
Fundamental Pick of the Week
Every week, the ICICIdirect research team selects a stock based on fundamental and/or technical parameters, 
which is likely to give a return of 20% or more over a 3-6 month perspective. 

Potential upside: 20%

Current Price: Rs 2,240 Target Price: Rs 2690

Time Frame:  3-6 mths

Bajaj Auto(BAJAUT)
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Company Background

Investment Rationale

Risks & Concerns

Bajaj Auto Ltd (BAL), the flagship of the Bajaj group, manufactures and markets Bajaj scooters, motorcycles, three-wheelers 
and spare parts. The company was incorporated in 1945 as a private limited company and went public in 1960. Currently, the 
company has four plants at Akurdi, Waluj, Chakan (all in Maharashtra) and Uttaranchal with a combined installed capacity to 
produce 4,180,000 units of two and three-wheelers. BAL also has a 74% stake each in Bajaj Allianz General Insurance Company 
and Allianz Bajaj Life Insurance Company.

Automobile segment geared for high growth
BAL is set to reclaim the numero uno position in the auto space with its multi-pronged strategy of a richer product mix which is 
more focused towards high-end motorcycles and renewed focus on its high-margin three-wheeler segment. New product 
offerings in higher cc segment with new technology and little price differentiation would further help shift customers from low-
end motorbikes offered by its competitors to its portfolio, enhancing volume and value growth.

Capex to ramp-up volumes
The company's capacity is set to increase to 5.5 million units in FY09 from 4.2 million units in FY07. We see significant volume 
growth coming from the increased capacities in both two- and three-wheelers aiding top line growth. 

Operational efficiency to stabilize EBITDA margins
Productivity and efficiency gains should aid the company counter the impact of high input costs and maintain its margins at 
15%. A remarkable improvement in output per employee, vendor consolidation and declining warranty costs would aid the 
EBITDA margins. 

Value creation opportunity in insurance biz
BAL has 74% stake each in Bajaj Allianz Life Insurance and Bajaj Allianz General Insurance and currently enjoys the number 2 
position in both segments among private sector players. We value the life insurance business on the basis of new business-
achieved profit (NBAP) and the general insurance on the basis of book value. The de-merger of the insurance and finance 
businesses would enable the management focus on two key businesses and deploy money in high return avenues. The only 
concern is the call option available to the joint venture partner to increase its stake up to 74% in the life insurance and 50% in 
general insurance business.

Rising interest costs and higher petrol pries could lower demand for two-wheelers, while rising material costs would continue 
to pressurize EBITDA margins.



2Fundamental Pick

Fundamental Pick of the WeekFundamental Pick of the Week

Financials

Valuation

On a stand-alone basis, the company reported net sales of Rs 9,415 crore, registering a growth of 24.3% for the year ended 
March 31, 2007. EBITDA grew by 4.7%, though EBITDA margins declined 260 basis points to 14.2%. Net profit grew 10.1% to 
Rs 1,237.1 crore. On a consolidated basis, the company reported net sales of Rs 10,118.7 crore and net profit of Rs 1,249.4 
crore.

For Q1FY08, BAL reported a 4.2% decline in net sales mainly impacted by 11.7% de-growth in volumes. EBITDA margins 
declined 330 bps to 13.1%, while EBITDA declined 23.7% to Rs 275.4 crore. Higher non-operating income mainly from 
treasury helped restrict the fall in bottom line to 14.9%. Net profit was Rs 226.5 crore against Rs 266 crore in the corresponding 
quarter the previous year. On a consolidated basis, net sales were down 3.8% to Rs 2,206.4 crore and net profit declined 24.4% 
to Rs 201.2 crore. EBITDA margins declined 340 bps to 16.3%.

Going forward, on standalone basis we expect net sales to grow at a CAGR of 17.4% over FY07-09E and net profit at 5.8% to Rs 
12,973.7 crore and Rs 1,384.8 crore respectively.

At the current price of Rs 2,240, the stock trades at 17.3x and 16.4x its FY08E and FY09E EPS respectively and 8.3x and 7.6x its 
core FY08E and FY09E EPS respectively. We expect the company's strategy to focus more on high-end bikes and high-margin 
three-wheelers would pay off in the coming years. The stock is available at attractive valuations and we expect it to gain 20% to 
Rs 2,690 within a 3-6 month timeframe.

Key Financial Ratios

2006/03 2005/03 2004/03 2003/03 2002/03

EPS 108.87 72.06 72.98 53.21 51.5

CEPS 128.15 90.78 91.16 70.53 70.49

Book Value 546.96 471.49 408.6 365.04 320.27

Dividend/Share 40 25 25 14 14

OPM 16.9 14.91 16.92 18.92 15.84

RONW 20.44 15.98 18.41 17.08 14.37

Debt/Equity 0.3 0.29 0.27 0.25 0.21

Ratio 0.81 0.88 0.84 1.02 1.08

Interest Cover 4,852.44 1,752.05 1,169.98 876.83 233.93
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DISCLAIMER: 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 Limited. "The author of the report does not hold any investment/open position in any of the companies mentioned in this report. ICICI Securities Limited (I-Sec) may be holding a small number of shares/ an open position 
in the above referred companies as on the date of release of this report." 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. 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. I-Sec 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. Actual results may differ materially from those set forth in projections. I-Sec 
may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. 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 I-Sec 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.
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Technical Outlook

On the charts, the stock made a bottom at Rs 2,080 from where it rallied to its 200 DMA at Rs 2,450. It has thereafter 
consolidated and is now finding good support at around Rs 2,250. The daily RSI indicator and MACD indicators have found 
support and are on the verge of a positive crossover.
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