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Financials & Valuation (INR b)
Y/E Dec 2013E 2014E 2015E

Net Income 70.6 91.0 112.2

EBITDA 6.4 8.7 11.7

Net Profit 3.6 4.7 6.3

Adj. EPS (INR)  132.8  174.9  232.8

EPS Gr. (%)  10.5  31.7  33.1

BV/Sh. (INR)  694.7  821.1  995.2

RoE (%)  20.5  23.1  25.6

RoCE (%)  20.7  23.8  28.0

Payout (%)  0.7  0.9  1.1

Valuations

P/E (x)  24.6  18.7  14.0

P/BV (x)  4.7  4.0  3.3

EV/EBITDA (x)  16.1  11.0  7.8

Div. Yield (%)  0.7  0.9  1.1

 Eicher Motors (EIM) consolidated revenue grew 2% YoY (+4.3% QoQ) to

INR17.2b (v/s est INR17.3b). EBITDA margin stood at 9.9% (v/s est 8%) Royal

Enfield (RE) and VECV (CV business) reported sequentially improved margins.

Tax rate was higher-than-estimated by 460bp YoY. PAT (after minority)

declined 10.6% YoY (+34.7% QoQ) to INR979m (v/s est INR875m).

 Earnings call highlights: 1) RE volume guidance at 175k/250k units for CY13/

CY14 respectively (CY12 volumes at 113k units), 2) new RE plant can be scaled

up to 500k units, 3) dealership expansion, new launches, exports to emerging

markets to drive RE growth, 4) JV with Polaris on track, to launch first product

in CY15, 5) MDEP (engine project) to commence first phase of 25k units by

CY13-end, and 6) launch of new CV range (developed with Volvo inputs) to

commence CY13-end onwards.

Valuation and view

 With several projects coming on stream in CY13-14 and driving 32.5% sales

CAGR and 46.3% EBITDA CAGR over CY12-15E, EIM is at an inflection point. Its

motorcycle business will benefit from capacity expansion, new launches and

network expansion. CV subsidiary will benefit from the commencement of

MDEP and ramp-up in HCVs.

 We raise CY13E/CY14E/CY15E EPS by 16.2%/7.3%/4.6% to INR132.8/174.9/232.8

respectively on strong margin performance in Royal Enfield business, partially

offset with marginal delay in MDEP ramp-up and current cyclical weakness in

CV industry.

 The stock trades at 24.6x/18.7x/14x CY13E/CY14E/CY15E earnings. Maintain

Buy with a two-year target price of INR4,190 (CY15E SOTP-based).

(INR  million)
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Standalone performance (Royal Enfield): Strong revenue growth coupled
with margin improvement drives 93% YoY EBITDA growth
 Royal Enfield (S/A) revenue grew 51% YoY (+12.5% QoQ) to INR3.37b led by volume

growth of 45% YoY (+8.7% QoQ) and realization increase of 3.5% YoY (+3.2% QoQ).

Product mix improvement were the key reason for realization improvement.

 Volume growth has been largely driven by de-bottlenecking at its existing plant

as the benefit of production from the new plant will be reflected 2QCY13 onwards.

 Royal Enfield continues to enjoy average waiting period of 8-10 months for its

products despite sharp increase in production over the last few quarters.

 RM cost declined by 120bp QoQ (-220bp YoY) to 63.3% driven by product mix

improvement and benign RM cost. Staff cost and other expenditure declined driven

by higher volumes (operating leverage benefits).

 Royal Enfield margins at 17.7% (v/s est 12.8%) were driven by lower other

expenditure (-400bp QoQ) at 12%.

 Other income stood at INR682m (v/s est 762m). The company recognized dividend

income from CV subsidiary on receipt basis (as per revised Schedule VI) in the

current quarter. This being an inter-company transaction gets off-set at the

consolidated level.

 With the new plant becoming operational, management expects to sell 175,000/

250,000 units in CY13/CY14. The new plant can be scaled-up to 500,000 units.

 The new plant has the ability to upgrade to higher capacity at much cheaper cost

and quickly as it already has land and necessary infrastructure (including paint

shop) in place.

 New launches and dealership expansion together with higher production capacity

would drive strong volume growth for next few years. Currently, RE has 260 dealers

and plans to add atleast 6 dealers per month over the next two years, largely in

mid-size towns and cities.

 Top 10-12 cities/markets, contribute ~50% of RE volumes, indicating significant

potential in mid-size towns and cities.

 While RE margins would directionally be under pressure in the near term as the

new plant ramps up but the quantum may not be significant.

 With capacity expansion, RE is also focusing on increasing exports particularly to

emerging markets (Latin America, ASEAN, Middle East, South Africa) apart from

traditional markets of US, UK & Europe. Global market size for mid-size motorcycles

(250-650cc) is around 700,000 units annually.

 Given its leadership position, cult brand equity and minimal competition, Royal

Enfield is well positioned to benefit from increasing trend of lifestyle biking.

Capacity expansion, recent/new launches (Thunderbird 500 and Café Racer), and

network expansion to drive 36%/39%/50% volume/revenue/EBTIDA CAGR over

CY12-15E.
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Royal Enfield volume momentum remains strong Royal Enfield achieves highest ever margin

Source: Company, MOSL

CV business (VECV): Margins improves 180bp sequentially despite demand
slowdown and higher discounting pressure in CV industry
 CV volumes (VECV) declined by 12.3% YoY (+6.8% QoQ) in line with weakness in

the overall CV industry. Realizations have declined by 3.4% QoQ due to lower

share of Volvo and HD trucks.

 Revenues declined by 5.6% YoY (+2.5% QoQ) to INR13.9b (v/s est 14.1b).

 Despite pressure on demand and consequent higher discounting in the CV industry,

margins for the CV business improved by 180bp QoQ (-210bp YoY) to 8.0% (v/s est

6.9%) driven by higher share of high margin bus segment, lower share of Volvo

trucks (trading activity) and benign RM cost.

 Higher margins led EBITDA to come higher than our estimate by 13.4% at INR1.1b.

(INR  million)
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 However, despite higher EBITDA, PAT came in line with our estimates at INR764m

due to increase in tax rate to 28.2% (v/s est 20%).

 Outlook for CV business: 1) Management indicated that demand environment for

CVs remains weak with fleet operators' delinquencies with financiers/bankers

rising over the past few months. 2) Due to weak demand environment, the discount

levels in the CV industry continue to remain high (similar to 4QCY12 levels). 3)

Management indicated that RM cost have remained stable over the last few

quarters and expect it to remain so over the near term. 4) Launch of new range of

CVs (developed with Volvo inputs) will commence CY13-end onwards across the

entire range of products. 5) Medium Duty Engine Project (MDEP) will commence

first phase of operations with 25,000 units capacity from CY13-end (trial runs

started). Given the engines would be supplied to existing products; management

does not foresee any demand related issues despite slowdown in Europe. Over a

period of time, the capacity would be scaled-up to 100,000 units. 6) VECV currently

has ~50% of geographical coverage. It plans to add ~40 dealers in CY13 to take the

total no. of dealerships to ~290 by CY13-end.

 VECV is better placed among new entrants, given the marriage of Volvo's

technological strength with Eicher's local market expertise. It is taking initiatives

to gain share in HCVs and initial signs of success are visible. Volvo intends to use

Eicher as a mass market brand and VECV as its low cost manufacturing hub over

the long term; this presents a sizable export opportunity. We estimate VECV to

register a CAGR of 16.2%/19.6% in revenues/EBITDA over CY12-15.

CV volumes under pressure due to slowdown Margin improves sequentially despite weak demand

Source: Company, MOSL
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Consolidated performance: Above estimate driven by strong operation
performance by both the divisions
 Eicher Motors consolidated revenue grew 2% YoY (+4.3% QoQ) to INR17.2b (v/s

est 17.3b).

 EBITDA margins stood at 9.9% (v/s est 8.0%) as both standalone and VECV (CV

business) reported sequentially improved margins.

 PAT (after minority) declined 10.6% YoY (+34.7% QoQ) to INR979m (v/s est 875m).

(INR  million)(VECV-derived)

(INR  million)
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SOTP Valuations (INR m)

Multiple CY13E CY14E CY15E

Royal Enfield

Core PAT (ex div & fin income) 2,064 2,881 3,480

Core Equity Value @ 18x PE 37,145 51,863 62,644

Net Debt -9,111 -12,996 -17,311

Equity Value 46,256 64,859 79,956

VECV (@ 54.4% Economic interest)

EBITDA 1,897 2,533 3,732

EV @ 8x EV/EBITDA 15,175 20,265 29,857

Net Debt -1,553 -1,970 -3,195

Equity Value 16,728 22,234 33,052

Total Equity Value 62,984 87,093 113,008

Target Price 2,334 3,227 4,190

Source: MOSL

Valuation & View
 With several projects coming on stream in CY13-14 driving 32.5% sales CAGR and

46.3% EBITDA CAGR over CY12-15, EIM is at an inflection point. Its motorcycle

business will benefit from capacity expansion, new launches (Thunderbird 500

and Café Racer), and network expansion. CV subsidiary will benefit from the

commencement of the MDEP and ramp-up in HCVs.

 We upward revise our CY13E/CY14E/CY15E EPS by 16.2%/7.3%/4.6% to INR132.8/

174.9/232.8 respectively on strong margin performance in Royal Enfield business

partially offset with marginal delay in MDEP ramp-up and current cyclical weakness

in CV Industry.

 The stock trades at 24.6x/18.7x/14x CY13E/CY14E/CY15E earnings. Maintain Buy

with a two-year TP of INR4,190 (CY15 SOTP).
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Company description
Promoted by the Delhi-based Vikram Lal Group, EIM is a

diversified engineering company. It is engaged in the

business of high end motorcycles (350cc & above) under

the brand 'Royal Enfield', and commercial vehicles (CVs),

automotive gears and components, and engineering

solutions through its subsidiary, VECV.

To become a full-fledged CV player, EIM entered into a

50:50 joint venture with AB Volvo, Sweden in July 2008

and formed VECV.

Key investment arguments
 With several of its projects to commence in CY13-14,

driving 32.5% sales CAGR and 46.3% EBITDA CAGR

over CY12-15, EIM is at an inflection point.

 Its motorcycle business will benefit from capacity

expansion, new launches (Thunderbird 500 and Café

Racer), and network expansion.

 CV subsidiary, Volvo Eicher Commercial Vehicles

(VECV), will benefit from the commencement of the

Medium Duty Engine Project (MDEP) and ramp-up

in HCVs.

Comparative valuations

Eicher Ashok Bajaj

Motors Leyland Auto

P/E (x) CY13E 24.6 19.6 14.4

CY14E 18.7 10.6 12.5

EPS Gr (%) CY13E 10.5 80.4 19.5

CY14E 31.7 84.6 15.5

RoE (%) CY13E 20.5 6.7 44.0

CY14E 23.1 11.9 41.8

EV/EBITDA (x) CY13E 16.1 8.9 9.4

CY14E 11.0 6.9 7.8

Shareholding pattern (%)
Mar-13 Dec-12 Mar-12

Promoter 55.2 55.2 55.2

Domestic Inst 11.8 13.7 17.9

Foreign 21.3 19.1 15.5

Others 11.7 12.0 11.4

Eicher Motors: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

CY13 132.8 139.1 -4.5

CY14 174.9 177.9 -1.7

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

3,263 4,190 28.4 Buy

Key investments risks
 Sustained weakness in the CV Industry

 Increasing competition in the CV industry could

impact ramp-up of HCV segment.

Recent developments
 Has recently started new Royal Enfield plant. Royal

Enfield continues to enjoy 8-10months waiting

period despite sharp increase in supplies.

Valuation and view
 The stock trades at 24.6x/18.7x/14x CY13E/CY14E/

CY15E earnings.

 Maintain Buy with a two-year TP of INR4,190 (CY15

SOTP).

Sector view
 Demand drivers for Royal Enfield are in place, driven

by increasing trend of lifestyle biking and minimal

competition.

 The Indian CV industry is likely to evolve giving new

players opportunity to challenge the incumbents.

VECV is better placed among new entrants, given

the marriage of Volvo's technological strength with

Eicher's local market expertise.
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