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Gearing up for Growth

HMCL posted good set of numbers with top line growth of 23% V/s our
expectation of 19% YoY. Realizations improvement was ahead of our
estimates. The EBITDA margin for the quarter were higher than our
estimates by 30bps at 16%. The PAT was in-line with our estimates. The
company is enhancing product profile in premium motorcycles and scooter
segments to ensure further growth and to capture the preference shift
happening across segment. With good monsoons on the card and strong
presence in the rural market, HMCL can grow ahead of industry. With
outperformance to the industry and strong return ratios, valuations can
sustain / improve. We rollover valuation to FY20E EPS and maintain
accumulate rating on the stock with a target price of ¥ 4,095.

Increasing Capacity

HMCL is increasing its capacity with the Andhra Pradesh greenfield plant
which is expected to be ready by in 2HFY20. The capacity and the
production is also expected to increase with the phase wise expansion of
the Halol plant. The management expects to double the production at Halol
plant from 300,000 units in FY18. With the additional capacity, the total
manufacturing capacity of HMCL will reach at ~11mn units per annum by
the end of December of 2019 (Q3FY20).

Rural Segment Recovery

According to HMCL, the rural segment growth of the 2W industry is higher
than the average growth rate by 200-300 bps. HMCL has strong network in
the rural parts of country as compared to its competitors. Also, the
penetration of motorcycle is higher in the rural segment as compared to the
changing trends of scooter in the urban area. Hence, HMCL is expected to
grow at a higher rate than industry, benefiting from its rural network and
leadership in motorcycle segment.

Lookout for Premium Bikes and Scooters

The level of success of the premium bikes and scooters will be the major
factor for HMCL to remain ahead of the curve than the other competitors in
the long run. HMCL is looking to augment its product portfolio to play these
opportunities.

Q4FY18 Result X Mn)
Particulars Q4FY18
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Q4FY17  YoY(%) Q3FY18 QoQ(%)
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Valuation

HMCL will continue to enhance product profile in premium motorcycles and scooter
segments to ensure further growth and to capture the preference shift happening
across segment. The trend of increasing raw material cost will be offset to a large
extent by the steps taken by the management. With good monsoons on the card and
strong presence in the rural market, HMCL can grow ahead of industry. With
outperformance to the industry and strong return ratios, we believe that valuation
should sustain / improve. We rollover valuation to FY20E EPS and maintain
accumulate rating on the stock with a target price of ¥ 4,095

Concall KTAs

Spare parts revenue for FY18 was at ¥ 2640cr, 13% growth YoY, while it was
at 722cr for the Q4FY18.

HMCL expects some adverse impact of increasing commodity prices going
forward.

HMCL estimates the rural growth rate for FY18 higher by 200-300 bps than
the average growth rate.

HMCL had benefits of CGST to the tune of ¥ 64.4cr in Q4FY18, it stands at ¥
176.76cr for 9mFY18. As the same benefits will not accrue from the next
guarter, there will be an adverse impact of around 60bps in the margins.

HMCL expects the Andhra Pradesh plant to commence from with capacity of
500,000 to750,000 units initially which will be gradually ramped up to
1000,000+ units per annum.

HMCL has given guidance of ¥ 2500cr capex for FY19 and FY20.
The average price hike taken by HMCL is around ¥ 300 per unit in Jan’18.
The management expects close to double digit growth for industry in FY19.

The Halol plant clocked 300,000 units production in FY18 and is expected to
double the numbers through phase wise ramp up in FY19
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Exhibit 2: EBITDA (X in Mn)

Exhibit 1: Net Sales (X in Mn)
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Exhibit 4: Gross Margin %
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Exhibit 3: Net profit (X in Mn)

Source: Company, DART
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Exhibit 7: Volumes and Realisations Exhibit 8: Gross Spread and Gross Margin
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Exhibit 9: EBIDTA Spread and EBIDTA Margin
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Income Statement & mn)

Cash Flow & mn)

Particulars Mar'l7 Mar'l8 Mar'l9E Mar'20E Particulars Mar'l7 Mar'l8E Mar'19E Mar'20E
Net Sales 285,005 322,305 360,981 400,689  Profit before tax 46,585 52,442 56,856 63,992
Total Income 290,229 327,563 367,028 407,643 Depreciation & w.o. 4,927 5,556 6,112 6,723
Total Expenditure 238,657 269,503 303,980 336,848 Net Interest Exp 61 63 80 80
Cost of materials consumed 190,373 218,346 246,993 274,162 Direct taxes paid (11,865) (15,468) (16,488) (18,558)
Employee Benefits Exp. 13,960 15,401 16,941 18,636 Change in Working Capital 4,208 447 4,834 (694)
Other Expenses 34,324 35755 40,046 44,051  Other (2,067) 2,297 5256 1,597
Other Income 5224 5258 6,047 6,954 (A)CF from Opt. Activities 41,849 45336 56,650 53,140
EBIDTA (Excl. Ol) 46,348 52,802 57,001 63,841 Capex (11,491) (6,679) (22,423) (14,787)
EBIDTA (Incl. Ol) 51,572 58,060 63,048 70,795 Free Cash Flow 30,358 38,657 34,227 38,353
Interest 61 63 80 80 Inc./ (Dec.) in Investments (8,367) (16,354) 12,252 (3,000)
Depreciation 4927 5556 6,112 6,723  Other (1,151) 1,213 985 548
PBT & EO ltems 46,585 52,442 56,856 63,992  (B) CF from Invt. Activities (21,008) (21,819) (9,186) (17,239)
Profit Before Tax 46,585 52,442 56,856 63,992 Issue of Equity/ Preference 15 - - -
Tax 12,813 15468 16,488 18,558 Inc./(Dec.) in Debt - - - -
Net Profit 33,771 36,974 40,368 45,435 Interest exp net (61) (63) (80) (80)
Dividend Paid (Incl. Tax) (20,910) (22,195) (29,204) (39,717)
Balance Sheet & mn) (C) CF from Financing (20,956) (22,257) (29,284) (39,797)
Particulars Mar'17 Mar18E Mar19E Mar20E et Changein Cash (116) 1,259 18,180 (3,896)
Sources of Funds Opeping Cash balances 270 154 1,413 19,594
Equity Capital 399 399 399 399 Closing Cash balances 154 1,413 19,594 15,698
Other Reserves 100,714 117,289 128,454 134,171 i
Net Worth 101,113 117,689 128,853 134,571 mportant Ratios
Loan Funds _ _ _ _ Particulars Mar'l7 Mar'l8E Mar'l9E Mar'20E
Deferred Tax Liability 824 1324 1192 1072 (A)Measures of Performance (%)
Total Capital Employed 101,937 119,013 130,045 135,643 EBIDTA Marg. (excl. O.1.) 16.0 16.1 15.5 15.7
Applications of Funds Interest / Sales 0.0 0.0 0.0 0.0
Gross Block 105,716 113,064 126,631 141,827 T@/PBT 275 300 290 290
Less: Accumulated 50,816 65372 77,858 86,844  NeLProfitMargin 116 113 110 111
Net Block 45899 47,692 48,774 54,983 (B) As Percentage of Net Sales
Capital Work in Progress 2,707 2,038 10,893 10,484  Costof materials cons. 66.6 67.8 68.4 68.4
Investments 58,809 75252 63,000 66,000 Employee Expense 4.9 4.8 47 4.7
Current Assets, Loans & Advances Other Expenses 12.0 11.1 1.1 11.0
Inventories 6,563 8,236 8901 9,880 (C)Measures of Financial Status
Sundry Debtors 15,619 15,202 17,802 19,760 Interest Coverage (x) 852.4 929.0 788.1 884.9
Cash and Bank Balance 1,367 1,413 19,594 15,698  Avg. Cost Of Debt (%) - - - -
Loans and Advances 725 732 600 600 Debtors Period (days) 20.0 20.0 18.0 18.0
Other Current Assets 11,844 13,031 14,334 15767  Closing stock (days) 8.4 8.5 9.0 9.0
subtotal 36,118 38,614 61,230 61,705 Inventory Turn. Ratio (x) 43.4 39.1 40.6 40.6
Less: Current Liabilities Fixed Assets Turnover (x) 2.7 2.9 2.9 2.8
Current Liabilities 40543 42,835 52,302 55879  WC Turnover (x) (51.2)  (54.0) 48.9 96.0
Provisions 1,143 1,747 1550 1650 Non-Cash WC R Mn) (6,935 (7.382) (12215) (11,522)
sub total 41,686 44,583 53,852 57,529 (D) Measures of Investment
Net Current Assets (5,568) (5,968) 7,378 4,176 EPSQR) 169.1 1851 2021 227.5
Total Assets 101,937 119,013 130,045 135,643 CEPS(R) 1938 2130 2327 2612
E _ Estimates DPS ®.) 85.0 950 1250  170.0
Dividend Payout (%) 50.3 51.3 61.8 74.7
Profit Ploughback (%) 49.7 48.7 38.2 25.3
Book Value .) 506.3 589.3 6452  673.9
ROANW (%) 35.7 36.1 32.7 345
ROCE (%) 48.5 50.6 45.7 48.2
(E) Valuation Ratios
CMP . 3,655.0 3,655.0 3,655.0 3,655.0
P/E (X) 21.6 19.7 18.1 16.1
Market Cap. . bn.) 729 729 729 729
MCap/ Sales (x) 2.6 2.3 2.0 1.8
EV . bn.) 728 728 710 714
EV/Sales (x) 2.6 2.3 2.0 1.8
EV/EBDITA (x) 15.7 13.8 125 11.2
P/BV (X) 7.2 6.2 5.7 5.4
Dividend Yield (%) 2.3 2.6 3.4 47

E — Estimates
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II. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s),
if any, covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select
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and other related information and opinions. This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned
herein and/or not an official confirmation of any transaction. 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 Dolat Capital Market Private Limited. and/or its affiliated company(ies) to
any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required to inform themselves of
and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research
analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and 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 Dolat Capital Market Private 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
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