Eicher Motors (eicmoT)

CMP: X 4,660 Target: X 5,500 (18%) Target Period: 12 months

May 13, 2024

Valuations favourable amid healthy growth prospect

About the stock: Eicher Motors (EML) is the market leader in the >250 cc premium

motorcycle segment (market share ~90%) through its aspirational models under the Particulars (]

Royal Enfield (RE) brand, such as Bullet, Classic, Himalayan, Interceptor, etc. Particular < crore "5

©

e EML via its JV with Volvo i.e. VECV (EML has 54.4% stake), also has a Market 127,358 ol

sizeable presence in the CV space (8.2% FY24 market share) Total Debt (FY24P) 276 o

Cash & Invts (FY24P) 11,095 o+

Q4FY24 Results: Eicher posted stable Q4FY24 results. On consolidated basis, EV (X crore) 1,16,539 =

topline for the quarter came in at X4,256 crore (up 12% YoY) amid 4% rise in Royal 52 week H/L (X) 4,709/3,159 8

Enfield sales volume at 2.3 lakh units. EBITDA in Q3FY24 came in at 1,129 crore Equity capital % 27.4 Crore o
with EBITDA margins at 26.5% (up 40 bps QoQ). Resultant PAT for Q4FY24 stood Face value z1

at X1,070 crore (up 18% YoY). Share of profits from VECV arm stood at X132 crore.
Margin performance on standalone basis was steady at 27.6% (up 10 bps QoQ).

Investment Rationale:

ICICI direct

Research
BUY

G = EICHER

Shareholding pattern

Jun-23  Sep-23 Dec-23 Mar-24
Promoter 49.2 49.2 49.2 49.1

Fil 303 289 303 290
e 2-W space to outperform industry in FY25, Eicher a key beneficiary: il 100 105 9.7 11.0
Over the past two years, the domestic auto industry has experienced a Other 105 115 109 109
significant recovery with PV space surpassing its pre-Covid highs in FY23. Price Chart
Also, the cyclical recovery in CV space has been robust with industry up 25000 5 000
~70% from the lows experienced during covid and nearing its pre-Covid 20000 1-/""*/ w*’" 4:000
highs. However, volume recovery has been sluggish in 2-W space with 1.8 15000 ) 3,000
crore units as sales volume in FY24, well below pre-Covid highs of 2.1 crore 10000 1 2,000
o . . . 5000 1,000
units in FY19. Nevertheless, recent prints in 2-W space are encouraging 0 o

with Q4FY24 and April’24 volumes up ~20%+ on YoY basis. On high base SERAIIRS
& impending union election industry commentary is cautious on growth 535335358
prospects in the PV & CV space for FY25E, with 2-W emerging as a sole = Nizﬂy(ELHSZ) == EM (RHS)

shining star and expected to outperform the industry going forward, driven
by both revival in domestic demand & bottoming out of export volumes.
Eicher Motors with its leadership in premium motorcycle segment (>250cc)
is expected to benefit from this trend and expected to lead the volume
growth given increasing consumer preference towards premiumisation.

e Niche brand positioning & new product launches augur well for RE-EML:
Royal Enfield maintains a dominant position in >250 cc segment aided by
regular new launches including recent models like Himalayan 450 and
Shotgun 650. It is also an industry leader commanding ~30% market share
in the >125 cc segment providing it with healthy addressable opportunity
size of ~30 lakh units vs. its domestic sales of 8.3 lakh units in FY24. Even
its addressable export market size is pegged at ~10 lakh units vs. its export
sales volume of ~80k units in FY24. With new launches in the pipeline
coupled with tangible steps being taken in the EV space, there exits
healthy growth longevity for Royal Enfield franchise at Eicher Motors.

Rating and Target Price

e Eicher Motors have a capital efficient business model with cash positive
b/s. With healthy growth prospects and inexpensive valuations, we assign
BUY rating on the stock. We value EML at X 5,500 on SoTP basis (30x PE
to RE business & 26x PE to VECV business on FY26E)

Key Financial Summary

Recent event & key risks

e Build in 9%/11% CAGR in RE
volumes/Sales over FY24-26E

e Key Risk: (i)
competition  in

increasing
mid-weight
space limiting growth at Royal
Enfield, (i) rise in metal prices
exerting pressure on margins
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shashank.kanodia@icicisecurities.com
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Key Financials FY19 FY20 Fv21 Fy22 Fv23 Fy24pP 5 year CAGR FY25E FY26E 2 year CAGR
(X crore) (FY19-24P) (FY24-26E)
Net Sales 9,797.1 9,153.6 8,720.4 10,297.8 14,442.2 16,535.8 11.0% 18,952.5 20,4935 11.3%
EBITDA 2,903.1 2,180.3 1,781.3 2,172.2 3,443.6 4,326.9 8.3% 5,148.1 55823 13.6%
EBITDA Margins (%) 29.6 23.8 20.4 211 23.8 26.2 27.2 27.2
Net Profit 2,202.8 18275 11,3469 1676.6 29139 4,001.0 12.7% 4,550.3 5,017.6 12.0%
EPS () 80.8 67.0 49.3 61.3 106.5 146.3 166.4 183.5
P/E 57.7 69.5 94.6 76.0 43.7 31.9 28.0 254
RoNW (%) 24.8 18.3 11.8 13.3 19.4 22.2 21.7 20.7
RoCE(%) 27.8 17.3 11.3 13.3 18.8 19.9 28.2 26.8

Source: Company, ICICI Direct Research
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Key takeaways of Recent Quarter

Exhibit 1: Quarterly Analysis

Q4FY24 Q4FY23 YoY (%) Q3FY24 QoQ (%) Comments
Topline for the quarter was up healthy
Total Operating Income 4,256 3,804 11.9 4,179 1.8 12% on YoY basis amid 4% growth in RE
sales volume to 2.3 lakh units
Raw Material Expenses 2,179 2,029 7.4 2,121 2.7
Marginal savings were realised on the
Purchase of traded goods 97 89 9.1 137 -29.7 raw material front with gross margins
expanding 50 bps QoQ
Employee Expenses 328 252 29.9 309 5.9
Other expenses 524 501 4.7 521 0.6

EBITDA for the quarter was up healthy
EBITDA 1,129 934 20.9 1,090 3.5 21% on YoY bases and 4% on QoQ basis
at X 1,129 crore with margins at 26.5%

EBITDA Margin (%) 26.5 24.5 198 bps 26.1 43 bps
Other Income 305 206 48.5 254 20.3 Otherincome came in higher
Depreciation 165 148 11.6 148 12.0
Interest 15 8 88.0 12 23.4
Total Tax 315 251 25.4 302 4.2

PAT for the quarter was healthy 18% on
PAT 1,070 906 18.2 996 7.5 .

YoY basistoX 1,070 crore
Key Metrics

1 H 0, ?

Royal Enfield ASP(X) 1,81,021 1,72,528 4.9 175334 3.2 ASP's improved 3.2% QoQ at 1.8

lakh/unit amidst improved product mix
VECV ASP (X lakhs) 24.3 23.5 3.6 26.5 -8.1 VECV ASP's surprisingly declined QoQ
Source: Company, ICICI Direct Research

Q4FY24 Earnings Conference Call highlights
Royal Enfield

e Industry: EML anticipates mid-weight category in 2-W space to grow in
double digits in FY25. Its aim is to surpass this growth, driven by recent
launches such as Himalayan 450cc and Shotgun 650cc along with its new
launches planned for FY25. This is complimented by growing trend of
premiumization in the domestic market. Moreover, it currently witnessing
a recovery in motorcycle volumes to a pre-covid level.

e Performance: EML has ~30% market share in >125cc category as of FY24.
It has ~7.2% market share in overall domestic motorcycle market. It has
produced ~9.2 lakh motorcycles in FY24, which is the highest till date. The
increase in the average selling price in Q4FY24 was due to an improvement
in the product mix with a rise in contribution from higher cc motorcycles.

e New Launches: EML is planning to launch new products in 450cc
category. It is producing ~200 units of Himalayan 450 cc per day with
plans to ramp up production in this domain. It does not have any major
plans to launch new products in the 350cc category as the existing
products are yet to witness the replacement cycle.

e Exports: EML was able to maintain its market share despite weak macro
situation in the international market. It has forayed into new territory,
Turkey with an aim to improve its share of export business. It aims to
improve the profitability in the US and European market while also
targeting to increase its penetration in the high growth potential regions
such as Latin America and South East Asian markets.

e Others: EML reported the highest revenue of 2,439 crores in the non-
motorcycling segment in FY24 up by 20% YoY driven by expansion in
service reach. It has commenced regional warehouse operations in
Chandigarh and Kolkata. It has not taken any price hikes in Royal Enfield.
It does not witness any cost pressure at this stage. Financial penetration
is currently at about 61%.

N
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Volvo-Eicher Commercial Vehicles

¢ Industry: VECV witnessed subdued demand for trucks in Q4FY24 due to
pre-buying happened in Q4FY23 owing to change in industry norms. It
expects the CV industry to report growth in FY25 driven by pent up
replacement demand and government push towards infrastructure space.

e Performance: VECV reported volume growth of 7.5% YoY as against CV
industry growth of 4% YoY in FY24, thereby improving its market share in
all categories. It has sold about 75 electric trucks in FY24. EBITDA Margins
for Q4FY24 stood at 7.8%, down by ~220 bps YoY as it has earlier received
government incentives in Q4FY23.

e New Launches: VECV has unveiled small commercial vehicle in the 2.5T -
3.5T category at Bharat Mobility in January’24.

Exhibit 2: Assumptions

FY19 FY20 Fy21 Fy22 FY23 FY24pP FY25E FY26E
Royal Enfield volumes 8,26,098 6,95,839 6,12,060 6,022,268 8,34,895 9,12,732 10,20,190 10,81,401

Royal Enfield ASP/unit (X)  1,17,603 1,29,465 1,40,044 1,65,758 1,66,188 1,73,407 1,82,849 1,86,524

VECYV volumes 72,860 48,786 41,265 57,077 79,623 85,560 87,271 91,635

Source: ICICI Direct Research

Exhibit 3: SOTP valuation

Amount Remarks

Two-wheeler business-Royal Enfield

FY26E EPS (X) 165

Target PE multiple(x) 30.0 Valued RE business at 30x P/E
Per share value () 4,960

Target market cap (X crore) 1,35,804

CV business-VECV

FY26E PAT (X crore) 1,021

Target PE multiple(x) 26.0 Valued VECV business at 26x P/E
Target market cap (X crore) 26,553

Contribution towards EML 0.54 EML has 54.4% stake in VECV
Target market cap towards EML (X crore) 14,445

Per share value-VECYV Eicher (X) 540

Total target market cap (X crore) 1,50,249

Per share value (X) 5,500

Source: ICICI Direct Research

Exhibit 4: Eicher Motors trades at ~25x PE on 2 year forward basis
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Financial Summary

Exhibit 5: Profit and loss statement X crore Exhibit 6: Cash flow statement X crore

(Year-end March) FY23 FY24P FY25E FY26E (Year-end March) FY23 FY24P FY25E FY26E
Total operating Income 14,442 16,536 18,953 20,493 Profit after Tax 2,914 4,001 4,550 5,018
Growth (%) 40.2 145 14.6 8.1 Add: Depreciation 526 598 663 717
Raw Material Expenses 7,781 8,526 9,847 10,595 (Inc)/decin Current Assets (226) (1,126) (696) (367)
Employee Expenses 1,002 1,236 1,346 1,492 Inc/(dec) in CL and Provisions 177 384 448 320
Other Expenses 1,785 1,993 2,238 2,420 CF from operating activities 2,797 2,781 3,943 4,546
Total Operating Expenditure 10,999 12,209 13,804 14,911 (In¢)/decin Investments (4,330) (856)  (1,700)  (2,500)
EBITDA 3,444 4,327 5,148 5,682 (Inc)/decin Fixed Assets (759) (905)  (1,000)  (1,000)
Growth (%) 58.5 25.7 19.0 8.4 Others 730 (773) 577 835
Depreciation 526 598 663 717 CF from investing activities (4,359) (2,534) (2,123) (2,665)
Interest 28 51 46 41 Issue/(Buy back) of Equity - - - -
Other Income 595 1,076 1,023 1,141 Inc/(deq) in loan funds 137 80 (50) (50)
PBT 3,484 4,754 5,462 5,965 Dividend paid &dividend tax (1,012) (1,395) (1,586)  (1,750)
Others - - - - Others 480 449 - -
Total Tax 886 1,201 1,376 1,503 CF from financing activities (395) (866) (1,636) (1,800)
PAT 2,914 4,001 4,550 5,018 Net Cash flow (1,957) (619) 184 80
Growth (%) 73.8 37.3 13.7 10.3 Opening Cash 2,722 766 146 330
EPS (R) 106.5 146.1 166.2 183.3 Closing Cash 766 146 330 410
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY23 FY24P FY25E FY26E (Year-end March) FY23 FY24P FY25E FY26E
Liabilities Per share data ()

Equity Capital 27.4 27.4 27.4 27.4 EPS 106.5 146.1 166.2 183.3
Reserve and Surplus 14,963 18,018 20,982 24,249 Cash EPS 125.8 168.1 190.6 209.7
Total Shareholders funds 14,990 18,046 21,010 24,277 BV 548.1 659.8 768.2 887.6
Total Debt 196 276 226 176 DPS 37.0 51.0 58.0 64.0
Deferred Tax Liability 291 461 461 461 Cash Per Share 397.0 405.7 474.5 568.9
Others 619 860 835 801 Operating Ratios (%)

Total Liabilities 16,096 19,642 22,531 25,715 EBITDA Margin 23.8 26.2 27.2 27.2
Assets PBT / Net sales 20.2 22.6 323 32.6
Gross Block 5,411 6,233 7,733 8,683 PAT Margin 20.2 24.2 24.0 24.5
Less: Acc Depreciation 2,721 3,319 3,982 4,699 Inventory days 323 31.1 32.0 32.0
Net Block 2,690 2,914 3,751 3,984 Debtor days 9.3 8.3 10.0 10.0
Capital WIP 472 555 55 105 Creditor days 45.8 46.1 45.0 45.0
Total Fixed Assets 3,162 3,469 3,806 4,089 Return Ratios (%)

Investments 12,321 13,527 15,377 17,977 RoE 19.4 22.2 21.7 20.7
Inventory 1,278 1,410 1,662 1,797 RoCE 18.8 19.9 28.2 26.8
Debtors 369 374 519 561 RolC 70.3 52.3 70.7 72.2
Others 1,050 2,041 2,339 2,529 Valuation Ratios (x)

Cash 766 146 330 410 P/E 43.7 31.9 28.0 254
Total Current Assets 3,463 3,970 4,850 5,297 EV /EBITDA 33.9 26.9 22.3 20.1
Creditors 1,810 2,090 2,337 2,527 EV /Net Sales 8.1 7.0 6.0 5.5
Provisions 155 100 111 120 Market Cap / Sales 8.8 7.7 6.7 6.2
Others 1,136 1,297 1,486 1,607 Price to Book Value 8.5 7.1 6.1 5.2
Total Current Liabilities 3,102 3,486 3,934 4,254 Solvency Ratios

Net Current Assets 361 484 916 1,044 Debt/Equity 0.0 0.0 0.0 0.0
Other Non current asset 252 2,161 2,432 2,605 Current Ratio 1.1 1.4 1.5 1.5
Application of Funds 16,096 19,642 22,531 25,715 Quick Ratio 0.6 0.9 0.9 0.9
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to
its stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl direct.com| No
Invuln'nnlo,l;:ml Fingertips BROKER
ICICI Securities Ltd. |@ 755 akmins
N Analyst Award 2012 -,
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

1/We, Shashank Kanodia, CFA, MBA (Capital Markets), Manisha Kesari (PGDM-Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

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

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment
or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of
independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger
or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the

companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts
did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of
one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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 certain category of investors. Persons in whose possession this document may
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