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Bajaj Auto Ltd

Elevating the game: Multiple brands spearheading success
Automobiles Sharekhan code: BAJAJ-AUTO

Reco/View: Buy © CMP: Rs. 4,914 Price Target: Rs. 5,600
N Upgrade € Maintain /' Downgrade

Summary

+ We maintain a Buy on Bajaj Auto Limited (BAL) with a revised PT of Rs. 5,600, on its consistent focus on
profitability and its brand focus play in premium segment.

+ With affordable Triumphs, BAL has entered into a global iconic premium motorcycle segment as it
launched Triumph Speed 400 at an aggressive pricing of Rs 2.33 lakh in India.

+ BAL is following a multiband approach for a holistic motorcycle play, which in our view would help it to
sustain its profitability.

¢ The stockis currently trading at P/E multiple of 18.6x and EV/EBITDA multiple of 12.8x its FY25 E estimates

BAL has launched Triumph Speed 400 and Triumph Scrambler 400X in association with Triumph in India
after unveiling them at a global stage in London. The Triumph Speed 400 is priced at an attractive price
tag of Rs 2.33 lakh, and the newly launched Speed 400 cc would be offered at Rs 2.23 lakh to the first 10k
customers. Speed 400 is expected to be available in the market by July 2023, and Scrambler 400X would
come into the market by October 2023. Given that Triumph has been a combination of classic iconic style
and modern technology, the affordable-priced Triumph would attract a new set of aspirational customers
for BAL, given currently Triumph in India is available in a price band of Rs 8 lakhs to Rs 20 lakhs. We
believe that BAL is selectively targeting individual subsegments of the premium market via separate
brand focus and hence would continue to enjoy a leading position in the premium motorcycle segment
via multi-brand approach.

+ Booking begins in overseas markets: Triumph Speed and Triumph Scrambler 400x are the first co-
produced products by Triumph Motorcycles and BAL. While Triumph would care of brand, design and
product, BAL would focus on development, co-design, engineering, sourcing, and manufacturing. Triumph
400 cc, which would be manufactured in India, would be exported to overseas markets also. As Triumph
400cc has been first unveiled in London, it has already started receiving bookings from Triumphs’s
existing markets.

+ Capacity is not a constraint would be manufactured at BAL's new plant at Chakan2. Chakan 2 has a
capacity of 25k units/ month. The capacity at Chakan 2 would be distributed between the manufacturing
of KTM and Triumph. Initially, Triumph would have a capacity of 5k units/ month. Overall capacity at the
Chakan plant can be expanded beyond 40k units. Triumph speed is priced at Rs 2.33 lakh and would be
offered at Rs 2.23 lakh for the first 10k customers. Triumph in India is available in the 660 cc to 2500 cc
segment in a price band of Rs 7.5 lakh to Rs 20 lakhs. Hence the newly launched Triumph under 400 cc
would expand the Triumph brand on-boarding of new set of customers.

+ Distribution network expansion is on the card: Triumph motorcycles would be sold exclusively through
Triumph dealerships in India . Given that BAL owns the sales and marketing operations of Triumph in
the domestic market, BAL would distribute and market the Triumph brand in India. Along with that, we
understand it would also distribute and market the newly launched products in few of the export markets.
Triumph currently has 15 dealerships in the domestic market. BAL is planning to expand Triumph’s
dealerships from existing 15 to over 100 in next few months. The stores in metros would keep existing
Triumphs and recently launched Triumphs, while the small towns stores would sell newly launched
Triumphs. We believe that BAL would come out with multiple products with the new Triumphs platform
to keep momentum in the market and justify the financial feasibility of exclusive showrooms. BAL has
separate dealerships for individual categories of products as it operates with 4 dealership networks for
KTM, Bajaj Motorcycles, Chetak Electric and 3-wheelers.

Our Call

Maintain Buy with an upward revised target price of Rs 5,600: BAL and Triumph have launched their co-
produced Triumphs at a competitive price point, which we believe would attract a new set of customers
for BAL on offering an aspirational brand at an affordable price point. In our view, initially the focus of
the company would remain on stabilising the new products under a global brand in the market along with
volume ramp up and hence customers acceptability at ground is the key thing to watch out in near term
than volumes. We believe that an affordable product from an aspirational brand gets easy favouritism from
the customers, as seen in the case Hunter 350cc from Royal Enfield. BAL has now ventured into the realm
of iconic premium motorcycles, expanding its dominance from the mass premium motorcycle segment. We
believe that BAL has been plugging the gaps in its portfolio and is playing with a bunch of brand portfolios
in multiple segments. A focussed approach on an individual motorcycle segment via a specific brand has
been helping BAL in gaining space in premium motorcycle segment with a healthy profitability and hence
despite headwinds BAL has been maintaining its EBITDA margin (above 15%) led by appropriate product mix.
We continue to maintain our BUY rating on the stock with an upward revised target price of Rs 5,600 on its
consistent focus on profitability and its brand focus play in premium segment.

Key Risks

A continued slowdown in export markets and unfavorable forex fluctuations can affect the company’s profit.
Sales of premium bikes will be affected adversely if chips shortage situation aggravates again.

Valuation (Standalone) Rs cr
Particulars FY21 FY22 FY23P FY24E FY25E
Net Sales 27,741 33,145 36,428 42,584 47,885
Growth (%) -7.3 19.5 9.9 16.9 12.4
EBIDTA 4,916 5,245 6,521 7,665 8,907
OPM (%) 177 15.8 17.9 18.0 18.6
Recurring PAT 4,542 4,690 5,600 6,497 7,490
Growth (%) -10.9 33 19.4 16.0 15.3
EPS (Rs) 161 177 198 230 265
PE (x) 30.6 27.8 24.8 214 18.6
P/BV (x) 55 5.2 5.5 5.0 45
EV/EBIDTA (x) 236 21.9 17.8 15.0 12.8
RoNW (%) 18.0 17.6 22.0 23.2 24.2
RoCE (%) 17.9 17.8 22.0 23.2 24.2

Source: Company; Sharekhan estimates
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¢ The Triumph Speed 400 and Scrambler 400X—are powered by 398.15 cc, liquid-cooled, four-valve, single-
cylinder engines.

¢ The bikes carry features like USD forks, rear mono-shock, disc brakes on both wheels with dual-channel
ABS, all-LED lighting, traction control, semi-digital instrument cluster, and alloy wheels wrapped inside
tubeless tyres.

* Both Triumph and BAL are associated with non-equity partnership deal and has been working together
for the last 16 years.

¢ 400 cc Triumph motorcycles would be manufactured in India but would be catered by Triumph in its
overseas markets and we understand that along with the domestic market BAL would also market 400
CC Triumph in few of the export markets. However , the CKD units can be assembled at Triumph’s plants
at Thailand and Brazil

¢ Scrambler 400 X will be available in MATT Khaki Green with Fusion white, Carnival red with phantom
black and Phantom black with silver ice.

¢ Speed 400 will be available in Carnival red with phantom black, Caspian blue with storm grey and
phantom black with storm grey.

¢ Speed 400 is expected to be positioned as the entry-level roadster model.

¢ Scrambler 400X is expected to be positioned as the scrambler model.

Peer comparison

Bajaj Auto ‘ Hero Motocorp ‘ Royal Enfield
Model Triumph Speed Harley X440 Himalyan CB350 RS
Engine CC 39815 440 an 348.36
Price range Rs lakh 2.23 2.29-2.69 215-2.28 214-217

Source: Sharekhan Research; Media Research

MKt share in above 250 cc motorcycle segment

OEMs | FY22 | FY23
HMSI 5.80% 4.20%
Royal Enfield 90.30% 92.50%
Other 3.90% 3.30%
Total 100.00% 100.00%

Source: Sharekhan Research; Media Research
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Financials in charts
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Outlook and Valuation
B Sector View — Demand picking up in domestic, and recovery in export is awaited

We expect growth momentum to recover in FY2024E, driven by improved rural sentiments in the domestic market. The government’s
expenditure on the infra segment and increased preference for personal transport are expected to improve volumes. With a rise in
ownership cost due to price hikes and implementation of new regulations the entry level segment is facing headwinds, however, the
premium segment is continuously performing. While export volumes have been muted but reaching to bottom. The export volumes
are expected to improve gradually in coming months. A positive recovery in African markets would augur well for two-wheeler
exports from India.

B Company Outlook — Well diversified business model

BAL has well-diversified product mix and geography mix, which allows it to maintain its profitability even during a challenging
period. Further, its cash rich balance sheet supports its growth plans. BAL dominates the premium motorcycle segment in the
domestic market and enjoys leadership in many of its overseas markets. BAL has a healthy dividend pay-out ratio of upto 90%. BAL
is uniquely positioned to benefit from domestic two-wheeler demand and the export market, driven by its brand equity and value
proposition. Along with its existing portfolio in ICs segment, BAL has been gradually building up its space in the electric two-wheeler
segment and is expected to enter into electric three wheeler segment soon.

B Valuation — Buy with an upward revised target price of Rs 5,600

BAL and Triumph have launched their co-produced Triumphs at a competitive price point, which we believe would attract the new set
of customers for BAL on offering an aspirational brand at an affordable price point. In our initially the focus of the company would
remain on stabilising the new products under a global brand in the market and volume ramp up and hence customers acceptability
at ground is the key thing to watch out in near term than volumes. We believe that an affordable product from an aspirational brand
gets easy favouritism from the customers, as seen in the case Hunter 350cc from Royal Enfield. With this launches BAL has entered
in an Iconic premium motorcycle segment, given it has already been a leading player in the mass premium motorcycle segment. We
believe that BAL has been plugging the gaps in its portfolio and is playing with a bunch of brand portfolios in multiple segments.
A focused approach on an individual motorcycle segment via a specific brand has been helping BAL in gaining space in premium
motorcycle segment with a healthy profitability, and hence despite headwinds BAL has been maintaining its EBITDA margin (above
15%) led by appropriate product mix. We continue to maintain our BUY rating on the stock with an upward revised target price of Rs
5,600 on its consistent focus on profitability and its brand focus play in premium segment.
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Peer Comparison

, P/E (x) EV/EBITDA (x) ROCE (%)
Companies

/Share)|  FY23| FY24E| FY25E| FY23| FY24E| FY25E| FY23| FY24E| FY25E
Bajaj Auto 4,914 24.8 21.4 18.6 17.8 15.0 12.8 220 232 242
Hero Motocorp 3171 21.8 18.7 16.3 13.2 10.9 9.6 17.0 18.2 191
Eicher Motors 3,223 30.2 25.4 222 2255 18.5 16.3 173 18.2 17.9

Source: Company; Sharekhan Research
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About the company

BAL is one of the leading automobile manufacturers in India and is a leader in the premium motorcycle
segment with a lion’s share. The company also makes 3Ws and is a leader in the 3W segment. Beyond
domestic market, BAL is the largest two-wheeler exporter from India.

Investment theme

BAL is the second largest motorcycle manufacturer in India with a market share of about 17%. Over the
years, BAL has created a strong brand domestically and in export markets. BAL is the leader in the premium
motorcycle segment. Apart from premium motorcycles, BAL is also the leader in the 3W segment. During
normal time - motorcycles constitute about 85% of overall volumes, while 3W contributes 15% share. BAL
is well positioned in the domestic as well as in global markets to deliver sustained growth in the long term.
Its key brands in the premium segment are Pulsar, Avenger, KTM, Dominar, and Husqvarna. The company
generates a significant portion of its export revenue from geographies where BAL is either a No. 1 or No. 2
player. Export growth is organic and will continue to be a long-term driver for BAL. We remain positive on the
company’s growth prospects going forward. Besides that, BAL has been ramping up EV volumes.

Key Risks
¢ BAL can lose its market share if EVs in the domestic 3W market rise faster than we expect.

+ BAL has significant exposure to export markets. Any slowdown in export markets and unfavourable forex
fluctuations can adversely affect the company’s profits.

¢ Sales of premium bikes will be affected adversely if chips shortage situation further aggravates.

Additional Data

Key management personnel

Niraj Bajaj Chairman

Rajiv Bajaj Managing Director
Rakesh Sharma Executive Director
Dinesh Thapar CFO

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Bajaj Holdings & Investments Ltd. 334
2 Jamnalal Sons Pvt. Ltd. 91
3 Life Insurance Corporation of India 4.9
4 Jaya Hind Industries Pvt. Ltd. 34
5 Maharashtra Scooters Ltd. 2.4
6 Bajaj Sevashram Pvt. Ltd. 1.5
7 Yamuna trust 1.3
8 Bachhraj & Co Pvt. Ltd. 1.3
9 SBI Funds Management Ltd. 11
10 HDFC Pension Management Co Ltd. 1.0

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.



Sharelkhan

by BNP PARIBAS
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This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report at the
same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has notindependently
verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour to update the
information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees (“SHAREKHAN 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 SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must not alone be
taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily a guide to future
performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this
document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved) and should consult its own advisors to determine the merits and risks of such an
investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of
our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and reach different conclusions from the
information presented in this recommendations/report.

This information/recommendation/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 SHAREKHAN 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.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have direct
or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the month
immediately preceding the date of publication of the research report. The analyst and SHAREKHAN encourages independence in research report/
material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any material conflict
of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and SHAREKHAN has not
been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s compensation was, is or
will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its associates or analysts have
not received any compensation for investment banking, merchant banking, brokerage services or any compensation or other benefits from the subject
company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act as
principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or related
securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time to time
solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall
SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages
of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of future
performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update forward-
looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities laws. The reader/
investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before taking any investment
decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.
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