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Rs Crore FY09 FY10 FY11E FY12E
Net Sales 8,696 11,810.6 16,755.9 19,589.6
EBITDA 1,078.0 2,482.2 3,258.7 3,878.5
Net Profit 654.5 1,702.7 2,471.7 2,964.2
EPS (Rs) 22.6 58.8 85.4 102.4

Valuation summary

FY09 FY10 FY11E FY12E
P/E 65.8 25.3 17.4 14.5
Target P/E 67.9 26.1 18.0 15.0
EV/EBITDA 395 16.2 11.8 9.2
P/BV 23.0 14.7 8.5 5.6
RoNW 35.0 58.1 48.8 38.6
RoCE 21.6 55.0 48.9 415
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Bajaj Auto (BAAUTO)

Rs 1485
WHAT'S CHANGED...

Richer product mix improves profitability...

Bajaj Auto (BAL) reported another set of record breaking quarterly
numbers, which were above our estimates. The topline stood at Rs
4180.9 crore (I-direct estimate of Rs 4028 crore), a 49.7% YoY and 11.9%
QoQ jump. This was driven by volume growth of 45.7% YoY and 7.8%
QoQ surpassing the 1 million plus unit target. BAL was able to improve
margins by 70 bps sequentially to 20.7%. This was in the wake of a
better product mix leading to realisation improvement of 3.8% QoQ
along with personnel costs management leading to a 60 bps QoQ
decline. BAL has reported a record bottomline at Rs 682.1 crore, a jump
of 15.6% QoQ and 57.7% YoY. This was on the back of higher other
income of Rs 83.7 crore from the investment book.

Product mix continues to improve

BAL’'s sales have seen a gradual improvement in the product mix with
increased sales of the Pulsar family (2,46,000 units, a 7.8% jump QoQ).
Thus, it provided a cushion to margins with realisation improvements.
Also, there has been a migration of customers from Discover 100 cc
towards the 150 cc variant leading to an improvement in market share of
~200 bps in the 125 cc and above segment. The company expects to see
further traction in Pulsar volumes as newer capacity comes on stream.

Export demand poses welcome challenge

The exports segment has continued to perform impressively with 37.0%
YoY growth. However, on a sequential basis, there has been a decline of
5.4% mainly due to three-wheeler exports falling 9% QoQ. The slowdown
in exports sequentially has been due to higher domestic demand owing
to new licenses issued in Tamil Nadu. The company expects to gain on
exports in H2FY 11 with the easing of domestic demand.

Valuation

The improvement in product mix and volume expansion is expected to
drive financials in the stronger half of the fiscal. At the CMP of Rs 1,485,
the stock is trading at 17.4x FY11E EPS of Rs 85.4 and 14.5x FY12E EPS of
Rs 102.4. We are valuing the company giving higher P/E of 15x FY12E
EPS to arrive at Rs 1,637 per share, implying a 3% upside from its present
levels. We rate the stock as ADD.

Exhibit 1: Financial performance

(Rs Crore) Q2FY11 Q2FY11E Q2FY10 Q1FY11 QoQ (Chg %) YoY (Chg %)
Net Sales 4,341.8 4,131.0 2,793.2 3,890.1 11.6 55.4
EBITDA 897.2 817.9 542.2 771.0 15.5 65.5
EBITDA Margin (%) 20.7 19.8 19.4 20.0 69 bps 125 bps
Depreciation 30.0 33.0 33.6 31.8 (5.8) (10.8)
Interest 0.7 - - 0.6 8.3 NA
Other Income 83.7 50.0 21.7 81.7 2.4 285.7
Reported PAT 682.1 600.3 402.8 590.2 15.6 69.3
EPS (Rs) 23.6 20.7 13.9 20.4 15.7 69.8

Source: Company, ICICIdirect.com Research
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Segmental Analysis

= Motorcycles

Bajaj Auto has seen robust growth in the motorcycle segment with the
effective branding and product based strategies in the Discover and
Pulsar families. The launch of the new variant of Discover 150 cc along
with a lower engine capacity Pulsar (135 cc) has led to a larger product
portfolio (10 on the basis of engine capacity from 99 cc to 250 cc). Thus,
this facilitated customer migration from Hero Honda, which offers limited
choice (five based on engine capacity).

Pulsar is now on track to achieve volumes of more than a million/year
with a quarterly run rate of 2,46,000 units. This is expected to improve to
3,00,000 units by Q4FY11E. The Discover has zoomed to 1,30,000
units/month volume with the 150 cc version having ~35,000 monthly run
rate. Higher sales of Pulsar and Discover have led to an overall market
share gain in the motorcycle segment for Bajaj Auto of 6.7% YoY to
27.8%. Motorcycle sales grew 47.3% YoY touching 8,83,494 units with
the Discover and Pulsar family contributing nearly 80% of total sales.

On the exports front, the company has seen a strong performance from
all the major export markets with burgeoning demand for the Boxer
motorcycles, which is running at nearly 30,000 units monthly run rate,
with Africa growing at ~35% along with South East Asia and South Asia
growing by 40% and 90%, respectively, on YTD basis.

Exhibit 2: Volume quarterly performance (nos)

: Q2FY11 Q2FY10 Q1FY11 YoY (%) QoQ(%)
MOTORCYCLES 883,494 599,641 828,391 413 6.7
3 WHEELERS 117,076 85,246 99,918 313 17.2
TOTAL 2 & 3 WHEELERS * 1,000,570 686,727 928,336 45.7 1.8
Exports out of the above 307,332 178,295 214,471 72.4 43.3
Exports as % to sales 30.7 26.0 23.1

* Scooters volumes included which has been discontinued

Source: Company, ICICIdirect.com Research

Exhibit 3: Market share movement in motorcycles (%)
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Exhibit 4: Market share movement in executive motorcycle segment (%)
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Exhibit 5: Market share movement in greater than 125 cc segment (%)
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= Three wheelers

The three-wheeler segment recorded its highest ever volumes of 1,17,076
units for the quarter reflecting 37% YoY growth. This was on the back of
higher domestic demand driven by economic growth along with
increased exports sales. The contribution of three-wheelers to total sales
has risen from 10.7% in Q1FY11 to 11.7% in Q2FY11 signalling strong
growth in the developing markets of South East Asia, Sri Lanka and
Columbia. The strong three-wheeler demand is expected to be structural
in nature leading to consistent demand. With domestic demand expected
to ease post the issuances of new licenses in Chennai the management
expects to address the larger export audience. In view of this, the

capacity is expected to be ramped up to 5 lakh units from the present 4.2
lakh units.
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Exhibit 6: Market share movement in three wheelers (%)
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Exhibit 7: EBITDA margin trend (%)
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Exhibit 8: Trends in average realisation (Rs/Unit)
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Outlook

Bajaj Auto has been one of the major beneficiaries of the strong pent up
demand in the automobile industry with YTD growth of ~56%. The
motorcycle segment contributed ~89% to total volumes. The Discover
and Pulsar family have been the major drivers of volumes clocking 80%
total volumes, thereby increasing market share in the motorcycle
segment to 27.8% (6.7% YoY jump). The Discover 150 cc and Pulsar 135
cc have received a strong response from customers with a certain
demand shifting from Discover 100 cc to the higher end variant (~21%
costlier). This led to an improvement of the product mix and realisation.

On the three-wheeler side, the company has seen a strong order book
from the domestic as well as exports segments (Sri Lanka and Egypt). The
capacity is expected to be ramped up to 35,000 units per month. The
company has also enjoyed the benefits of higher exports with a
significant rise in the non-operating income arising from the export
incentive DEPB scheme.

The management has continued to guide on the sales target of 4 million
vehicles for the full year with exports contribution expected to be 1
million vehicles. Also, the three-wheeler contribution is expected to be
around 0.5 million, ~85% of which is mainly going to be catered to from
the Waluj facility. The company is expected to ramp up overall production
from the 4.2 million units (FY10) mark to 5 million units by the end of
FY11. In this, the Pantnagar plant |l has been made functional since
October. Now it has a capacity of 15 lakh units and it is expected to be
raised to 18 lakh units by the end of this fiscal year.

Valuation

Volume growth is expected to remain robust since H2 is traditionally
stronger in comparison to H1 of a fiscal. However, the resounding first
half performance is expected to lead to sales petering to a certain degree.
The export market continues to remain robust with the management
expecting to garner higher sales from exports in the latter half of this
fiscal. The increase in capacities in the Pantnagar plant is expected to
ease capacity concerns and provide relief due to tax benefits. The
company has also targeted a swelling of the investment book to nearly Rs
7,500 crore. This is expected to further increase the non operating income
leading to an increase in the per share earnings of the company. At the
CMP of Rs 1,485, the stock is trading at 17.4x FY11E EPS of Rs 85.4 and
14.5x FY12E EPS of Rs 102.4. We are valuing the company giving higher
P/E of 15x FY12E EPS to arrive at Rs 1,536 per share, implying a 3%
upside from its present levels. We rate the stock as ADD.

Exhibit 9: Revised financial estimates

Previous Revised % chg
(Rs crore) FY11E  FY12E  FY11E  FY12E FY11E  FY12E
Volumes (‘000 units) 3914.8 45254 3924.0 4584.0 0.2 1.3
Net sales 16134.0 19215.0 16755.9 19589.6 3.9 1.9
EBITDA 3255.9 3893.7 3258.7 38785 0.1 0.4
EBITDA margins (%) 20.2 20.3 19.4 19.8  (80) bps (50) bps
Net profit 2405.9 2850.4 2471.7 2964.2 2.1 4.0
EPS (Rs) 83.1 98.5 85.4 1024 2.8 4.0

Source: Company, ICICldirect.com Research

ICICldirect.com | Equity Research

Page 5



Bajaj Auto (BAAUTO)

The in-house raw material index reflects the combination of
the various input materials (steel, rubber, aluminium,
plastics) for OEMs which have been rebased with Dec'08
as base year to 100. The chart shows the increasing trend
in raw material prices causing concern for the industry
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Exhibit 10: Valuation metrics

Sales Growth  EPS Growth  PE EV/EBITDA ~ RoNW  RoCE
(Rs cr) (%) (Rs) (%) (x) (x) (%) (%)

FY10 11810.6 58.8 253 16.2 58.1 55.0
FY1E 16755.9 419 854 452 174 1.8 488 489
FY12E 19589.6 16.9 102.4 19.9 145 9.2 386 415

Source: Company, ICICldirect.com Research

Exhibit 11: Auto RM Index

160

140 4

120 4

100 +

80 -

60 T T T T T T T T T T T T T T T T T T T T T 1
[e=] D [=2] D D D [=2] [=2] (=2 [=2] (=2 (=2 (=2 o o o o o o o o o
eI LLLeLLY T T T I LTI LT
o c =) = = o = (=% + o = =} = = = = (=N
8 &§ 8 8 5 5 5 3 2 88 3 8 &5 8 8 3 5 S 3 S 8
a o w =< s S5 I v © 2 Ao 5w =< = S I »n

==gfr==RM Auto Index

Source: Company, ICICIdirect.com Research

ICICldirect.com | Equity Research

Page 6



Bajaj Auto (BAAUTO) T—_— @Re search
irect.com

It's Advice, Not Adventure

ICICldirect.com coverage universe (Auto OEM's)

Tata Motors Sales (Rs cr) EPS (Rs) PE(x) EV/E (x)* RoNW (%) RoCE (%)
Idirect Code TELCO CMP 1,156  FY09 25,616.2 19.5 59.3 47.0 10.0 15
Target 1,218  FY10 35,586.2 39.3 29.4 20.5 16.5 12.9

Mcap (BRs cr) 59401.0 % Upside 5.4 FY11E 38,958.3 48.4 23.9 18.8 17.4 14.0
FY12E 45,870.6 55.1 21.0 17.0 17.6 13.0

Maruti Suzuki Sales (Rs cr) EPS (Rs) PE(x) EV/E (x)* RoNW (%) RoCE (%)
Idirect Code MARUTI CMP 1489 FY09 20,358.3 42.2 353 21.4 13.3 18.5
Target 1627 FY10 28,958.5 86.4 17.2 1.1 23.1 31.9

Mcap (Rs cr) 43032.1 % Upside 93 FY1NE 37,958.1 87.0 171 11.2 18.9 25.6
FY12E 45,295.3 108.5 13.7 8.7 19.6 27.6

M&m Sales (Rs cr) EPS (Rs) PE(x) EV/E (x)* RoNW (%) RoCE (%)
Idirect Code MAHMAH CMP 697  FY09 13,093.7 15.3 454 38.5 17.4 9.9
Target 764  FY10 18,602.1 36.9 15.9 13.8 31.9 25.8

Mcap (Rs cr) 38011.4 % Upside 9.6 FY11E 22,838.4 43.2 16.1 1.7 275 26.0
FY12E 25,512.6 47.6 14.7 10.4 24.1 24.7

Bajaj Auto Sales (Rs cr) EPS (Rs) PE(x) EV/E (x)* RoNW (%) RoCE (%)
Idirect Code BAAUTO CMP 1,488 FY09 8,436.9 22.2 67.1 43.4 40.1 38.5
Target 1,537 FY10 11,810.6 58.8 25.3 16.2 58.1 55.0

Mcap (BRs cr) 21528.4 % Upside 3.3 FY11E 16,755.9 85.4 17.4 11.8 48.8 48.9
FY12E 19,589.6 102.4 14.5 9.2 38.6 415

Escorts* Sales (Rs cr) EPS (Rs) PE(x) EV/E (x)* RoNW (%) RoCE (%)
Idirect Code ESCORT CMP 213 FY08 1,998.0 1.3 162.4 29.0 -1.6 7.0
Target 235 FY09 2,162.8 9.9 21.5 13.7 8.5 10.6

Mcap (Rs cr) 2004.8 % Upside 10.4  FY10E 2,830.7 15.7 13.6 9.5 10.9 13.2
FY11E 3,387.1 18.2 1.7 7.8 11.3 14.3

Source: Company, ICICIdirect.com Research
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The chart compares the movement of OEM stocks in the
ICICIdirect.com Universe with the BSE Auto index, thereby
reflecting the degree of mimicking of the index

Since mid-February 2010, Bajaj Auto, Tata Motors and
Escorts have outperformed while Maruti Suzuki has
underperformed in comparison to the index by being
divergent on the upside and downside, respectively

The chart compares the movement of auto ancillary stocks
in the ICICIdirect.com universe with the BSE Auto index

The volatile nature of smaller ancillary companies is
reflected. These have met with numerous fluctuations with
the exception of larger market capitalisation companies like
Bharat Forge, which mimic the index greatly
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ICICI direct.com Universe price movement vis-a-vis BSE Auto index

Exhibit 12: OEM comparison with BSE Auto
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Exhibit 13: Ancillaries comparison with BSE Auto
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Add, Reduce and Sell. The performance horizon is two years unless specified and the
notional target price is defined as the analysts' valuation for a stock.

Strong Buy: 20% or more;
Buy: Between 10% and 20%;
Add: Up to 10%;

Reduce: Up to -10%

Sell: -10% or more;

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

ICICIdirect.com Research Desk,
ICICI Securities Limited,

7" Floor, Akruti Centre Point,
MIDC Main Road, Marol Naka,
Andheri (East)

Mumbai — 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Karan Mittal MBA Nishant Vass 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 ICICI 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 judgment 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 Karan Mittal MBA Nishant Vass 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 Karan Mittal MBA Nishant Vass 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.
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