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DISAPPOINTMENT PRICED IN

We believe current valuations of Bajaj Auto (BAL) adequately factor in
the market response to its disappointing operating level performance
in Q2FY07, and the concerns are over done at the current juncture.

Tel: 9122 6754 7547 We reiterate our sector Outperformer rating on BAL.

Relative Performance

Investment Argument

200 m  We expect BAL to register better than industry growth rate owing
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80 w w total sales in FYO8E driven by three-wheelers and high-end bikes.

Oct-05  Apr-06  Oct-06 BAL has launched Pulsar in Indonesia, and plans to set up a

Sensex Bajaj Auto

manufacturing facility in Nigeria.
= While the price cut of Rs.2,000 had negatively impacted BAL's
operating performance in Q2FY07, it helped achieve volumes. BAL

Source: Bloomberg, ENAM Research

Stock data sold more than 100,000 units in Sep-06, and successfully weaned
No. of shares :101.2mn consumer preference away from CT-100. Post festive season, BAL
Market cap :Rs.267bn

) has increased the price of Platina models by Rs.500.
52 week high/low :Rs.3,325/ Rs.1,968

Avg. daily vol. (6mth): 282,500 shares
Bloomberg code :BJAIN
Reuters code :BJAT.BO

Valuation and Outlook
= We continue to remain positive on BAL's prospects, in the medium

Shareholding (%) Sep-06 QoQ chg as well as long term. BAL trades at a premium to Hero Honda and

Promoters 29.8 0.0 we believe it should continue to do so. Though a price war will
Flls 19.5 0.4 impact margins, rising volumes of BAL will mitigate a part of it.
MFs / UTI : 2.4 (0.3) . . look and rati h K
Banks / Fls : 6.0 (0.1) We maintain our estimates, outlook and rating on the stock.
Others 4.4 (0.0) = At CMP of Rs.2,639, BAL trades at 16x and 13x FYO7E and FYO8E

Core EPS of Rs.82 and Rs.101, respectively. Our target price of
Rs.3,077 is based on 16x FYO8 Core EPS + Insurance value of
Rs.720/shr + Cash per share of Rs.638 (at a discount of 15%).

m  Our order of preference on the stocks in this sector (most
preferred to least): BAL, Hero Honda and TVS Motors.

Financial summary

Sales EBIDTA Core PAT Core
Y/E Mar (Rs.mn), (Rs.mn) (Rs.mn) EPS (Rs.) YoY (%) (69) (%) (%) (€9)
2005 57,240 8,524 8,158 38.9 (8) 5.8 21 23 9
2006 74,694 12,622 11,243 63.7 64 25.5 25 28 19
2007E 96,624 15,742 13,424 82.3 29 15.6 25 29 14
2008E 114,977 18,993 15,741 101.1 23 12.7 25 29 11

Source: Company, ENAM estimates, Core EPS pertains to auto business

ENAM Research is available on Bloomberg (ENAM <Go>), Multex.com and Firstcall.com 28 November 2006
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DEMAND OUTLOOK

Motorcycles: CAGR (FY06-08E) 25%

Motorcycle sales accounted for 83% of volumes and 71% of revenues in FYQ6.
We expect revenues CAGR of 25%, driven by market share gain in the value
segment and favorable product mix towards value and premium segment.

Revenues: Rs. 62bn, Rs.82bn and Rs.96bn in FY06, FYO7E & FYOSE respectively

Market share gain to continue
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Source: Company, ENAM Research

Scooters: 16% Revenue CAGR (FY06-08E)
The market has migrated from geared to gearless scooters and we expect a
similar shift in BAL's portfolio.

BAL has stopped production of geared scooters and plans to launch 2 models in
the gearless segment, namely Kristal and Blade to drive volumes.

Revenues: Rs 2.7bn, Rs 1.7bn and Rs 3.6bn in FY06, FYO7E & FYOSE
respectively.

Three wheelers: 19% Revenue CAGR (FY06-08E)

This segment accounts for 11% of volumes and 20% of revenues. It has been a
major profit spinner for BAL, and continues to remain a cash cow with gross
margins of around 25% compared to 15% for 2 wheelers.

We understand BAL is facing competition from Piaggio in passenger segment,
its dominant niche. On back of better than performance registered till date, we
are revising our volume growth estimates for FYO7E and FYO8E to 16.6% and
10% from 7.1% and 7.0% respectively. The recently launched ‘Mega’ has been
well received in the market place.

Revenues: Rs.17bn, Rs.21.6bn and Rs.24.9bn in FYO6E, FYO/E & FYOSE
respectively
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Replacement demand to maintain volume momentum

= Monthly demand (Retrofit) of ~2,000 units likely from Ahmedabad due to
the Government's initiative to replace 50,000 units with CNG engines

= New permits are expected to open up in Chennai, Calcutta and Pune to
create fresh demand.

Volume estimates for FYO7E

BAL 7mFY07 7MFY06 YoY FYOZ7E FY06 Achieved MRR Required MRR

(€)) till date for FO7E
Motorcycles 1,442,271 1,073,112 34.4 2,430,000 1,912,306 206,039 197,546
Total 2-wheelers 1,457,134 1,157,351 25.9 2,490,000 2,029,176 208,162 206,573
Three-wheelers 180,065 143,677 25.3 294,000 252,054 25,724 22,787
Total Sales 1,637,199 1,301,028 25.8 2,784,000 2,281,230 233,886 229,360

Source: Company, ENAM Research

Valuation comparison

Period Netsales EBITDA Adj. PAT FDEPS Core| Cash per Value of RoCE

(Rs.mn) (Rs.mn) Share Invst (%)
(Rs.) (Rs.)
Bajaj Auto FY05 57,240 8,524 8,158 81 39 461 395 23 21 6
(CMP: 2639) FY06 74,694 12,622 11,243 111 64 587 533 28 25 26
(MCap: Rs.267bn) FYO7E 96,624 15,742 13,424 133 82 638 720 29 25 16
(RECO: OP) FYOS8E 114,977 18,993 15,741 156 101 638 720 29 25 13
Hero Honda FY05 74,217 11,645 8,104 41 34 102 - 81 62 13
(CMP: 742) FY06 87,140 13,645 9,678 48 42 111 - 72 55 19
(MCap: Rs.148bn) FYO7E 99,920 13,749 9,931 50 41 111 - 59 44 15
(RECO: N) FYOS8E 113,948 15,907 11,410 57 48 111 - 57 42 13
TVS Motors FY05 28,759 2,116 1,076 5 5 - - 23 18 15
(CMP: 99) FY06 32,350 2,045 1,170 5 5 - - 20 18 28
(MCap: Rs.23bn) FYO7E 38,112 2,020 1,086 5 5 - - 15 16 22
(RECO: UP) FYO8E 43,822 2,673 1,481 6 6 - - 19 19 16

Source: Company, ENAM Research
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document
should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the
securities of companies referred to in this document. The intent of this document is not in recommendary nature

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of
companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an
investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied,
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this
statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as
principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment
banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient
should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons),
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any
such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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