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Bajaj Auto HOLD

Downgrade from Add

Perfectly priced amid headwinds galore Rs3,652

Since its Q3FY22 result, Bajaj Auto (BJAUT) has outperformed NIFTY50 by ~15%
amid worsening outlook on profitability, rising fuel prices and flattish demand
outlook in key export markets. Though we keep our FY23E revenue estimates
largely unchanged, we trim FY23E EBITDA margin by ~300bps to ~14.5% due to
surge in RM costs, resulting in 2% cut in FY24E earnings. Though recent cost
inflation would get partially reflected in Q4FY22, bulk of it would come Q1FY23E
onward. We continue to build-in 12% domestic motorcycle volume CAGR in
FY22E-FY24E with market share at 18.5%. With key 2W overseas markets either
showing static demand or a declining bias, we expect BJAUT’s 2W export
volumes to grow at 8% CAGR in FY22-FY24E. Cost of key input commodities like
steel, aluminum and plastic/polymer has increased by 15-40% QoQ and blended
RM/unit in Q3FY22 was at ~Rs57k. A ~15% increase in RM basket cost would
require a price hike of ~Rs9k/unit, to keep gross profit/unit neutral. We downgrade
the stock to HOLD from Add, with an unchanged DCF based target price of
Rs3,575, implying 15.5x FY24E core earnings, Rs785/share cash and Rs130/share
value of stake in KTM entity.

» Rise in commodity basket cost to hurt FY23E profitability post a weak FY22: In
CY22-TD, key input commodity costs (steel aluminium, plastic/polymer, etc.) have
increased by ~15-40%, not factoring-in the inflated power/fuel costs impacting
conversion costs and logistics costs. Our analysis suggests a 15% increase each in
RM basket cost and in power/fuel costs warrants ~Rs9k-10k/unit price hike on a
blended basis to keep gross profit/unit neutral. This in turn would hurt gross margin
by ~250bps, though per unit profitability would remain same. Thus, we reduce our
FY23E EBITDA margin estimate by ~300bps to ~14.5%, similar to FY22 levels.

» Revenue estimates largely unchanged with slight cut in volumes being
balanced by rise in ASP: On a benign FY22E base, we continue to build in ~12%
volume CAGR in BJAUT’s domestic 2W portfolio in FY22-FY24E, with market share
at ~18%. Key export markets for 2Ws are showing signs of consolidation in the past
4-5 months, with volumes either stabilising or declining. Post ~23% volume growth in
FY22E 2W exports, we estimate ~8% CAGR in FY22-FY24E. On a benign base with
covid impact gradually waning, we expect ~35% volume CAGR in domestic 3Ws vs
8% for export 3Ws in FY22-FY24E. We have cut overall volume estimates for
FY23E/FY24E by ~2% and increased ASPs by ~3%, to pass on commodity inflation
(thus maintaining revenue estimates largely similar).

» Expect ~8% CAGR in 10-year earnings with limited triggers to push growth:
Past 5yr/10yr earnings CAGR for the company has been ~3.5%/4%, with EBITDA
margin declining from ~20% levels to 15%. For next 10 years, we are building-in
~8% earnings CAGR, assuming profitability to bottom out in FY23E at 14.5% and
stabilising at ~17%. Our DCF valuation of BJAUT at Rs3,575 factoring-in 4.5%
terminal growth rate and 12% WACC, which implies 15.5x FY24E core P/E, on which
we see limited upside.

Market Cap Rs1057bn/US$13.9bn  Year to Mar FY21 FY22E FY23E FY24E
Reuters/Bloomberg BJAUT.BO/BAJA IN  Revenue (Rs mn) 2,77,411 3,28,351 3,74,065 4,11,471
Shares Outstanding (mn) 289.4 Net Income (Rs mn) 45,546 45,445 50,903 64,082
52-week Range (Rs) 4295/3105 EPS (Rs) 157.4 157.1 175.9 2215
Free Float (%) 46.3 % Chg YoY (10.7) (0.2) 12.0 259
Fll (%) 23.8 PIE (x) 23.2 23.3 20.8 16.5
Daily Volume (US$/'000) 20,418 CEPS (Rs) 166.4 166.2 185.7 232.0
Absolute Return 3m (%) 124 EVIE (x) 18.7 19.0 16.9 13.1
Absolute Return 12m (%) 2.9 Dividend Yield (%) 3.8 3.9 4.3 5.5
Sensex Return 3m (%) 0.7 RoCE (%) 20.8 18.3 20.1 24.8
Sensex Return 12m (%) 19.5 RoE (%) 20.2 17.9 19.6 24.2

Please refer to important disclosures at the end of this report
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Chart 1: Domestic motorcycle market share has
remained steady; market itself going down since

Chart 2: Brand Pulsar grew at a mere 3% CAGR in
FY14-FY22E despite launches across categories
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Chart 3: Export motorcycle volumes gradually Chart 4: 3W export volumes on a contraction mode
easing off post starting FY22 on a high led by regulatory pressures in target markets
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Chart 5: Overall volume decline of 4% CAGR in FY17-FY22E vs ~6% CAGR rise
in ASP
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Table 1: Africa/LatAm contribute 52%/22% to overall 2W exports from India; key markets are either
stagnating or on a decline mode since Q3FY22 (highlighted)

Feb-21 Mar-21  Apr-21 May-21  Jun-21 Jul-21  Aug-21  Sep-21 Oct-21 Nov-21 Dec-21 Jan-22
Nigeria 81,720 58,390 48,880 66,890 64,120 61,520 63,200 61,660 71,540 96,890 106,580 98,850
Nepal 23,009 39,790 36,070 20,550 25,970 28,200 30,640 36,010 28,600 15530 22,700 22,810
Colombia 17,442 27,120 33,210 29,590 24,570 35100 28,950 32,070 37,400 34,010 24,550 21,540
Congo D. Rep. 19,160 23,680 19,350 15490 11,210 17,070 25,100 16,940 12,990 16,060 13,400 20,300
Philippines 16,940 19,590 15,820 12,550 8,620 11,770 12,120 14,200 15,420 8,070 16,890 14,600
Kenya 6,788 25560 17,090 18,810 8,970 17,670 19,070 17,540 19,210 11,430 10,170 14,020
Uganda 11,960 21,380 18,170 18,980 11,020 7,330 8,520 11,310 18,790 10,720 12,310 11,840
Mexico 7,524 10,080 12,980 10,320 13,910 16,730 19,290 19,480 13,290 9,310 13,080 8,950
Guatemala 7,081 13,010 10,690 15,930 12,560 13,840 11,990 8,730 8,910 8,660 7,960 7,440
Guinea 5,012 15,500 13,450 3,640 12,340 16,660 25,620 18,310 12,880 12,600 5,340 7,090
Total exports 324,890 344,560 299,390 304,570 291,930 307,770 334,190 316,300 321,980 296,430 320,270 297,550

Source: Commerce ministry, I-Sec research

Chart 6: RM/unit inflation to impact gross margin
across FY22-FY23E; too early to infer on FY24E

Chart 7: Not much hit in terms of EBITDA/unit;
EBITDA margin down at ~15-16%
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Table 2: Growth assumptions
FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Domestic 2W ('000 units) 1,975 2,541 2,078 1,808 1,659 1,858 2,025
Domestic 3W ('000 units) 370 399 365 109 157 212 269
Domestic volumes (‘000 units) 2,344 2,940 2,443 1,917 1,816 2,070 2,294
Exports 2W ('000 units) 1,395 1,696 1,869 1,797 2,210 2,386 2,577
Exports 3W ('000 units) 266 379 297 254 301 331 351
Exports volumes ('000 units) 1,661 2,074 2,166 2,051 2,511 2,717 2,928
Blended ASP (Rs) 63,609 60,542 64,914 69,902 76,027 82,284 84,099
EBITDA Margin (%) 19.8% 17.1% 17.0% 17.8% 14.8% 14.6% 17.1%
EBITDA / unit (Rs) 12,590 10,355 11,057 12,421 11,202 11,757 14,219
Capex (Rs mn) 2,056 1,429 1,937 1,810 3,612 4,489 4,938
Dividend per share (Rs) 60 60 120 140 141 158 199
Source: Company data, I-Sec research
Table 3: Earnings revision
(Rs bn, year ending March 31)
FY22E FY23E FY24E
Previous Revised Chg (%) | Previous Revised Chg (%) | Previous Revised Chg (%)
Volume (mn) 4.3 4.3 -0.2% 4.9 4.8 -2.0% 5.3 5.2 -1.5%
Revenue 316 328 4.0% 360 374 4.0% 398 411 3.4%
EBITDA 55 48 -11.6% 63 54 -13.9% 72 70 -2.2%
EBITDA margin (%) 17.4% 14.8% (261) 17.6% 14.6% (304) 17.6% 17.1% (47)
EPS (Rs) 174 157 -9.6% 199 176 -11.7% 226 221 -2.0%

Source: Company data, I-Sec research
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Financial summary (standalone)

Table 4: Profit and Loss statement

(Rs mn, year ending March 31)

Table 7: Cashflow statement
(Rs mn, year ending March 31)

FY21 FY22E  FY23E FY24E FY21 FY22E FY23E FY24E
Revenue (inc.otherop 577 444 328351 3,774,065 411,471  Operating cashflow before WC 59 65 43 160 53800 67,191
income) changes
Operating expenditure 2,28,126 2,79,881 3,19,635 3,41,034 (Incr) / decr in net working capital  (8,726) (2,393) (630) (659)
EBITDA 49,285 48,470 54,430 70,438 Cashflow from operations 31,139 45,767 53,170 66,532
EBITDA Margin (%) 17.8% 14.8% 14.6% 17.1% Capex (net) (1,810) (3,612) (4,489) (4,938)
Depreciation 2,593 2,648 2,830 3,042 (Incr) / decrease in investments  (23,327) - - -
EBIT 46,692 45822 51,599 67,395 Other income (expenditure) (3,517) - - -
Interest expenditure 67 67 67 67 Cashflow from investments (28,654) (3,612) (4,489) (4,938)
Non-operating income 12,765 14,041 15,445 16,990 Net borrowings (41) - - -
Adjusted PBT 59,390 59,797 66,978 84,319 Interest paid (55) (67) (67) (67)
Tax 13,844 14,351 16,075 20,236 Dividend paid (40,511) (40,901) (45,813) (57,674)
Reported PAT 45,546 45,445 50,903 64,082 Others 40,313 - - -
Adjusted PAT 45,546 45,445 50,903 64,082 Cashflow from financing (294) (40,968) (45,880) (57,740)
Source: Company data, I-Sec research Net change in cash 2,191 1,187 2,802 3,854
Free cashflow 29,329 42,155 48,682 61,595
Table 5: Balance sheet Source: Company data, I-Sec research
(Rs mn, year ending March 31) . :
FY21 FY22E FY23E FY24E Table 8: Key ratios
Shareholders' equity 2,804 2894 2,894 2894  (Yearending March 31)
Reserves & surpluses 2,49,129 2,53,673 2,58,764 2,65,172 FY21 FY22E FY23E FY24E
Total networth 2,52,023 2,56,567 2,61,657 2,68,066 Per Share data (Rs)
Debt 1,215 1,215 1,215 1,215 EPS (Rs) 1574 1571 175.9 2215
Deferred tax liability 5221 5221 5221 5221 Diluted EPS (Rs) 1574 1571 175.9 2215
Total liabilities 2,58,459 2,63,003 2,68,093 2,74,502 CEPS (Rs) 166.4 166.2 1857 2320
Gross block (inc. Goodwill on Book value per share (Rs) 870.9 886.6 904.2 9264
merger) 57,034 60,646 65135 70,072 Dividend per share (Rs) 140.0 141.3 158.3 1993
mtr'g’(';;:k (inc. Goodwill on 16640 17613 10272 20468 o
rowth Ratios (%
cwip 160 160 160 160 o orating Income 73) 184 139 100
Investments (non-current) 12,333 12,333 12,333 12,333 EBITDA (3.3) (1.7) 123 29.4
Cash & cash equivalents 2,19,251 2,20,438 2,23,240 2,27,094 R ! ' ’ ' ’
Debtors 27169 22490 25621 28183 ecurring Net _Income (10.7) (0.2) 12.0 259
’ ’ ’ ’ Diluted Recurring EPS (10.7) (0.2) 12.0 259
9
Inventory 14,939 13494 15,373 16,910 py 104 Recurring CEPS (100)  (0.1) 117 249
Loans & advances 24,802 27,780 30,543 32,947 ’ ’ ' ’
Total current assets 2,86,160 2,84,202 2,94,776 3,05,134 . .
Current liabilities 55,300 49,478 56,366 62,003  Valuation Ratios (x)
Provisions 1,544 1,827 2,081 2,289 P/E (x) 23.2 23.3 20.8 16.5
Total current liabilities 56,843 51,304 58,447 64,292 P/CEPS (x) 22.0 22.0 19.7 15.7
Net current assets 2,29,317 2,32,897 2,36,329 2,40,842 P/BV (x) 4.2 4.1 4.0 3.9
Total assets 2,58,459 2,63,004 2,68,094 2,74,502 EV/Operating Income (x) 3.3 2.8 2.5 2.2
Source: Company data, I-Sec research EV/EBITDA (x) 18.7 19.0 16.9 13.1
EV/Operating FCF (x) 314 21.8 18.9 14.9
Table 6: Quarterly trends
. Operating Ratios
(Rs mn, year ending March 31) Raw Material/Sales (%) 707 743 740 710
Mar-21  Jun-21 _ Sep-21  Dec-21 Other Income / PBT (%) 215 23.5 23.1 20.1
Volumes (units) 11,69,664 10,06,014 11,44,407 11,81,361 Effective Tax Rate (%) 23.3 24.0 24.0 24.0
Net sales 84,128.0 72,165.7 83,857.8 88,055.0 Inventory Turnover (days) 154 17.2 19.3 18.2
% growth (YoY) 27.3 144.8 19.1 0.9 Receivables (days) 29.2 27.6 235 23.9
EBITDA 15,2410 10,7616 13,6282 13,7214 Payables (days) 63.6 58.2 51.6 52.5
Margin (%) 1.3 1.1 1.2 1.2 D/E Ratio (x) (0.9) (0.9) (0.8) (0.8)
Other income 2,836.0 3,293.0 3,183.2 2,727.6
Net profit 13,320.7 10,1756 12,7455 12,1419 I .
- Return/Profitability Ratios (%)
Source: Company data, I-Sec research Recurring Net Income Margins 16.4 13.8 13.6 15.6
RoCE 20.8 18.3 20.1 248
RoNW 20.2 17.9 19.6 24.2
Dividend Payout Ratio 88.9 90.0 90.0 90.0
Dividend Yield 3.8 3.9 4.3 5.5

Source: Company data, I-Sec research
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