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Capacity expansion to drive growth

Key Highlights

M EICHERMOT is one of the leading premium segment 2 wheeler manufactures in India and
commands over 90% market share in the domestic market in mid size motorcycles (250-750 cc).
The volumes have grown by 49% CAGR in last 5 years. The company has a margin profile of
over 31% which is best in the automotive industry. In FY18 the company volumes grew by
23%YoY to 820943 units. We expect volumes to grow at 15% CAGR over FY18-20.

[ The company will spend Rs.1300 crores towards capacity expansion and new product launches.
Out of which Rs.800 crores will be towards RE and Rs.500 crores towards VECV.

[ The management targets 925 exclusive stores of RE in the domestic market by FY19. The
company will open 25-30 new exclusive stores in the overseas markets.

[ EICHERMOT revenue for FY18 stood at Rs.8965 crores with a growth of 27%YoY and PAT for
the year was Rs.1960 crores with a growth of 18%YoY.

4Q FY18 Result:

Net sales grew by 34%YoY to Rs.2528 crore which was in-line with our estimates (Rs.2531 crore).
Volumes grew robustly by 27%YoY and realization increased by 5%YoY. Efficient cost management
led the 120bps YoY improvement in gross margins despite increasing commodity prices during the
quarter. EBITDA margin has also expanded by 50bps YoY to 31.5% on the back of operating
leverage. VECV revenue grew handsomely by 30%YoY led by 33% YoY growth in the volumes. The
company reported an exceptional loss of Rs.187 crores which resulted in flat YoY PAT growth during
4QFY18. PAT for the quarter remained at Rs.462 crores.

View and Valuation

Going ahead we expect that the capacity expansion drive in-line with the demand for both RE and
VECV, early ramp up of existing capacities, rising export opportunities and strong growth prospects
on CV side will provide further headroom for growth.

we value EICHERMOT at 27x FY20e EPS and arrive at a target price of 33407 and change our
rating from NEUTRAL to ACCUMULATE.

Key Risks to our rating and target
+ Delay in commencement of phase-Ill of Valam Vadagal can lead to capacity constraints
+ Slow down in demand from metro cities may hamper the volumes sharply

KEY FINANCIAL/VALUATIONS CY14 FY16 FY17 FY18E FY19E FY20E

Net Sales 8738 6173 7033 8965 10644 12722

EBITDA 1115 1690 2174 2808 3426 4181

EBIT 895 1553 2020 2584 3136 3819

PAT 615 1338 1667 1960 2618 3367

EPS (Rs) 227 493 613 720 962 1237

EPS growth (%) 55.8 117.0 24.4 17.6 33.6 28.6

ROE (%) 24.5 36.6 31.2 27.9 28.6 28.3

Research Analyst ROCE (%) 35.6 425 37.8 36.8 34.2 32.0
NAVEEN KUMAR DUBEY BV 928 1345 1964 2584 3369 4380
Naveen.dubey@narnolia.com P/B (X) 16 14 13 11 9 7
SWATI SINGH P/E (x) 66 39 41 39 32 25

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have
not and will not receive any compensation for providing a specific recommendation or view. Microsec Capital Ltd and other Narnolia group companies does
and seeks to do business with companies covered in its research reports. As a result investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
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4Q FY 18 Results Strong Performance Continues
In line

Financials 4QFy17 1QFY18 2QFY18 3QFY18 4QFYi8 YoY% QoQ% Fy17 FY18 YoY %
Total Volumes 178 184 203 207 215| 20.6% 4.1% 666 820| 23.1%
Realization(Rs) 1,05935 1,08,732 1,06,834 1,09,834 117,749 | 11.2% 7.2% 1,05,528  1,09,263 | 3.5%
Net Sales 1,888 2,001 2,167 2,269 2,528| 33.9% 11.4% 7,033 8,965| 27.5%
Other Income 55 78 70 47 85| 54.3% 78.9% 227 280| 23.2%
COGS 993 1,057 1,128 1,158 1,300| 31.0% 12.3% 3,704 4,643| 25.3%
Gross Margin 47% 47% 48% 49% 49%| 1.1% -0.4% 47% 48%| 0.9%
Employee Cost 106 121 136 138 154| 45.3% 11.7% 402 574| 42.6%
Other Expenses 205 202 221 266 277| 35.1% 3.9% 753 940| 24.9%
EBITDA 585 621 683 707 797| 36.3% 12.7% 2,174 2,808| 29.1%
EBITDA Margin 31% 31% 31% 31% 32%| 0.6% 0.4% 31% 31%| 0.4%
Depreciation 43 45 49 65 64| 48.1% -1.5% 154 223| 45.2%
EBIT 542 576 633 642 733| 35.4% 14.2% 2,020 2,584 27.9%
Interest 1 1 1 2 1| 24% -14.6% 4 5| 50.0%
PBT 596 652 702 688 817| 37.1% 18.7% 2,244 2,859| 27.4%
Exceptional - - - - 187| 0.0% 0.0% 46 220| 378.4%
Tax 189 218 224 230 265| 40.0% 15.2% 720 936| 29.9%
Share of IV 53 25 40 62 96| 82.2% 55.4% 189 257| 35.4%
PAT 407 435 478 459 462| 13.5% 0.6% 1,667 1,960| 17.6%
PAT Margin 24% 23% 24% 23% 18%| -6.1% -4.7% 24% 22%| -1.8%

Strong revenue growth backed by robust volume growth
Net sales grew by 34%YoY to Rs.2528 crore which was in-line with our estimates (Rs.2531 crore).
Volumes grew robustly by 27%YoY and realization increased by 5%YoY.

Domestic volume soared by 28%YoY while export grew by 10%YoY. The sales of classic 350 models
continues to be strong as these models still have a waiting period of over 1.5 months in the domestic
markets. The refreshed versions in the 500cc segment have also pushed the sales of 500 cc segment
vehicles which were struggling a bit since last one year. This segment posted a whopping growth of
77%YoY during 4QFY18.

Margin expanded despite commodity cost pressure

Efficient cost management led the 120bps YoY improvement in gross margins despite increasing
commodity prices during the quarter. EBITDA margin has also expanded by 50bps YoY to 31.5% on the
back of operating leverage.

VECV recorded 30%YoY revenue growth

VECYV revenue grew handsomely by 30%YoY led by 33% YoY growth in the volumes. Strong demands
from infrastructure, logistics and mining sectors have geared such kind of growth. Although realization
declined by 2.5%YoY due to adverse product mix.

Bottomline impacted due to impairment in Eicher Polaris JV

Though the top-line of the company has performed exceptionally well but the impact of such growth was
not visible on the bottomline due to impairment loss of Rs.187 crores in the Eicher Polaris JV. PAT for the
quarter remained at Rs.462 crores. PAT margin also declined by over 600bps YoY to 18%.

Concall Highlights :

v' The management expects growth to be stable in FY19 but expects delta growth in FY20 due to
capacity addition.

The company has seen sharp recovery in the demand from Maharashtra and Karnataka.

Waiting period for the classic 350 model remains robust at 1.5 months.

The exit capacity in FY19 will be 9.58 lakh units per annum.

Rs.800 crores of capex in RE and Rs.500 crores in VECV for capacity addition and new product
launches.

Despite the increase in commodity prices management expects margins to be protected in near term.

LA RR

The company will open 25-30 stores in next 2-3 years in export markets.
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Exhibit: Volume Growth Trend
Robust sale of classic 350 models continues while refreshed
versions of 500cc models added further growth in the volumes
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Exhibit: EBITDA (Rs. Crore) and EBITDA Margin trend
Efficient cost management coupled with operating leverage
benefit helped in margin expansion
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Exhibit: Commercial Vehicle Growth Trend
Strong demands from infrastructure, logistics and mining sectors
have geared such kind of growth
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Exhibit: Realisation Trend
Higher sales of 500cc models and price hike taken during the
quarter increased realization in 4QFY18.
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Exhibit: PAT (Rs. Crore) and PAT Margin trend
Impairment loss of Rs.187 crores contracted the PAT margin
by 600bps YoY
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Exhibit: Return Ratios
Return ratios continues to be strong backed by healthy PAT
growth
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Financial Details

Balance Sheet

Y/E March CYy12 CY13 CY14 FY16 FY17 FY18 FY19E FY20E

Share Capital 27 27 27 27 27 27 27 27
Reserves 1,728 2,028 2,489 3,626 5,318 7,003 9,141 11,890
Networth 1,755 2,055 2,516 3,653 5,345 7,030 9,168 11,918
Debt 22 84 58 23 44 151 113 85
Other Non Current Liab 197 254 329 81 144 227 231 238
Total Capital Employed 1,755 2,055 2,516 3,653 5,345 7,030 9,168 11,918
Net Fixed Assets (incl CWIP) 1,496 2,120 2,728 884 1,242 1,831 2,858 3,013
Non Current Investments 0 0 161 2,801 4,104 1,764 2,347 4,191
Other Non Current Assets 6 7 8 141 232 164 164 164
Non Current Assets 1,833 2,425 3,374 3,890 5,610 6,987 8,597 10,596
Inventory 489 527 646 308 336 395 469 560
Debtors 446 513 562 33 50 68 81 96
Cash & Bank 804 683 481 49 25 1,212 1,177 1,183
Other Current Assets 42 46 48 63 77 196 232 278
Current Assets 2,639 2,911 3,033 1,049 1,381 2,535 3,374 4,528
Creditors 955 1,191 1,513 723 833 1,172 1,391 1,663
Provisions 114 156 248 26 33 47 56 67
Other Current Liabilities 480 556 658 350 430 617 733 876
Curr Liabilities 1,549 1,904 2,419 1,182 1,457 2,115 2,458 2,884
Net Current Assets 1,090 1,008 614 (134) (76) 421 915 1,644
Total Assets 4,471 5,337 6,408 4,939 6,991 9,522 11,970 15,124

Income Statement

Y/E March CY12 CY13 CY14 FY16 FY17 FY18 FY19E FY20E
Revenue from Operation 6,390 6,810 8,738 6,173 7,033 8,965 10,644 12,722
Change (%) 12 7 28 (29) 14 8 12 12
Other Income
EBITDA 549 713 1,115 1,690 2,174 2,808 3,426 4,181
Change (%) (7) 30 56 52 29 29 22 22
Margin (%) 9 10 13 27 31 31 32 33
Depr & Amor. 82 130 220 137 154 223 291 362
EBIT 467 583 895 1,553 2,020 2,584 3,136 3,819
Int. & other fin. Cost 4 8 10 2 4 5 4 3
Other Income 137 95 107 178 227 280 303 531
EBT 600 671 993 1,729 2,244 2,859 3,435 4,347
Exp Item
Tax 125 145 291 539 720 936 1,112 1,334
Minority Int & P/L share of Ass. (151) (131) (86) 148 143 37 295 354
Reported PAT 324 394 615 1,338 1,667 1,960 2,618 3,367
Adjusted PAT 324 394 615 1,338 1,667 1,960 2,618 3,367
Change (%) 5 21 56 117 25 18 34 29
Margin(%) 5 6 7 22 24 22 25 26
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Financial Details

Key Ratios

Y/E March CY12 CY13 CY14 FY16 FY17  FY18 FY19E FY20E

ROE 18.5 19.2 24.5 36.6 31.2 27.9 28.6 28.3
ROCE 26.6 27.3 35.6 425 37.8 36.8 34.2 32.0
Asset Turnover 1.4 13 1.4 1.2 1.0 0.9 0.9 0.8
Debtor Days 25.5 27.5 23.5 1.9 2.6 2.6 2.8 2.8
Inv Days 27.9 28.2 27.0 18.2 17.4 17.4 16.1 16.1
Payable Days 54.5 63.9 63.2 42.8 43.2 43.2 47.7 47.7
Int Coverage 123 74 92 733 567 484 783 1,271
P/E 24.2 34.2 66.4 38.9 40.7 39.3 32.1 24.9

Price / Book Value 4.5 6.5 16.2 14.2 12.7 11.0 9.2 7.0
EV/EBITDA 12.9 18.0 36.3 30.8 31.2 27.4 24.5 20.1

FCF per Share 297.2 252.4 177.3 4.9 6.4 627.7 21.0 23.4

Div Yield 0.7% 0.6% 0.3% 0.5% 0.4% 0.4% 0.3% 0.3%

Cash Flow Statement

Y/E March CY12 CY13 CY14 FY16 FY17 FY18E FY19E FY20E
PBT 600 671 993 1,338 1,667 2,859 3,435 4,347
(inc)/Dec in Working Capital 551 718 1,126 1,719 2,196 3,386 4,024 5,066
Non Cash Op Exp 82 130 220 137 154 223 291 362
Int Paid (+) 4 8 10 2 4 5 4 3
Tax Paid (108) (150) (281) (519) (652) (936) (1,112) (1,334)
others

CF from Op. Activities 496 716 1,047 1,463 1,709 (1,446) 3,137 4,012
(inc)/Dec in FA & CWIP (786) (712) (972) (510) (548) (812) (1,317) (517)
Free Cashflow (289) 4 76 953 1,161 (2,258) 1,819 3,495
(Pur)/Sale of Inv (126) (187) (92) 422 (242) 250 (751) (996)
others - - (150) (1,084) (1,474) 2,339 (583) (1,844)
CF from Inv. Activities (773) (790) (1,087) (1,001) (1,752) 1,777 (2,651) (3,357)
inc/(dec) in NW 262 300 460 1,137 1,692 1,685 2,138 2,750
inc/(dec) in Debt (12) 62 (26) - 44 106 (38) (28)
Int. Paid (4) (8) (10) (2) (3) (5) (4) (3)
Div Paid (inc tax) (90) (102) (135) (468) - (359) (480) (617)
others 0 2 8 5 6 - - -
CF from Fin. Activities (111) (47) (162) (466) a7 (256) (521) (648)
Inc(Dec) in Cash (388) (121) (202) (4) 4 75 (35) 7
Add: Opening Balance 1,192 804 683 17 13 17 92 57
Closing Balance 804 683 481 13 17 92 57 64
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DISCLAIMER

Disclaimer: This document has been prepared by Microsec Capital Limited (hereinafter referred to as MCL) to provide information about the Company
(ies)/sector(s), if any, covered in the report and may be distributed by it and/or its associates.

This report does not construe to be any investment, legal or taxation advice. This research report does not constitute an offer, invitation or inducement to
invest in securities or other investments and MCL is not soliciting any action based upon it. This report should not be reproduced or redistributed to any
other person in any form. This report does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients. Before acting on any advice or recommendation in this report, investors should consider whether it is suitable for
their particular circumstances and, if necessary, seek professional advice. Neither MCL, its subsidiaries/Associates, nor its directors, employees, agents,
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may
arise from or in connection with the use of the information/research reports/opinions expressed herein.

While we would endeavour to update the information herein on reasonable basis, MCL and/or its associates are under no obligation to update the
information. Also there may be regulatory, compliance, or other reasons that may prevent MCL and/or its associates from doing so. MCL/it’s associates or
employees shall not in any way be responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. MCL/it’s associates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MCL and its associates, their directors and employees and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn
brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing
whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the
views of the associates of MCL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

MCL and/or its affiliates and/or employees may have interests/positions, financial or otherwise of over 1 % at the end of the month immediately preceding
the date of publication of the research in the securities mentioned in this report.

The research professionals responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for
the purpose of gathering, applying and interpreting information. Subject Company may have been a client of MCL or its associates during twelve months
preceding the date of distribution of the research report. MCL or its associates may have investment banking and other business relationships with some
companies covered by our Research Department. Any or all of the foregoing among other things, may give rise to real or potential conflicts of interest.

MCL and it's associates may have managed or co-managed public offering of securities, may have received compensation for investment banking or
merchant banking or brokerage services, may have received any compensation for products or services other than investment banking or merchant banking
or brokerage services from the subject company in the past 12 months. MCL and it's associates have not received any compensation or other benefits from
the subject company or third party in connection with the research report.

Microsec Capital Ltd. (“MCL”) is SEBI registered Research Analyst under SEBI (Research Analyst) Regulation 2014 having registration Number INH300002407.
Besides, MCL is SEBI registered stock broker, Depository Participant, Merchant Banker, Portfolio Management Services and AMFI registered Mutual Fund
distributor.

The Company issues research reports to clients/prospective clients/others without any additional fees/charge.
No material disciplinary action impacting equity research analysis activities has been taken by any statutory/ Regulatory authority against MCL.

Analyst Certification
The matter related to the report has been taken from sources believed reliable and the views expressed about the subject or issues in this report accurately

reflect the personal views of the analyst/analysts. MCL does not compensate partly or in full, directly or indirectly, related to specific recommendations or
views expressed by the research analysts. Disclosure of interest statement of research analyst is as below:-

1.Analyst’s ownership of the stocks mentioned NIL
2.Served as an officer, director or employee in subject Company NO



