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Trade Disruption due to GST Impacts Performance
Trade pipeline correction in anticipation of GST roll-out coupled with weak consumer demand  share price (%) Imth 3mth 12mth
led to muted set of numbers for Bajaj Corp in 1QFY18. While net sales fell by 3.4% YoY to Rs2bn,
: . . . Absolute performance 8.1 (5.6) 2.7
reported net profit grew by 5.3% YoY to Rs550mn. Both top-line and bottom-line missed our : :
estimates by 5%. EBITDA declined by 14.5% YoY to Rs606mn, primarily due to higher employee Relative fo Niffy 52 (87 (134
and other expenses during the quarter.
. . S . . Shareholding Pattern (%) Mar17 Jun'17
We believe that trade disruption in wake of GST is a temporary phenomenon and expect it to
correct itself in ensuing quarters. We expect the demand scenario to improve on the back of Promoer 66.9 66.9
good monsoons, GST roll-out and implementation of 7th Pay Commission’s recommendations. ~ Public 331 33.1

Its valuations at 19.5x FY19E earnings are at a 40% discount to sector multiples. Expecting Bajaj
Corp to report 13.7% revenue and 17.5% earnings CAGR through FY17-19E, we maintain our
BUY rating on the stock with a revised Target Price of Rs472, based on 22x June”19 EPS.

Volumes Remain Subdued

While overall net sales fell by 3.4% YoY, flagship brand Almond Drops Hair Oil (ADHO) reported
2.7% YoY drop in revenues. Overall volumes fell by 7.7% YoY, while ADHO saw 6.6% YoY drop
in volumes. It is pertinent to note that the brand had withessed 7.1% volume drop in 4QFY17.
The Company has withessed QoQ improvement in its market shares. While volume share has
increased from 57.9% to 58.3%, value share perked up from 60.7% to 61% in the same period.

Gross Margins fall after 12 Quarters

Gross margins fell by 40bps YoY to 65.2% in 1QFY18. Notably, quarterly gross margins have
fallen for the first time in past 12 quarters on YoY basis. This is attributable to 33% YoY rise in LLP
prices in the quarter to Rs58.3/kg, although vegetable oil prices remained largely flat at Rs75.4/
kg during the quarter. Bajaj Corp has not undertaken any price hike in flagship ADHO in past
two years. We expect the Company to take judicious price increase, once the dust over the GST
roll-out settles down. Quarterly A&P spends declined by 80bps YoY to 12.1%, while employee
cost rose by 180bps YoY to 8.5% of sales. Other expenses also increased by 260bps YoY to 13.7%
which lowered the EBITDA margins by 400bps YoY to 30.7%.

Outlook & Valuation

Looking ahead, we believe that volume growth trajectory to improve in ensuing quarters as
trade seftles post GST roll-out. Macro factors such as good monsoons, higher share of organised
players and implementation of 7th Pay Commission’s recommendations will also benefit Bajaj
Corp. We expect the Company to report net sales of Rs8.9bn and Rs10.2bn and net profit of
Rs2.6bn and Rs3bn in FY18E and FY19E, respectively. EPS is expected to be Rs17.8 and Rs20.7
in the same period. At CMP, the stock currently trades at aftractive valuations of 19.5x FY19E
earnings. We maintain our BUY recommendation on the stock with a revised Target Price of
Rs472, based on 22x June‘19 earnings.

Key Financials (Rs mn) 6 M7 FY18E FY19E
Sales 7,959 7,925 8,915 10,238
EBITDA 2,744 2,656 2,965 3,431
Net profit 1,980 2,210 2,633 3,049
EPS Rs) 13.4 15.0 17.8 20.7
DPS (Rs) 1.5 1.5 14.0 16.0
P/E (x) 30.1 27.0 22.6 19.5
P/B (x) 12.3 1.9 1.5 11
EV/EBITDA (x) 20.2 20.7 18.7 16.2
ROE (%) 40.5 44.8 517 57.9
Dividend yield (%) 2.8 2.8 35 4.0

Source: Company, RSec Research
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Risks to the view
» Continuing challenging demand environment resulting in lower volumes

» Sharp increase in input costs

Conference Call - Takeaways

» ADHO volume growth was impressive in April and May at ~6% before GST-led trade
disruption came in fo play.

» While the large distributors have already registered themselves under the GST, several
wholesalers and retailers are yet to do so, which has further aggravated the situation. The
Company expects off-take to remain muted in July as well.

» Wholesale accounts for ~50% of Bajaj Corp’s revenues. The Company continues fo focus on
increasing its direct distribution footprint with increased sales force automation.

> Revenues from CSD segment fell by >45% in the quarter under review. While no indirect taxes
were levied earlier on products sold through the CSD channel, the Government has imposed
9% GST (had initially levied 18%) on hair oils sold through the CSD outlets.

» Modern trade has demanded higher frade margins fo the tune of 0.5-1% from the FMCG
companies. As Bajaj Corp’s MT salience is just 5.5%, this move will not impact the Company
materially even if it provides higher trade margin to the channel.

» The Company will wait for trade pipeline to settle post GST to take any call on product prices.
As LLP prices continue to remain high, Bajaj Corp is wavering to enter into long-term contracts
at these prices, anticipating some correction in prices.

» The Company has delayed the launch of new products by at least a quarter due to trade
disruption in the wake of GST roll-out. The Company expects A&P spend to remain muted in
2QFY18, but expects to pick-up in 2HFY18.

Exhibit 1: Trend in LLP Prices Exhibit 2: Trend in vegetable oil prices
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Exhibit 3: Decelerating trend in volume growth Exhibit 4: Trend in value growth
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Exhibit 5: Quarterly Performance

Y/E March (Rs mn) 1QFY18 1QFY17 % yoy 4QFY17 % qoq 7 FY16 % chg
Net Sales 1,974 2,043 (3.4) 2,045 (3.5) 7,925 7,959 (0.4)
Consumption of RM 688 704 (2.3) 670 2.7 2,679 2,972 (9.9)
(% of Sales) 34.8 34.5 327 33.8 37.3
Staff Costs 169 138 221 152 10.9 594 458 29.6
(% of Sales) 8.5 6.8 7.4 7.5 58
Advertising 240 265 (9.4) 142 69.0 615 550 n7z
(% of Sales) 12.1 13.0 6.9 7.8 6.9
Other Expenses 271 227 19.7 420 (35.3) 1,382 1,234 12.0
(% of Sales) 13.7 m 20.5 17.4 15.5
Total Expenditure 1,368 1,334 2.6 1,383 1.7) 5,269 5,214 11
Operating Profit 606 710 (14.5) 662 (8.4) 2,656 2,744 (3.2)
OPM 30.7 347 324 33.5 345
Depreciation 15 10 51.5 14 10.5 48 43 10.4
EBIT 591 699 (15.5) 648 (8.8) 2,608 2,701 (3.4)
Inferest 3 2 3 9 2
Other Income m 84 322 23 377.7 393 288 36.7
PBT 699 781 (10.5) 669 4.5 2,993 2,987 0.2
(% of Sales) 354 38.2 327 37.8 37.5
Provision for Taxation 149 142 53 142 50 599 537 1.6
(% of PBT) 21.3 18.1 212 20.0 18.0
PAT (recurring) 550 639 (14.0) 527 4.4 2,393 2,450 (2.3)
Extr. Income/(Expense) - m7) - (184) (470)
Reported PAT 550 522 53 527 4.4 2,210 1,980 n.é
PATM 27.8 255 257 27.9 249
Equity shares (cr) 148 148 148 148 148
EPS (Rs) 3.7 35 53 3.6 44 15.0 13.4 1.6

Source: Company, RSec Research
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Profit & Loss Statement
Y/E March (Rs mn) N6 m7 FY18E FY19E
Net Sales 7,959 7,925 8,915 10,238
Total operating income 7,959 7,925 8,915 10,238
% chg (2.9) (0.4) 12.5 14.8
Total Expenditure 5,214 5,269 5,950 6,807
Cost of Materials 2,972 2,679 3,022 3,470
Advertising Exp (Incl Promotion) 914 1,054 1,200 1,378
Personnel 458 594 683 785
Others 870 942 1,044 1,174
EBITDA 2,744 2,656 2,965 3,431
% chg 15.7 (3.2) 1.6 15.7
(% of Net Sales) 345 335 333 335
Depreciation& Amortisation 513 231 50 51
EBIT 2,231 2,424 2,915 3,380
% chg 19.9 8.7 20.2 15.9
(% of Net Sales) 28.0 30.6 32.7 33.0
Interest & other Charges 2 9 - -
Other Income 288 393 460 530
Recurring PBT 2,517 2,809 3,375 3,909
PBT (reported) 2,517 2,809 3,375 3,909
Tax 537 599 743 860
(% of PBT) 21.3 21.3 22.0 22.0
PAT (recurring) 1,980 2,210 2,633 3,049
% chg 14.2 1.6 19.1 15.8
(% of Net Sales) 249 27.9 29.5 29.8
Basic EPS (Rs) 13.4 15.0 17.8 20.7
Fully Diluted EPS (Rs) 13.4 15.0 17.8 20.7
% chg 14.2 1.6 19.1 15.8
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Balance Sheet

Y/E March (Rs mn) Y6 247/ FY18E FY19E
Share capital 148 148 148 148
Reserves 4,708 4,870 5,017 5,226
Net worth 4,856 5,018 5,165 5,374
Total borrowings 100 150 150 150
Total liabilities 4,956 5,168 5,315 5524
Gross block 2,080 1,281 1,781 2,281
Less: Acc. depreciation 1,432 743 793 844
Net block 648 538 988 1,437
CWIP 7 0 0 0
Investments 3,647 4,545 4,045 3,545
Current assets 1,365 838 1,130 1,51
Inventories 502 425 478 549
Debtors 234 255 287 329
Cash 519 97 297 555
Loans and advances 109 61 68 78
Current liabilities 712 751 849 970
Provisions - 2 - -
Net current assets 653 84 281 541
Total assets 4,956 5,168 5,315 5,524
Cash Flow Statement

Y/E March (Rs mn) Né Mz FY18E FY19E
Net profit 1,980 2,210 2,633 3,049
Depn and w/o 513 231 50 51
Change in working cap (34) 147 3 (2)
Operating cash flow 2,459 2,588 2,685 3,098
Capital expenditure (62) 43 (500) (500)
Investments/ Acquisition (1,269) (898) 500 500
Investing cash flow 1,331) (855) 0 0
Free cash 2,397 2,631 2,185 2,598
Dividend (2,042) (2,042) (2,485) (2,840)
Fresh equity 1 1 1 2
Debt/Preference shares 100 50 0 0
Financing cash flow 1,941) 1,991) (2,484) (2,838)
Others (5) (164) Ui (2)
Net change in cash (817) (422) 200 258
Opening cash 1,336 519 97 297
Closing cash 519 97 297 555
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Key Ratios

Y/E March Y16 m7 FY18E FY19E
Valuation Ratio (x)
P/E (on FDEPS) 30.1 27.0 22.6 19.5
P/CEPS 23.9 24.4 22.2 19.2
P/BV 12.3 1n.9 1.5 11
Dividend yield (%) 2.8 2.8 3.5 4.0
EV/Sales 7.0 7.0 6.2 54
EV/EBITDA 20.2 20.7 18.7 16.2
Per Share Data (Rs)
EPS (Basic) 13.4 15.0 17.8 20.7
Core EPS 16.0 17.5 17.8 20.7
Cash EPS 16.9 16.5 18.2 21.0
DPS 1.5 1.5 14.0 16.0
Book Value 329 34.0 35.0 36.4
Returns (%)
RoCE 40.1 43.8 50.2 56.3
RoE 40.5 44.8 51.7 57.9
Turnover ratios (x)
Asset Turnover (Gross Block) 1.6 1.6 1.8 1.9
Inventory / Sales (days) 62 58 58 58
Receivables (days) n 12 12 12
Payables (days) 50 52 52 52
Working capital cycle (ex-cash) (days) 23 18 17 17
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Rating Guides
Rating Expected absolute returns (%) over 12 months
BUY >10%
HOLD -5% to 10%
REDUCE >-5%
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financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and
commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services.
The list of associates of RSL is available on the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security
through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective securitylies) referred to herein. These information / opinions /
views are not meant to serve as a professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely
on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before
executing any frades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by
RSL to be reliable. RSL or its directors, employees, dffiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such
information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, dffiliates or
representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved.
The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects
or returns. The value of securities referred fo herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions,
micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks
including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect
the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action
has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/
or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to
inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions
in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short
position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might
have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer company(ies) in last 12 months for the
brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said
issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying,
distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/
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