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Deconstructing the 2-wheeler value creation engine; Buy Bajaj Auto

40%+ cash returns for 10 years: hidden risks or opportunities?
Indian 2-wheeler market leaders Hero Moto and Bajaj Auto have generated
on average over 40% cash returns on capital invested for over 10 years,
placing them among the most profitable companies globally. We believe
this naturally raises questions about the sustainability of such high returns.

Deconstructing high returns reveals three main drivers

Our analysis reveals three main drivers of their returns on capital: 1) Less
global competition— only two significant Japanese competitors in the
mass-market motorcycle segment globally (vs. 12 in cars). We estimate this
alone drives 10-20 pt of incremental cash returns. 2) Fragmented vendor
and distributor base — leading to a favorable negative working capital
position, driving another 10-18 pt of higher returns. 3) Lower R&D
investments — at 0.5%-2% of revenue vs 3%-7% spent on average by global
automakers, driving up to 5 pt of higher returns on capital.

Stocks look undervalued under a stressed normalization scenario
We stress test our valuations for Bajaj Auto and Hero Moto by assuming
some drivers normalize and converge with global auto peers in FY2013E:
1) Reversal in working capital, if vendor/distributors consolidate over time.
2) Higher R&D costs if consumers demand higher technology motorcycles.
Even in a stressed scenario, these stocks generate top quartile +25%
CROCI, and imply 13-45% upside on Director’s Cut vs GS India coverage.

Market structure drives top quartile returns; Buy Bajaj (CL), Hero

1) Less competitive market, with changing consumer aspirations. Two-
wheeler market size is relatively unattractive for most global automakers,
in our view. As consumers shift to higher technology motorcycles in the
long run, we believe market participants who can offer relevant technology
and brand will emerge as winners, namely Honda, Bajaj and Yamaha.

2) Sustainable demand growth. Low penetration in Asian, N-11 markets,
where we find Honda, Bajaj, Hero and Yamaha have first-mover advantage.
We reiterate Buy on Bajaj Auto and have added it to our Conviction List,
and also upgrade Hero Moto to Buy (see Buy, Buy, Sell: Bottom-up choices
amid rally; Buy Bajaj, Sell Maruti, dated February 15, 2012).

Key risks: rapid emergence of electric bike technology; change in tax
structure; increasing success of Japanese competitors.

DIRECTOR'’S CUT RELATIVE TO GS INDIA COVERAGE
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India: Automobiles: Buy, Buy, Sell: Bottom-up choices amid
rally; Buy Bajaj, Sell Maruti, dated February 15, 2012.

India: Automobiles: Two-wheelers: Business model drives
returns on capital; Buy Bajaj, dated October 5, 2011.

Turn more positive on two-wheelers; Buy Bajaj, Hero up to
Neutral (Oct 25, 2011)

Source: Datastream, Goldman Sachs Research estimates.
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Exhibit 1: CROCI comparison - global auto and auto parts coverage group

CROCI

Company Name CY2001  CY2002 CY2003 CY2004 CY2005  CY2006 CY2007 CY2008 CY2009 CY2010 CY2011E CY2012E CY2013E

Bajaj Auto
Ashok Leyland 15%
Hero MotoCorp
Maruti Suzuki India
Tata Motors 8% -8% 2% 13%

Mahindra & Mahindra 14% 14% 11% 8%

TVS Motors 15%

Bosch India

MRF 6% 8% 14% 12% 13% 14%
Exide Industries

Bharat Forge 15% 13% 13% 14%
Apollo Tyres

Bridgestone % %
Michelin % 8% 8%
Goodyear Tyres 5% 8% 7%

Pirelli 4% 5% 1% 8% 7% 9%
Continental

Hankook Tire 14%
Hyundai Mobis 14% 139

Hyundai Motor
Volvo

11% 4% 14%
15%
13% 13%
7%
13%

Scania
Renault 3% 6% 6%

BMW 14% 13% 8% 16% 15% 14%

Peugeot -4% 3% 8% 6% 7%
Fiat 9% 7% 13%

Daimler AG 4% 6% 6%

Toyota Motor 17% 10% 13%

Suzuki Motor 13% 13% 12% 9% 13% 10% 10%
Nissan Motor 6% 7% 11% 11%

Mazda Motor 6% 6% 8% 6% 1% 2% 3% 0% 2% 2%
Honda Motor
Hino Motors 4% 4% 6% 6% 6% 6% 1% 3% 7% 6% 7% 7%

Ford Motor Company 12% IN20% 14% 7% 3% 2% 4% 14%
Average 10% 12% 15% 14% 14% 15% 14% 10% 12% 15% 15% 16% 15%

Source: Company data, Goldman Sachs Research estimates.
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2-wheelers: Deconstructing cash returns — our methodology

Exhibit 2: Our analysis of Indian 2-wheeler market leaders’ returns on capital reveals three main drivers of high returns,
namely market structure, fragmented vendors & distributors driving favorable working capital, and low R&D costs
Outline of our methodology and results

Hidden problems or long-term opportunities? Deconstructing these returns reveals three main drivers

1. Indian 2-w market leaders Bajaj Auto and Hero Moto 1. Less global competition — only two prominent Japanese
have recorded >40% CROCI over past 10 years... competitors — drives 10-20 ppt of higherreturns on capital

2. ...potentially placing them among the most profitable ‘ 2. Fragmented vendor & distributor base — drives 11-18
companies globally... ppt of higherreturns on capital

3. ...but supernormal profitability raises questions on 3. Lower R&D investments — drives up to 5 ppt of higher
the sustainability of these returnsin thelong run returns on capital

Key challenges in investigating this segment
1. Nolisted pure exposures except three Indian motorcycle makers

2. Honda/Yamaha figures are mixed with other business segments & their
developed market operations; Harley-KTM-BMW cater to niche segments

3. Low data availability for new growth markets in Africa, Middle East & Latin
America

Key longer-term risks, opportunities Some factors could normalize, some others sustain

1. Shiftto higher cc & styling as markets become more - 1. Longer term, some factors look unsustainable — favorable
aspirational —advantage Honda, Yamaha, Bajaj working capital, lower R&D investments

2. Lower income Indian & N-11 consumers can drive 2. Some others could sustain for longer — lower competition,
growth as penetration/incomesrise penetration driven growth in the economy segment

Source: Goldman Sachs Research estimates

Exhibit 3: We make changes in our cash returns calculation, and conduct a scenario
analysis to deconstruct sources of returns on capital
Changes in modeling for cash on balance sheet, and our detailed scenario analysis methodology

Modeling changes in calculation of cash returns

1. Cash level — we now assume 25% of total assets is cash required in the businessie. ~50% of cash.
Asa result DACF- 1 cormesponding interest income, GCI - 1 cash required in business

2. R&D capitalization — we now assume all R&D expense is capitalized with 5-year amortization.
Asaresult DACF -+ R&D expense added back, GCI - 1 R&D expense (accumulated)

Scenario analysis - negative working capital position normalizes, and R&D costs rise in FY13E.

1. Total current liabilities — nil vs .about 45 payable days current assumption.

Receivables — assuming 21 days vs. about 14 days, in line with Indian sector average.

Inventory turnover — assuming 37 days vs _about 18 days, in line with Indian sector average.

» Total W/C days = 58 days vs. 48 days global auto average

oA WoN

R&D expense— 3.5% of sales (regional auto average, same as Harley Davidson) Vs.~1% cumrently.

Source: Goldman Sachs Research estimates
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Returns and valuation impact, if key drivers should normalize

Exhibit 4: Breakdown of returns reveals three key drivers
Bajaj Auto and Hero Moto — CROCI waterfall charts
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Source: Goldman Sachs Research estimates.

Exhibit 5: Bajaj Auto and Hero Moto look undervalued on Director’s Cut relative to broader
GS India coverage, even under our stress scenario analysis assumptions
Director’s Cut relative to broader GS India coverage
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Evaluating sustainability of less competitive market structure

Exhibit 6: We believe the market size (by value) and customer profile of majority of the 2-wheeler market is potentially
unattractive for global automakers to focus on
Market size comparison (indicative only)

Customer profile is right at the
bottom of global economic
pyramid Vs middle - higher |_
income for passenger cars, in Market size of
ourview... Global 4w
manufacturers is
~USD1700bn
(CY11E)

Global 2w’s
~USD60bn
(CY11E)

A

2-wheeler market size is small
(<5% of global car mkt in US$),
and potentially unattractive for
global automakers, in our view...

1
4

e

Source: Goldman Sachs Research estimates.

Exhibit 7: Globally, 2-wheeler markets are less competitive than car markets, with the possible exception of China
Competitive structure of passenger car markets vs 2-wheelers

Globally, car markets are more competitive with >11 global players . ... While 2w market is characterized by only 2 prominent Japanese competitors
Top 5 - 69%

N America Honda - Oizi, &% India Bajaj, 26% _ Others, 21%
Top5-71%

. ha, 13%
Top 6-49% Brazi _ Others, g%
oo LB L oo

Top5-61%
| Indonesia Yamaha, 42% Others, 8%
Western Europe 'enau. Others, 39%
; | ; : . ! . : : ! | ! ! ! ! ! ! !
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: Global Insight, Company data.
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Exhibit 8: Brands also pose a barrier to entry for new competitors, enhancing sustainability of incumbent position and
overall market structure in our view
Sales volume of leading motorcycle brands in India during Y/E 03/2011

Ranking of leading 2w brands has remained steady across years inspite of new launches

Hero Splendor e ——— e e— 2,019
Bajaj Discgyefii = 1,196 =~ ~N e
Her Passion | 1125 So 2w markets gls.ewhere
ajoi Pulsar | - } hgve_ seen strr_ular
Hem}wiwn _- 7z stickiness for /ncumbgnt
Hero CT106™ 469 - brands, :.such.as _BraZII,
VS Star T = = — — o e e e === m T T Indonesia, Nigeria, and
Bajaj Platina 392 Scale & financials ofincumbents: others
Honda Shine 293 a) enhance brand visibility on the
Hero Glanwour™ 227 roads;
Hero CBZ New launches find it b) make it financially difficult for We believe lower-income
VS Apache difficult to sustain newcomers to outprice or consumers are less
Hdhda Twister consumerinterestovera outpromotea new brand. Willing to experiment, and
londa Unicorn / |Qnger period stick to brands with
Yamaha FZ16 reputations for longer-

term durability, efficiency

I
] Hero Hunk
b Please note:

TVS Jive
IHonda Stunner

I 1vs Max 100
1

1) Ranking has notchanged significantly overpast5 years

Used 2w market also
poses entry barriers, in
ourview. Established

Hero Karizma

2) Premium segmenthighlighted in grey, already characterized by

Yamaha Fazer competitiol"l fromHonda

\ Yamaha SZ
Yagaha Crux R 3) This data excludes brands from smaller players - Suzuki, Royal branc{scommand
\TVS Viktor Enfield and super premium/imported bikes. premium to new brands.
Baja}@/enger

,9/ Thousands FY11 Indian motorcycle brand-wise sales volume -top 5 players

- 500 1,000 1,600 2,000 2,500

TVS Flsme_

Source: CMIE, Goldman Sachs Research estimates.

Exhibit 9: This is consistent with our observation of stable market shares of incumbents
across other consumer categories — law of duality in branding, first-mover advantage

80% - Bajaj, Hero, Honda and TVS -
o leaders in their respective Share for the 3rd largest or smaller
segments. They also 73% competitors has either been stable
71 % continueto challenge each or declining over last 6 years
70% - other's strongholds with
limited success over last few
years, in our view { 60% ‘
0
60% T Higher sharein
branded cola &
50% 50% aerated drinks
50% - 49% segTent
A3% Marico share is
N higher in branded r o 1
40% - coconut oil, where 39%
it created the
category
0
30% - 0% 29%
a 9
oo 2% 2 22% 19% 18% 22%
[ o = o
20% ) E 169 9% Mo
13% o © 13% &y
3 e Be 3
0% 8z B3 = s @5 g c -
S @S Eo gt 83 E£2 @c = = [@s3
@ T 27 8 T 8§ 23 < z S
Oo/o I T T T T T
5% .8 %3 £ % 3z & 88 2 ¢
g 5 €3 =8 5 9 2= 3 g @ o =
— = © —
€89 85 38 @ = o2 2 £ %5 z -
S vt 0o ey 9] M z ? a a 5
(@] ]
O £ 1S = w

Source: Global Insight, CMIE, SIAM, Goldman Sachs Research estimates.
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Shift to higher technology could benefit Honda, Bajaj, Yamaha

Exhibit 10: A longer-term shift to bigger engine / higher technology motorcycles in markets like India could work to the
advantage of competitors such as Honda, Yamaha and Bajaj Auto, which have relevant technology and brand offerings
in the premium segments

>124cc segment likely to grow faster than overall Indian market, in long run
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Exhibit 11: Bajaj Auto product strategy has covered the entire pricing chain, with relevant
technology and brands from the economy to the premium motorcycle segments

Key brands of global and local 2-wheeler manufacturers (2010)

Kawasaki CBR 250
>5000 KTM VFR VMAX Hayabusa
%
KTM CBZ Xtreme CB Unicorn YZF R15
g 1501-5000 Pulsar Karizma Apache CBR 150 Faxer GS150R
(0]
= Discover Splendor Jive CB Shine FZ .
< . . Slingshot
©  801-1500 Pulsar Passion Flame CB Twister YBR 110
(0]
RS
— . .
o Platina CD Dawn Star City
500-800 Boxer CD Deluxe | Star Sport Dream Yuga Crux

o [e)

5 °

E s o 2 o

T o » 2 £ 2

© ] > o © >

@ T ~ T > 7]

Source: Autocar India, Goldman Sachs Research estimates.

Global markets - first-mover advantage for Honda, Bajaj, Yamaha

Exhibit 12: Penetration in India remains low, with comparable population size in lower-income countries of Asia and
Africa

Low penetration Vs other consumer products in India

25%
Honda, Bajaj, Yamaha enjoy first mover advantage in Asian, N-11 markets
Noodles
2% 178" @ecem : Market leaders
A.S'a (e_x —> Honda, Yamaha
Chocolate @Shampoo India/China)
15% @ Skin creams Tea i
°
i %offee  # Dishwashing "= China Chinese makers
é 10% 1 a 2 wheelers Toothpaste & Biscuis
G} & Sugar Soaps il India — > Hero, Bajaj, Honda
5%
Africa — > Bajaj, Chinese makers
0%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% Europe
Penetration % P
... And Vs other regions globally S America Honda, Yamaha
India )
N. America
. 2-wheeler penetration per
China 100 persons .
Middle East Honda, Bajaj,
Indonesia Yamaha
) Oceania/Austr
Vietnam alia Million Population
Malaysia 0 200 400 600 800 1,000 1,200 1,400

Thailand

Taiwan

Source: Global Insight, CMIE, SIAM, Goldman Sachs Research estimates.
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Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C.
India: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (India) Securities
Private Limited; Japan: See below. Korea: Further information on the subject company or companies referred to in this research may be obtained
from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports distributed in the Russian Federation are not advertising as defined in the
Russian legislation, but are information and analysis not having product promotion as their main purpose and do not provide appraisal within the
meaning of the Russian legislation on appraisal activity. Singapore: Further information on the covered companies referred to in this research may
be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 198602165W). Taiwan: This material is for reference only and must not be
reprinted without permission. Investors should carefully consider their own investment risk. Investment results are the responsibility of the individual
investor. United Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the
Financial Services Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to
herein and should refer to the risk warnings that have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a
glossary of certain financial terms used in this report, are available from Goldman Sachs International on request.

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available
at http://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of Interest in Connection with
Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto
Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan
(FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific
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disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese
Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy
or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as
a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a
global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage
group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment
recommendations focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each
report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following
12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the
following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and
price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended
coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information
is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global
basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on
macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd
(ABN 21 006 797 897); in Brazil by Goldman Sachs do Brasil Banco Multiplo S.A.; in Canada by Goldman, Sachs & Co. regarding Canadian equities
and by Goldman, Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private
Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by
Goldman Sachs New Zealand Limited; in Russia by OO0 Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number:
198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection
with its distribution in the United Kingdom and European Union.

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in
connection with its distribution in the European Union and United Kingdom; Goldman Sachs AG, regulated by the Bundesanstalt flr
Finanzdienstleistungsaufsicht, may also distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have
investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research
Division. Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our
proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views
expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity
securities discussed in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any
such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks, which rating reflects a stock's
return potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in,
act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
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http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase
and sales of options such as spreads. Supporting documentation will be supplied upon request.

In producing research reports, members of the Global Investment Research Division of Goldman Sachs Australia may attend site visits and other
meetings hosted by the issuers the subject of its research reports. In some instances the costs of such site visits or meetings may be met in part or in
whole by the issuers concerned if Goldman Sachs Australia considers it is appropriate and reasonable in the specific circumstances relating to the
site visit or meeting.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to
http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.
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written consent of The Goldman Sachs Group, Inc.
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