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This report aims to give a buy recommendation for the company Harley 

Davidson, Inc. The company has experienced several problems in the last 

years, mainly in 2020 due to the Pandemic situation. Despite this setback, 

Harley created “The Hardwire Strategy”, a plan that intends to renovate the 

brand, explore new target markets - while adapting to all types of customers 

- and to expand the company geographically. Therefore, we expect that Harley 

Davidson will increase its profits and significantly improve its operations in 

the future. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This report is part of the Harley Davidson’s Equity Research report (annexed) and should be read has 

an integral part of it. 
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Drivers and Forecasting 

Revenue Value Drivers 

Harley Davidson’ revenues (Graph 26) are defined by the number of customers and the 

respective ARPU (Average Revenue per User). Revenues’ forecast was estimated through the 

variation of the inflation rate (which affects ARPU, since average sale prices will increase as 

inflation also increases), the variation of GDP per capita and the variation of the urban population 

indicator (both affect the number of customers) (Graphs 27, 28 & 29). We believe that these 3 

indicators reflect an accurate forecasting strategy, since macroeconomic conditions (mainly in 

US, unquestionably the most relevant operating region for Harley) will have a major impact on 

the company’s profitability. Any change in motorcycles’ demand could affect the financial 

performance of the company. A macro slowdown could disturb sales for the overall industry, 

affecting the company’s ability to generate positive gross margins. It could also result in poor 

credit lending, leading to negative consumer impression. Additionally, even though motorcycle’s 

market will somehow change in the future due to developments in novel technologies (improving 

robotic efficiency, accuracy, and consistency), it is a market which growth has been consistent 

throughout the years and will continue to be. 

All the three indicators were predicted based on 5-region average where Harley Davidson 

operates (US, Canada, Latin America, EMEA and Asia Pacific), being the ones considered 

throughout the Work Project. The company is split into two segments: “Harley Davidson 

Motorcycle Company” (HDMC) and “Harley Davidson Financial Services” (HDFS). HDMC is 

divided into “Motorcycles”, “Parts & Accessories”, “General Merchandise” and “Others”. Until 

2020, Motorcycle segment was the one generating more revenues to Harley Davidson. However, 

this percentage has been dropping over the last 4 years, being compensated with an increase in 

the percentage of Parts & Accessories. 

In the past, Harley Davidson revenues experienced its highest levels closely to regional riding 

seasons, since at this time of the year the company’s wholesale motorcycle shipments are often 

higher. This seasonality is usually correlated with the timing of retail sales made by independent 

dealers (HD Annual Report, 2020). Last year, retail sales of new motorcycles models have 

dropped by 17.4% when compared to 2019, being this one of the highest decreases felt in the 

company in the latest years. Due to Covid-19, retail sales were negatively affected in Q1 and Q2 

of 2020, as the company briefly interrupted its manufacturing operations and independent dealers 

closed their own stores. On top of that, during 2020, the company's choice to hold-up from Q3 to 

Q1 the launch of the its annual new model highly impacted wholesale shipments and retail sales 

- as a result, the first shipments of this model only happened in Q1 of 2021, which contributed to 

the decrease in 2021 revenues (HD Annual Report, 2020). Overall, this decrease in revenue was 

mainly due to a decrease in volume as there were lower wholesale motorcycle shipments, as well 

as lower P&A and General Merchandise sales. As an additional note, foreign currency exchange 

rate relative to the US dollar was weaker, which negatively affected revenues. 

Besides the previously mentioned sales drivers, we also choose to pursue several perspectives 

to be able to evaluate HD revenues’ though many indicators and through several segments (such 

as Regions, Operating Sectors and Motorcycle Model) (Graph 30 and 31). Likewise, we 
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performed an analysis of the revenues from each motorcycle sold (Graph 32 and 33) 

(Sportster/Street Motorcycle, Cruiser Motorcycle, Touring Motorcycle and Other Models). Lastly, 

we performed a “Sales Drivers Top Down” (Graph 34) approach based on each region. 

MOTORCYCLES 

In comparison to its competitors, Harley Davidson feels its motorcycles keep attracting a higher 

retail price. 

Motorcycle segment represented 72% of the company’s revenue in 2020. By 2030, Motorcycle’s 

revenues are forecasted to be 3.644.813,03$, indicating that the company will recover from the 

decline felt in the past 4 years in the long-term, since the revenues from this segment were 

3,823,891$ (the highest value from 2017 until 2020).  

As a consequence of Covid-19, motorcycle shipments decreased by 32,1% in 2020, when 

compared to 2019. This turndown reflects the provisional closure of many independent dealership 

points in Q1 and Q2 of 2020, as well as the layoff of the company production operations. Touring 

motorcycles as a percentage of total shipments decreased during 2020, while the % of 

Sportster/Street Motorcycles increased compared to 2021 (Harley Davidson report). 

Motorcycle’ revenues will slightly increase from 2021 until 2030, based on our forecast. Regarding 

the evolution of sales per motorcycle model, the same will happen. Additionally, we believe that 

“Pan America Motorcycle Model” will significantly contribute to the segment growth, as it is part 

of the Adventure Touring Segment which is expected to grow just like it has been rising since 

2017. 

PARTS&ACCESSORIES, GENERAL MERCHANDISE, OTHERS 

“Parts & Accessories”, “General Merchandise”, “Others” and “Financial Services” Sectors 

Revenue are expected to grow at a positive similar rate (from 2021 on), following the same growth 

trend, as we can see in Graph 35. They are all fundamental to the company's ultimate and 

worldwide success. The company intends to boost the profitability of these businesses through 

the "Hardwire Strategy" by including new product and program offerings, improved execution, 

and more digital and in-dealership purchase options (HD Annual Report, 2020). 

HDFS 

“Financial Services” segment primarily consists of financing wholesale inventory and retail 

consumer loans, mainly for the purchase of the motorcycles (HD Annual Report, 2020). Inventory 

levels at independent dealers, who in general have more inventory in both Q1 and Q2 of every 

year, have an impact on wholesale financing. Usually, between mid-March and August, the retail 

financing sector experiences the highest volumes (HD Annual Report, 2020). One of the Hardwire 

Strategy goals is to double-digit the company’s growth in FS segment operating income from 

2021 until 2025. Financial Services income guidance raised between 95% and 105%, compared 

to the previous results (between 75% and 85%), driven by lower interest expense. Additionally, 

Q3 2021 retail credit losses were 0,84%, compared to Q3 2020 annualized credit loss of 1,40%. 

We also note that Harley extended terms for payment due dates, which avoids having to 

recognize loans as delinquent. All in all, despite the risks this segment represents – such as the 

management of the credit portfolio and increased competition environment – and the setback due 

to Covid-19, we expect that the company will be able to achieve the goal mentioned in the 

Hardwire Strategy. 
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UNITED STATES 

Looking at each region in detail, United States is where Harley Davidson has the biggest presence 

in the market (66% of HD revenues in the past years), as this is reflected in the company’s 

revenues. Harley Davidson has a lack of international appeal, and as such this is reflected in its 

revenues. This tendency could be somehow changed in the future, with more promotional 

campaigns and/or incentives, as the company would be more internationally present. It is a 

challenge that HD is trying to overcome. For instance, in international markets, the company uses 

third-party eCommerce websites and third-party financial institutions which provide products for 

Harley Davidson's retail clients, such as finance and insurance, not being a more accurate and 

direct way to represent the company’s products to its customers. Furthermore, there are 

additional risks associated while performing the operations in international markets, such as 

political risks, economic volatility, local labor market conditions, imposing foreign tariffs and other 

trading barriers, and the impact of both foreign and US government legislation and regulations to 

apply to international operations. This could represent a risk for Harley Davidson; therefore, it is 

recommended that the US continues to be the region that most contributes for the company 

success, but for the company to not be highly dependent on it. 

We expect the percentage of US revenues to increase (+21% from 2020 to 2021). US customers 

are expected to increase as both US population indicator and US GDP per capita indicator are 

forecasted to increase, according to the International Monetary Fund (IFM Datamapper, 2021). 

In the long run (from 2030 onwards), we expect that the US market will slowly be shrunk, giving 

space for the other existing regional markets to grow and develop (-13% from 2030 to 2035) 

(Graph 36). The US market will still be a priority to the company, but at the same time HD will 

concentrate efforts to expand other markets. 

When developing the sales drivers by region perception, HD revenues were based both on the 

number of customers and on the number of units sold. In both perspectives, US sales will rise 

until 2030. 

CANADA 

Canada accounts for a small part of the revenues for Harley Davidson. Based on the number of 

customers, Canada sales will decrease in the future (Graph 37), following the fact that the ARPU 

will keep decreasing in this country. Based on the number of units sold, the forecast will be the 

same. Consequently, Canada will be the less significant region for the company in the future, and 

Harley will prefer to concentrate itself in other regions. 

ASIA PACIFIC 

In terms of unit sales, Asia Pacific is the biggest marketplace in the world for the motorcycle 

industry. In June 2020, motorcycle sales in China reached about 1.3 million units. Until now, 

Harley Davidson hasn’t made its own mark in this regional market. APAC is the third regional 

market in the ranking of independent dealership points, coming after the US and EMEA, and 

followed by Canada and Latin America. With this, Harley Davidson planned to take different 

measures to penetrate this regional market: the company partnered both in China – Qianjiang 

Motorcycle Company to build more suitable motorcycles to the market – and in India – Hero 

MotoCorp to try to regain the lost market share in India. Rising incomes in India gives potential 

for the premium bike market (Mukherjee,2020). 

Despite Harley Davidson efforts, we believe that these measures will not have that much impact 
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in APAC. Harley Davidson announced that it is looking to wind down its assembly operations in 

India, because of the weak sales in this country and a poor future perspective. The company 

believes that the profitability doesn’t support the continuous investments in line with the future 

strategy. Based on our forecast – and in line with the company strategy – Asia Pacific revenues 

will decrease (Graph 37), both based on the customers base (-22%) and quantity sold (-14%). 

EMEA AND LATIN AMERICA 

Meanwhile, the EMEA region accounts for the second largest region as percentage of Harley 

Davidson revenues until 2025. From 2026 onwards, this region is surpassed by Latin America, 

which highly increases its growth rate. 

Regarding Latin America, revenues are expected to decrease by 69% from 2020 to 2024 and 

then, in the long term, our expectation is that revenues will increase by 67% from 2025-2030, 

recovering from the previous decline. 

Meanwhile, EMEA revenues will decrease (-14% from 2020 to 2021) in short term and in the long 

term (-10% from 2020 to 2030) (Graph 38), according to both perspectives. Weather may 

influence retail sales of independent dealers. As motorcycles are vehicles that don’t account for 

any protection of the driver in terms of weather conditions, unusually cold or wet conditions in a 

specific region (such as Middle East and/or Africa), may affect the demand of motorcycles for that 

specific region and adversely impacting sales. 

 

Operating Costs 

Harley-Davidson has its cost structure highly dependent of its Costs of Goods Sold (COGS) and 

SG&A.  

From 2019 to 2020 operating expenses decreased from 3,305,700$ to 2,500,322$. This 

happened primarily due to a lower employee cost caused by a decrease in the number of 

employees (5000 to 4600), a reduction in the incentive-based compensation cost and due to a 

lower discretionary budget, as the company was forced to put a lot of effort in managing its own 

costs as a response to the COVID-19 pandemic (HD Annual Report, 2020). However, this 

reduction was in part cancelled out by an increase in restructuring spending and, as so, even 

though operating expenses decreased, revenues also decreased in the same period. Moreover, 

manufacturing and other costs were negatively affected by an increase in the fixed cost per unit 

on lower production volumes. We expect the inflation cost of 6% of raw materials and components 

in Q3 2021 will continue in Q4. Also, there were incremental tariff costs imposed by European 

Union and China in the beginning of 2018 on Harley Davidson products shipped from the US and 

on specific items imported from China. In 2020 HD paid $24.5 million in tariff costs and in 2019 

the company paid $97.9 million – these costs were reduced in 2020 as the company started to 

ship to EU motorcycles produced in its Thailand facilities, and so reduced the cost of tariffs. 

However, from 2020 onwards, COGS are forecasted to increase, according to our estimate of the 

future (we estimated COGS as a % of revenues) (Graph 39). This forecast is not only based on 

the increase of steel prices worldwide, but also on the inflation expected for the following years. 

Likewise, average selling prices will also increase, avoiding gross margin to decline. With the 

objective of trying to avoid some of these costs, Harley Davidson motorcycles have standardized 

designs and key components, even though the brand still offers wide customizations. Additionally, 
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to avoid surplus, it is noticeable that Harley has been cutting production for the last 6 years. 

Therefore, HD planned production cuts are more related to the continuation of the shipment cuts. 

SG&A is composed by salaries and personnel-related costs. SG&A was forecast based on the 

number of employees and the SG&A per employee (Graph 41 and 42). Despite the labour cost 

inflation of 3% in 2021, SG&A costs are expected to slightly diminish over time (Graph 40), mainly 

due to the decreasing number of employees throughout the years. We believe in the accuracy of 

this forecast for the following 5-10 years as the Hardwire strategies include a workforce reduction 

and restructuring expenses, related to both employee and contract termination costs. 

 

CAPEX 

Every year, Harley Davidson needs equipment to manufacture its motorcycles, therefore it must 

spend money in replacements and/or repairments. This reduces the cash flow of the company. 

By looking at Graph 48, we can see how the CAPEX allocated to both HDMC and HDFS develops 

throughout the years. Naturally, HDMC is where more spending on physical assets is allocated, 

as this segment manufacturers all the motorcycles, parts & accessories. So far, the highest value 

for CAPEX in HDMC was almost 200,000$ (2018) and for HDFS was about 15,000$ (2018). 

Regarding CAPEX in HDFS, it showed a big decrease from 2017 to 2018 (≈56%) and from 2018 

to 2019 (≈67%). Based on The Hardwire Strategy, capital Expenditures are expected to have 

values between 190$M and 220$M, showing a moderate increase from 2019 to 2020. Regarding 

% of revenues, Harley Davidson has a higher percentage than its major competitor, Honda 

(Graph 43 and 44). We also expect Capex values to increase in the future, not only due to the 

reclassification of Opex vs Capex, but also due to their recent announcement – “cash allocation 

priorities are to reinvest in the business, then pay dividend and only then to perhaps repurchase 

shares” (in 2021 and 2022). 

Lease assets only appeared in this company in 2019 (61,618,000$), showing a 36% decrease in 

2020 (45,203,000$). On the 1st of January of 2019, the company adopted “Accounting Standards 

Update 2016-02 Leases” (New Accounting Standards) using the modified retrospective method. 

As a result, the company recognized a $60 million right-of-use lease asset and a matching lease 

obligation. It is important to state that most of the equipment and real state a company requires 

to operate is leased (rather than bought). Leasing has indeed several benefits, such as deploying 

the cash saved towards other investments that will grow in value, as well as the restorage of aged 

equipment with newer technology on a regular basis, boosting the productivity and profitability. 

Lease assets also impact ROIC, making it lower (9,14% in 2018 and 7,81% in 2019). 

Harley Davidson’s asset turnover has showed a decrease from 2017 until 2020 (mostly from 2019 

to 2020). This is a bad sign, as this ratio can be used as an indicator of efficiency reflecting how 

the company is using its assets to generate revenue. Harley Davidson, in comparison with its 

peers (Honda and Kawasaki) has the lowest asset turnover ratio (2017 to 2020). Kawasaki has 

been the one with the highest ratio (in the 4-year range), being always above 80% (Graph 45). 

 

Net Working Capital 

The most relevant captions from the Net Working Capital in 2020 are Finance Receivables 

(6,443,008$), Operating Cash (1,177,890$), Property, Plant and Equipment (743,784$) and 
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Inventories (523,497$). By looking at Graphs 46, 47, 48 and 49, we can see the variation (in %) 

for these captions throughout the past years. 

By looking at Graphs 50 and 51, we can observe the evolution of short-term activity ratios both 

for Harley Davidson and its competitor BMW Motorcycles. 

HD’s average collection period is quite low (has been decreasing from 2017 to 2020), being 

positive for the company. Everything else being equal, the company doesn’t have to allocate 

resources to pay other external sources since clients will pay soon. In BMW case, this indicator 

is also quite low. 

We can also comment on the high levels of the average holding period (low turnover ratio) of both 

companies (76 days for HD and 129 days for BMW Motorcycles, in 2020). Naturally, the 

Motorcycle Industry needs to sustain a higher turnover ratio (low average holding period), since 

holding goods in this highly competitive industry – evolving several areas – can be extremely 

costly. Therefore, both these companies have higher values than they should have, which brings 

several consequences, such as the pressure of the cash flow and the need to get external 

funding. Also, this metric is experiencing a rise throughout the last 4 years, being positive for the 

future of the company. 

The Average Payable Period represents the average number of days that it takes for the company 

to settle with its suppliers. The longer a company must pay to its suppliers, the less pressure it 

puts on its cash flow. This indicator in HD has been increasing, being positive for the company 

(25 days in 2017 to 42 days in 2020). Nevertheless, this indicator in BMW Motorcycles is much 

higher, being better for the latter company. 

Regarding the inventories, we can see an increase from 2017 to 2019 and a decrease of 13,27% 

from 2019 to 2020. Despite this reduction, the Average Holding Period in HD increased about 

13%. The decrease from 2019 to 2020 might have been justified by the JIT (Just in Time) 

Inventory System. The company implemented this system many years ago, with the goal of 

reducing inventory waste while increasing productivity, by quickly locating and solving 

manufacturer inefficiencies. Additionally, Harley Davidson reported a major decrease (48%) in 

new motorcycle shipments during the 4th quarter of 2020. This happened to adjust some errors 

that had already happened in the past, such as the excess of shipments which led to an offer 

surplus (compared to the level of demand they had back then). The reduced shipments resulted 

in a decrease in inventories, which eventually led to higher final prices for the motorcycles sold. 

This strategy was built under new CEO of the company, Jochen Zeitz, to drive up retail prices 

and eliminate model year-end discounting due to excess inventories. For the future, we believe 

that Harley Davidson will need to manage inventory levels to be structurally lower compared to 

Pre-Covid Period (avoiding production surplus) which can help pricing power.   

From 2019 to 2020, there was an increment in the operating cash flow mainly due to a positive 

variation in the working capital, owned by the lower levels of accounts receivable and inventory, 

as well as positive cash flows resulting from a lower wholesale financing activity because of lower 

loan originations. 

PP&E has been decreasing from 2016 to 2020, starting with a 1.41% decline from 2016 to 2017 

and ending up with a 12.23% decline from 2019 to 2020. One of the reasons why Harley 

Davidson’s PP&E is not increasing could be because the company doesn’t need to constantly 

upgrade its equipment to stay competitive – HD already has a durable competitive advantage. 

Instead, the company only replaces it when it wears out. By looking at Graph 52, we may observe 
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the composition of PP&E of Harley Davidson in 2020. The sectors with the highest weight are: 

Accumulated Depreciation and Machinery and Equipment. Given the cost of depreciable assets 

of 2,765,183$ (calculated with 428,171$ in Buildings, 1,577,337$ in Machinery and Equipment 

and 759,675$ in Software) and 2,279,740$ of accumulated depreciation, PP&E is 82% 

depreciated assuming straight line depreciation. We may conclude that Harley-Davidson’s PPE 

is older than we would expect assuming a regular replacement policy. 

 

Equity and Debt 

Harley Davidson’s D/E ratio (4,04 in 2020) means that the debt is 4,04 times higher than the 

equity. Regarding last year, Harley Davidson had 5$ of debt for every 1$ of equity, which results 

in a highly leveraged company and mainly dependent on debt financing. 

Regarding the competitors, Honda is a less leveraged firm, finishing 2020 with a D/E of 1,42 and 

Kawasaki had a ratio of 3,47 (see exhibit x). Looking at the median, we may see that Harley has 

a higher leverage ratio than the industry’s median. Furthermore, it is also stated that the average 

D/E ratio of “motorcycles, bicycles and parts” industry was 0,71 in 2020. 

The company showed a historical Debt over Asset ratio between a range of 70% and 75% from 

2017 to 2020 (see exhibit z). 

There are some risks for a firm to be highly leveraged since it can indicate a low borrowing 

capacity and borrowers may consider this firm not suitable to meet its obligations when it should. 

This might lower the firm’s financial flexibility. Nevertheless, there are some advantages in having 

a leveraged firm, such as the tax breaks. The tax return is deductible, and the amount of the 

interest paid on the loan reduces the total amount of taxable income for business. Therefore, it 

also reduces the effective cost associated with borrowing money for business purposes. 

In 2020, HD had a current ratio of 1,48, which means that the firm was able to use its short-term 

assets to meet short term obligations. In our comparison with BMW Motorcycle company, we may 

even see that HD is doing better in terms of liquidity than BMW Motorcycles (Graph 53 and 54). 

Nevertheless, it is important to state that Harley Davidson is a company with a high value of 

operating cash and inventories, therefore it is normal that its short-term assets are high. We must 

evaluate other metrics to see if the company actually has a high liquidity position in the market. 

The quick ratio is also higher than 1 from 2017 until 2020. We considered that the firm has a 

positive liquidity position. Finally, we can see that the cash ratio of the entity is below 1 in all years 

(2017 – 2020). This indicates that the firm has no ability to meet its short-term obligations using 

only the cash that is currently available in the company. Comparing to the ratios from the 

Motorcycle Industry, HD is worse than the average in 2018, 2019 and 2020 in terms of the current 

ratio and slightly equal in terms of quick ratio and cash ratio (Graph 55). Furthermore, HD has a 

high Gearing Ratio (about 80% from 2017 until 2020), meaning that 80% of the invested capital 

of the company is financed with debt. 

Concluding, the position of the firm liquidity is positive (due to the analysis on the Current Ration 

and on the Quick Ratio), nonetheless it is getting each time more dependent on the execution of 

its current assets (selling inventories or receiving from clients, for instance). If these two 

operations don not happen as expected, the company will have a worse liquidity position than it 

had 2 years ago. From a liquidity perspective (short – term), we may state the company is doing 

fine. From a capital structure perspective (long – term), the company’s position is not that positive 
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due to the high level of D/E and D/A. This may be confirmed with the low value of the solvency 

ratio (decreasing from 23% in 2017 to 17% in 2020). A low solvency ratio means that the company 

is at risk of defaulting on its own debt. The fact that HD continues to finance itself with debt it is 

not the best idea because it may not be able to repay its long-term debt to its borrowers. 

Through Graph 56 and 57, we may observe the forecast of the Current Ratio and the D/E ratio. 

According to this, the entity will rely less on debt to leverage itself in the next 5 years. 

 

Valuation 

DCF – Intrinsic Valuation 

We apply a 10-year DCF model as our primary valuation tool for HOG. We believe a DCF captures 

HOG's intrinsic value, driven by its strong FCF generation, always taking into account Harley 

Davidson’s past performance, and the work developed on its value drivers, relevant inputs and 

assumptions. We use a 2021 to 2030 WACC of 5,8% and a terminal growth rate of 0.50%. 

We estimate the cost of equity to be 8,91% (Table 2). This estimate is derived by the beta of 

1,351, a Market Risk Premium of 5,5% and a risk-free rate of 1,48%. The risk-free rate was the 

last observed rate of 2021 of the US 10-year Treasury Yield and so we considered this percentage 

as a proxy for our risk-free rate, as the US is Harley Davidson’s main regional market. We 

considered a MRP of 5,5%, recommended by Duff&Phelps. Regarding the levered beta, this was 

computed with data ranging from January 2011 until December 2020, considering monthly returns 

and the above mentioned 10-year Treasury Yield – after un-levering and re-levering the beta, we 

reached a 1,351 levered beta for Harley Davidson. When comparing with competitor’s betas, our 

beta is within the competitors’ betas range [0,96; 2,4]. 

Then, we estimate the cost of debt to be 3,7% (Table 3), derived by the probability of default of 

0,57% - according to the available data in Moody’s and S&P –, loss given default of 55% - 

considering our credit rating – and a 3,99% return on Harley Davidson’s bonds yield to maturity. 

As Harley-Davidson most recent notes are either medium-term notes – with the biggest maturity 

date to be July 2025 – or senior notes – mature in July 2045, we assumed an average of these 

two rates to be our 10-year bonds yield. 

Harley Davidson plans to maintain a high level of debt, reaching a market debt-to equity ratio of 

55%. Taking all these inputs into account and considering the current US statutory tax rate 21%, 

we reached a cost of capital of 5,61% (Table 4). 

 To account for risk and capital structure considerations, all FCFs and terminal value were 

discounted at the WACC. The cash flows were calculated over a 7-year period, from 2021 to 

2029, using the long-term growth rate and then a growing perpetuity model. In order to calculate 

the terminal value, a perpetuity growth formula was applied to the last projected FCF of 2029. 

 

After analysing Harley Davidson’s Return on Investment, it is possible to have the perception of 

the company using its capital to generate returns. We can say that Harley Davidson will be able 

to generate some value for its investors during the following years. The positive ROIC along with 
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the high investment rate of the company produces a positive long-term growth rate of 0,5%. 

Considering all these factors, the Core Enterprise Value is $18M. By discounting non-core 

liabilities - $140K - and net debt -$6M – to non-core assets – $90k –, and adding this to the core 

enterprise value, Common Equity Value of $12M. Having 154K shares outstanding, we calculate 

a target price per share of $78,76. 

As of 16th December 2021, Harley Davidson current stock price is $36,81. Our share price 

through the DCF method is $78,76. Our final recommendation is then a BUY recommendation, 

as the stock price is undervalued and so any investor will have a positive return, according to our 

analysis. 

 

Multiples – Relative Valuation 

We conducted a Multiples Valuation approach - a comparable analysis method that seeks to 

evaluate similar companies using the same standardized financial metrics. For this approach, 

Harley Davidson was compared with Polaris, Triumph Bikes, Yamaha Motorcycles and Honda, 

as we believe these are similar companies selling goods in the market at relatively similar prices. 

Before concluding the final indicators to use, we performed an analysis on EV/EBITDA; EV/EBIT; 

EV/Revenues and P/E. We then reached the conclusion that EBIT is a better measure than 

EBITDA, since the latter one doesn’t consider the investments made by the company. As a result, 

P/E and EV/EBIT are the best multiples to perform our analysis. 

Harley Davidson’s EV/EBIT is 13,16 (Table 7), higher than the mean of the peers – 8,295. 

According to that perspective, the estimated target share price is 55,50$ (Table 6), confirming 

that the company is undervalued. 

 

 

 

Harley Davidson’s Price-to-Earnings is 10.62, which means that an investor is willing to pay 

10.62$ for 1$ of current earnings. The P/E benchmark of the Motorcycle Industry is 20.4 and the 

benchmark for US companies is 15. Harley-Davidson's P/E of 10.62 indicates relatively low 

sentiment towards the stock. Furthermore, the mean estimated for the peers is 13,73, confirming 

the small P/E for the company (Table 7). According to P/E perspective, HD’s target share price 

is 35,26$ (Table 6), not considered to be undervalued when compared to the current market 

share price – 38,02$. 

Table 6 

Table 7 



By looking at the indicator ROIC, we might have a negative view on the company, as HD did not 

exhibit good values from 2018 to 2020. The benchmark of the industry for ROIC is 10,10%, being 

negative for Harley Davidson as it is below this average. 

Furthermore, a calculation of Harley Davidson’s share price based on the median price-to-sales 

ratio of the 4 competitors was performed (Table 8). The result for the share price was 24,71$. By 

looking at the graph below, we can also see the individual comparison between Harley Davidson 

and its peers – the analysis based on the P/S ratio of each company reflects a share price of 

32,04$ for Polaris; a share price of 24,71$ for Yamaha; and a share price of 15,06$ for Honda. 

Therefore, the share price of Harley Davidson is considered overvalued according to this 

perspective. 

 

Finally, we performed a Football Field analysis (Table 9), reaching the conclusion that the 

company is stated as undervalued, as the target share price is 71,03$ according to an average 

between Harley Davidson’s EBIT and DCF and 60,91$, according to an average between Harley 

Davidson’s Earnings and DCF. 

 

 

Sensitivity Analysis 

Considering that the valuation outcome through the DCF method is highly sensitive to the 

assumptions made through the whole valuation process, we performed a sensitivity analysis to 

access the impact of the uncertainties and risks previously mentioned. As our terminal value is a 

very positive and high value, it may not impact the final valuation – due to this, we will conduct an 

analysis based on variations in the cost of capital (WACC) and the terminal growth rate and how 

these may impact Harley Davidson’s enterprise value and share price. As such, we applied a 

change of 1% in the WACC and a change of either 0,25% or 1% in the growth rate – as we wanted 

to test different intervals in the latter variables. We can see these results in Table 10 and 11.  

 

With the changes considered in these two parameters, we obtain several different prices between 

44 and 427 and enterprise values between $13M and $72M. With this analysis, it is possible to 

analyse how sensible both the price and EV are to changes in WACC and G. analysing Table 10, 

it is possible to say that the share price is more sensitive to the terminal growth rate, as for the 

same % change, the difference between the considered upper and lower limit is higher in the 

TGR rather than in the WACC.  

As the WACC components result from key assumptions, we thought it would be interesting to test 

these and assess how changes in these assumptions would impact our cost of capital. The results 

Table 8 

Table 9 

Table 10 Table 11 



can be seen on the following tables. We applied a 1% change in both the cost of debt and cost 

of equity – by analysing Table 12 we conclude WACC is similarly sensitive to both costs, being 

only 0,02% more sensitive to the cost of equity, when comparing to the cost of debt. Looking at 

Table 13, we can state that the cost of equity is more sensitive changes in the beta rather than to 

changes in the MRP – this is expected as the beta reflects the systematic risk of a company in 

relation to the market, being specific to the company, whereas the MRP is the same for the whole 

considered market.  

 

 

Scenario Analysis 

For the scenario Analysis, we performed an evaluation to estimate the enterprise value of Harley 

Davidson (meaning, the company’s value in the market), based on 3 different scenarios. For that, 

we had in consideration the revenues’ growth rate from 2021 until 2025 and other one from 2025 

until 2030 (both values are uploaded according to the level of the scenario, being the actual one 

uploaded in the base scenario); a discount rate of 10% (the minimum return that the investor 

expects to get in the future) and the P/E. We assumed a discount rate of 10% as we considered 

that an investor may not be willing to invest in a company that would give him/her a return of less 

than 10% (since average return of S&P 500 is itself 10%). 

To be worthy to take that risk, the investor may have the goal to receive a return at least equal to 

the one in the S&P500 (>= 10%). 

We estimated 3 scenarios (a base scenario with the probability of 60%; the best scenario and the 

worst scenario, both with a likelihood to happen of 20%) (Table 14). 

 

In the base scenario the motorcycle shipments, model prices and retail sales rise in 2022 and 

2023. New management begins putting in place the foundations of the Hardwire Strategy. 

Operation risks still exist and will remain in the future, as the long – term revenue growth will be 

less than 1%. In this case, we estimated an Intrinsic Value for the company of 42,06$. 

On the best-case scenario, Harley Davidson is considered to achieve a strong turnaround. The 

company meet the initial goals for the Hardwire Strategy (such as cutting costs and reducing 

excess inventory) and the segments will prospect, where motorcycle segment will rise more than 

30% to 2022 and 2023. Harley market share will remain stable in the US and will increase in a 

global perspective. The company will be able to attract the younger generation and to succeed in 

Table 14 

Table 12 Table 13 



its electric motorcycle models, which will be highly significant for the company to prospect and to 

achieve an even better brand reputation. We estimated an Intrinsic Value for the company of 

51,01$. 

On the worst-case scenario, Harley struggles to grow Motorcycle segment margins’ and will still 

be highly affected due to covid in Q4 2021 and in 2022. The company won’t be able to cut the 

production surplus and will face the obligation to cut prices. In general, global motorcycle retail 

sales will decline and the market won’t be able to achieve the estimated CAGR neither in 2030 

nor in 2038. Hardwire Strategy fails and the company won’t be able to appeal the youngest 

generation. Also, the launch electric models won’t achieve the success the company wanted. We 

estimated an Intrinsic Value for the company of 24,07$. 

Conclusion 

After a wide research at Harley Davidson’ operations, future outlooks, internal and external 

environment, market trends and a comparable analysis between its peers, we computed an 

intrinsic and relative valuation for the financial components of the company. Both perspectives 

indicate that the stock price is undervalued, which means that the share price in the market is 

lower than what the company actually values. According to our calculations, the target price in 

the future is 90$, which indicate that the company will surpass the current complications and grow 

at a positive rate – like we performed on our assumptions and forecasts – and investors will have 

a much better return.  

Besides the risks the company faces - such as the manufacturing challenges, macroeconomic 

conditions, HDFS delinquencies rise, pressure from competitors and the investment in the electric 

market – we predict that Harley Davidson will acknowledge a turnaround and operate according 

to the Hardwire Strategy, with all the segments driving growth. It is also expected the number of 

customers to increase (attraction of the younger generations) and its entry in the electric market 

to be successful. 

Therefore, our final recommendation is to BUY. 
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 We recommend the average investor to BUY a position in 

Harley Davidson. Its current share price is 38,02$ and the target 

price we estimated is 86,56$. This leads to an investor expected 

return of 7,74% and an annual dividend of 0,60$. 

 HD has always been admired as one of the world’s largest 

motorcycle companies, capturing about ½ heavyweight domestic 

retail motorcycle registrations. Besides the Covid-19 pandemic, the 

company repositioned its business in 2020, leading to a decrease 

in several operations parameters, like revenues. Still, the firm is 

expected to expand and recover from its latest setback. In 

Sep2021, a new launch model, Pan America, was a success. 

 We expect a 6% increase in Revenues (2019-2023), 

namely based on the Hardwire Strategic Plan and on the projected 

growth for the Global Motorcycle Market (expected to reach a 2% 

CAGR in 2030 and 7,2% CAGR in 2028), overcoming the negative 

economic situation. 

 It is an extremely competitive market for Harley Davidson. 

We also forecast positive margin expansion in the upcoming years 

as companies have a chance to add prices. 

 The liquidity and activity position of the firm aims to 

financially support the company’ transformations in the upcoming 

period. 

Company description 
Harley Davidson is an American company founded in 1903. The 
company has survived periods of poor economic health and 
intense global competition and is currently one of the world’s 
largest motorcycle manufacturer. Its stock is traded on the NYSE 
((New York Stock Exchange). 
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(Values in € millions) 2020 2021E 2022F 

Revenues 4.054$B 5.04$B 6,57$B 

EBITDA 0.281$B 0.909$B 1.762$B 

Operating Income 0.01$B 0.711$B 1.392$B 

EPS 0.01$ 1.05$ 1.98$ 

P/E    8.4 10.98 11.50 

P/FCF 5.31 6.76 7.65 

Source: Harley Davidson, Financial Statements 
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Company Overview 
Harley-Davidson – a worldwide famous motorcycle company - was founded in 

1903 by the three brothers – Arthur, Walter and William, along with William S. –, 

being now the number one player in the US in the motorcycle industry. Its 

headquarter is in Milwaukee, Wisconsin (United States), where the company built 

its first motorcycle. Both demand and supply boomed after the company’s 

founding year, and by 1907 the company began to advertise. 

Today, Harley-Davidson is present worldwide, having more than 1400 

independently owned Harley-Davidson dealerships in almost 100 countries 

through a combination of Authorized H-D Dealers, Authorized H-D Rental 

Dealers and Harley-Davidson Online Store, and more than 5000 employees 

around the world. The company retails a wide range of motorcycles, such as 

touring-, cruiser-, trike-, and off-road-bikes. As we can see in Graph 1, 

motorcycle shipments have always been more than 40000 units, regardless the 

motorcycle type and the year. The model with the highest variation in shipments 

was Touring Motorcycle, with 101942 in 2018 and only 50540 in 2020. 

Nevertheless, Touring was still the one that most contributed to the company’s 

revenue in 2020 (Graph 2), with approximately $1.699.839,31 in sales, being the 

most expensive one. 

Despite having only 4% global market share in revenue, the company’s 

motivation is to become the most hunted brand worldwide. They manage to stay 

head from the industry competitors by manufacturing with the highest quality and 

greatest innovation, focusing always on personalizing their costumers’ 

experience when riding a motorcycle by providing them products that offer a 

proper and unique community lifestyle. In 2020, Honda, Yamaha, Hero MotoCorp 

and Bajaj were ahead of Harley Davidson in terms of Global Market Share in 

revenue (Graph 3). Despite having higher prices than its competitors, the latter 

companies managed to sell more worldwide, being this reflected in their global 

market share. Harley-Davidson the larger motorcycle manufacturer based in the 

US – having 31% of market share -, however in the rest of the world the company 

still has to grow. 

Harley-Davidson’s annual revenue has dropped from 2018 – $5,716 Billion – to 

2020 – $4,053 Billion (Graph 4). Regarding the EBITDA, it decreased 67,86% 

from 2019 to 2020. This fall might be caused, not only by the Covid-19 pandemic 

– which highly affected the company supply chain, manufacturers, and dealers – 

but also by its low international presence – the percentage of sales from Europe, 

Africa and Asia together is less than half when compared to the company’s sales 

Graph 2 

Graph 1 

Graph 3 

Graph 4 
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in the US and those numbers are still declining (Graph 5). With revolutionary 

products, customized encounters and client esteem creation, Harley-Davidson 

has the mission to lead the Motorcycles Industry through development, 

advancement and feeling. 

Throughout the past century, Harley-Davidson’s strongest competitors are 

considered to be Triumph (UK), Yamaha Motor (Japan), Ducati (Italy), Suzuki 

(Japan), Bajaj (India) and Honda (Japan). In the future, HD counts with new 

entrants in the market and is aiming to 'disrupt itself' ahead of new competition. 

The “Hardwire” (Figure 1 and 2) is the company’s strategic plan that will be 

implemented from 2021 until 2025, designed to make Harley Davidson one of the 

most famous brands in the world. It will be a difficult task, looking at the last 

years’ operations of the company, which yield some negative results. The 

strategic priorities for the Hardwire are, among others, to invest in strongest 

motorcycle segments, such as the Touring, Cruiser and Trike Model; to mainly 

focus on United States, DACH (Germany, Austria and Switzerland), Japan, 

China, Canada, France, United Kingdom and Italy; to invest in the electric 

motorcycle market; to expand their operations in “Parts and Accessories” and 

“General Merchandise” segments; to improve in “Motorcycles” segment by 

increasing efficiencies across operations and, lastly, to create capital investments 

within the range of $190 and $250 Million, per year. The company will invest of 

the strongest segments by, at the same time, reducing its product line by 30% - 

this is a smart decision as many of their models overlap as they are very similar. 

By eliminating the ones with worst results, the company will have a more 

streamlined product portfolio, helping to reduce costs, which is also one of the 

company’s goals. This will enable the company to fulfil some of its strategic 

priorities, such as the improvement in the “Motorcycles” segments and, at the 

same time, the investment in the strongest segments within this particular 

segment. Moreover, HD’s planned countries to focus on Europe will positively be 

aligned with the ended dispute between US and EU on steel and aluminium 

tariffs, the imported raw materials of the company. Nevertheless, regarding the 

investment in electric motorcycles, it will take time until this is a reality to the 

youngest generation, so HD should not consider electric sales as a major impact 

to the company total sales, in a 3-year range.  

 

 

 

Graph 5 
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Business Model 

The company sells its products worldwide - not only motorcycles, but also 

General Merchandise, Parts & Accessories (such as home décor, toys or video 

games) – under the “Harley Davidson” brand. Motorcycle’s segment is the one 

that most contributes to the company revenues’, followed by the Financial 

Services segment, Parts and Accessories, General Merchandise and Other 

(Graph 6). 

Regarding the business model patterns, the company does Direct Selling – 

having several brand stores selling both the motorcycles and the merchandise of 

the brand –, Experience Selling – where Harley Davidson pretends to increase 

the customer experience offered with the product and/or service –, Franchising – 

HD works with individual dealers, supporting them with services related to 

Finance and Insurance. The dealers are an extremely important part of the 

company (Graph 7), as they both work as ambassadors of the brand and the 

keepers of the brand’s culture. 

For the customer-relationship building strategies, HD created HOG - Harley 

Owners Group - a membership group that has the purpose to relate HD 

motorcycle’ riders with each other and with the entity itself. HOG provides access 

to exclusive benefits to help customers getting the most out of Harley’s 

ownership experience, assisting them with all kind of problems regarding riding a 

motorcycle, such as sessions related with maintenance or providing support and 

ideas on how to create a local motorbike club.  

Merchandise segment is highly relevant for the company, regarding the sales it 

generates each year. Harley has a particular licensing strategy and takes 

products only when they are related to the image the company wants to pass its 

customers. This positively influences our expectation on sales growth of “General 

merchandise” Segment. 

When it comes to Supply Chain, the entity insists on having severe rules for its 

multiple suppliers, in order to always comply with the quality of the products and 

to achieve the maximum level of productivity. All these strategies are significant 

to make sure that the relationship company-customer and the quality of the brand 

products are fulfilled. Therefore, we believe that even during bad times, the 

company will always have a large portion of loyal clients to rely on, affecting its 

revenues. This gives us some confidence for the future of the company. 

Additionally, Harley has asked all dealers to put their used bike inventory on a 

shared national website, which reinforces the idea that the company is interested 

Graph 6 
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in customer information. The new management often speaks about omni-channel 

sales, which leaves some dealers concerned that HD may try more direct sales. 

 

Shareholders Structure 

In 1965, Harley Davidson went public and in 1986 completed the Initial Public 

Offering (IPO), with 1.43 million shares valued between 9$ and 11$ per share. 

Harley-Davidson’ (HOG) common stock is traded on the New York Stock 

Exchange. On 31st January 2020, 68 506 shareholders had the company´ stock. 

There were also 154 million shares outstanding. 

Institutional investors have a major part of the ownership of the company´ shares 

(97,15%), the highest percentage compared with companies from the same 

Industry. The ownership structure is composed by 47,73% of mutual fund 

holders; 49,63% of other institutional investors and 2,49% of individual 

stakeholders (Graph 8).  

Currently, Jochen Zeitz is the Chairman, President and CEO of HD, while Julie 

Anding is the Vice President and CAO of the company. 

 

Geographic Presence 

Harley Davidson operates all over the world, and its revenues are structured 

according to the following locations: US, Canada, EMEA (Europe, Middle East 

and Africa), Asia-Pacific and Latin America. 

US has always been the region that generates more revenues – and the same is 

expected in the future –, contemplating the necessity in the US marketplace. It 

was composed by 57,50% of the total sales in 2020. Canada had 3,59% of the 

total sales in 2020; EMEA 20,48% (being the second largest market for HD 

motorcycles); Asia-Pacific 15,10% and Latin America 3,33%. 

US region has showed a decrease in sales unit from 2017 until 2020 (Graph 9, 

10, 11 & 12), which may be explained by several downside trends such as the 

aging of the population and the reduction of their physical abilities to ride a 

motorcycle. These trends may trigger complications in terms of market share in 

the future, since the company will have to expand to unexploited target markets, 

to maintain the same (or increase) number of clients. Therefore, in an early 

period of transformation, it might be difficult to represent the brand to the younger 

population, eliminating the idea that these bikes are only suitable for the older 

generation. In places such as Asia Pacific and Latin America, the unit sales as a 

Graph 12 
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percentage of the total sales have been slightly rising, perhaps due to the 

increasingly focus of the company on unexploited demographic segments, such 

as Brazil, China and India. As so, with the diversification of the target market, the 

company assumes that its revenues and the overall operation will grow in the 

upcoming 5 years. In Canada and EMEA, the respective percentage has been 

constant over the years, with minor increases or downsides. 

 

Stock Performance 

Harley Davidson has a 52-week range ($) between 31,20$ (14,5% below the 

current share price) and 52,06$ (42,7% above the current share price). 

Harley Davidson’ share price has showed an increase between 2008 and 2013 

and a reduction from 2014 until 2020 (with a slight growth in 2016). Graph 13 

reveals the comparison between the evolution of the stock price of the company 

and the revenue growth rate (%), both from 2007 until 2020. A relation between a 

negative growth rate and the decline of the stock price may be notable since the 

company wasn’t growing and therefore investors weren’t willing to buy Harley 

Davidson’ shares at the current price. Likewise, a positive revenue growth 

demonstrates an increase in the stock price. S&P500 average return of the last 5 

years is 116,58%, a lot compared to Harley Davidson 5-year average - 34,92%. 

Regarding the average of last year, HD has 7,74% return, while S&P has 

39,13%. Even though Covid-19 situation has disputed negative results to the 

company through shareholder’s eyes (as it may be noticed in the above-

mentioned values), the company financially surpassed the situation, reporting 

4,3$ billion of revenues for the 1st, 2nd and 3rd quarter of 2021, being 30% 

above of 2020 (for the same period). For the full year, the company expects 

Motorcycle segment revenue growth to be above 30%. The business continues 

to perform well and has an improving earnings outlook. Therefore, we believe 

that revenues will continue to growth at a constant pace and stock price won’t 

decrease considerably in the next upcoming periods. We perceive Harley stock 

price as a good opportunity for investors to climb in. 

The evolution of the company buyback’s is not constant (Graph 14), as there 

might be a negative relation between the growth of the share price and number 

of share buybacks. This will certainly be reflected in the future. 

 

 

 

Graph 14 
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Macroeconomic Environment 
This sector is likely to be threatened by the current environmental, economic, and 

legal trends – these can negatively impact the business results and weaken the 

value and benefits associated with their products and the companies' user base. 

Looking at the economic situation, consumers’ purchasing power (Graph 15) will 

diminish due to the economic recession caused by Covid-19, and therefore so 

does the demand for leisure motorcycles. Also, as an economic recession is 

expected due to the pandemic, the economy will be more fragile and, as a result, 

there will be less availability of credit (European Central Bank, 2021). Even so, if 

the pandemic doesn’t persist in the long-term, the 2008 Recession keeps 

affecting consumer buying habits – there has been a decline in the purchasing 

rate of luxury items in the latest years (Freedonia, 2021). These events will poorly 

impact our expectation on sales growth. Even though we consider that the 

change on HD strategy will contribute to the company’s growth on the following 

years – and some positive results can already be seen when looking to the Q3 

2021 results –, this growth rate won’t be as high as the Hardwire Strategy would 

have planned, mainly due to these unexpected events, which will flatter the 

growth rate. 

Furthermore, ecological concerns and carbon-regulations pose a major threat to 

the classic model of a motorcycle. There is an increasing demand for 

environmentally friendly products – in the motorcycle industry, for motorcycles 

that have the eco-friendly features with low-carbon lifestyles (Graph 16) – and as 

a result, companies need to adapt their manufacturing processes to fulfil its 

customers’ needs, by using alternative and more sustainable materials.  

Still, the technological advances in electric vehicles, governmental subsidies for 

decarbonization efforts and international free trade agreements – which ease 

companies’ global expansion – could likewise set out huge open doors for the 

manufacturers, if they succeed in adapting to these trends soon enough. 

Moreover, the growing government endorsement of e-commerce enables firms to 

reach out different markets through online channels (Thompson, 2017). 

Technologically, there is now an increasing accessibility of green technologies in 

the motorcycle industry. Manufacturers are adopting them as most motorcycles 

do not have high green standards and this is an important decision-making factor 

for most buyers nowadays (Thompson, 2017). Additionally, technological 

advances such as anti-lock brakes are making motorcycle riding less dangerous 
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(Hinchliffe, 2020), which will help to diminish the high rate of fatalities and 

accidents, and so contradict the belief that many people still have on how 

dangerous riding a motorcycle is (Graph 17). 

The launch of an electric motorcycle is part of Harley Davidson’s (very soon) 

future plans, as the company intends to invest in the electric market (Hardwire 

Strategy). As soon as this big move is out in the market, in 2022 as announced, 

demand will slowly increase as the consumers’ sustainable desire will be fulfilled, 

contributing positively to the sales growth of the company. 

 

Motorcycles Market 
Harley-Davidson´ brand is known worldwide as one of the most relevant 

companies in the motorcycle market, being the number one player in the US, 

where the company has the highest market share of the industry (31,1%), 

followed by Honda (20,8%) (Graph 18). Driven by the rise of personnel income 

levels and consumer spending in certain areas, the booming of the demand for 

electric motorcycles and through the integration of advanced analytics and 

business intelligence the global motorcycle market is expected to witness a 

positive evolution onto the following years. 

In a wider outlook, motorcycles’ global unit sales are about 44130.60 thousand, 

reaching a revenue in the last year of US$ 109,087 million. The demand for the 

motorcycle industry is projected to increase about 4,3% per year until 2024, 

which is a considerable expansion over the period between 2014 – 2019. The 

market´ CAGR from 2021 until 2028 is expected to reach 7,2%, resulting in a 

predictable market capacity of 485.670M$US in 2028. Regarding Motorcycles’ 

unit sales, it is expected to reach 60921.57 thousand in 2026, an increase of 

38,05%. Harley Davidson is therefore expected to operate in a competitive 

environment and exposed to several threats. 

The aging of the population (Graph 19) has been reducing the motorcycles 

demand, cutting back some of the industry’s growth. Motorcycles turn out to be a 

less    convenient    way    of    travelling    as     the     target     customers 

continue to age and so their physical aptitudes are weaker. As a result, 

manufacturers are starting to focus on untapped demographic segments to 

diversify the customer base. 

Regarding the market share of the industry by region, the most promising 

markets are China, India, United States and Japan (Press Release, 2021). 

Nevertheless, motorcycle production and demand in countries such as India and 

Graph 18 
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China have been decreasing, mainly from 2018 until 2020 (Graphs 20 and 21). 

With the stagnation of production and the demand decline, the introduction of 

electric motorcycles is necessary, in order to accelerate the market growth. This 

could be harmful for Harley Davidson in the sense that they may depend more on 

unexploited markets to assure their new strategy. 

Furthermore, steel prices (one of motorcycles’ raw materials) have been rising 

gradually from 2016 onwards. 2021 has also experienced a similar jump on steel 

prices as the sector did between 2016 and 2017, when prices increased by 

nearly three times. Every year seems to be more volatile than the last, and 2020 

was no exception. This is also a bad sign for motorcycle market. 

Regarding the positioning map of the industry, Harley-Davidson is considered a 

premium brand, but unreliable due to regular high maintenance costs and a bad 

history of breaking that they have already overcome, but reputation still stain for 

today; while Honda, for instance, is considered less premium but with a high level 

of reliability (Figure 3). 

 

Competitors 

Concerning the first Porter Analysis’ metric – Industry Rivalry – we can state that 

Harley-Davidson creates a high level of rivalry within the Moto Industry, mainly 

due to the large number of strong competitors. The company competes with 

several large and powerful companies in US such as Harley-Davidson (31,1%), 

Honda (20,8%), Yamaha (12,2%), Kawasaki (11,9%), Suzuki (5,3%) and BMW 

(3,2%) (Graph 22). The remaining 15,5% of the market are shared between 

several smaller brands. On a global scale, Honda is the leader of the market with 

33.2% market share in terms of revenue, while Harley-Davidson is on the fourth 

place with 3.1% market share (Graph 23). Globally, in the future, we believe that 

the market share of Harley Davidson will increase, not only due to their 

international expansion concern, but also due to increasing revenues across the 

several regions. 

To start with, Honda Motor was a motorcycle manufacturer only. Nowadays, the 

company also produces automobiles (which constitutes 65% of the revenues) 

and power products such as boat engines, generators, and lawnmowers. In the 

past fiscal year – 2020 - Honda sold around 19.7 million cars and motorcycles. 

Its consolidated sales were JPY 13.2 trillion. Even though motorcycle’ sales only 

accounts for 14% of revenues, Honda is a serious threat for HD, since the brand 

its known for its quality and popularity in cars worldwide. Therefore, Harley 

should keep up with Honda in the future, regarding new launch models and 

Figure 3 

Graph 22 
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partnerships. 

Yamaha is an automobile and electronics manufacturing company. With 

$1,471.3 billion per year in sales, the major percentage of the company’s 

revenue comes from the motorcycle segment – approximately 64% -, which 

produces on- and off-road motorcycles, as well as related motorcycle parts. 

Yamaha draws most sales from Asia, with North America and Europe as the next 

most significant markets, which constitutes a risk to Harley Davidson mainly in 

Asia Pacific, since it is a region the company pretends to expand. 

Kawasaki is a Japanese corporation that produces motorcycles, engines, heavy 

equipment, aerospace and defence equipment, rolling stock and ships, 

headquartered in Japan (Kawasaki, 2021). 

Suzuki is one of the leading Japanese companies in the industry that 

manufactures automobiles, motorcycles, and their related parts. The company 

has manufactures in the United States, Japan, Taiwan, India, Pakistan, 

Indonesia, Thailand, and Hungary, being Japan the leader in sales, accounting 

for nearly 35% of sales (History of Suzuki, 2021).  

BMW is a company that makes and sells automobiles and motorcycles. 

Automotive, motorbikes, financial services, and other businesses are BMW's 

business segments. BMW is also the parent company of Rolls-Royce Motor 

Automobiles and owns and makes Mini cars. BMW, along with Audi and 

Mercedes-Benz, is one of the "German Big 3" luxury automakers, considered the 

world's three best-selling luxury automakers (BMW Group, Company, 2021). 

The average selling price per motorcycle model per brand is indicated in Graph 

24. We can conclude that HD has one of the highest prices in the market. 

 

Considering some key performance indicators of Harley Davidson and its peers 

(Table 1), the company is having a poor performance when compared to Honda 

and Yamaha regarding the ROI and net income. However, in terms of market 

size, Harley Davidson is the biggest, presenting the highest profit margin. 

All in all, we believe that Harley will continue to have a highly competitive 

environment in the future, aligned with a difficult pivot to electrification. 

Nevertheless, the brand has an enormous value for its clients and a top 
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management team that can leverage the brand to find “profitable growth”, even 

during a pandemic time. 

 

Generation Trends 
Harley Davidson Target Market was mainly males, aged 55 and above. Their 

original target was the Baby Boomer Generation (born between 1946 and 1964). 

With a comfortable income, these consumers identified motorcycling as a 

passionate hobby and were able to buy expensive vehicles. Due to its portfolio of 

loyal clients, the brand Harley Davidson built an impressive legacy. 

Nevertheless, the company is nowadays more associated with falling sales and 

loss of prestige. With an additional complicated consumer attraction due to the 

lower bike enthusiasts and the aging of the Baby Boomers, the firm was forced to 

expand its target market to younger consumers, between the ages of 22 and 38. 

The firm wants now to attract Generation X (born between 1965 and 1980) and 

Generation Y/Millennials (born between 1981 and 1996). In Graph 25, we can 

see how Baby Boomers Generation, despite being the one with the highest 

average spend per transaction ($), is the one with the lowest number of total 

transactions. This target is composed by motorcycle supporters and non-riders 

with above-average income. To attract young consumers and convert them into 

loyal ones may be demanding since younger riders generally buy these vehicles 

for convenience and ease of transportation, not exactly due to the status of the 

brand or for recreational purposes. Therefore, it will be challenging for Harley 

Davidson to fully engage the brand perception into the consumer profile, since 

the firm wants its consumers to feel the community experience rather than just 

riding a motorcycle.  

The main question for Harley Davidson is whether they are going to bring in 

Millennials at such a pace to be able to offset the lost sales from Baby Boomers, 

who are approaching the retirement age.   

We believe that Harley Davidson will be able to update and reposition its brand 

into the new set of customers. Firstly, a new electric model (The “LiveWire One”) 

was already launched and will be available for purchase in 2022. We believe that 

Harley Davidson should build the “LiveWire” as a stand-alone brand, since may 

not appeal to Harley core customer demographics, leading to brand diluting if 

kept together under the same umbrella. It will be quite a long process since the 

market is yet limited (lack of fast charge infrastructure) and the bike will only be 

available in 12 dealerships spread over 3 states. Nonetheless, it is a good start to 

attract the younger generation. Furthermore, according to the Hardwire Strategy, 
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the company wants to focus on customers, creating customized products, 

services, and experiences. The Hardwire Strategy puts customers at the forefront 

of the company’s products - from riders who are not fully familiar with the brand 

and just learned how to ride a motorcycle, until loyal clients who are passionate 

about this lifestyle. We also believe that – in a near future - the company should 

invest in models related to young people and their practical lifestyle, such as the 

Street and the Sportster Model, selling these models mainly to US and Europe. 

Considering the assessment of the success of the electric model will take years, 

we believe the company shouldn’t depend on those sales for the next 2-3 years. 

 

Drivers and Forecasting 

Revenue Value Drivers 

Harley Davidson’ revenues (Graph 26) are defined by the number of customers 

and the respective ARPU (Average Revenue per User). Revenues’ forecast was 

estimated through the variation of the inflation rate (which affects ARPU, since 

average sale prices will increase as inflation also increases), the variation of GDP 

per capita and the variation of the urban population indicator (both affect the 

number of customers) (Graphs 27, 28 & 29). We believe that these 3 indicators 

reflect an accurate forecasting strategy, since macroeconomic conditions (mainly 

in US, unquestionably the most relevant operating region for Harley) will have a 

major impact on the company’s profitability. Any change in motorcycles’ demand 

could affect the financial performance of the company. A macro slowdown could 

disturb sales for the overall industry, affecting the company’s ability to generate 

positive gross margins. It could also result in poor credit lending, leading to 

negative consumer impression. Additionally, even though motorcycle’s market 

will somehow change in the future due to developments in novel technologies 

(improving robotic efficiency, accuracy, and consistency), it is a market which 

growth has been consistent throughout the years and will continue to be. 

All the three indicators were predicted based on 5-region average where Harley 

Davidson operates (US, Canada, Latin America, EMEA and Asia Pacific), being 

the ones considered throughout the Work Project. The company is split into two 

segments: “Harley Davidson Motorcycle Company” (HDMC) and “Harley 

Davidson Financial Services” (HDFS). HDMC is divided into “Motorcycles”, “Parts 

& Accessories”, “General Merchandise” and “Others”. Until 2020, Motorcycle 

segment was the one generating more revenues to Harley Davidson. However, 

this percentage has been dropping over the last 4 years, being compensated with 

an increase in the percentage of Parts & Accessories. 
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In the past, Harley Davidson revenues experienced its highest levels closely to 

regional riding seasons, since at this time of the year the company’s wholesale 

motorcycle shipments are often higher. This seasonality is usually correlated with 

the timing of retail sales made by independent dealers (HD Annual Report, 2020). 

Last year, retail sales of new motorcycles models have dropped by 17.4% when 

compared to 2019, being this one of the highest decreases felt in the company in 

the latest years. Due to Covid-19, retail sales were negatively affected in Q1 and 

Q2 of 2020, as the company briefly interrupted its manufacturing operations and 

independent dealers closed their own stores. On top of that, during 2020, the 

company's choice to hold-up from Q3 to Q1 the launch of the its annual new 

model highly impacted wholesale shipments and retail sales - as a result, the first 

shipments of this model only happened in Q1 of 2021, which contributed to the 

decrease in 2021 revenues (HD Annual Report, 2020). Overall, this decrease in 

revenue was mainly due to a decrease in volume as there were lower wholesale 

motorcycle shipments, as well as lower P&A and General Merchandise sales. As 

an additional note, foreign currency exchange rate relative to the US dollar was 

weaker, which negatively affected revenues. 

Besides the previously mentioned sales drivers, we also choose to pursue 

several perspectives to be able to evaluate HD revenues’ though many indicators 

and through several segments (such as Regions, Operating Sectors and 

Motorcycle Model) (Graph 30 and 31). Likewise, we performed an analysis of the 

revenues from each motorcycle sold (Graph 32 and 33) (Sportster/Street 

Motorcycle, Cruiser Motorcycle, Touring Motorcycle and Other Models). Lastly, 

we performed a “Sales Drivers Top Down” (Graph 34) approach based on each 

region. 

MOTORCYCLES 

In comparison to its competitors, Harley Davidson feels its motorcycles keep 

attracting a higher retail price. 

Motorcycle segment represented 72% of the company’s revenue in 2020. By 

2030, Motorcycle’s revenues are forecasted to be 3.644.813,03$, indicating that 

the company will recover from the decline felt in the past 4 years in the long-term, 

since the revenues from this segment were 3,823,891$ (the highest value from 

2017 until 2020).  

As a consequence of Covid-19, motorcycle shipments decreased by 32,1% in 

2020, when compared to 2019. This turndown reflects the provisional closure of 

many independent dealership points in Q1 and Q2 of 2020, as well as the layoff 

of the company production operations. Touring motorcycles as a percentage of 
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total shipments decreased during 2020, while the % of Sportster/Street 

Motorcycles increased compared to 2021 (Harley Davidson report). 

Motorcycle’ revenues will slightly increase from 2021 until 2030, based on our 

forecast. Regarding the evolution of sales per motorcycle model, the same will 

happen. Additionally, we believe that “Pan America Motorcycle Model” will 

significantly contribute to the segment growth, as it is part of the Adventure 

Touring Segment which is expected to grow just like it has been rising since 

2017. 

PARTS&ACCESSORIES, GENERAL MERCHANDISE, OTHERS 

“Parts & Accessories”, “General Merchandise”, “Others” and “Financial Services” 

Sectors Revenue are expected to grow at a positive similar rate (from 2021 on), 

following the same growth trend, as we can see in Graph 35. They are all 

fundamental to the company's ultimate and worldwide success. The company 

intends to boost the profitability of these businesses through the "Hardwire 

Strategy" by including new product and program offerings, improved execution, 

and more digital and in-dealership purchase options (HD Annual Report, 2020). 

HDFS 

“Financial Services” segment primarily consists of financing wholesale inventory 

and retail consumer loans, mainly for the purchase of the motorcycles (HD 

Annual Report, 2020). Inventory levels at independent dealers, who in general 

have more inventory in both Q1 and Q2 of every year, have an impact on 

wholesale financing. Usually, between mid-March and August, the retail financing 

sector experiences the highest volumes (HD Annual Report, 2020). One of the 

Hardwire Strategy goals is to double-digit the company’s growth in FS segment 

operating income from 2021 until 2025. Financial Services income guidance 

raised between 95% and 105%, compared to the previous results (between 75% 

and 85%), driven by lower interest expense. Additionally, Q3 2021 retail credit 

losses were 0,84%, compared to Q3 2020 annualized credit loss of 1,40%. We 

also note that Harley extended terms for payment due dates, which avoids 

having to recognize loans as delinquent. All in all, despite the risks this segment 

represents – such as the management of the credit portfolio and increased 

competition environment – and the setback due to Covid-19, we expect that the 

company will be able to achieve the goal mentioned in the Hardwire Strategy. 

UNITED STATES 

Looking at each region in detail, United States is where Harley Davidson has the 

biggest presence in the market (66% of HD revenues in the past years), as this is 

reflected in the company’s revenues. Harley Davidson has a lack of international 
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appeal, and as such this is reflected in its revenues. This tendency could be 

somehow changed in the future, with more promotional campaigns and/or 

incentives, as the company would be more internationally present. It is a 

challenge that HD is trying to overcome. For instance, in international markets, 

the company uses third-party eCommerce websites and third-party financial 

institutions which provide products for Harley Davidson's retail clients, such as 

finance and insurance, not being a more accurate and direct way to represent the 

company’s products to its customers. Furthermore, there are additional risks 

associated while performing the operations in international markets, such as 

political risks, economic volatility, local labor market conditions, imposing foreign 

tariffs and other trading barriers, and the impact of both foreign and US 

government legislation and regulations to apply to international operations. This 

could represent a risk for Harley Davidson; therefore, it is recommended that the 

US continues to be the region that most contributes for the company success, but 

for the company to not be highly dependent on it. 

We expect the percentage of US revenues to increase (+21% from 2020 to 

2021). US customers are expected to increase as both US population indicator 

and US GDP per capita indicator are forecasted to increase, according to the 

International Monetary Fund (IFM Datamapper, 2021). In the long run (from 2030 

onwards), we expect that the US market will slowly be shrunk, giving space for 

the other existing regional markets to grow and develop (-13% from 2030 to 

2035) (Graph 36). The US market will still be a priority to the company, but at the 

same time HD will concentrate efforts to expand other markets. 

When developing the sales drivers by region perception, HD revenues were 

based both on the number of customers and on the number of units sold. In both 

perspectives, US sales will rise until 2030. 

CANADA 

Canada accounts for a small part of the revenues for Harley Davidson. Based on 

the number of customers, Canada sales will decrease in the future (Graph 37), 

following the fact that the ARPU will keep decreasing in this country. Based on 

the number of units sold, the forecast will be the same. Consequently, Canada 

will be the less significant region for the company in the future, and Harley will 

prefer to concentrate itself in other regions. 

ASIA PACIFIC 

In terms of unit sales, Asia Pacific is the biggest marketplace in the world for the 

motorcycle industry. In June 2020, motorcycle sales in China reached about 1.3 

million units. Until now, Harley Davidson hasn’t made its own mark in this 
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regional market. APAC is the third regional market in the ranking of independent 

dealership points, coming after the US and EMEA, and followed by Canada and 

Latin America. With this, Harley Davidson planned to take different measures to 

penetrate this regional market: the company partnered both in China – Qianjiang 

Motorcycle Company to build more suitable motorcycles to the market – and in 

India – Hero MotoCorp to try to regain the lost market share in India. Rising 

incomes in India gives potential for the premium bike market (Mukherjee,2020). 

Despite Harley Davidson efforts, we believe that these measures will not have 

that much impact in APAC. Harley Davidson announced that it is looking to wind 

down its assembly operations in India, because of the weak sales in this country 

and a poor future perspective. The company believes that the profitability doesn’t 

support the continuous investments in line with the future strategy. Based on our 

forecast – and in line with the company strategy – Asia Pacific revenues will 

decrease (Graph 37), both based on the customers base (-22%) and quantity 

sold (-14%). 

EMEA AND LATIN AMERICA 

Meanwhile, the EMEA region accounts for the second largest region as 

percentage of Harley Davidson revenues until 2025. From 2026 onwards, this 

region is surpassed by Latin America, which highly increases its growth rate. 

Regarding Latin America, revenues are expected to decrease by 69% from 2020 

to 2024 and then, in the long term, our expectation is that revenues will increase 

by 67% from 2025-2030, recovering from the previous decline. 

Meanwhile, EMEA revenues will decrease (-14% from 2020 to 2021) in short 

term and in the long term (-10% from 2020 to 2030) (Graph 38), according to 

both perspectives. Weather may influence retail sales of independent dealers. As 

motorcycles are vehicles that don’t account for any protection of the driver in 

terms of weather conditions, unusually cold or wet conditions in a specific region 

(such as Middle East and/or Africa), may affect the demand of motorcycles for 

that specific region and adversely impacting sales. 
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Operating Costs 

Harley-Davidson has its cost structure highly dependent of its Costs of Goods 

Sold (COGS) and SG&A.  

From 2019 to 2020 operating expenses decreased from 3,305,700$ to 

2,500,322$. This happened primarily due to a lower employee cost caused by a 

decrease in the number of employees (5000 to 4600), a reduction in the 

incentive-based compensation cost and due to a lower discretionary budget, as 

the company was forced to put a lot of effort in managing its own costs as a 

response to the COVID-19 pandemic (HD Annual Report, 2020). However, this 

reduction was in part cancelled out by an increase in restructuring spending and, 

as so, even though operating expenses decreased, revenues also decreased in 

the same period. Moreover, manufacturing and other costs were negatively 

affected by an increase in the fixed cost per unit on lower production volumes. 

We expect the inflation cost of 6% of raw materials and components in Q3 2021 

will continue in Q4. Also, there were incremental tariff costs imposed by 

European Union and China in the beginning of 2018 on Harley Davidson 

products shipped from the US and on specific items imported from China. In 

2020 HD paid $24.5 million in tariff costs and in 2019 the company paid $97.9 

million – these costs were reduced in 2020 as the company started to ship to EU 

motorcycles produced in its Thailand facilities, and so reduced the cost of tariffs. 

However, from 2020 onwards, COGS are forecasted to increase, according to 

our estimate of the future (we estimated COGS as a % of revenues) (Graph 39). 

This forecast is not only based on the increase of steel prices worldwide, but also 

on the inflation expected for the following years. Likewise, average selling prices 

will also increase, avoiding gross margin to decline. With the objective of trying to 

avoid some of these costs, Harley Davidson motorcycles have standardized 

designs and key components, even though the brand still offers wide 

customizations. Additionally, to avoid surplus, it is noticeable that Harley has 

been cutting production for the last 6 years. Therefore, HD planned production 

cuts are more related to the continuation of the shipment cuts. 

SG&A is composed by salaries and personnel-related costs. SG&A was forecast 

based on the number of employees and the SG&A per employee (Graph 41 and 

42). Despite the labour cost inflation of 3% in 2021, SG&A costs are expected to 

slightly diminish over time (Graph 40), mainly due to the decreasing number of 

employees throughout the years. We believe in the accuracy of this forecast for 

the following 5-10 years as the Hardwire strategies include a workforce reduction 

and restructuring expenses, related to both employee and contract termination 

costs. 

Graph 39 
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CAPEX 

Every year, Harley Davidson needs equipment to manufacture its motorcycles, 

therefore it must spend money in replacements and/or repairments. This reduces 

the cash flow of the company. 

By looking at Graph 48, we can see how the CAPEX allocated to both HDMC 

and HDFS develops throughout the years. Naturally, HDMC is where more 

spending on physical assets is allocated, as this segment manufacturers all the 

motorcycles, parts & accessories. So far, the highest value for CAPEX in HDMC 

was almost 200,000$ (2018) and for HDFS was about 15,000$ (2018). 

Regarding CAPEX in HDFS, it showed a big decrease from 2017 to 2018 (≈56%) 

and from 2018 to 2019 (≈67%). Based on The Hardwire Strategy, capital 

Expenditures are expected to have values between 190$M and 220$M, showing 

a moderate increase from 2019 to 2020. Regarding % of revenues, Harley 

Davidson has a higher percentage than its major competitor, Honda (Graph 43 

and 44). We also expect Capex values to increase in the future, not only due to 

the reclassification of Opex vs Capex, but also due to their recent announcement 

– “cash allocation priorities are to reinvest in the business, then pay dividend and 

only then to perhaps repurchase shares” (in 2021 and 2022). 

Lease assets only appeared in this company in 2019 (61,618,000$), showing a 

36% decrease in 2020 (45,203,000$). On the 1st of January of 2019, the 

company adopted “Accounting Standards Update 2016-02 Leases” (New 

Accounting Standards) using the modified retrospective method. As a result, the 

company recognized a $60 million right-of-use lease asset and a matching lease 

obligation. It is important to state that most of the equipment and real state a 

company requires to operate is leased (rather than bought). Leasing has indeed 

several benefits, such as deploying the cash saved towards other investments 

that will grow in value, as well as the restorage of aged equipment with newer 

technology on a regular basis, boosting the productivity and profitability. Lease 

assets also impact ROIC, making it lower (9,14% in 2018 and 7,81% in 2019). 

Harley Davidson’s asset turnover has showed a decrease from 2017 until 2020 

(mostly from 2019 to 2020). This is a bad sign, as this ratio can be used as an 

indicator of efficiency reflecting how the company is using its assets to generate 

revenue. Harley Davidson, in comparison with its peers (Honda and Kawasaki) 

has the lowest asset turnover ratio (2017 to 2020). Kawasaki has been the one 

with the highest ratio (in the 4-year range), being always above 80% (Graph 45). 
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Net Working Capital 

The most relevant captions from the Net Working Capital in 2020 are Finance 

Receivables (6,443,008$), Operating Cash (1,177,890$), Property, Plant and 

Equipment (743,784$) and Inventories (523,497$). By looking at Graphs 46, 47, 

48 and 49, we can see the variation (in %) for these captions throughout the past 

years. 

By looking at Graphs 50 and 51, we can observe the evolution of short-term 

activity ratios both for Harley Davidson and its competitor BMW Motorcycles. 

HD’s average collection period is quite low (has been decreasing from 2017 to 

2020), being positive for the company. Everything else being equal, the company 

doesn’t have to allocate resources to pay other external sources since clients will 

pay soon. In BMW case, this indicator is also quite low. 

We can also comment on the high levels of the average holding period (low 

turnover ratio) of both companies (76 days for HD and 129 days for BMW 

Motorcycles, in 2020). Naturally, the Motorcycle Industry needs to sustain a 

higher turnover ratio (low average holding period), since holding goods in this 

highly competitive industry – evolving several areas – can be extremely costly. 

Therefore, both these companies have higher values than they should have, 

which brings several consequences, such as the pressure of the cash flow and 

the need to get external funding. Also, this metric is experiencing a rise 

throughout the last 4 years, being positive for the future of the company. 

The Average Payable Period represents the average number of days that it takes 

for the company to settle with its suppliers. The longer a company must pay to its 

suppliers, the less pressure it puts on its cash flow. This indicator in HD has been 

increasing, being positive for the company (25 days in 2017 to 42 days in 2020). 

Nevertheless, this indicator in BMW Motorcycles is much higher, being better for 

the latter company. 

Regarding the inventories, we can see an increase from 2017 to 2019 and a 

decrease of 13,27% from 2019 to 2020. Despite this reduction, the Average 

Holding Period in HD increased about 13%. The decrease from 2019 to 2020 

might have been justified by the JIT (Just in Time) Inventory System. The 

company implemented this system many years ago, with the goal of reducing 

inventory waste while increasing productivity, by quickly locating and solving 

manufacturer inefficiencies. Additionally, Harley Davidson reported a major 

decrease (48%) in new motorcycle shipments during the 4th quarter of 2020. 

This happened to adjust some errors that had already happened in the past, 

such as the excess of shipments which led to an offer surplus (compared to the 
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level of demand they had back then). The reduced shipments resulted in a 

decrease in inventories, which eventually led to higher final prices for the 

motorcycles sold. This strategy was built under new CEO of the company, 

Jochen Zeitz, to drive up retail prices and eliminate model year-end discounting 

due to excess inventories. For the future, we believe that Harley Davidson will 

need to manage inventory levels to be structurally lower compared to Pre-Covid 

Period (avoiding production surplus) which can help pricing power.   

From 2019 to 2020, there was an increment in the operating cash flow mainly 

due to a positive variation in the working capital, owned by the lower levels of 

accounts receivable and inventory, as well as positive cash flows resulting from a 

lower wholesale financing activity because of lower loan originations. 

PP&E has been decreasing from 2016 to 2020, starting with a 1.41% decline 

from 2016 to 2017 and ending up with a 12.23% decline from 2019 to 2020. One 

of the reasons why Harley Davidson’s PP&E is not increasing could be because 

the company doesn’t need to constantly upgrade its equipment to stay 

competitive – HD already has a durable competitive advantage. Instead, the 

company only replaces it when it wears out. By looking at Graph 52, we may 

observe the composition of PP&E of Harley Davidson in 2020. The sectors with 

the highest weight are: Accumulated Depreciation and Machinery and 

Equipment. Given the cost of depreciable assets of 2,765,183$ (calculated with 

428,171$ in Buildings, 1,577,337$ in Machinery and Equipment and 759,675$ in 

Software) and 2,279,740$ of accumulated depreciation, PP&E is 82% 

depreciated assuming straight line depreciation. We may conclude that Harley-

Davidson’s PPE is older than we would expect assuming a regular replacement 

policy. 

 

Equity and Debt 

Harley Davidson’s D/E ratio (4,04 in 2020) means that the debt is 4,04 times 

higher than the equity. Regarding last year, Harley Davidson had 5$ of debt for 

every 1$ of equity, which results in a highly leveraged company and mainly 

dependent on debt financing. 

Regarding the competitors, Honda is a less leveraged firm, finishing 2020 with a 

D/E of 1,42 and Kawasaki had a ratio of 3,47 (see exhibit x). Looking at the 

median, we may see that Harley has a higher leverage ratio than the industry’s 

median. Furthermore, it is also stated that the average D/E ratio of “motorcycles, 

bicycles and parts” industry was 0,71 in 2020. 
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The company showed a historical Debt over Asset ratio between a range of 70% 

and 75% from 2017 to 2020 (see exhibit z). 

There are some risks for a firm to be highly leveraged since it can indicate a low 

borrowing capacity and borrowers may consider this firm not suitable to meet its 

obligations when it should. This might lower the firm’s financial flexibility. 

Nevertheless, there are some advantages in having a leveraged firm, such as the 

tax breaks. The tax return is deductible, and the amount of the interest paid on 

the loan reduces the total amount of taxable income for business. Therefore, it 

also reduces the effective cost associated with borrowing money for business 

purposes. 

In 2020, HD had a current ratio of 1,48, which means that the firm was able to 

use its short-term assets to meet short term obligations. In our comparison with 

BMW Motorcycle company, we may even see that HD is doing better in terms of 

liquidity than BMW Motorcycles (Graph 53 and 54). Nevertheless, it is important 

to state that Harley Davidson is a company with a high value of operating cash 

and inventories, therefore it is normal that its short-term assets are high. We 

must evaluate other metrics to see if the company actually has a high liquidity 

position in the market. The quick ratio is also higher than 1 from 2017 until 2020. 

We considered that the firm has a positive liquidity position. Finally, we can see 

that the cash ratio of the entity is below 1 in all years (2017 – 2020). This 

indicates that the firm has no ability to meet its short-term obligations using only 

the cash that is currently available in the company. Comparing to the ratios from 

the Motorcycle Industry, HD is worse than the average in 2018, 2019 and 2020 in 

terms of the current ratio and slightly equal in terms of quick ratio and cash ratio 

(Graph 55). Furthermore, HD has a high Gearing Ratio (about 80% from 2017 

until 2020), meaning that 80% of the invested capital of the company is financed 

with debt. 

Concluding, the position of the firm liquidity is positive (due to the analysis on the 

Current Ration and on the Quick Ratio), nonetheless it is getting each time more 

dependent on the execution of its current assets (selling inventories or receiving 

from clients, for instance). If these two operations don not happen as expected, 

the company will have a worse liquidity position than it had 2 years ago. From a 

liquidity perspective (short – term), we may state the company is doing fine. From 

a capital structure perspective (long – term), the company’s position is not that 

positive due to the high level of D/E and D/A. This may be confirmed with the low 

value of the solvency ratio (decreasing from 23% in 2017 to 17% in 2020). A low 

solvency ratio means that the company is at risk of defaulting on its own debt. 

The fact that HD continues to finance itself with debt it is not the best idea 

because it may not be able to repay its long-term debt to its borrowers. 

Graph 53 

Graph 54 

Graph 55 
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Through Graph 56 and 57, we may observe the forecast of the Current Ratio and 

the D/E ratio. According to this, the entity will rely less on debt to leverage itself in 

the next 5 years. 

 

Valuation 

DCF – Intrinsic Valuation 

We apply a 10-year DCF model as our primary valuation tool for HOG. We 

believe a DCF captures HOG's intrinsic value, driven by its strong FCF 

generation, always taking into account Harley Davidson’s past performance, and 

the work developed on its value drivers, relevant inputs and assumptions. We 

use a 2021 to 2030 WACC of 5,8% and a terminal growth rate of 0.50%. 

We estimate the cost of equity to be 8,91% (Table 2). This estimate is derived by 

the beta of 1,351, a Market Risk Premium of 5,5% and a risk-free rate of 1,48%. 

The risk-free rate was the last observed rate of 2021 of the US 10-year Treasury 

Yield and so we considered this percentage as a proxy for our risk-free rate, as 

the US is Harley Davidson’s main regional market. We considered a MRP of 

5,5%, recommended by Duff&Phelps. Regarding the levered beta, this was 

computed with data ranging from January 2011 until December 2020, 

considering monthly returns and the above mentioned 10-year Treasury Yield – 

after un-levering and re-levering the beta, we reached a 1,351 levered beta for 

Harley Davidson. When comparing with competitor’s betas, our beta is within the 

competitors’ betas range [0,96; 2,4]. 

Then, we estimate the cost of debt to be 3,7% (Table 3), derived by the 

probability of default of 0,57% - according to the available data in Moody’s and 

S&P –, loss given default of 55% - considering our credit rating – and a 3,99% 

return on Harley Davidson’s bonds yield to maturity. As Harley-Davidson most 

recent notes are either medium-term notes – with the biggest maturity date to be 

July 2025 – or senior notes – mature in July 2045, we assumed an average of 

these two rates to be our 10-year bonds yield. 

Harley Davidson plans to maintain a high level of debt, reaching a market debt-to 

equity ratio of 55%. Taking all these inputs into account and considering the 

current US statutory tax rate 21%, we reached a cost of capital of 5,61% (Table 

4). 

 To account for risk and capital structure considerations, all FCFs and terminal 

value were discounted at the WACC. The cash flows were calculated over a 7-

year period, from 2021 to 2029, using the long-term growth rate and then a 

Graph 56 

Graph 57 

Table 2 

Table 3 
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growing perpetuity model. In order to calculate the terminal value, a perpetuity 

growth formula was applied to the last projected FCF of 2029. 

 

After analysing Harley Davidson’s Return on Investment, it is possible to have the 

perception of the company using its capital to generate returns. We can say that 

Harley Davidson will be able to generate some value for its investors during the 

following years. The positive ROIC along with the high investment rate of the 

company produces a positive long-term growth rate of 0,5%. 

Considering all these factors, the Core Enterprise Value is $18M. By discounting 

non-core liabilities - $140K - and net debt -$6M – to non-core assets – $90k –, 

and adding this to the core enterprise value, Common Equity Value of $12M. 

Having 154K shares outstanding, we calculate a target price per share of $78,76. 

As of 16th December 2021, Harley Davidson current stock price is $38,02. Our 

share price through the DCF method is $78,76. Our final recommendation is then 

a BUY recommendation, as the stock price is undervalued and so any investor 

will have a positive return, according to our analysis. 

 

Multiples – Relative Valuation 

We conducted a Multiples Valuation approach - a comparable analysis method 

that seeks to evaluate similar companies using the same standardized financial 

metrics. For this approach, Harley Davidson was compared with Polaris, Triumph 

Bikes, Yamaha Motorcycles and Honda, as we believe these are similar 

companies selling goods in the market at relatively similar prices. Before 

concluding the final indicators to use, we performed an analysis on EV/EBITDA; 

EV/EBIT; EV/Revenues and P/E. We then reached the conclusion that EBIT is a 

better measure than EBITDA, since the latter one doesn’t consider the 

investments made by the company. As a result, P/E and EV/EBIT are the best 

multiples to perform our analysis. 

Harley Davidson’s EV/EBIT is 13,16 (Table 7), higher than the mean of the peers 

– 8,295. According to that perspective, the estimated target share price is 55,50$ 

(Table 6), confirming that the company is undervalued. 

 

Table 5 

Table 6 
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Harley Davidson’s Price-to-Earnings is 10.62, which means that an investor is 

willing to pay 10.62$ for 1$ of current earnings. The P/E benchmark of the 

Motorcycle Industry is 20.4 and the benchmark for US companies is 15. Harley-

Davidson's P/E of 10.62 indicates relatively low sentiment towards the stock. 

Furthermore, the mean estimated for the peers is 13,73, confirming the small P/E 

for the company (Table 7). According to P/E perspective, HD’s target share price 

is 35,26$ (Table 6), not considered to be undervalued when compared to the 

current market share price – 38,02$. 

By looking at the indicator ROIC, we might have a negative view on the 

company, as HD did not exhibit good values from 2018 to 2020. The benchmark 

of the industry for ROIC is 10,10%, being negative for Harley Davidson as it is 

below this average. 

Furthermore, a calculation of Harley Davidson’s share price based on the median 

price-to-sales ratio of the 4 competitors was performed (Table 8). The result for 

the share price was 24,71$. By looking at the graph below, we can also see the 

individual comparison between Harley Davidson and its peers – the analysis 

based on the P/S ratio of each company reflects a share price of 32,04$ for 

Polaris; a share price of 24,71$ for Yamaha; and a share price of 15,06$ for 

Honda. Therefore, the share price of Harley Davidson is considered overvalued 

according to this perspective. 

 
Finally, we performed a Football Field analysis (Table 9), reaching the conclusion 

that the company is stated as undervalued, as the target share price is 71,03$ 

according to an average between Harley Davidson’s EBIT and DCF and 60,91$, 

according to an average between Harley Davidson’s Earnings and DCF. 

 

Table 7 

Table 8 

Table 9 
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Sensitivity Analysis 
Considering that the valuation outcome through the DCF method is highly 

sensitive to the assumptions made through the whole valuation process, we 

performed a sensitivity analysis to access the impact of the uncertainties and 

risks previously mentioned. As our terminal value is a very positive and high 

value, it may not impact the final valuation – due to this, we will conduct an 

analysis based on variations in the cost of capital (WACC) and the terminal 

growth rate and how these may impact Harley Davidson’s enterprise value and 

share price. As such, we applied a change of 1% in the WACC and a change of 

either 0,25% or 1% in the growth rate – as we wanted to test different intervals in 

the latter variables. We can see these results in Table 10 and 11.  

 

With the changes considered in these two parameters, we obtain several 

different prices between 44 and 427 and enterprise values between $13M and 

$72M. With this analysis, it is possible to analyse how sensible both the price and 

EV are to changes in WACC and G. analysing Table 10, it is possible to say that 

the share price is more sensitive to the terminal growth rate, as for the same % 

change, the difference between the considered upper and lower limit is higher in 

the TGR rather than in the WACC.  

As the WACC components result from key assumptions, we thought it would be 

interesting to test these and assess how changes in these assumptions would 

impact our cost of capital. The results can be seen on the following tables. We 

applied a 1% change in both the cost of debt and cost of equity – by analysing 

Table 12 we conclude WACC is similarly sensitive to both costs, being only 

0,02% more sensitive to the cost of equity, when comparing to the cost of debt. 

Looking at Table 13, we can state that the cost of equity is more sensitive 

changes in the beta rather than to changes in the MRP – this is expected as the 

beta reflects the systematic risk of a company in relation to the market, being 

specific to the company, whereas the MRP is the same for the whole considered 

market.  

 

 

Table 10 Table 11 

Table 12 Table 13 
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Scenario Analysis 
For the scenario Analysis, we performed an evaluation to estimate the enterprise 

value of Harley Davidson (meaning, the company’s value in the market), based 

on 3 different scenarios. For that, we had in consideration the revenues’ growth 

rate from 2021 until 2025 and other one from 2025 until 2030 (both values are 

uploaded according to the level of the scenario, being the actual one uploaded in 

the base scenario); a discount rate of 10% (the minimum return that the investor 

expects to get in the future) and the P/E. We assumed a discount rate of 10% as 

we considered that an investor may not be willing to invest in a company that 

would give him/her a return of less than 10% (since average return of S&P 500 is 

itself 10%). 

To be worthy to take that risk, the investor may have the goal to receive a return 

at least equal to the one in the S&P500 (>= 10%). 

We estimated 3 scenarios (a base scenario with the probability of 60%; the best 

scenario and the worst scenario, both with a likelihood to happen of 20%) (Table 

14). 

 

In the base scenario the motorcycle shipments, model prices and retail sales rise 

in 2022 and 2023. New management begins putting in place the foundations of 

the Hardwire Strategy. Operation risks still exist and will remain in the future, as 

the long – term revenue growth will be less than 1%. In this case, we estimated 

an Intrinsic Value for the company of 42,06$. 

On the best-case scenario, Harley Davidson is considered to achieve a strong 

turnaround. The company meet the initial goals for the Hardwire Strategy (such 

as cutting costs and reducing excess inventory) and the segments will prospect, 

where motorcycle segment will rise more than 30% to 2022 and 2023. Harley 

market share will remain stable in the US and will increase in a global 

perspective. The company will be able to attract the younger generation and to 

succeed in its electric motorcycle models, which will be highly significant for the 

Table 14 
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company to prospect and to achieve an even better brand reputation. We 

estimated an Intrinsic Value for the company of 51,01$. 

On the worst-case scenario, Harley struggles to grow Motorcycle segment 

margins’ and will still be highly affected due to covid in Q4 2021 and in 2022. The 

company won’t be able to cut the production surplus and will face the obligation 

to cut prices. In general, global motorcycle retail sales will decline and the market 

won’t be able to achieve the estimated CAGR neither in 2030 nor in 2038. 

Hardwire Strategy fails and the company won’t be able to appeal the youngest 

generation. Also, the launch electric models won’t achieve the success the 

company wanted. We estimated an Intrinsic Value for the company of 24,07$. 

 

Conclusion 
After a wide research at Harley Davidson’ operations, future outlooks, internal 

and external environment, market trends and a comparable analysis between its 

peers, we computed an intrinsic and relative valuation for the financial 

components of the company. Both perspectives indicate that the stock price is 

undervalued, which means that the share price in the market is lower than what 

the company actually values. According to our calculations, the target price in the 

future is 90$, which indicate that the company will surpass the current 

complications and grow at a positive rate – like we performed on our 

assumptions and forecasts – and investors will have a much better return.  

Besides the risks the company faces - such as the manufacturing challenges, 

macroeconomic conditions, HDFS delinquencies rise, pressure from competitors 

and the investment in the electric market – we predict that Harley Davidson will 

acknowledge a turnaround and operate according to the Hardwire Strategy, with 

all the segments driving growth. It is also expected the number of customers to 

increase (attraction of the younger generations) and its entry in the electric 

market to be successful. 

Therefore, our final recommendation is to BUY. 
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Disclosures and Disclaimers 

 
Report  Recommendations 

Buy Expected total return (including expected capital gains and expected dividend yield) 

of more than 10% over a 12-month period. 

Hold Expected total return (including expected capital gains and expected dividend yield) 

between 0% and 10% over a 12-month period. 

Sell Expected negative total return (including expected capital gains and expected 

dividend yield) over a 12-month period. 

 
 

This report was prepared by Catarina Mourão and Inês Matias, Master’s in Management students of Nova 

School of Business and Economics (“Nova SBE”), within the context of the Field Lab – Equity Research. 

This report is issued and published exclusively for academic purposes, namely for academic evaluation and 

master graduation purposes, within the context of said Field Lab – Equity Research. It is not to be construed 

as an offer or a solicitation of an offer to buy or sell any security or financial instrument. 

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who 

revised the valuation methodology and the financial model. 

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE 

understanding that Nova SBE, the author, the present report and its publishing, are excluded from the 

persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its 

faculty and the author of this report have not sought or obtained registration with or certification as financial 

analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her 

academic supervisor is registered with or qualified under COMISSÃO DO MERCADO DE VALORES MOBILIÁRIOS 

(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or 

distribution of this report was required and/or obtained from any local authority, given the exclusive academic 

nature of the report. 

The additional disclaimers also apply: 

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the 

author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and 

Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary. 

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports. 
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading 

Act), this entity is not required to register with or otherwise notify the Bundesanstalt für 

Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be 

noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity 

reports and any fund raising programme. 

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be 

a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior 

authorization by the Financial Conduct Authority (“FCA”). However, this report serves an exclusively 

academic purpose and, as such, was not prepared by way of business. The author - a Master’s student - is 

the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for 

the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE 

and its faculty have no single and formal position in relation to the most appropriate valuation method, 

estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 

The information contained in this report was compiled by students from public sources believed to be reliable, 

but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept 

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content. 

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering 

and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova 

SBE are not responsible for updating this report, and the opinions and recommendations expressed herein 

may change without further notice. 

The target company or security of this report may be simultaneously covered by more than one student. 

Because each student is free to choose the valuation method, and make his/her own assumptions and 

estimates, the resulting projections, price target and recommendations may differ widely, even when referring 

to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to 

significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as 

the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report. 

Any recipient of this report should understand that statements regarding future prospects and performance 

are, by nature, subjective, and may be fallible. 

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the 

target company and/or security, namely the possible exchange rate risk resulting from the security being 

denominated in a currency either than the investor’s currency, among many other risks. 

The purpose of publishing this report is merely academic and it is not intended for distribution among private 

investors. The information and opinions expressed in this report are not intended to be available to any 

person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this 

report, students did not have in consideration the specific investment objectives, financial situation or  
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particular needs of any specific person. Investors should seek financial advice regarding the appropriateness 

of investing in any security, namely in the security covered by this report. 

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion 

about the target company and its securities. He/ She has not received or been promised any direct or indirect 

compensation for expressing the opinions or recommendation included in this report. 

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship 

(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the 

covered company or security” and/ or “A draft of the reports have been shown to the covered company’s 

officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later 

modified, prior to its publication.”]  

The content of each report has been shown or made public to restricted parties prior to its publication in Nova 

SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among faculty 

members for students’ academic evaluation. 

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and 

companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus, 

Nova SBE may have received compensation from the target company during the last 12 months, related to its 

fundraising programs, or indirectly through the sale of educational, consulting or research services. 

Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on 

the opinions expressed in this report. The Nova School of Business and Economics does not deal for or 

otherwise offer any investment or intermediation services to market counterparties, private or intermediate 

customers. 

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous 

consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE 

may decide to suspend this report reproduction or distribution without further notice. Neither this document 

nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than 
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