company, Yes Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 6
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Exhibit 8: Growth and Ratio matrix

Hero MotoCorp (HMCL)

Y/E March 2021 2022 2023 2024E 2025E
Basic (INR)
EPS 148.4 123.8 145.6 203.3 230.3
EPS Growth (%) (4.0) (16.6) 17.7 39.6 13.2
Cash EPS 182.2 156.3 178.5 238.8 270.4
Book Value per Share 760.7 789.9 835.9 929.2 1,039.5
DPS 105.0 95.0 100.0 110.0 120.0
Payout (Incl. Div. Tax) % 81.4 88.3 79.0 62.2 59.9
Valuation (x)
P/E 20.6 24.7 21.0 15.0 13.3
EV/EBITDA 12.6 15.0 12.5 8.4 7.2
EV/Sales 1.6 1.7 1.5 1.2 1.0
Price to Book Value 4.0 3.9 3.7 3.3 2.9
Dividend Yield (%) 34 3.1 3.3 3.6 3.9
Profitability Ratios (%)
RoE 20.2 16.0 17.9 23.0 234
RoCE 19.5 15.4 17.3 22.2 22.6
RolC 48.2 42.0 46.3 704 75.3
Turnover Ratios
Debtors (Days) 30.3 30.3 31.9 31.6 31.6
Inventory (Days) 18.4 14.8 16.3 16.3 18.3
Creditors (Days) 61.7 53.2 50.8 55.1 50.2
Working Capital (Days) (12.4) (5.7) 2.2 1.6 15.4
Asset Turnover (x) 1.9 1.8 1.9 2.1 2.2
Fixed Asset Turnover 2.2 2.0 2.3 2.7 2.9
Source- Company, Yes Sec
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DISCLAIMER

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

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all
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Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.
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jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves
of and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
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Details of Compliance Officer: Name: Aditya Goenka,
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YSL has received any compensation from the

subject company in the past twelve months No

YSL has received any compensation for
investment banking or merchant banking or
brokerage services from the subject company in
the past twelve months

No

YSL has received any compensation for products
or services other than investment banking or
merchant banking or brokerage services from the
subject company in the past twelve months

No

YSL has received any compensation or other
8 benefits from the subject company or third party No
in connection with the research report

YSL has managed or co-managed public offering
9 of securities for the subject company in the past No
twelve months

Research Analyst or YSL has been engaged in
10  market making activity for the subject No
company(ies)

Since YSL and its associates are engaged in various businesses in the
financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever
nature from the subject companyf(ies) in the past twelve months or
associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company(ies) whose
securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more
and/or other material conflict of interest in the securities discussed
herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
also a SEBI-registered Category | Merchant Banker, Investment Adviser
and Research Analyst. YSL is also a Sponsor and Investment Manager of
Alternate Investment Fund - Category Il (YSL Alternates) and AMFI
registered Mutual Fund Distributor. The Company is also a registered
Depository Participant with CDSL and NSDL. YSL offers, inter alia,
trading/investment in equity and other financial products along with
various value added services. We hereby declare that there are no
disciplinary actions taken against YSL by SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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