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RESULT UPDATE v

WHAT'S CHANGED...

Margins shielded despite volume doom...

Bajaj Auto (BAL) reported 15.9% de-growth in topline to Rs 2,103.1 crore
for Q3FY09 as against our expectation of Rs 1,955.1 crore. Higher
contribution from 125 cc + restricted de-growth to 15.9% as opposed to
the total volume de-growth of 31%. Average realisations improved 20.7%
to Rs 40,603 per unit. Flat three-wheeler (high margin) sales, improved
product mix coupled with cost rationalisation from new plant aided EBITDA
margin expansion to 14.5% as against 13.5% in Q2FY09. Higher interest
costs and VRS payment (Akurdi plant) put pressure on the bottomline,
which declined 22.2% to Rs 144.3 crore. For the 9 months (April-December)
period, net sales were flat at Rs 6,927 crore while net profit fell 9.4% to Rs
605.7 crore. Average realisation improved 7.8% to Rs 37,912 per unit.

Outlook

Going forward, with the lower financing available to buyers, we expect
volume growth to be subdued in Q4FY09. The improving price realisation and
higher contribution from the high margin 125cc+ segment (overall 53%
market share) would restrict the EBITDA contraction to 11.4% in FY09.
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Stock data

Market Cap. Rs 7,205.0 cr
Debt (FY08) Rs 1,334.3 cr
Cash (FY08) Rs 56.1 cr
EV Rs 8,539.4 cr
52 week H/L Rs 898 / 262
Equity capital Rs 144.7 cr
Face value Rs 10.0

MF Holding 4.3%

FIl Holding 12.1%

Price Performance (%)

. M 3M 6M 12M
Valuations Bajaj Auto 126 -129 34 196
At the CMP of Rs 498, the stock is trading at 10x and 8.8x its FYO9E and Hero Honda 3.8 -04 317 45
FY10E EPS, respectively. Though the valuation looks attractive, concerns TVS Motors -38.2 -47.3 -345 -26.9
remain for volume growth. In the current scenario, we maintain our target
price of Rs 450 and reiterate our HOLD rating.

Exhibit 1: Key Financials (Rs crore)

Q3FY09A Q3FYO9E Q3FY08 Q2FY09 YoY Gr. (%) QoQ Gr. (%) YTDFY09 FYO9E FY10E
Net sales 2,103.1 1,955.1  2,501.3 2,548.4 -15.9 -17.5 6,927.0 9,975.6 11,131.6
EBITDA 305.8 234.6 367.0 343.9 -16.7 1141 916.5 1,137.2 1,319.7
EBITDA margin (%) 14.5 12.0 14.7 13.5 - - 13.2 11.4 11.9
Depreciation 31.9 33.0 41.8 33.1 -23.8 -3.6 98.5 194.2 205.0
Interest 9.0 4.0 1.9 5.9 367.4 53.7 15.8 4.1 3.3
Other inc/extraord
item -23.2 10.0 -8.2 -39.0 NC -40.5 -33.4 147.5 123.0
Reported net profit 164.3 144.3 213.4 184.9 -23.0 -11.2 524.3 111.2 814.8
EPS (Rs) 11.5 10.0 15.5 12.8 -25.9 -10.1 36.4 49.6 56.3
Valuations
PE (x) - - - - - 10.0 8.8
Target PE (x) - - - - - 9.1 8.0
EV/EBIDTA (x) - - - - - 5.3 4.5
Price/book (x) - - - - - 3.5 2.7
RoNW (%) - - - - - 39.3 34.8
RoCE (%) - - - - 36.4 37.6
Source: Company, ICICldirect.com Research
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Other highlights

EBITDA margin improvement
Exhibit 2: EBITDA margin movement (%)
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Source: ICICldirect.com Research

Q-0-Q Volume performance with growth (%)
Exhibit 3: Volume performance
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Market share (YTD — December 08)
Exhibit 4: Market share movement - two wheelers (%)
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Exhibit 5: 125¢cc + Market share movement
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Sparkling exports
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Exhibit 6: 125cc + Market share movement
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The booming export opportunity for the company has helped in offsetting the
dwindling domestic demand and has grown by 41.4% to 215,233 units this
quarter. Exports, as a percentage of sales, have improved from 21.4% to
43.6%. However, the management expects exports to slow down in Q4FY09.

Exhibit 7: Export volumes('000 numbers)

Q3FY08 Q3FY09 %chg 9ImFY08 9ImFY09 %chg
Motorcycles 116.4 168.0 44.3 357.3 507.3 42.0
2-Wheelers 116.6 168.5 44.5 358.0 509.0 42.2
3-Wheelers 35.7 46.7 311 102.1 111.9 9.5
Total 152.3 215.2 41.4 460.3 620.9 34.9
Value (Rs crore) 511.0 795.0 55.6 1,543.0 2,149.0 39.3

Source: Company

M Hero Honda
W TVS Motors
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VRS expenses and interest costs hitting bottomline

The payment of Rs 61.1 crore towards voluntary retirement scheme (VRS)
continued its pressure on the bottomline. Additionally, the interest costs also
increased considerably to Rs 9 crore as against Rs 1.9 crore in the
corresponding quarter.

Risk & Concern

e The scarcity of finance is a major concern for the sector in general
and BAL in particular as it caters more to the 125cc+ segment. We
expect Bajaj Finance to play a leading role to boost volume growth.

e Focus on the rural market would also help them improve volume
growth in the entry segment.

Detailed valuations

At the CMP of Rs 498, the stock is trading at 10x and 8.8x its FYO9E and
FY10E EPS. Though the valuation looks attractive, concerns over volume
growth continue. In the current scenario, we maintain our target price of Rs
450 and reiterate our HOLD rating.

Exhibit 8: Valuations

Sales (Rs EV/EBITDA
Crore} EPS (Rs) PE (x) (x)  RoNW (%) RoCE (%)
FY08 8,828.6 48.1 10.4 5.9 19.5 22.9
FY09E 9,975.6 49.6 10.0 5.3 39.3 36.4
FY10E 11,131.6 56.3 8.8 45 34.8 37.6
FY11E 12,4721 64.8 1.7 3.6 315 39.8

Source: ICICldirect.com Research, Company
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ICICIldirect.com Coverage Universe

Exhibit 9: Universe consolidated

Bajaj Auto Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  BAAUTO CMP 498 FY08 8,828.6 481 104 5.9 19.5 229
Rating H Target 450 FYO9E 9,975.6 496 10.0 5.3 39.3 36.4
Mcap (Rs cr) 7,205.1 % Upside -9.6 FY10E 11,1316  56.3 8.8 4.5 34.8 317.6

FY11E 12,4721 648 1.7 3.6 315 39.8
Escorts Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  ESCORT  CMP 38 FYO08 21779 97 39 5.5 1.3 6.2
Rating - Target - FY09E 2,126.8 26 147 5.4 29 5.3
Mcap (Rs cr) 320.7 % Upside - FY10E 2,398.1 42 9.0 4.1 4.6 6.5
Apollo Tyres Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  APOTYR  CMP 19  FY08 36939 45 42 29 20.0 24.4
Rating uP Target 17 FYO9E 3,911.3 1.3 145 5.0 5.2 8.2
Mcap (Rs cr) 928.2 % Upside -10.5 FY10E 4,334.2 1.6 122 4.3 5.9 8.8
Automotive Axle Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  AUTAXL  CMP 97  FY08 776.0 442 22 1.8 45.0 44.0
Rating uP Target 114 FYO9E 8148 302 32 22 24.3 274
Mcap (Rs cr) 146.7 % Upside 17.5 FY10E 936.4 38.1 25 1.4 25.3 32.1
Balkrishna Industries Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code ~ BALIND CMP 168 FY08 9914 546 3.1 48 28.2 23.9
Rating P Target 185 FYO9E 11754 356 4.7 4.8 15.6 14.7
Mcap (Rs cr) 3248 % Upside 10.1 FY10E 1309.1 46.2 3.6 4.1 17.5 14.6
Bharat Forge Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Codke  BHAFOR  CMP 83 FYO08 2,1965 122 6.8 5.5 19.6 18.8
Rating P Target 87 FYO9E 2,406.2 33 249 5.2 49 16.0
Mcap (Rs cr) 1,848.4 % Upside 4.8 FY10E 27296 85 9.7 4.1 11.8 17.1
JK Tyres Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  JKIND CMP 39 FYO08 3,263.7 23.7 1.6 4.3 13.3 13.1
Rating H Target 43  FYO9E 3623.2 95 41 5.2 47 8.5
Mcap (Rs cr) 160.1 % Upside 10.3 FY10E 40650 144 27 5.2 6.7 9.6
Subros Sales EPS PE(x) EV/E (x) RoNW(%) RoCE(%)
Idirect Code  SUBROS  CMP 17  FY08 662.6 48 3.6 2.6 17.6 20.1
Rating uP Target 17 FYO9E 619.3 4.1 41 24 13.4 16.6
Mcap (Rs cr) 102.0 % Upside 0 FY10E 6539 45 38 2.0 13.1 16.0

Source: ICICldirect.com Research , EV/E signifies EV/EBITDA
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Peer Valuation

Exhibit 10: Peer comparison valuation

M Cap EPS P/E (x) EV/EBITDA (x) ROCE RONW
CMP TP Rating (Rs Cr.) FY08 FY09E FY10E FY08 FYO09E FY10E FY08 FY09E FY10E FY08 FYO9E FY10E FY08 FYO9E FY10E
Baj Aut 498 450 H 7,205.1 48.1 496 563 104 10.0 88 59 53 45 229 364 376 195 393 348
Her Hon* 840 892 16,7748 452 589 683 18.6 14.3 123 134 10.8 94 196 228 216 322 343 326
TVS Mot* 16 23 380.0 1.0 1.4 25 154 1.3 6.3 11.7 9.3 70 29 5.2 46 3.4 5.2 8.9
Source: ICICldirect.com Research, * Consensus estimates
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RATING RATIONALE

ICICldirect endeavours to provide objective opinions and recommendations. ICICldirect assigns
ratings to its stocks according to their notional target price vs. current market price and then
categorises them as Outperformer, Performer, Hold, and Underperformer. The performance
horizon is two years unless specified and the notional target price is defined as the analysts'
valuation for a stock.

Outperformer (OP): 20% or more;

Performer (P): Between 10% and 20%;

Hold (H): +10% return;

Underperformer (U): -10% or more;

Pankaj Pandey Head - Research pankaj.pandey@icicidirect.com

ICICIdirect.com Research Desk,
ICICI Securities Limited,

Gr. Floor, Mafatlal House,

163, HT Parekh Marg,

Backbay Reclamation
Churchgate,

Mumbai — 400 020

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Supriya Khedkar B.Com, ICWAI (Inter) Rachita Anand BE. MBA (finance) research analysts, authors and the names subscribed to this report, hereby certify that all of the views
expressed in this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of
the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with
affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other
business selection processes. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

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

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

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have
received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings,
corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates expect to receive compensation from the companies
mentioned in the report within a period of three months following the date of publication of the research report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Supriya Khedkar B.Com, ICWAI (Inter) Rachita Anand BE. MBA (finance) research analysts and
the authors of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part
based on the profitability of ICICI Securities, which include earnings from Investment Banking and other business.

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

It is confirmed that Supriya Khedkar B.Com, ICWAI (Inter) Rachita Anand BE. MBA (finance) research analysts and the authors of this report or any of their family members does not serve
as an officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act
upon or make use of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within
such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may
come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it is believed to
be reliable, although its accuracy and completeness cannot be guaranteed.
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