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Bajaj Electricals Ltd (BEL) is a 72 year old company with diversified business interest in consumer
durables, lighting and engineering & projects (E&P). The company has grown strongly with
revenues increasing at CAGR of 26% and a staggering 40% CAGR in the bottom line in last five
years backed by robust growth in consumer segment and steady growth in other divisions. Company
is a dominant player in small appliances, market leader in water heaters, irons and second largest
player in luminaries .The Company has an edge over its competitors owing to its renowned (BAJAJ)
brand, collaboration with strong foreign players, wide distribution network and strong vendor base.

Consumer Durables on strong foothold

Consumer durable which consists of small appliances and fans has registered a strong 3 year CAGR
growth of 25.9%. Management has a very bullish stance on consumer appliances’ space and expects
a growth of 20-24% (3x GDP growth). We expect segments revenue to increase to 31945 Cr in
FY13E from ¥1276.9 Cr in FY11 contributing 50% of revenues in FY12E with a potential to grow
at a CAGR of 23% over FY11-13E based on i) strong demand generated from high disposable
income ii) recent product launches (pressure cookers, gas appliances, water purifiers etc), iii) strong
distribution reach iv) robust dealership network and preference for branded products.

Re-alignment of E&P division

E&P division has grown at a 3 year CAGR of 32% to ¥ 831.4Cr in FY11 on back of strong order
inflows and efficient execution. Despite strong growth in last four years, E&P business faced
headwinds in Q1FY12 primarily due to slip up in the final stages of project completion at almost 30
sites resulting in low revenue booking and operating loss. However company plans to reduce the
number of sites to~ 35-40 from current 70 thus re-aligning the business for effective monitoring &
time bound completion of projects.

Lighting & Luminaries on a steady growth path

Lighting & luminaries business units (BU) recorded a CAGR of 21.7% and 10.7% over FY08-11.
Company’s Luminaries BU maintains the number two position in the luminaries industry in India.
Growth in this segment is attributed to preference for green, environment — friendly technologies
and products by individuals as well as the government. Lighting and luminaries segment combined
is expected to register revenue of ¥842.2 Cr in FY13E at 15.5% CAGR.

Change in segment/product mix lead to margin expansion

Among the 3 segments, consumer durable is the fastest growing segment with EBIT margins at 10-
13% which is higher than 6-7% for lighting & 7-10% for E&P. The share of consumer durable
segment to total revenues has increased from 43.9% in FY08 to 46.6% in FY11. Going ahead, we
expect consumer durable contribution to overall sales to increase to 50% in FY13E due to higher
growth in this segment compared to other segments.

Key Investment Risks

Increase in the prices of key raw materials like copper, aluminium, zinc and steel could lead to
further erosion of the margins. High inflation, interest rate hike and further slowdown of the
economy can dampen the consumer confidence which might impact the overall growth of the
consumer durables industry.

Valuation & Outlook

At the CMP of 198, BEL trades at a P/E and EV/EBIDTA of 11.8x and 6.9x, discounting its
FY12E numbers. Based on increasing share of consumer segment, higher cash flows and strong
growth prospects, we value the company at 11x FY13E EPS and arrive at a target price of 3241.

We recommend BUY.

Particulars FY09 FY10 FY11 FY12E FY13E
Revenue (XCr) 1770.5 2228.6 2740.8 3250.4 3887.8
EBITDA (X Cr) 185.5 246.3 263.7 308.9 387.8
Adj. PAT 89.6 130.3 149.9 166.5 216.2
Adj. EPS ) 10.4 134 15.2 16.8 21.9
P/E(X) 19.1 14.8 13.1 11.8 9.1
EV/EBITDA(X) 9.9 8.1 7.5 6.9 5.2
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Investment Thesis

Consumer Durables on a strong foothold

Consumer durables segment which consists of small appliances and fans has registered a strong 3
year CAGR growth of 25.9%. The segment recorded sales of ¥1276.9 Cr & contributed ~47% to
FY11 revenues. We expect this segment to record a strong growth on back of company’s strong
dealer network, effective distribution system, and wide product range across segments with
improved technology. Q1FY2 operating margins (EBIT) were stable YoY, despite a) weaker fans
and room coolers revenue growth, and b) rise in raw material cost by 5-10%. This was primarily
due to price hikes undertaken in Q1FY12 (4-8% in select product categories).

Appliances BU

The appliances BU recorded sales of ¥754.9 Cr in FY11, at YoY growth of 31.2%. BEL is the
market leader in some of the major categories like electric irons, water heaters, mixtures etc.
Company has recently launched pressure cookers and water purifiers in FY11 across few markets
and citing good response has decided to launch these products on Pan India level. Company also has
a tie up with a leading UK brand Morphy Richard (MR) for marketing its products in India. The MR
brand has emerged as a fastest growing and leading brand in the premium segment and has achieved
sales of 104 Cr, with a growth of 34% and CAGR of 35%.

BEL has also introduced products under in house premium Platini brand which is positioned in the
price range between premium brand products Morphy Richards and value for money Bajaj brand
products thus ensuring presence across all price points.

Going forward, we expect this BU sale to increase to ¥1256.2 Cr at 29% CAGR over FY11-13E on
back of strong consumption demand, new product launches and wide distribution network.

Fans BU

Fans BU has a wide range of ceiling, portable, fresh air & industrial air circulators and exhaust fans
which are outsourced as well as manufactured in company's plant at Chakan. The Fan BU recorded
sales of 522 Cr in FY11 at a strong CAGR of 28.2% in last three years. We expect it to grow at a
CAGR of 15% to ¥ 689Cr by FY13E as there has been increasing preference for branded and value
for money products among consumers.

Despite the mild summer, the consumer durables business, clocked growth on the back of healthy
volume growth and selective price hikes. While sales of room coolers shrank dramatically (~50%
YoY) and that of fans rose only 10% YoY, the company’s line brown goods experienced robust
offtake. Going forward, while the inventory of fans and room coolers in the system is currently high,
the management expects gradual de-stocking of the same over the next two quarters. We expect
consumer durables segment to register revenue CAGR of 23.4 % over FY11-13E and EBIT margins
of 12.0%/12.5% for FY12E/FY 13E respectively.

Consumer Durables Sales and EBIT to see 23.4%/29.7% CAGR Growth in FY11-13E
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Re-alignment of E&P division

E&P business achieved a turnover of ¥831.4 Cr in FY11 with YoY growth of 12.8%. E&P division
sold ~4,200 highmasts and over 45,000 street lighting poles of different varieties in FY11. On the
margins front, the segment reported EBIT margins of 8.8% down by 190bps compared to last year. The
overall margins for E&P division during FY11 were impacted due to higher raw material cost and extra
efforts for time bound completion of CWG projects under critical time constraints.

Despite strong growth in last four years, E&P business faced headwinds in Q1FY12 primarily due to
slip up in the final stages of project completion at almost 30 sites resulting in low revenue booking and
operating loss. In Q1FY12, E&P business recorded a lackadaisical YoY sales growth of 2.5% to
%113.5 Cr and operating loss (EBIT) of ¥7.6Cr. This was largely due to the factors like postponement
in booking the orders executed due to slip up in the final stages of project completion.

Lower sales recorded on higher fixed cost resulted in the quarterly loss at EBIT level. The profits were
also impacted by higher raw material prices like steel. The first six months of the financial year is
generally a lean period as far as the E&P business is concerned, with low sales and margins.

Second half accounts for ~70% of E&P segment annual sales and the company has historically made
up for the margins in the second half of the year. Going forward, management is expected to cut down
average number of projects at a time from current 70 to ~35-40 projects thus re-aligning the business
for effective monitoring & time bound completion of projects.

Over the medium-term, it expects E&P segment to continue to contribute ~30% to total revenue,
implying 15% CAGR in E&P revenue. We expect margins to improve in the coming quarters on back
of existing order book and near-term visibility on orders in the pipeline.

Based on the FY11 performance and 1Q12 disappointment, we remain slightly skeptical on BEL’s
ability to grow its E&P profitability at a significant pace as guided. We expect EBIT margins to be at
7.1%/7.5% for FY12E/FY 13E respectively.

E&P Sales and EBIT to see 15%/5.9% CAGR Growth in FY11-13E
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E&P Order Book:

BEL’s order book in this segment stands at 730 Cr, the break-up of which is as follows:

Order Book: E&P Division

Vertical Orders
Special Projects 315
High Masts & Poles 120
Transmission Line Towers 295

730

Additionally, the company has bid for orders worth ¥2250 Cr, of which it is confident of winning
orders worth ~%380 Cr.

Order Book Break Up

Special Projects m High Mast © Transmission Towers
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Lighting & Luminaries on a steady growth path

Lighting BU: Lighting division of BEL markets various products ranging from General Lighting
Services (GLS) lamps, Fluorescent Tube Lamps (FTLs), Compact Fluorescent Lamps (CFLs), and
Light-Emitting Diodes (LEDSs) torches. The manufacturing of GLS and FTL lamps is undertaken at
Hind lamps, an associate of the Company, located in U.P. The lighting BU achieved turnover of
316.2 Cr in FY11 at a CAGR of 21.7% over the last 3 years. Increased focus from the
government and residential consumers for energy conservation and reduced cost of CFLs/ LEDs
leading to high growth. We expect Lighting BU to grow at 17.2% CAGR over FY11-FY13E to
3434.6 Cr.

Luminaries BU: BEL is the second largest player in this segment and undertakes projects in
modern workspace lighting, retail lighting, roadway lighting, area lighting and industrial lighting.
It is one of the leading players in street, flood and industrial lighting segments. The major
customers of the business unit include corporate like Tata Group, Reliance group, L&T, Aditya
Birla Group, Siemens and state-run entities like Airport Authority of India (AAI), Container
Corporation of India, State Electricity Boards (SEBs), NTPC, civic bodies, MSRDC etc.
Luminaries division growth would be aided by rapid urbanization, increasing office and retail
space along with investment in creating electricity infrastructure through rural electrification
program etc. The division has grown at a 3 year CAGR of 10.7% to 315 Cr in FY11. We expect it
to record sales of ¥407.6 Cr in FY13E at a 2 year CAGR of 13.7%.

Growth in this segment is attributed to preference for green, environment — friendly technologies
and products by individuals as well as the government. Lighting & Luminaries segment combined
is expected to register sales of ¥842.2 Cr in FY13E at 2 year CAGR of 15.5% contributing 21.7%
of the revenues. We expect the Lighting BU EBIT to grow at a 2 year CAGR of 22.9% to ¥48.8 Cr
in FY13E. Segments EBIT margin is expected to be stable around 5.8% for FY12E and FY13E.

Lighting & Luminaries Sales and EBIT to see 15.5%/22.9% CAGR Growth in FY11-13E
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Change in segment/product mix lead to margin expansion

BEL's business is a good mix of products in consumer sector (consumer durables & lighting)
and infrastructure sector thereby providing healthy diversification. Among the 3 segments,
consumer durable is the fastest growing segment with EBIT margins at 10-13% which is higher
than 6-7% for lighting & 7-10% for E&P. The share of consumer durable segment to total
revenues has increased from 43.9% in FY08 to 46.6% in FY11. Going ahead, we expect
consumer durable contribution to overall sales to increase to 50% in FY13E due to higher
growth in this segment compared to other segments. We expect E&P segments contribution to
be around 28-30% while that of lighting division to be about 22% over the next two years.

Change in Revenue Mix
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With the increasing share of higher margin consumer durable segment in the total sales along
with favorable products mix in lighting, margins are expected to expand in net two years. We
expect EBIT margins to expand by 50bps in next 2 years to 9.6% in FY13E.

% Contribution to EBIT
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Robust Revenue Growth at 19% CAGR (FY11-13E)

On the back of sustainable strong demand in consumer segment, stable growth in lighting and
improved efficiency in E&P BU, we expect BEL to report sales of ¥3887.8 Cr by FY13E at a 2
year CAGR of 19.1%.
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Margin expansion due to increased contribution from higher margin consumer business
BEL witnessed erosion on the operating margin (EBIT) front in FY11 by 148bps due to high
raw material (RM) cost. Prices of key raw materials like copper, aluminum and steel have seen
some fall over the past few months due to fear of a global slowdown. Company’s calibrated rate
hikes in last few months will also help in offsetting higher RM cost and cover the lost margin
ground. EBIT margin is expected to increase to 9.6% in FY13E from 9.1% in FY11 due to
increased contribution from the high margin consumer durables segment.
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Return Ratios to remain relatively stable
We expect BEL to maintain ROE and ROCE above 22% and 29% respectively in next two
years.
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Valuation & Outlook:

We believe that BELs consumer and Lighting segment are showing credible traction and the poor
E&P performance in the Q1 was more inherent in nature. Going forward, this knock to profitability
should play out positively in the form of higher margins and improved return ratios 12-18 months
from now. We believe that the worst is over for BEL as far as the E&P segment is concerned and
expect gradual traction as company streamlines its operational metrics over the next two quarters.
Strong brand, wide distribution reach and good products offering by the company have been
complementing the high consumption demand resulting in strong growth.

BEL is expected to report revenue and profit CAGR of 19% and 22% respectively in next two
years backed by strong growth in consumer and steady growth in other segments. At the CMP of
%198, BEL trades at a P/E and EV/EBIDTA of 11.8x and 6.9x, discounting its FY12E numbers.
Based on increasing share of consumer segment, higher cash flows and strong growth prospects,
we value the company at 11x FY13E EPS and arrive at a target price of 3241.

We recommend BUY.
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Company Background:

BEL is primarily a trading company where manufacturing of more than 90% of the products
sold by the company are outsourced. BEL has diversified business interest and operates
through three main segments: 1) Consumer Durables (Appliance and fans) 2) Lighting (lighting
and luminaries) 3) E&P (high mast & poles, transmission line towers and special projects).

Consumer Durables

Consumer durables segment is divided into appliances and fans. Appliance BU deals in a wide
range of electric appliances including water heaters, mixers, microwave ovens, electric irons,
toasters, rice cookers, oven-toaster-grillers, juicer-mixer-grinders, pressure cookers, water
purifier etc. under its portfolio.

Fans BU has a wide range of ceiling, portable, fresh air & industrial air circulators and exhaust
fans which are outsourced as well as manufactured in company's Chakan plant with a capacity
of 800,000 units/annum.

Lighting

Lighting BU markets various products ranging from General Lighting Services (GLS) lamps,
Fluorescent tube lamps (FTLs), Compact fluorescent lamps (CFLs), and Light-Emitting Diodes
(LEDs).

Luminaries BU undertake projects in modern workspace lighting, retail lighting, roadway
lighting, area lighting and industrial lighting.

Engineering & Project (E&P)

BEL's E&P division which contributes ~30% to its overall sales operates in three sub-verticals

o Special projects: This sub-segment mainly includes turnkey projects like factory lighting,
airport lighting, rural electrification etc. Company has a dominating position in this space
and some of its prominent clients include- BHEL, NTPC, Airport authority of India and
other electricity boards.

e High masts and poles: It undertakes design, supply, erection and commissioning of high
masts, signages and street lights. Company is the leader in this category and enjoys over
60% market share.

e Transmission line tower: It undertakes design, supply, erection and commissioning of
transmission lines, telecom towers and monopoles (next generation transmission towers).
Some of the major clients of the company are Power Grid, Damodar Valley, Maharashtra
Electricity Board and other state utilities.

Key Investment Risks:

o Increase in the prices of key raw materials like copper, aluminium, zinc and steel could lead
to further erosion of the margins. Further, intense competition in the consumer durable
segment can squeeze margins.

o Greater contribution of E&P business is likely to increase the debt levels in the form of
higher working capital that this business demands.

e High inflation, interest rate hike and further slowdown of the economy can dampen the

consumer confidence which might impact the overall growth of the consumer durables
industry.
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Estimated Income Statement

Particulars 2009 2010
Revenue 1770.5 2228.6
% Growth 29% 26%
Expenditure 1590.7 1985.9
EBITDA 185.5 246.3
% Growth 25% 33%
Other Income 5.7 3.6
Depreciation 8.6 9.2
EBIT 177.0 237.1
Interest 37.0 315
PBT 140.0 205.6
% Growth 26% 47%
Tax Paid 50.6 75.4
PAT 89.4 117.1
% Growth 22% 31%
APAT 89.6 130.3
% Growth 22% 45%
Estimated Cash Flow Statement
Particulars FY09 FY10
PBT 150.2 210.9
Adjustments for:
Dep 8.5 9.2
Interest 41.3 37.1
Op. Profit before WC Changes 200.0 252.2
Adjustments for:
Inc/Dec In Inventory (15.5) (31.7)
Inc/Dec In Receivables (143.4)  (240.3)
inc/Dec in Creditors 164.4 115.7
Cash Generated From Ops. 205.5 95.8
Tax (545)  (91.7)
CF from Op. Activities (A) 151.0 4.0
CF from Investing
Purchase of fixed assets (14.8) (14.7)
Miscellaneous expenditure (18.2) (19.0)
Purchase of investments in MF 9.2) (5.0)
Net CF From Inv. Activities (B) (42.1) (38.4)
CF from Financing Activities
Inc/Dec In share Cap 0.0 163.4
Long term borrowings (22.9) (62.0)
Dividend paid (16.1) (17.2)
Interest paid (41.8) (36.9)
Net CF From Fin. Activities (C) (87.1) 41.8
Inc./Dec. in Cash (A + B + C) 21.9 7.4
Opening Cash 32.0 53.8
Closing Cash 53.8 61.2

October 18, 2011
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2012E 2013E
3250.4 3887.8

26% 24%
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308.9 387.8
0% 0%
4.0 4.0
12.0 133
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249.9 3245
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16% 30%
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(60.0) (30.0)
0.0 0.0
1335 0.0
324 37.9
47.0 50.0
53.6 (88.4)
.7 98.9
48.1 40.5
40.5 139.3
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Estimated Balance Sheet XCr
Particulars 2009 2010 2011
Share Capital 17.3 195 19.8 19.8 19.8
Reserves 227.7 474.7 591.3 725.4 903.7
Net Worth 2254.0 2504.2 2622.1 745.2 9235
Total Debt 213.9 151.8 116.5 250.0 250.0
Capital Employed 458.9 646.2 727.6 995.2 11735
Gross Block 57.3 65.8 74.3 86.3 99.6
Dep 2.6 2.6 2.6 0.0 0.0
Net Fixed Assets 94.6 101.6 153.3 193.9 210.6
Capital WIP 25 0.1 0.0 10.0 10.0
Investments 31.6 36.6 36.6 36.6 36.6
Current Assets
Inventory 177.7 209.4 294.6 381.6 427.3
Sundry Debtors 559.2 750.7 1065.4 1101.6 1101.6
Cash & Bank 53.8 61.2 48.1 40.5 139.3
Loan & Advances 113.1 179.1 166.8 166.8 166.8
Current Liab & Prov 570.4 693.0 1039.2 935.6 1307.8
Current Liabilities 519.2 628.7 966.1 855.6 1207.8
Provisions 51.3 64.3 73.1 80.0 100.0
Total Assets 458.9 646.2 727.6 995.2 1173.5
Key Ratios
Particulars FY09 FY10 FY11l  FY12E  FY13E
Profitability ratios
EBITDA% 10.5% 11.1% 9.6% 9.5% 10.0%
EBIT% 10.0% 10.6% 9.2% 9.1% 9.6%
Adj PAT % 5.1% 5.8% 5.5% 5.1% 5.6%
Valuation ratios
Adj EPS ) 10.4 13.4 15.2 16.8 21.9
BV ) 24.8 50.0 61.8 75.9 93.4
EV (RCr) 1840.2 1985.5 1989.0 2130.2 2031.3
DPSR) 2.0 2.4 2.8 3.3 3.8
P/E (x) 19.1 14.8 13.1 11.8 9.1
P/BV (x) 8.0 4.0 3.2 2.6 2.1
EV/EBITDA(X) 9.9 8.1 7.5 6.9 52
Dividend Yield 1.0% 1.2% 1.4% 1.7% 1.9%
Return Ratios
Adj. ROE% 36.6% 26.4% 24.5% 22.3% 23.4%
ROCE% 38.6% 36.7% 34.8% 29.8% 31.9%
Solvency ratios
Debt/ Equity (x) 0.9 0.3 0.2 0.3 0.3
Interest Coverage 4.8 7.5 8.7 6.3 75
Turnover ratios
Inventory (days) 46.5 422 43.3 49 49
Debtors (days) 100.1 105.8 119.3 120 120
Creditor ( days) 121.1 125.1 137.0 132 125
DU Pont Analysis
EBIT% 10.0% 10.6% 9.2% 9.1% 9.6%
Tax Burden % 64.0% 63.4% 66.9% 66.6% 66.6%
Interest Burden % 79.1% 86.7% 88.5% 84.2% 86.6%
Asset Turnover(x) 3.9 3.4 3.8 3.3 3.3
Leverage(x) 1.9 13 1.2 13 13
ROE(%) 36.6% 26.4% 24.5% 22.3% 23.4%
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Stock Ratings

BUY The stock's total return is expected to exceed 15% over the next 12 months
ACCUMULATE The stock's total return is expected to be within 10-15% over the next 12 months
HOLD The stock's total return is expected to be within 0-10% over the next 12 months
SELL The stock's total return is expected to give negative returns over the next 12 months
NOT RATED The Analyst has no recommendation on the stock under review
RESEARCH

Name Designation Email ID Contact Number
Sharmila Joshi Head-Equity sharmila.joshi@fairwealth.in 09320159211
Prakash Pandey VP- Research & PMS prakash.pandey@fairwealth.in 09313337742
Preeti Gupta Sr. Research Analyst - Fundamental preeti.gupta@fairwealth.in 07428388302
Hitesh Parekh Research Analyst - Fundamental hitesh.parekh@fairwealth.in 02230720306
Hemen Kapadia Technical Strategist hemen.kapadia@fairwealth.in 09821276177
Pervez Danish Sr. Technical Analyst pervez.danish@fairwealth.in 09312873108
Rinku Saraf Derivatives Analyst derivatives@fairwealth.in 022 30720073

INSTITUTIONAL DESK
Name Designation Email ID Contact Number
Lokeshh N. Gowda Senior Manager - Sales lokeshh.g@fairwealtth.in 022 30720073
Rajan Bhatia Institutional Dealer rajan.bhatia@fairwealth.in 022 30720057
Disclaimer:

This publication has been solely prepared for the information purpose and does not constitute a solicitation to any person to buy or sell a security. While
the information contained therein has been obtained from sources believed reliable investors are advised to satisfy themselves before making any
investments. Fairwealth Securities Ltd does not bear any responsibility for authentication of the information contained in the reports and consequently is
not liable for any decision taken based on the same. Further Fairwealth Research report only provides information updates and analysis. All opinions for
buying and selling are available to investors when they are registered clients of Fairwealth Investment advisory services. As a matter of practice,
Fairwealth refrains from publishing any individual names with its reports. As per SEBI requirements it is stated that, Fairwealth securities Ltd, and/or
individuals thereof may have positions in securities referred herein and may make purchases or sale while this report is in circulation.

grow with intelligence

FAIRWEALTH SECURITIES LTD.

H.O.: Plot No. 651-652, Udyog Vihar, Phase-5, Gurgaon 122001 (Haryana)
Phone: 0124-3024400, Fax: 0124-3024474

Website: www.Fairwealth.in . Email: info@fairwealth.in

FAIRWEALTH INSTITUTIONAL DESK

Unit No,12,2ndFloor, Sonawala, Apollo Building, Mumbai Samachar Marg, Opp BSE, Fort
Mumbai- Maharashtra - 400001,

Ph: 022-30720056-68, Fax: 022 30722787

Delhi: UG-3, Somdutt Chambers I, Bhikaji Cama Place, New Delhi-110066, Ph : 011-46091118 @ Chennai: Rahab Tower, First Floor, New No: 522, Old No: 706,
P H Road, Aminjikarai, Chennai-600029. Ph-044-42698796, 42698834, 32218508 @ Kolkatta: No.1&2, 3rd Floor, Tobacco Jouse, Old Court House Street,
Kolkatta, WB-700001. Ph- 033-40119500-02-03 @ Bangalore : Shop No — 54, 1st floor, 12th Main Road, 27Th Cross Road, 04th Block Jayanagar, Banglore,
Karnataka — 560011, Ph-080-41172604/605 @ Hyderabad : Shop No.8, Ground Floor, Meridian Plaza, besides Lal Bunglow , Green Lands, Road Ameerpet,
Hyderabad — 500016, Ph-040-40037218. @ Ahmedabad: 108, H.J.House, Opp IGP Petrol Pump, near Rambagh Police Station, Mani Nagar, Ahmedabad,
Gujarat-380009. Ph - 079-40304461, 62636465.

October 18, 2011 Page 11 of 11



