Eicher Motors: In top gear

Royal Enfield, the company’s premium offering, Is expected to help it deliver strong returns in the long term.
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operating margin compressed to 5.3% during the quarter, the
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icher Motors surprised the market with its operating

profit rising 41% on a year-on-year (y-0-y) basis for the
fourth quarter of 2013, even as the consolidated
revenue rose only 2% during the same period. The net prof-
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despite hitting a record production of ﬁé to go up to 20,000 in 2014.
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its Classic 350 cc variant enjoying the Sell -: ///”m\\\\\\ term. Thoughit is currently trading at a date house )

maximum waiting period. Due to the o4 premium compared to its peers, this higher 25 Feb'14 JM Financial Buy 5,770

unmet demand and production ramp-up multiple is justified due to its expected 18 Feb'14 Motilal Oswal Securities Buy 5,700

at the Oragadam facility, Royal Enfield higher growth and consistency of earnings. 1 Feb 14 DL Seclrites Quipertorm 8200

should be able to achieve its revised L/ reb 1% Indianfoline Uy ot

production target of 2.8 lakh units for Despite premium valuations, Selection methodology: We choose the 180.63

2014. It also reported an all-time high analysts have faith in the stock that has shown the maximum TN \

margin of 20% during the quarter, helped company's growth and iImprovement in consensus analyst rating »2 Relative performance '

by cost reduction measures and higher consistent earnings. over the past month. Consensus rating is ar-

sales of its 500 cc variant. The higher

volumes should help Royal Enfield raise its margins by
improving the operating leverage and increasing bargaining
power with the suppliers.

VE Commercial Vehicles, the 50:50 joint venture between
Eicher Motors and Volvo Group, has also done reasonably
well in the fourth quarter despite the ongoing economic
crisis. Its revenue fell 15% on a y-o-y basis due to heavy year-
end discounting by the larger competitors. Though its

rived at by averaging all analyst recommen-
dations after attributing weightages to each (5 for strong buy,
4 for buy, 3 for hold, 2 for sell, and 1 for strong sell). Any im-
provement in rating indicates that analysts are becoming
more bullish on the stock. To ensure that we pick only widely
covered companies, this search is restricted to stocks covered
by at least 10 analysts. You may see similar consensus analyst
rating changes during the last one week in the ETW 50 stocks
table (see page 21). —Narendra Nathan
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Performance of Eicher Motors compared with the Sensex.
Figures are normalised to a base of 100. Source: ETIG Database & Bloomberg



