Q2FY20 Result Review

(@ IDBI capital

TP GEPHHIEIR  Key Stock Data

Eicher Motors REDUCE

CmP LEPIWANR  Bloomberg / Reuters  EIMIN / EICH.BO

Challenging times to continue potential upside /downside 8% sector Automobile
revious Rating HOLD
Shares o/s (mn) 27
Summary V/s Consensus Market cap. (Rs mn) 592,191
Royal Enfield’s (RE) Q2FY20 result were above our and below consensus estimates at EPS (Rs) FY20E FY21E  Market cap. (USS mn) 8,550
operating level. EBITDA margin for the quarter stood at 24.7% vs our and consensus IDBI Capital 7452 869.2 3-mdaily avg Trd value (Rs mn) 1,091.7
estimates of 24.0% and 25.2% respectively mainly on account of higher realization and Consensus 730.7 843.9 52-week high/low  Rs25,300/ 15,197
lower employee expenses. We maintain our positive view on Bullet X and Classic S and % difference 2.0 3.0 Sensex/ Nifty 40,324 /11,908
expect to do well due to attractive price points and maintain our cautious view on
success of 650 twins in coming times. We cut our RE volume estimates for FY20/FY21 Shareholding Pattern (%) Relative to Sensex (%)
by 3%/3% factoring slowdown in domestic market and increase realization on account of
BSVI transition. We also cut VECV estimates for FY20/FY21 by 10% each for FY20/FY21 Promoters 493 1100
factoring the weaker pre-buy in FY20 and expect CV industry slowdown in FY21. FDllll 3;3 122'2 |
Key Highlights and Investment Rationale Public 11.8 800 1
B Operationally weak quarter: Operationally strong weak quarter: Consolidated 700 1
revenue declined -9% YoY/-8% QoQ to Rs21.9bn impacted by RE volume decline of - Price Performance (%) 60.0 1
21% YoY/-10% QoQ to 166k units. Volumes were majorly impacted weaker consumer Am 3m  -12m 200 % ﬁ % 00 o 0 3 o o o 3 o o
s.en'Flr.nent, hlhg.her competltilve‘mt.ensny increase in cos’f of own.ersh|.p and tight Absolute 206 321 (4.2) 5" 88 Zs 85 g 5 § 53 5" g Zs
liquidity conditions. Net realization increased +2% QoQ mainly on price hikes. EBITDA Eicher Motors Ltd. Sensex
for the quarter declined -26% YoY/-12% QoQ to Rs5.4bn. Other expenses declined - Rel to Sensex 131 222 (186)
1% YoY/+1% QoQ to Rs2.8bn whereas employee cost increased +6% YoY/-12% QoQ to Financial snapshot (Rs mn)
Rs1.8bn. Adj. PAT increased +2% YoY/+27% QoQ to Rs5.7bn due lower tax out go and Year FY2017 FY2018 FY2019 FY2020E  FY2021E
higher other income. Other income was up +54%YoY/+20%QoQ to Rs1.4bn (est Rs1.2bn). Revenue 70,334 89,650 97,971 92571 104,275
B VECV Performance highlights: VECV revenue declined -32% YoY/-11% QoQ to Rs20bn EBITDA 21,740 28,076 29,031 24,768 29,339
due to lower volumes. Volumes for the quarter declined -39% YoY/-15% QoQ to 11,370 units. EBITDA (%) 30.9 313 29.6 26.8 28.1
EBITDA for VECV declined -61% YoY/-16% QoQ to Rslbn. EBITDA margin declined 380bps Adj. PAT 16,671 19,597 22,027 20,329 23,711
YoY/30 bps QoQ to 5.2%. Adj. PAT for the quarter declined -89% YoY/-61% QoQ to Rs150mn. EPS (Rs) 611.3 718.3 807.5 745.2 869.2
. . . . EPS Growth (%) 24.6 17.5 12.4 (7.7) 16.6
B Our view: We cut our revenue/earnings estimates for FY20E by 6%/8% factoring PE () 35 5 30.2 26.9 29 1 25 0
sIowdf)wn in v.olumes and increase our reventje/earnmgs estlmate§ for FY21E by 13%/.17% Dividend Yield (%) . e e e e
factoring the‘lncrease RE volumes and ASP’s due to.BSVI transition. 'We have built in EV/EBITDA (x) 973 207 19.4 2.7 19.0
revenue/e?rnlng CAGR of 3%/4% over‘FY19-FY21E with EBITDA margin of ~27.4%. We ROE (%) 37.1 317 27.6 20.9 20.7
value RE biz at 22x and 10x for VECV business on account of CV cycle downturn. We change ROCE (%) 30.0 7.6 20.6 16.0 16.4

our rating to REDUCE (earlier HOLD) and revise our TP to Rs20,050 (earlier Rs18,030). Source: Company; IDBI Capital Research

November 9, 2019



[@ IDBI capital

Eicher Motor | Q2FY20 Result Review

Exhibit 1: Quarterly Snapshot

Rs mn (Consolidated) Q1FY19 Q2FY19 Q3FY19 Q4FY19
Volumes 241,594 228,798 211,446 217,172
Net Revenue 25,478 24,082 23,411 25,001
Expenditure 17,382 16,789 16,615 18,154
as % of sales 68.2 69.7 71.0 72.6
Consumption of RM 13,115 12,192 11,915 13,352
as % of sales 51.5 50.6 50.9 534
Employee Cost 1,709 1,760 1,849 1,707
as % of sales 6.7 7.3 7.9 6.8
Other expenditure 2,558 2,837 2,851 3,096
as % of sales 10.0 11.8 12.2 12.4
EBITDA 8,096 7,293 6,795 6,847
Depreciation 702 722 768 811
EBIT 7,395 6,571 6,027 6,036
Other Income 596 940 1,471 1,427
Interest 15 18 19 21
PBT 7,975 7,493 7,479 7,441
Total Tax 2,856 2,602 2,565 2,748
Adjusted PAT 5,119 4,891 4,915 4,694
(Profit)/loss from JV's/Ass/MI (643) (772) (415) (755)
Adjusted PAT after MlI 5,762 5,663 5,330 5,448
Extra ordinary items Loss/(Gain) - (175) - -
Reported PAT 5,762 5,488 5,330 5,448
Adjusted EPS 211.1 205.6 195.3 199.6
Margins (%)

EBIDTA 31.8 30.3 29.0 27.4
EBIT 29.0 27.3 25.7 24.1
EBT 313 31.1 31.9 29.8
PAT 22.6 23.5 22.8 21.8
Effective Tax rate 35.8 34.7 34.3 36.9

Source: Company; IDBI Capital Research
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Exhibit 2: VECV Quarterly Performance

Rs mn Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Q2FY20 YoY(%) QoQ (%) H1FY20 H1FY19 YoY (%)
Volume 16,327 18,696 16,973 21,010 13,331 11,370 (39.2) (14.7) 24,701 35,023 (29.5)
Revenue 26,090 29,660 28,180 32,090 22,550 20,040 (32.4) (11.1) 42,590 55,750 (23.6)
EBITDA 2,400 2,670 1,860 2,740 1,250 1,050 (60.7) (16.0) 2,300 5,070 (54.6)
Reported PAT 1,180 1,420 760 1,390 380 150 (89.4) (60.5) 530 2,600 (79.6)
EPS 118 142 76 139 38 15 (89.4) (60.5) 53 260 (79.6)
Margins (%) (bps) (bps)
EBIDTA 9.2 9.0 6.6 8.5 55 52 (376) (30) 54 9.1 (369)
PAT 4.5 4.8 2.7 4.3 1.7 0.7 (404) (94) 1.2 4.7 (342)

Source: Company; IDBI Capital Research

Exhibit 3: Actual vs. Estimates

(Rs mn) Actual IDBI Est % Variance Consensus % Variance ‘
Net sales 21,925 21,690 1.1 21,633 1.3
EBITDA 5,414 5,205 4.0 5,451 (0.7)
Margin (%) 24.7 24.0 70 bps 25.2 (50) bps
Adj net income 5,727 4,747 20.6 4,583 25.0
FDEPS (Rs) 209.9 174.8 20.1 168.7 24.4

Source: Bloomberg; IDBI Capital Research

Exhibit 4: Change in estimates

FY20E FY21E

Earlier Revised % Change Earlier Revised % Change
RE (Units) 761,189 739,724 (2.8) 839,131 815,935 (2.8)
VECV (Units) 67,510 61,177 (9.4) 62,336 56,636 (9.1)
Revenues 96,222 92,571 (3.8) 109,967 104,275 (5.2)
EBITDA 27,879 24,768 (11.2) 33,481 29,339 (12.4)
Margin (%) 29.0 26.8 (222) bps 30.4 28.1 (231) bps
Net Profit 25,022 20,329 (18.8) 30,082 23,711 (21.2)
FDEPS 917.2 745.2 (18.8) 1,102.7 869.2 (21.2)

Source: Company; IDBI Capital Research
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Exhibit 5: Valuation

Basis of Valuation Equity value Equity value/share
Standalone (Motorcycles) 22x P/E 5,24,160 19,214
VECV (CVs) 10x P/E 22,779 835
Total 4,11,683 20,049
Rounded Off Target Price 20,050

Source: Company; IDBI Capital Research
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Exhibit 6: Domestic Royal Enfield region wise and Top 10 state wise sales mix (%)

Q2FY17 Q3FY17 QA4FY17 Q1FY18 Q2FY18 Q3FY18 Q4FY18 Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20

Region Wise

North 27 27 28 29 29 30 31 32 30 33 35 34
East 11 11 11 12 13 15 13 16 16 18 16 17
West 24 24 22 21 20 23 21 19 18 22 18 17
South 38 38 39 37 37 32 34 34 35 27 31 31
Total 100 100 100 100 100 100 100 100 100 100 100 100
Top 10 State Wise Sales

Maharashtra 12 12 11 10 8 10 9 7 7 9 7 7
Kerala 12 11 13 11 12 12 11 11 11 9 10 10
Tamil Nadu 10 11 10 11 11 8 10 10 10 5 9 8
Karnataka 9 8 8 8 7 6 6 6 6 5 5 6
U.P. 7 7 8 9 9 10 10 12 10 11 15 17
Punjab 5 6 6 6 5 5 6 5 6 7 7 5
Delhi 7 7 7 7 6 7 7 7 7 7 4 4
Gujarat 5 5 5 5 5 5 4 4 4 4 3 3
Andhra Prad. 3 3 3 3 3 3 3 3 4 3 3 3
Rajasthan 3 3 3 3 3 3 3 3 3 4 3 3

Source: SIAM; IDBI Capital Research
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Financial Summary

Profit & Loss Account (Rsmn)  Cash Flow Statement (Rs mn)
Year-end: March FY18 FY19 FY20E FY21E Year-end: March FY18 FY19 FY20E FY21E
Net sales 89,650 97,971 92,571 104,275 Pre-tax profit 28,591 30,389 26,403 31,328
growth (%) 27.5 9.3 (5.5) 12.6 Depreciation 2,199 2,497 3,570 3,857
Operating expenses (61,573)  (68,940) (67,803)  (74,935) Tax paid (8,716) (9,452)  (b,601) (7,832)
EBITDA 28,076 29,031 24,768 29,339 Chg in working capital 6,478  (4,535) 4,824 2,021
growth (%) 29.1 3.4 (14.7) 18.5 Other operating activities (3,729) (5,483) (1,910) (2,832)
Depreciation (2,233) (3,003) (3,570) (3,857) Cash flow from operations (a) 24,823 13,416 26,286 26,542
EBIT 25,843 26,028 21,198 25,483 Capital expenditure (7,261)  (7,532)  (7,000) (6,000)
Interest paid (53) (73) (182) (115) Chg in investments (5,937) 6,583 (15,000) (15,000)
Other income 2,801 4,434 5,387 5,961 Other investing activities (8,252) 3,480 4,160 5,057
Pre-tax profit 28,591 30,389 26,403 31,328 Cash flow from investing (b)  (21,450) 2,531 (17,840) (15,943)
Tax (9,359) (10,770) (6,601) (7,832) Equity raised/(repaid) 283 548 - -
Effective tax rate (%) 32.7 35.4 25.0 25.0 Debt raised/(repaid) 390 359 - -
Minority Interest 365 2,409 527 214 Dividend (incl. tax) (3,504) (3,990) (4,198) (5,018)
Net profit 19,597 22,027 20,329 23,711 Chg in minorities 365 2,409 527 214
Adjusted net profit 19,597 22,027 20,329 23,711 Other financing activities (154) 2,003 (2,250)  (2,225)
growth (%) 17.6 12.4 (7.7) 16.6 Cash flow from financing (c) (2,620) 1,329 (5,921) (7,028)

Shares o/s (mn nos) 27 27 27 27 Net chg in cash (a+b+c) 752 17,276 2,525 3,571




'@ IDBI capital

Eicher Motor | Q2FY20 Result Review

Balance Sheet

Year-end: March FY18
Net fixed assets 16,397
Investments 55,808
Other non-curr assets 2,580
Current assets 19,016
Inventories 3,946
Sundry Debtors 680
Cash and Bank 12,120

Marketable Securities -

Loans and advances 7
Total assets 93,802
Shareholders’ funds 70,301
Share capital 273
Reserves & surplus 70,028
Total Debt 1,508

Secured loans -
Unsecured loans 1,508

Other liabilities -

Curr Liab & prov 21,992
Current liabilities 21,229
Provisions 763
Total liabilities 23,501

Total equity & liabilities 93,802
Book Value (Rs) 2,577

Source: Company; IDBI Capital Research
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Financial Ratios

Year-end: March FY18 FY19 FY20E FY21E ‘

Adj. EPS (Rs) 718.3 807.5 745.2 869.2
Adj. EPS growth (%) 17.5 124 (7.7) 166
EBITDA margin (%) 31.3 29.6 26.8 28.1
Pre-tax margin (%) 31.9 31.0 28.5 30.0
ROE (%) 31.7 27.6 20.9 20.7
ROCE (%) 27.5 20.6 16.0 16.4

Turnover & Leverage ratios (x)

Asset turnover (x) 11 1.0 0.8 0.7
Leverage factor (x) 1.3 1.3 1.2 1.2
Net margin (%) 21.9 22.5 22.0 22.7
Net Debt/Equity (x) (0.2) (0.3) (0.3) (0.3)

Working Capital & Liquidity ratio

Inventory days 16 24 24 23
Receivable days 3 3 4 4
Payable days 123 98 101 101
Valuation
Year-end: March FY18 FY19 FY20E FY21E ‘
P/E (x) 30.2 26.9 29.1 25.0
Price / Book value (x) 8.4 6.6 5.6 4.8
PCE (x) 27.1 23.7 24.8 215
EV / Net sales (x) 6.5 5.8 6.1 5.4
EV / EBITDA (x) 20.7 19.4 22.7 19.0
Dividend Yield (%) 0.5 0.6 0.6 0.7
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