


 

 

 

 
JM Financial Institutional Securities Limited  

JM Financial Research is also available on: 
Bloomberg - JMFR <GO>, 

Thomson Publisher & Reuters 
S&P Capital IQ and FactSet 
 

Please see Appendix I at the end of this 

Thomson Publisher & Reuters 

S&P Capital IQ and FactSet 
 
Please see Appendix I at the end of this 
report for Important Disclosures and 
Disclaimers and Research Analyst 

‘People no longer want to be told stories. They want to create their own’. No other brand in 

the Indian automotive space captures this spirit better than Royal Enfield (RE). In the past 

decade, RE was making bulky, less fuel-efficient motorcycles which were liked by few. 

However, evolutionary undercurrents and a well thought out strategy transformed these 

motorcycles into artful retro rides, providing immense ownership experience and pride. Today, 

RE’s sales are driven by individuals’ passion for adventure (motorcycling) and escaping 

humdrum, not by offering differentiated products through cutting-edge technology, unlike 

most automotive firms. It is a ‘Classic’ story of a growing brand supported by an expanding 

portfolio of brand-aligned products, unperturbed by high-powered, high-CC competitors in its 

segment. While domestic focus will continue unabated, RE’s next growth boost will come 

from exports. Focus on high volume export markets (similar to Indian market), new product 

additions, retail store expansion and learnings from domestic market will help expand leisure 

motorcycle segment in key markets. As bulk of export sales are dominated by >500cc 

motorcycles, a richer mix combined with robust growth, will fuel RE’s earnings going forward. 

We estimate XX% volume CAGR and EPS growth of XX% through FY19.    

Brand Aspiration: RE envisions being a dominant player in the global mid-size (250cc-750cc) 

motorcycle segment. In India, RE enjoys a healthy market share of 95% in 250cc+ category. It 

stands out in its approach towards nurturing the brand, by fanning a culture of long-distance 

riding, building community of bikers through focused events and customisation. RE’s 

‘customer and brand focused’ approach is yielding positives results, unlike the usual ‘value’ 

route taken by most OEMs. In a market with 87% volumes coming from sub-150cc bikes, RE’s 

sales with 350cc+ bikes has grown at a CAGR of XX% over a decade, remaining unaffected 

from slow growth in motorcycle segment or by macro-shocks. 

Exports: While domestic growth will continue in a healthy manner, RE has zeroed on major 

two major two-wheeler clusters, Latin America and Southeast Asia, with key markets including 

Brazil, Mexico, Indonesia, Vietnam, Thailand, etc. to boost export sales. These markets are 

similar to Indian market with respect to demographics and high share of commuter 

motorcycles. With combined annual sales of 15 million two-wheelers, they are even similar to 

the Indian two-wheeler market size, providing significant headroom for growth in the mid-size 

motorcycle segment and boosting RE’s exports. With higher share of >500cc motorcycles, and 

ASP of 1.5x the domestic market,  export sales augur well in boosting overall RE ASP going 

forward. RE has been meticulously working to establish its brand in these markets and expand 

retail outlets. We expect RE exports to post 50,000 and 65,000 unit sales in FY19 and FY20, 

led by expansion of product portfolio and overseas retail outlets.  

Products and new outlets to aid domestic and exports growth: RE retail outlets mirror the 

Compnay’s ‘pure motorcycling’ philosophy and remain a benchmark in the Indian auto 

industry. They have successfully boosted RE sales and brand in India. We expect the 

independent store count to reach ~1,075 outlets by the end of FY20 (FY17:700). Focus 

products for export markets will aid exports. We expect addition of 3-4 new products by FY20. 

Vivek Kumar 
vivek.kumar@jmfl.com | Tel.: (91-22) 66303019 

Shyam Sundar Sriram 
 shyam.sriram@jmfl.com | Tel: (91 22) 66303077 

  
     

  
     

  
    

 

Recommendation and Price Target 

Current Reco. BUY 

Previous Reco. BUY  

Current Price Target (12M) 27,500 

Upside/(Downside) -1.3% 

Previous Price Target 26,500 

Change 3.8% 

 

Key Data – EIM IN  

Current Market Price Rs27,852 

Market cap (bn) Rs758.2/US$11.7 

Free Float 49% 

Shares in issue (mn) 27.1 

Diluted share (mn) 27.2 

3-mon avg daily val (mn) Rs1,398.5/US$1.4 

52-week range 30,051/19,300 

Sensex/Nifty 31,361/9,666 

Rs/US$ 64.6  

 

Price Performance 
% 1M 6M 12M 

Absolute -6.3 22.6 42.2 

Relative* -6.5 4.6 23.3 

* To the BSE Sensex 
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The game here is bigger than the product! 

Financial Summary  (Rs mn) 
Y/E March FY15A FY16A FY17E FY18E FY19E 

Net Sales 30,147 61,862 70,380 92,147 112,555 

Sales Growth (%) 77.8 105.2 13.8 30.9 22.1 

EBITDA 7,171 17,082 22,058 28,393 34,455 

EBITDA Margin (%) 23.8 27.6 31.3 30.8 30.6 

Adjusted Net Profit 5,589 13,092 15,600 19,947 24,072 

Diluted EPS (Rs.) 206.4 482.0 573.3 733.1 884.7 

Diluted EPS Growth (%) 100.3 133.6 18.9 27.9 20.7 

ROIC (%) 0.0 1,139.7 535.1 258.8 192.4 

ROE (%) 54.4 73.3 49.8 41.9 36.2 

P/E (x) 135.0 57.8 48.6 38.0 31.5 

P/B (x) 61.1 32.4 19.3 13.5 9.8 

EV/EBITDA (x) 104.8 44.0 34.1 26.5 21.8 

Dividend Yield (%) 0.2 0.4 0.4 0.4 0.4 

Source: Company data, JM Financial. Note: Valuations as of 07/Jul/2017 
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RE and Harley-Davidson (H-D) – Too many uncanny similarities! 

H-D enjoyed a monopoly in the American motorcycle industry before the Japanese manufacturers 

flooded the market with low price, high quality motorcycles during 1970s. From 1973 to 1983,    

H-D's market share slipped from 78% to 23%, with Honda reaching 44% of the market by 1983. 

H-D was clear, it cannot compete on price. Hence, it decided to establish other market values and 

improve quality. H-D worked towards becoming customer-driven and devised strategies based on 

direct inputs from customers. In the next ten years, from 1985 to 1995, H-D was a changed 

organisation, emerging to represent "the adventurous pioneer spirit, having your own horse, and 

going where you want to go". It became synonymous with personal freedom and independence.  

Harley Owners Group (HOG), established 1983, encouraged bikers to use their motorcycles and 

share the excitement of riding. In due course, H-D bikes started getting considered as more than 

motorcycles and it became difficult to define an average H-D buyer as demographics ranged from a 

blue-collar worker to a high-power executive. All this happened while its competitors continued to 

base their advertising on the usual product technology and features. 

H-D focused on heavyweight motorcycles and expanded its portfolio with models like Super Glides, 

Softails, Sport Glides, etc. in numerous vivid colours. Many of these models and changes were 

developed when H-D realized their customers were customizing their bikes. H-D pursued its 

development of mini-niches and heavy construction of parts. While Japanese manufacturers used 

plastic, H-D used steel in vehicle construction; standing-out and developing an identity of its own.  

Once successful in US market again, H-D started looking outside US for added growth. From 1987 

to 1992, its international sales trebled to ~25,000 units. And, again became 2x of the 1992 base to 

reach ~50,000 units by 2000. In CY16, H-D’s international sales accounted for 40% of total sales 

at 100,000 units.  

The pursuit to survive, led by being customer-driven, worked for H-D. Between 1986 to 1996, its 

revenues grew 5x to US$1.35bn and profit soared 33x to US$111mn. Although, H-D and RE are 

not directly comparable, an interesting data-point is H-D’s sales and retail outlets outside US. H-D’s 

non-US sales of 100,000 units are almost 7x of RE current exports, at an ASP that is 13x higher.   

H-D has 750 independent outlets (Non-US) as compared to only 25 for RE currently.  

RE Vs H-D Exhibit 1.

  HD^ RE x (RE/HD) 

Revenue  (USD bn) 5.2 1.0 1/5 

EBIT margin (%) 15% 29% 2 

Volumes 260,000 665,000 2.5 

ASP per motorcycle (USD) 20,000 1,500 1/13 

International vols 100,000 15,000 1/7 

International outlets (nos.) 750 25 1/30 

- LatAM outlets 60 8 1/8 

- APAC outlets 240 4 1/60 

Source: Company, JM Financial, Industry *All numbers are of CY16 / FY17 for HD / RE respectively; ^H-D motorcycle division; USD = INR 65 

H-D Financials Exhibit 2.

USD mn 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 
Absolute 

growth (x) 
2016 

Revenues 295 342 405 517 624 702 823 933 1,159 1,350 1,531 5 5,996 

EBIT margin 

(%) 
5% 8% 11% 10% 13% 12% 12% 14% 13% 13% 15% 10 ppts 17% 

PAT 4 11 23 30 42 48 57 76 96 111 143 33 692 

Market cap NA NA 189 359 343 797 1,353 1,675 2,136 2,222 3,554 19* 10,312 

Source: Company, JM Financial *Market cap data available from 1988 as on 31
st
 December of the calendar year; Includes H-D financial services 
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What worked for RE in India? A customer-driven & brand-focused approach 

Indian two-wheeler market is similar to the US motorcycle market of the 70s. Domestic market is 

dominated by low cost – high quality, mass-market motorcycles (commuter segment), focused on 

high fuel-efficiency and maximising value (high FE + features at a competitive price). And with 

similar features and products across motorcycle and scooter segment, most OEMs are vying to 

increase their domestic market share.  

Little differentiated products left a wide open space for RE to successfully create its own niche in 

the domestic market. Their strategy is akin to that employed by H-D in their creation of mini-niches 

based on adventure motorcycling in the United States. RE’s relatively heavyweight products use 

steel and solid-built quality to stand out and offer supreme road presence. Along with 

differentiated products, a marketing thrust towards developing an ecosystem for leisure biking is 

continuing to fuel RE’s growth. So much so that RE has been unaffected by competition and 

macro-shocks and is charting its own growth path by developing a product portfolio of mid-sized 

motorcycles (250cc-750cc engine size).  

The three pillars of RE’s success: 

1. ‘Pure Motorcycling’ (Ecosystem for riding: Events, biker communities, customisation), 

2. Brand-aligned products and 

3. Best-in-class retail experience 

 Three Pillars of Royal Enfield success in India Exhibit 3.

 
Source: JM Financial, Company 

 

Brand Salience as a key differentiator 

RE’s all fundamental product, engineering, manufacturing and retailing decisions are being driven 

by insights into customer’s needs (met or unmet) and where RE want its brand to go. The company 

is transforming itself into a front-end consumer and brand-led organization, offering not just 

products but encouraging customers to become a part of a larger ecosystem of ‘Pure 

Motorcycling’, in stark difference to other players who are focused solely on the product. In an H-D 

like manner, RE organizes and supports motorcycling events and rides. Last year, Rider Mania 

attracted c.4,000 RE riders from all over India. Events boost sales of RE products, as potential 

buyers stick with RE brand to gain access to an established, active community of motorcycle 

enthusiasts and riders.  

 

 

 
Rider Mania 

Domestic motorcycle market  

 

3yr average EBITDA margin (%) 
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Brand built around "Pure Motorcycling" 

 

 

 

Brand-aligned Products 

The Game-changer: The launch of Classic 350 motorcycle in 2009 with a blend of modern yet retro 

looks and Unit Construction Engine (UCE) was a key milestone for RE. With higher power output, 
low maintenance and better mileage as compared to the earlier cast iron engine version, the 
motorcycle became immensely popular and continues to be a favorite among urban motorcycling 

enthusiasts. It contributes XX% to RE’s domestic sales. Classic 350 was followed by other popular 

launches of Thunderbird (Highway Tourer) and Continental GT (Café Racer).  

For the Adventure-enthusiast: RE introduced Himalayan in 2016, a purpose-built motorcycle for an 
enthusiast biker keen on adventure touring (as large, expensive tourers became unwieldly in the 
treacherous terrain). Himalayan overcomes all negatives associated with a bulky tourer yet offers 

extreme off-road capabilities making it adept for riding though tough mountainous trails. RE built 
the Himalayan with a completely grounds-up design, powered by the new engine platform (LS410). 

  Comparison between RE Himalayan and BMW Adventurer  Exhibit 4.

 
RE Himalayan BMW 1200GS Adventurer Benefit   

Kerb Weight 182 kgs 274 kgs 33% Lighter. Easier to maneuver  

    
 

Ground Clearance 220 mm 195 mm 13% better GC for treacherous terrain  

Seat Height 800mm 890 mm Optimized for comfortable seating   

    
 

Fuel efficiency 32 kmpl 16 kmpl 100% Better. Max Utility + Max Value   

Fuel Range 480 km 528 km Longer range better for adventure rides  

Brake (Front/Rear) Disc Disc Better control  

Price (Rs. Mn) 0.17 1.8  Priced to suit Indian buyers  

Source: Company, JM Financial, Bikewale 

 Expanding Product Portfolio  Exhibit 5.

 

Source: Company, JM Financial 

  

The call of ‘Pure Motorcycling’ 

I don’t want to spend my life in front 
of a screen. I don’t want to spend my 
life reading about the experiences of 
others; I want to have my own.  

I want to follow the journeys and not 
the destination. Every time I ride out, 
it makes me realize there is no 
greater pleasure or feeling than that 
of oneness with my motorcycle and 
the terrain through which I ride. I 
have found a way of life that fills 
me with real, authentic experiences. 

I call it pure motorcycling. 

 Continental GT 

Himalayan 

 
Classic 350 

 

Bullet 350 

Changing paradigm (in line with 
RE’s current marketing thrust) 

2010-11 

People don’t like advertising. They 
like stories. 

2017-18 

Consumers don’t want stories. They 
want uninterrupted experiences. 

Source: ET Brand Equity  
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Borrowing sales concepts from premium brands, RE keeps adding limited edition / new exclusive 

colors to boost sales and strengthen RE brand. In 2017, RE introduced the Classic 350 Redditch 

Edition inspired by the paint scheme of the 1950s era Royal Enfield motorcycles (from United 

Kingdom). These new colors provided 5-7% boost to sales to the domestic RE volumes.  

Differentiated retail experience 

RE retail stores are a benchmark in the Indian automotive industry. They provide an ambience 

similar to the living room of an avid motorcycle enthusiast and showcase RE’s apparel and 

accessories. The outlets have an informal setting that encourages discussion around motorcycling. 

These stores brought in higher footfalls and led to better appreciation of RE’s products range.  

Vehicle sales account for ~93% of RE’s topline, the same accounts for c.78% in case of H-D 

(motorcycle division), with the rest coming from sale of general merchandise and associated 

offerings (like custom bike kits), indicating healthy potential for RE in this regard. 

  RE retail and apparel store Exhibit 6.

 

Source: Company, JM Financial 

 

Domestic retail outlets expansion 

RE has been adding ~150 stores a year over the last few years. Increasingly, newer stores are being 

added in tier 2 and 3 towns to capture growth in lesser penetrated towns. We believe this pace of 

expansion would continue and store count would reach c.1,075 by FY20E. 

 

 Domestic retail outlets expansion Exhibit 7.

 

Source: Company, JM Financial ; FY16 shown for 12 month period Apr to Mar16 

 Domestic sales per outlet Exhibit 8.

 

Source: Company, JM Financial; FY16 shown for 12 month period Apr to Mar16 

 

 

 



Eicher Motors 18 July 2017  

JM Financial Institutional Securities Limited Page 6 

RE - Well positioned to capture Premiumisation trend in the Motorcycle segment  

Higher cc motorcycles have grown at a rapid pace compared to the overall motorcycle industry 

While the total motorcycle market has grown at low single-digit over five years, a dicing of the sub-

segments shows that >200 cc segment is the fastest growing at 30% CAGR  over FY12-17.  

 >200 cc comprise c.8% of motorcycle sales now from 2% Exhibit 9.
five years ago 

 

Source: Company, JM Financial 

>200 cc is the fastest growing segment  Exhibit 10.

 

Source: Company, JM Financial 

 RE contributes c.90% of the incremental >200 cc Exhibit 11.

motorcycle 

 
Source: Company, Industry 

RE is the undisputed leader in the >250cc segment Exhibit 12.

 

 
Source: Company, JM Financial 

Recent events that disrupted domestic motorcycle industry had no impact on RE: The recent 

demonetisation in Nov’16 severely impacted domestic motorcycle industry with volumes dropping 

by 11%/23% in Nov/Dec’16. RE weathered this crisis like event growing +40% in Nov / Dec’16 due 

to its strong order book and unique customer profile. While the industry continued to decline YoY 

until Mar’17, RE continued on its steady growth trajectory.  

.RE weathered recent demonetisation event and chugged Exhibit 13.
ahead 

 

Source: Company, Industry, JM Financial 

RE raced ahead all domestic OEMs despite demon Exhibit 14.

 

Source: Company, Industry, JM Financial 
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Focus on International markets to provide next leg of growth 

While India continues to be the key stronghold market for RE, the company has embarked on 
expanding globally for its next leg of growth. Prudently, it is targeting high-volume two-wheeler 

markets that are similar to the Indian market in terms of demographics and income profile to build 
on the domestic success factors. Due to similarities with the domestic markets, these markets have 
preference for commuter motorcycles and provide immense upgrade potential going forward. RE is 
moving forward in a step-by-step manner by: a) Building brand presence, b) Introducing relevant 
products and c) expanding retail distribution. RE is targeting two major clusters:  
 

1. Latin America (LatAM) 

2. South East Asia (ASEAN) 

Macro similarities between India and focus markets   

There is an interesting level of similarity in the median age of men between India and focus 

markets of LatAM and Southeast Asia that augurs favorably for sales of mid-sized motorcycles in 
these markets. Furthermore, GDP per capita (PPP) in these focus markets is better than that of India 
which further strengthens the case for healthy growth in premium, mid-size motorcycle segment 
going forward. While some of these economies are going through a marginal economic slump due 

to softening commodity prices, we believe there is a healthy potential for growth for RE from a low 
base currently. 
 

GDP per capita (PPP) for India and focus markets Exhibit 15.

 

Source: Industry, JM Financial 

 Median age of men in these countries Exhibit 16.

 

Source: Industry, JM Financial 

Exports opportunity 

The size of these markets is much larger than in the developed countries, and with low penetration 

levels these markets are similar to India with potential to upgrade to mid-sized motorcycles 

Addressable opportunity size for RE Exhibit 17.

 

Source: Company, JM Financial, Industry 



Eicher Motors 18 July 2017  

JM Financial Institutional Securities Limited Page 8 

Focus on International network expansion 

Network expansion is a key sales enabler. Over the last few years, RE has been seeding 

key markets to build aspiration for RE motorcycles and create demand. To this end, RE 

has been focusing on cities rather than countries in an attempt to build the brand 

awareness. The strategy is to make the brand resonate in these key cities that would in-

turn help them succeed in those countries. In North America and Brazil, RE started its 

own marketing subsidiary, instead of the usual distributor led expansion, to take control 

of the brand promotion and enhance customer connect. Number of stores in FY17 

doubled to 25 from 12 in FY16. 

Taking H-D as a benchmark for network expansion in key clusters, we find there is 

significant headroom for RE in terms of outlets expansion. Based on RE’s focus in these 

two clusters, we are likely to see speedy roll-out of new outlets during the next three 

years. We estimate overall international retail outlet count to reach 60 and 75 by FY19 

and FY20 respectively.   

 Independent retail network H-D Vs RE Exhibit 18.

  Latin America APAC 

H-D 58 240 

RE 8 4 

Source: Company, JM Financial 

 

 RE Exclusive store locations  Exhibit 19.

 
Latin America South East Asia 

      Colombia Brazil Indonesia Thailand Philippines Malaysia 

FY17 7 1 1 1 1 1 

FY16 5   1 1     
 Source: Company, JM Financial 

Overseas retail expansion Exhibit 20.

 

Source: Company, JM Financial; FY16 shown for 12 month period Apr to Mar16 

Export sales per outlet Exhibit 21.

 

Source: Company, JM Financial; FY16 shown for 12 month period Apr to Mar16 

 

While Southeast Asia and Latin America have huge potential to accelerate exports 

volume growth, RE is also setting up stores in mature motorcycle markets to establish RE 

as a global motorcycle brand. RE opened its first exclusive store in Milwaukee, North 

America during FY17 and has four stores in UK, along with outlets in London, Paris, and 

Madrid.  

 

Focus on network expansion has started reflecting in the exports sales growth during the 

last 3years. From FY07 to FY14, exports were ranging between 2,000 – 4,000 units 

annually. However, in the last three years up to FY17, they have become 4x to reach 

~15,000 units annually. With continued thrust on network expansion in the international 

market during the next three years, we expect export sales to reach 60,000 by FY20.   
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In terms of motorcycle mix, 500cc motorcycles particularly are seeing a healthy pick up in 

volumes, accounting for almost two-thirds of the total exports. We expect this trend to 

continue and 500cc+ motorcycles to lead the share in the export markets, unlike 

domestic sales where bulk of sales are from the 350cc category. RE is expected to soon 

introduce a higher-CC motorcycle (likely with a 750cc). While the new product will boost 

sales in both domestic and exports markets, it is particularly positive for the export 

segment as bulk of the competition RE will face in exports markets will be from sub-

1000cc products of international OEMs.    

 

 RE export volumes witnessing strong growth Exhibit 22.

 

Source: Company, JM Financial; FY16 shown for 12 month period Apr to Mar16 

 However, currently, they are still the lowest  Exhibit 23.

 

Source: Company, JM Financial; FY16 shown for 12 month period Apr to Mar16 

 

 500cc+ motorcycles have driven export growth Exhibit 24.

Segment (units) FY14 FY15 FY16 FY17 FY18E FY19E FY20E 

350 cc 1,387 1,833 1,966 5,301 6,500 10,000 12,000 

410 cc 
  

62 1,402 2,000 4,000 4,000 

500 cc 2,321 3,653 5,534 7,329 13,000 20,000 25,000 

535 cc 1,194 1,629 1,801 1,351 2,000 3,500 4,000 

750 cc 
    

1,500 7,500 15,000 

Total exports 4,902 7,115 9,363 15,383 25,000 45,000 60,000 

% of 500cc + 72% 74% 78% 56% 66% 69% 73% 

Source: SIAM, JM Financial 
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With respect to the products, only a few manufacturers have bias towards sub-1000cc segment. 

 Only few manufacturers have bias towards sub-1000cc segment in Retro models unlike Exhibit 25.
RE 

 

Source: Company, JM Financial, Industry 

 

Competition product details 

We have attempted to identify likely competition for the new RE higher-CC motorcycle comparing 

it with similar retro styled products across global OEMs in the sub-1000cc category.  

  

Power, Torque and Engine Capacity of Key Models (sub-1000cc) Exhibit 26.

 
 

Source: JM Financial, Industry 

 

Model Capacity (CC) Power (BHP) Torque (N-M)

Bonneville T100 900 54 80

Scrambler 865 59 68

Thruxton 865 69 69

America 865 60 72

Triumph Motorcycles

Model Capacity (CC) Power (BHP) Torque (N-M)

Street 500 494 33 40

Street 750 749 47 60

Street Rod 753 68 64

Iron 883 883 50 70

Harley-Davidson

Model Capacity (CC) Power (BHP) Torque (N-M)

Bolt R-Spec 942 47 76

V-Star 950 942 55 79

V-Star 650 649 40 51

SR400 399 23 27

Yamaha

Model Capacity (CC) Power (BHP) Torque (N-M)

V7 III Stone 744 52 60

V7 II Stone 744 47 59

V7 II Stornello 744 48 60

V9 Bobber 853 55 50

Moto Guzzi

Model Capacity (CC) Power (BHP) Torque (N-M)

Bonneville T100 900 54 80

Scrambler 865 59 68

Thruxton 865 69 69

America 865 60 72

Triumph Motorcycles

Model Capacity (CC) Power (BHP) Torque (N-M)

Street 500 494 33 40

Street 750 749 47 60

Street Rod 753 68 64

Iron 883 883 50 70

Harley-Davidson

Model Capacity (CC) Power (BHP) Torque (N-M)

Bolt R-Spec 942 47 76

V-Star 950 942 55 79

V-Star 650 649 40 51

SR400 399 23 27

Yamaha

Model Capacity (CC) Power (BHP) Torque (N-M)

V7 III Stone 744 52 60

V7 II Stone 744 47 59

V7 II Stornello 744 48 60

V9 Bobber 853 55 50

Moto Guzzi

HD has very few retro models in 

the sub-1000 cc segment 

New RE higher cc motorcycle to bridge the product gap 
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Royal Enfield – Compelling value proposition in the mid-size motorcycle segment 

As compared to the products analysed of global motorcycle brands, RE offers a compelling 

value proposition. We found this evidence in Voice-of-Customer excerpts from EIM’s annual 

report where a customer in Bogota and Australia had stressed on the affordability factor of RE’s 

motorcycle in these markets without being a compromise on either features or quality of the 

end product.  

 

The average price of RE (adjusted for USD) is the lowest among key global players. Even on a 

per cc basis, RE offers the least expensive products in its segment. 

 

 
 

 Average selling price in USD – RE is lowest priced Exhibit 27.

motorcycle 

 
Source: Company, JM Financial, Industry; RE prices based on avg. selling prices in USA 

 Average selling price per CC Exhibit 28.
 

 
Source: Company, JM Financial, Industry 

 

In conclusion, RE has a significant price advantage over its peers. With steady network expansion, 

their export volumes will grow at a healthy pace going forward.  

Gearing-up R&D capability – To support new product development 

Product range expansion is a key ask for success in global markets. RE has upped investments in  

design and development of new products. In May 2015, RE acquired ‘Harris Performance Products’ 

in UK, experts in design and engineering of motorcycle chassis. Harris Performance contributed in 

the development of Himalayan and Continental GT. RE’s two technical centres in Chennai and in 

the UK, have now started functioning in full strength with almost 350 R&D engineers working on 

design and development of new products. New bigger-cc motorcycle being developed at UK R&D 

center will be a focus product for higher road speed export markets helping export sales. We 

expect the new UK R&D centre to add 3-4 new products by FY20. 

  R&D strength Exhibit 29.

 
Source: Company, JM Financial, Industry 

  R&D investment consistently rising Exhibit 30.

 
Source: Company, JM Financial, Industry 
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Strong earnings growth trajectory led by healthy volume momentum 

 Strong volume growth with network expansion: We expect strong 22% volume CAGR over the 

next 3 years led by a) 20% domestic volume CAGR on healthy growth in existing motorcycles, 

new 750 cc motorcycle and steady network expansion and b) strong pick-up of 60% CAGR in 

exports on low base aided by 500 cc+ range of motorcycles and new retail outlets in key focus 

geographies  

 Expected volumes and network expansion Exhibit 31.

 
Source: Company, JM Financial; * Marginal capacity constraint in FY19E before second phase of Vallam Vadagal comes into operation 

 

 Stable EBITDA margin with improving portfolio mix: abcd 

 ..leading to strong earnings growth 

 Healthy return ratios: 

  Raising Target Price : 

 

 

 

 

 

 

  

Ca pa c i ty ('000)

Thiruvottiyur

Converted to plating 

and spares

Orgadam 300 x 2

Vallam vadagal 300 x 1 Space available for additional 300 x 1

Tota l  c a pa c i ty (by FY19) 930

Pa rticu la rs FY16 (12m) FY17 FY18E FY19E* FY20E

Ava i la b le  c a pa c i ty ('000) 620 675 825 930 1200

Domestic sales ('000) 499                                 651        795        945        1,140     

Exports ('000) 9                                      15          25          45          60          

Tota l  sa le s  ('000) 508                        666     820     990     1 ,200  

%YoY 31% 23% 21% 21%

Dome stic  re ta i l  outle ts  (Nos) 527 675 825 950 1075

Sales per store (units) 946                                 965        964        995        1,060     

Inte rna tiona l  s tore s  (Nos) 11 25 40 60 80

Sales per store (units) 851                                 604        627        750        750        
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 Financial Tables (Standalone) 

Income Statement   (Rs mn) 

Y/E March FY15A FY16A FY17E FY18E FY19E 

Net Sales 30,147 61,862 70,380 92,147 112,555 

Sales Growth 77.8% 105.2% 13.8% 30.9% 22.1% 

Other Operating Income 0 0 0 0 0 

Total Revenue 30,147 61,862 70,380 92,147 112,555 

Cost of Goods Sold/Op. Exp 18,076 34,442 37,066 49,575 60,780 

Personnel Cost 1,609 3,422 3,851 4,768 6,002 

Other Expenses 3,291 6,916 7,405 9,411 11,319 

EBITDA 7,171 17,082 22,058 28,393 34,455 

EBITDA Margin 23.8% 27.6% 31.3% 30.8% 30.6% 

EBITDA Growth 133.8% 138.2% 29.1% 28.7% 21.3% 

Depn. & Amort. 502 1,366 1,533 2,137 2,760 

EBIT 6,669 15,716 20,525 26,256 31,695 

Other Income 1,328 2,835 2,273 2,652 3,192 

Finance Cost 17 21 28 0 0 

PBT before Excep. & Forex 7,980 18,530 22,770 28,908 34,887 

Excep. & Forex Inc./Loss(-) 0 0 0 0 0 

PBT 7,980 18,530 22,770 28,908 34,887 

Taxes 2,391 5,438 7,170 8,962 10,815 

Extraordinary Inc./Loss(-) 0 0 0 0 0 

Assoc. Profit/Min. Int.(-) 0 0 0 0 0 

Reported Net Profit 5,589 13,092 15,600 19,947 24,072 

Adjusted Net Profit 5,589 13,092 15,600 19,947 24,072 

Net Margin 18.5% 21.2% 22.2% 21.6% 21.4% 

Diluted Share Cap. (mn) 27.1 27.2 27.2 27.2 27.2 

Diluted EPS (Rs.) 206.4 482.0 573.3 733.1 884.7 

Diluted EPS Growth 100.3% 133.6% 18.9% 27.9% 20.7% 

Total Dividend + Tax  1,545    3,137   3,129   3,129    3,129 

Dividend Per Share (Rs)   50.0   100.0   100.0     100.0   100.0 

 Source: Company, JM Financial 

Cash Flow Statement                                                     (Rs mn) 

Y/E March FY15A FY16A FY17E FY18E FY19E 

Profit before Tax 7,980 18,530 22,770 28,908 34,887 

Depn. & Amort. 502 1,366 1,533 2,137 2,760 

Net Interest Exp. / Inc. (-) 17 21 28 0 0 

Inc (-) / Dec in WCap. 2,138 1,161 1,779 -1,710 -59 

Others 0 0 0 0 0 

Taxes Paid -2,391 -5,438 -7,170 -8,962 -10,815 

Operating Cash Flow 8,246 15,640 18,941 20,373 26,773 

Capex -2,969 -4,642 -5,095 -7,774 -4,087 

Free Cash Flow 5,277 10,998 13,845 12,600 22,687 

Inc (-) / Dec in Investments -3,322 -9,330 -14,477 -9,500 -18,500 

Others  -17 -21 -28 0 0 

Investing Cash Flow -6,308 -13,993 -19,600 -17,274 -22,587 

Inc / Dec (-) in Capital 1 1 1 0 0 

Dividend + Tax thereon -1,545 -3,137 -3,129 -3,129 -3,129 

Inc / Dec (-) in Loans -303 226 -226 0 0 

Others 152 1,280 3,774 0 0 

Financing Cash Flow -1,694 -1,632 420 -3,129 -3,129 

Inc / Dec (-) in Cash   243   15  -239   -30   1,058 

Opening Cash Balance   187  431   445    206   176 

Closing Cash Balance     431   445   206   176   1,234 

 Source: Company, JM Financial 

 

 

 

Balance Sheet  (Rs mn) 

Y/E March FY15A FY16A FY17E FY18E FY19E 

Shareholders’ Fund 12,337 23,364 39,226 56,043 76,986 

   Share Capital 271 272 272 272 272 

   Reserves & Surplus 12,066 23,093 38,954 55,771 76,714 

Preference Share Capital  0 0 0 0 0 

Minority Interest 0 0 0 0 0 

Total Loans 0 226 0 0 0 

Def. Tax Liab. / Assets (-) 201 408 792 792 792 

Total - Equity & Liab. 12,537 23,998 40,018 56,836 77,779 

Net Fixed Assets 5,599 8,875 12,437 18,074 19,400 

   Gross Fixed Assets 6,389 11,228 14,006 23,156 27,030 

   Intangible Assets 0 0 0 0 0 

   Less: Depn. & Amort. 1,383 2,686 4,219 6,356 9,116 

   Capital WIP 593 333 2,650 1,274 1,487 

Investments 11,886 21,216 35,693 45,193 63,693 

Current Assets 4,804 6,148 7,088 13,088 17,439 

   Inventories 2,051 3,004 3,225 7,574 9,251 

   Sundry Debtors 107 461 489 1,515 2,467 

   Cash & Bank Balances 431 445 206 176 1,234 

   Loans & Advances 2,129 1,531 2,410 2,991 3,571 

  Other Current Assets 86 707 757 833 916 

Current Liab. & Prov. 9,752 12,241 15,199 19,519 22,753 

   Current Liabilities 4,948 7,213 8,319 12,227 14,978 

   Provisions & Others 4,804 5,028 6,880 7,292 7,775 

Net Current Assets -4,948 -6,094 -8,112 -6,431 -5,314 

Total – Assets 12,537 23,998 40,018 56,836 77,779 

 Source: Company, JM Financial 

 

 

 

Dupont Analysis                                                    

Y/E March FY15A FY16A FY17E FY18E FY19E 

Net Margin 18.5% 21.2% 22.2% 21.6% 21.4% 

Asset Turnover (x) 2.8 3.4 2.2 1.9 1.7 

Leverage Factor (x) 1.0 1.0 1.0 1.0 1.0 

RoE 54.4% 73.3% 49.8% 41.9% 36.2% 
 

Key Ratios                                                      

Y/E March FY15A FY16A FY17E FY18E FY19E 

BV/Share (Rs.) 455.5 860.2 1,441.6 2,059.7 2,829.3 

ROIC 0.0% 1,139.7% 535.1% 258.8% 192.4% 

ROE 54.4% 73.3% 49.8% 41.9% 36.2% 

Net Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0 

P/E (x) 135.0 57.8 48.6 38.0 31.5 

P/B (x) 61.1 32.4 19.3 13.5 9.8 

EV/EBITDA (x) 104.8 44.0 34.1 26.5 21.8 

EV/Sales (x) 24.9 12.2 10.7 8.2 6.7 

Debtor days 1 3 3 6 8 

Inventory days 25 18 17 30 30 

Creditor days 79 59 63 70 70 

Source: Company, JM Financial 
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History of Earnings Estimate and Target Price  

Date 
FY18E 

EPS (Rs) 
% Chg. 

FY19E 

EPS (Rs) 
% Chg. 

Target 

Price 
% Chg. 

12-May-14         7,770   

21-Jul-14         10,685 37.5 

13-Aug-14 484.2       10,685 0.0 

14-Nov-14 604.5 24.8     14,600 36.6 

18-Feb-15 652.1 7.9     19,100 30.8 

9-May-15 638.5 -2.1     19,100 0.0 

22-Jul-15 632.5 -0.9 828.6   24,500 28.3 

7-Nov-15 628.6 -0.6 822.4 -0.7 24,500 0.0 

2-Dec-15 628.6 0.0 822.4 0.0 24,500 0.0 

7-Feb-16 597.9 -4.9 789.4 -4.0 23,500 -4.1 

6-May-16 618.1 3.4 780.1 -1.2 23,500 0.0 

23-Dec-16 593.8 -3.9 710.4 -8.9 26,500 12.8 

2-Feb-17 597.7 0.7 789.1 11.1 26,500 0.0 

8-May-17 573.3 -4.1 733.1 -7.1 27,500 3.8 

              

              

              
 

 

Recommendation History 
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Definition of ratings 

Rating Meaning 

Buy Total expected returns of more than 15%. Total expected return includes dividend yields. 

Hold Price expected to move in the range of 10% downside to 15% upside from the current market price. 

Sell Price expected to move downwards by more than 10% 

 

Research Analyst(s) Certification 
 
The Research Analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: 
 
All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and  
 
No part of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research 
report. 
 
Important Disclosures 
This research report has been prepared by JM Financial Institutional Securities Limited (JM Financial Institutional Securities) 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 associates solely for the purpose of information of the select 
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written 
consent of JM Financial Institutional Securities. This report has been prepared independent of the companies covered herein.  

JM Financial Institutional Securities is registered with the Securities and Exchange Board of India (SEBI) as a Research Analyst, Merchant Banker and a Stock 
Broker having trading memberships of the BSE Ltd. (BSE), National Stock Exchange of India Ltd. (NSE) and Metropolitan Stock Exchange of India Ltd. (MSEI). No 
material disciplinary action has been taken by SEBI against JM Financial Institutional Securities in the past two financial years which may impact the investment 
decision making of the investor.  

JM Financial Institutional Securities provides a wide range of investment banking services to a diversified client base of corporates in the domestic and 
international markets. It also renders stock broking services primarily to institutional investors and provides the research services to its institutional 
clients/investors. JM Financial Institutional Securities and its associates are part of a multi-service, integrated investment banking, investment management, 
brokerage and financing group. JM Financial Institutional Securities and/or its associates might have provided or may provide services in respect of managing 
offerings of securities, corporate finance, investment banking, mergers & acquisitions, broking, financing or any other advisory services to the company(ies) 
covered herein. JM Financial Institutional Securities and/or its associates might have received during the past twelve months or may receive compensation from 
the company(ies) mentioned in this report for rendering any of the above services.  

JM Financial Institutional Securities and/or its associates, their directors and employees may; (a) from time to time, have a long or short position in, and buy or 
sell the securities of the company(ies) mentioned herein or (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) covered under this report or (c) act as an advisor or lender/borrower to, 
or may have any financial interest in, such company(ies) or (d) considering the nature of business/activities that JM Financial Institutional Securities is engaged 
in, it may have potential conflict of interest at the time of publication of this report on the subject company(ies). 

Neither JM Financial Institutional Securities nor its associates or the Research Analyst(s) named in this report or his/her relatives individually own one per cent or 
more securities of the company(ies) covered under this report, at the relevant date as specified in the SEBI (Research Analysts) Regulations, 2014. 

The Research Analyst(s) principally responsible for the preparation of this research report and members of their household are  prohibited from buying or selling 
debt or equity securities, including but not limited to any option, right, warrant, future, long or short position issued by company(ies) covered under this report. 
The Research Analyst(s) principally responsible for the preparation of this research report or their relatives (as defined under SEBI (Research Analysts) 
Regulations, 2014); (a) do not have any financial interest in the company(ies) covered under this report or (b) did not receive any compensation from the 
company(ies) covered under this report, or from any third party, in connection with this report or (c) do not have any other material conflict of interest at the 
time of publication of this report. Research Analyst(s) are not serving as an officer, director or employee of the company(ies) covered under this report. 

While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or 
developments referred to herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness. JM Financial Institutional Securities 
may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. 
This report is provided for information only and is not an investment advice and must not alone be taken as the basis for an investment decision. The 
investment discussed or views expressed or recommendations/opinions given herein may not be suitable for all investors. The user assumes the entire risk of 
any use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities reserves the right 

to make modifications and alterations to this statement as they may deem fit from time to time. 
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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 JM Financial 
Institutional Securities 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. 

Persons who receive this report from JM Financial Singapore Pte Ltd may contact Mr. Ruchir Jhunjhunwala (ruchir.jhunjhunwala@jmfl.com) on +65 6422 1888  
in respect of any matters arising from, or in connection with, this report. 
 
Additional disclosure only for U.S. persons: JM Financial Institutional Securities has entered into an agreement with JM Financial Securities, Inc. ("JM Financial 
Securities"), a U.S. registered broker-dealer and member of the Financial Industry Regulatory Authority ("FINRA") in order to conduct certain business in the 
United States in reliance on the exemption from U.S. broker-dealer registration provided by Rule 15a-6, promulgated under the U.S. Securities Exchange Act of 
1934 (the "Exchange Act"), as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission ("SEC") (together "Rule 15a-6"). 

This research report is distributed in the United States by JM Financial Securities in compliance with Rule 15a-6, and as a "third party research report" for 
purposes of FINRA Rule 2241. In compliance with Rule 15a-6(a)(3) this research report is distributed only to "major U.S. institutional investors" as defined in 
Rule 15a-6 and is not intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research report 
and are not a major U.S. institutional investor, you are instructed not to read, rely on, or reproduce the contents hereof, and to destroy this research or return it 
to JM Financial Institutional Securities or to JM Financial Securities. 

This research report is a product of JM Financial Institutional Securities, which is the employer of the research analyst(s) solely responsible for its content. The 
research analyst(s) preparing this research report is/are resident outside the United States and are not associated persons or employees of any U.S. registered 
broker-dealer. Therefore, the analyst(s) are not subject to supervision by a U.S. broker-dealer, or otherwise required to satisfy the regulatory licensing 
requirements of FINRA and may not be subject to the Rule 2241 restrictions on communications with a subject company, public appearances and trading 
securities held by a research analyst account. 

JM Financial Institutional Securities only accepts orders from major U.S. institutional investors. Pursuant to its agreement with JM Financial Institutional 
Securities, JM Financial Securities effects the transactions for major U.S. institutional investors. Major U.S. institutional investors may place orders with JM 
Financial Institutional Securities directly, or through JM Financial Securities, in the securities discussed in this research report.  

 
Additional disclosure only for U.K. persons: Neither JM Financial Institutional Securities nor any of its affiliates is authorised in the United Kingdom (U.K.) by the 
Financial Conduct Authority. As a result, this report is for distribution only to persons who (i) have professional experience in matters relating to investments 
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "Financial Promotion Order"), (ii) 
are persons falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order, (iii) are 
outside the United Kingdom, or (iv) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the 
Financial Services and Markets Act 2000) in connection with the matters to which this report relates may otherwise lawfully be communicated or caused to be 
communicated (all such persons together being referred to as "relevant persons"). This report is directed only at relevant persons and must not be acted on or 
relied on by persons who are not relevant persons. Any investment or investment activity to which this report relates is avai lable only to relevant persons and 
will be engaged in only with relevant persons. 

 
Additional disclosure only for Canadian persons: This report is not, and under no circumstances is to be construed as, an advertisement or a public offering of 
the securities described herein in Canada or any province or territory thereof. Under no circumstances is this report to be construed as an offer to sell securities 
or as a solicitation of an offer to buy securities in any jurisdiction of Canada. Any offer or sale of the securities described herein in Canada will be made only 
under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under 
applicable securities laws or, alternatively, pursuant to an exemption from the registration requirement in the relevant province or territory of Canada in which 
such offer or sale is made. This report is not, and under no circumstances is it to be construed as, a prospectus or an offering memorandum. No securities 
commission or similar regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein or the merits 
of the securities described herein and any representation to the contrary is an offence. If you are located in Canada, this report has been made available to you 
based on your representation that you are  an “accredited investor” as such term is defined in National Instrument 45-106 Prospectus Exemptions and a 
“permitted client” as such term is defined in National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations.  Under 
no circumstances is the information contained herein to be construed as investment advice in any province or territory of Canada nor should it be construed as 
being tailored to the needs of the recipient. Canadian recipients are advised that JM Financial Securities, Inc., JM Financial Institutional Securities Limited, their 
affiliates and authorized agents are not responsible for, nor do they accept, any liability whatsoever for any direct or consequential loss arising from any use of 
this research report or the information contained herein. 

 


