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Bajaj Auto (BJAUT IN)

Target Price Rs2,952
Current Price Rs2,721
% Upside 9%

The Scoop: EBITDA Margin Likely to Dip Below 20% in FY3/19

Automobiles & Components What event has happened?
India Bajaj Auto’s (BAL) Q4 FY3/18 earnings were ahead of our estimates due to slight EBIDTA
22 May 2018 margin outperformance and higher other income than we expected.

Why is it significant?
In Q4 FY3/18 BAL reported an EBIDTA margin of 20.8%, ahead of our estimate of 20.1%

N EUTRAL due to operating leverage benefits. Other income, at Rs2.4bn, was ahead of our estimate
Torget: Rs2,952 due to a reduction in yields in Q4, which management says is unlikely to recur in FY3/19.
% Upside: 9% While management remained bullish on the trading outlook, it refrained from giving any
s F volume guidance for FY3/19 despite the fact that rising crude prices augur well for Africa,
sszhﬁu o one of BAL’'s major export markets. Management has indicated target export volumes of
Rs2,708 (0%) 21 May 2018 Rs3,413 (25%) 0.5mn units per quarter in FY3/19. In domestic motorcycles, BAL aims to outperform

industry growth in FY3/19 on the back of the recent launches of Discover variants and
the new Pulsar, as well as price action on the CT-100 and Pulsar. For domestic three-

Basic Share Information wheelers, management said it is aiming for growth in FY3/19, despite the high base in
Market cap Rs787.2b / US$11.56b FY3/18. However, rising input costs continue to be a cause for concern. Also, customer
Daily traded value (3mth) uss14.4sm  acquisition costs are likely to remain elevated given heightened competitive pressure.
Shares outstanding 289.4m  This, coupled with a deteriorating product mix (a higher share of relatively low-margin
Free float 50.7%  domestic business), is likely to suppress margins in the coming fiscal year, in our view.
Net debt-to-equity -4.1% . . .

Lyr high Re3.413 Implications for our earnings forecast?

1yr low Rs2,708 On account of rising input cost pressure, we have lowered our FY3/19 earnings estimate
Foreign Shareholding 172% by 3%and our FY3/20 estimate by 2%.

How do valuations look now?

BAL is currently trading at an FY3/20 PER of 15.0x on our estimate, and appears to be
fully valued given our estimate of a modest 13.6% EPS CAGR over FY3/19-20. We lower
our target price from Rs3,008 to Rs2,952 on the back of our lower earnings estimates.

Price/Volume We value the standalone (core) business (excluding cash and investments) at 15x our

TP clese TReL o SENSEX () FY3/20 EPS estimate of Rs139, in line with BAL’s long-term average PER over the last
z;’gg 33307 eight years. To this, we add Rs871 per share of cash and investments (as at 31 March
3000 %03 2018) to arrive at our target price. Upside risk to our rating, earnings, and the attainment
2800 87 of our target price is a sustainable recovery in domestic motorcycle demand in FY3/19,

: and downside risk is a higher-than-expected rise in input costs.

Volume m

cdgideat bl .LI l.u_.ml . . . . . 2
May1r  Aued?  Nowdl  Febs What is distinctive about our stock view?

Rising cost headwinds are likely to keep earnings suppressed, which, in our view, should
lead to range-bound movement of the stock.

Source: Bloomberg
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Volume in Q4 grew 33% YoY over a
low base last year

EBIDTA margin, at 20.8%, exceeded
our estimate of 20.1% due to
operating leverage benefits

Other income was buoyed by a
Rs700mn marked-to-market gain in
Q4, unlikely to recur in Q1 FY3/19,
according to management

22 May 2018

NEUTRAL
Quarterly Performance
Y/E MARCH FY17 FY18
Rs Mn 3Q 4Q 1Q 2Q 3Q 4Q
Total Volumes (nos) 851,645 787,627 888,434 1,071,510 1,001,469 1,045,378
yoy change (%) -10.5 9.7 -10.7 3.8 17.6 32.7
ASP (Rs) 58,423 61,006 59,976 60,427 62,371 63,621
yoy change (%) 2.1 1.3 5.7 4.8 6.8 4.3
Net Sales 49,756 48,050 53,285 64,748 62,462 66,508
yoy change (%) -8.6 -8.6 -5.6 8.8 25.5 38.4
Other Operating Income 1,784 1,693 1,819 1,897 2,167 2,383
yoy change (%) 8.1 -20.9 17.3 9.6 21.4 40.7
Total Income 51,540 49,743 55,104 66,645 64,629 68,891
yoy change (%) -8.1 -9.0 -5.0 8.9 25.4 38.5
Raw Materials 33,841 33,203 38,093 45,492 43,547 46,969
RM/Sales (%) 65.7 66.7 69.1 68.3 67.4 68.2
Staff Cost 2,427 2,273 2,725 2,644 2,652 2,670
Staff cost/Sales (%) 4.7 4.6 4.9 4.0 4.1 3.9
Other Expenditure 4,107 3,783 4,222 4,679 5,180 4,942
Oth. Exp./Sales (%) 8.0 7.6 7.7 7.0 8.0 7.2
EBITDA 11,165 10,485 10,064 13,830 13,250 14,310
EBITDA Margin (%) 21.7 21.1 18.3 20.8 20.5 20.8
yoy change (%) -9.6 -16.8 -16.8 2.7 18.7 36.5
Other Income 2,322.0 2,166.0 3,892.8 2,118.4 1,333.2 2,508.6
Extraordinary Expenses 0.0 655.0 320.0 0.0 0.0 0.0
Interest 2.6 2.4 2.4 4.7 3.0 3.0
Depreciation 772 757 753 770 747 879
PBT 12,858 11,236 12,881 15,174 13,833 15,937
Tax 3,612 3,218 3,642 4,055 4,309 5,138
Effective Tax Rate (%) 28.1 28.6 28.3 26.7 31.1 32.2
Adj. PAT 9,145 8,477 9,463 11,119 9,524 10,798
PAT Margin (%) 17.7 17.0 17.2 16.7 14.7 15.7
yoy change (%) -5.8 -10.7 -2.0 0.1 4.2 27.4

Source: Company data
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P/E (x) vs EPS Growth (%)
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P/B (x) vs ROE
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APPENDIX

IMPORTANT DISCLOSURES

This research report is distributed by Haitong International, a global brand name for the equity research teams of Haitong International Research Limited (“HTIRL"), Haitong Securities India Private
Limited (“HSIPL"), Haitong International Japaninvest KK (“HTIJIKK”), Haitong International Securities Company Limited (“HTISCL"), Haitong International Investment Services Limited (“HTIIS”), and
any other members within the Haitong International Securities Group of Companies (“HTISG”), each authorized to engage in securities activities in its respective jurisdiction.

Analyst Certification: We, Aniket Mhatre and Anish Rankawat, certify that (i) the views expressed in this research report accurately reflect our personal views about any or all of the subject
companies or issuers referred to in this research and (ii) no part of our compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this
research report; and that we (including members of our household) have no financial interest in the security or securities of the subject companies discussed.

Conflict of Interest Disclosures
If no disclosures are included, it means that at the time of publication there is no conflict of interest pursuant to applicable regulations.

Ratings Definitions: Haitong International (sometimes referred to as “HTI") has Rating Distribution

three ratings, which are defined below. The percentage of BUY, SELL or NEUTRAL Most Recent Full Quarter Prior Full Quarter
ratings out of the total number of rated notes appears in the Ratings Distribution
chart. ALL rated stocks have a target price which represents the analyst’s best
estimate of the fundamental value of the stock on a 12 month forward basis.

BUY 2 15% absolute upside performance expected within the next 12 months
SELL > 15% absolute downside performance expected within the next 12 months
NEUTRAL: A stock under coverage with insufficient upside or downside to justify a

BUY or SELL rating. For purposes only of FINRA/NYSE ratings distribution rules,
our Neutral rating falls into a hold rating category.

Haitong International Equity Research Ratings Distribution, as of March 31, 2018

BUY Neutral SELL
(hold)
HTI Equity Research Coverage 71% 21% 8%
IB clients* 6% 3% 4%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category. Please note that stocks with an NR designation are not included in the table above.
Haitong International Non-Rated Research: Haitong International publishes quantitative, screening or short reports which may rank stocks according to valuation and other metrics or may suggest
prices based on possible valuation multiples. Such rankings or suggested prices do not purport to be stock ratings or target prices or fundamental values and are for information only.

HTI Equity-Style Portfolios: Stocks are selected for Haitong International’s equity-style portfolio products based on six different strategies: Value, Quality, Growth, Risk, Momentum and US
Exposure. Each quarter, HTI's rated coverage is screened based on the selection criterion for each strategy and using a scoring methodology, the top 20 stocks for each strategy are identified and
assigned to the portfolios. Note that the quantitative screening used to rank stocks for the HTI equity-style portfolios is separate from the fundamental analysis employed by HTI sector analysts, so
there may be differences in the assessments of individual stocks.

HTI Themes: The Haitong International research department periodically identifies a select number of themes that it believes have longevity and identifies stocks from among its rated coverage
that are relevant for these themes. These themes and the relevant stocks are reviewed on a quarterly basis. Note that the strategic attractiveness of a general theme may be different from the
fundamental assessments of individual stocks within that theme.

Related SCNet Visits: The designation of a related SCNet visit means that the specified Haitong International non-rated company visit reports may provide additional perspective with regard to
HTI's rated coverage. The research department selects these related SCNet visit reports on a quarterly basis. The process of compiling and publishing unrated SCNet notes is separate from the
fundamental assessment and publication of individual rated stocks.

Haitong International Coverage of A-Shares: Haitong International may cover and rate A-Shares that are subject to the Hong Kong Stock Connect scheme with Shanghai and Shenzhen. Haitong
Securities (HS; 600837 CH), the ultimate parent company of HTISG based in Shanghai, covers and publishes research on these same A-Shares for distribution in mainland China. However, the rating
system employed by HS differs from that used by HTI and as a result there may be a difference in the HTI and HS ratings for the same A-share stocks.

Haitong International Quality 100 A-share (Q100) Index: HTI's Q100 Index is a quant product that consists of 100 of the highest-quality A-shares under coverage at HS in Shanghai. These stocks
are carefully selected through a quality-based screening process in combination with a review of the HS A-share team’s bottom-up research. The Q100 constituent companies are reviewed
quarterly.
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IMPORTANT DISCLAIMER

For research reports on non-Indian securities: The research report is issued by Haitong International Research Limited (“HTIRL"), a wholly owned subsidiary of Haitong International Securities
Group Limited (“HTISGL") and a licensed corporation to carry on Type 4 regulated activity (advising on securities) for the purpose of the Securities and Futures Ordinance (Cap. 571) of Hong Kong,
with the assistance of Haitong International Japaninvest KK (“HTUIKK"), a wholly owned subsidiary of HTISGL and which is regulated as an Investment Adviser by the Kanto Finance Bureau of Japan.

For research reports on Indian securities: The research report is issued by Haitong Securities India Private Limited (“HSIPL”), an Indian company and a Securities and Exchange Board of India
(“SEBI") registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE Limited (“BSE”) and the
National Stock Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”). HSIPL was acquired and became part of the Haitong International Securities Group of Companies
(“HTISG") on 22 December 2016.

All the research reports are globally branded under the name Haitong International and approved for distribution by Haitong International Securities Company Limited (“HTISCL") and/or Haitong
International Investment Services Limited (“HTIIS"), and/or any other members within HTISG in their respective jurisdictions.

The information and opinions contained in this research report have been compiled or arrived at from sources believed to be reliable and in good faith but no representation or warranty, express
or implied, is made by HTIRL, HTISCL, HTIIS, HSIPL, HTUIKK or any other members within HTISG from which this research report may be received, as to their accuracy, completeness or correctness.
All opinions expressed herein are as of the date of this research report and are subject to change without notice. This research report is for information purpose only. Descriptions of any companies
or their securities mentioned herein are not intended to be complete and this research report is not, and should not be construed expressly or impliedly as, an offer to buy or sell securities. The
securities referred to in this research report may not be eligible for purchase or sale in some jurisdictions. If an investment product is denominated in a currency other than an investor's home
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Certain transactions, including those involving derivatives,
give rise to substantial risk and are not suitable for all investors. You should also bear in mind that recommendations in this research report are not tailor-made for you. The analyst has not taken
into account your unique financial circumstances, such as your financial situation and risk appetite. You must, therefore, analyze and should, where applicable, consult your own legal, tax,
accounting, financial and other professional advisers to evaluate whether the recommendations suits you before investment. Neither HTISG nor any of its directors, employees or agents accepts
any liability whatsoever for any direct or consequential loss arising from any use of the materials contained in this research report.

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, 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 report. Sales, traders, and other professionals of HTISG may provide oral or written market commentary
or trading strategies to the relevant clients and the companies within HTISG that reflect opinions that are contrary to the opinions expressed in this research report. HTISG may make investment
decisions that are inconsistent with the recommendations or views expressed in this research report. HTl is under no obligation to ensure that such other trading decisions, ideas or
recommendations are brought to the attention of any recipient of this research report.

Please refer to HTI's website www.equities.htisec.com for further information on HTI's organisational and administrative arrangements set up for the prevention and avoidance of conflicts of
interest with respect to Research.

Non U.S. Analyst Disclosure: The HTI analyst(s) listed on the cover of this Research is (are) not registered or qualified as a research analyst with FINRA and are not subject to U.S. FINRA Rule 2241
restrictions on communications with companies that are the subject of the Research; public appearances; and trading securities by a research analyst.
DISTRIBUTION AND REGIONAL NOTICES

Except as otherwise indicated below, any Recipient wishing to discuss this research report or effect any transaction in any security discussed in HTI's research should contact the Haitong
International salesperson in their own country or region.

Notice to Hong Kong investors: The research report is distributed by Haitong International Securities Company Limited (“HTISCL") and/or Haitong International Investment Services Limited
(“HTIIS"), both licensed corporations to carry on Type 1 regulated activity (dealing in securities) in Hong Kong. This research report does not constitute a solicitation or an offer of securities or an
invitation to the public within the meaning of the SFO. This research report is only to be circulated to "Professional Investors" as defined in the SFO. This research report has not been reviewed by
the Securities and Futures Commission. You should not make investment decisions solely on the basis of the information contained in this research report

Notice to U.S. investors: As described above, this research report was prepared by HTIRL, HSIPL or HTIIKK. Neither HTIRL, HSIPL, HTIIKK, nor any of the non U.S. HTISG affiliates is registered in the
United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution
to “major U.S. institutional investors” and “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as
amended. When distributing research reports to “U.S. institutional investors,” HIT USA will accept the responsibilities for the content of the reports. Any U.S. recipient of this research report
wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only through Haitong International
Securities (USA) Inc. (“HTI USA”), located at 850 Third Avenue, Suite 9B, New York, NY 10022; telephone (212) 867-7300. HTI USA is a broker-dealer registered in the U.S. with the U.S. Securities
and Exchange Commission (the “SEC”) and a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”). HTI USA is not responsible for the preparation of this research report nor for the
analysis contained therein. Under no circumstances should any U.S. recipient of this research report contact the analyst directly or effect any transaction to buy or sell securities or related financial
instruments directly through HSIPL, HTIRL or HTUIKK. The HSIPL, HTIRL or HTUIKK analyst(s) whose name appears in this research report is not registered or qualified as a research analyst with
FINRA and, therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account. Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S. issuers may not
be registered with, or be subject to U.S. regulations. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be subject to audit and
reporting standards and regulatory requirements comparable to those in effect within the U.S. The value of any investment or income from any securities or related financial instruments discussed
in this research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such
securities or related financial instruments. All inquiries by U.S. recipients should be directed to:

Haitong International Securities (USA) Inc.

340 Madison Avenue, 12" Floor

New York, NY 10173

Attn: Sales Desk at (212) 351 6050
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People’s Republic of China (PRC): In the PRC, the research report is directed for the sole use of those who receive the research report in accordance with the applicable PRC laws and regulations.
Further, the information on the research report does not constitute "production and business activities in the PRC" under relevant PRC laws. This research report does not constitute a public offer
of the security, whether by sale or subscription, in the PRC. Further, no legal or natural persons of the PRC may directly or indirectly purchase any of the security or any beneficial interest therein
without obtaining all prior PRC government approvals or licenses that are required, whether statutorily or otherwise. Persons who come into possession of this research are required to observe
these restrictions.

Notice to Canadian Investors: Under no circumstances is this research report to be construed as an offer to sell securities or as a solicitation of an offer to buy securities in any jurisdiction of
Canada. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities
regulators and only by Haitong International Securities (USA) Inc., a dealer relying on the “international dealer exemption” under National Instrument 31-103 Registration Requirements,
Exemptions and Ongoing Registrant Obligations (“NI 31-103") in Alberta, British Columbia, Ontario and Quebec. This research report is not, and under no circumstances should be construed as, a
prospectus, an offering memorandum, an advertisement or a public offering of any securities in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any
way passed upon this research report, the information contained herein or the merits of the securities described herein and any representation to the contrary is an offence. Upon receipt of this
research report, each Canadian recipient will be deemed to have represented that the investor is an “accredited investor” as such term is defined in section 1.1 of National Instrument 45-106
Prospectus Exemptions or, in Ontario, in section 73.3(1) of the Securities Act (Ontario), as applicable, and a “permitted client” as such term is defined in section 1.1 of NI 31-103, respectively.

Notice to Singapore investors: This research report is provided in Singapore by or through Haitong International Securities (Singapore) Pte Ltd (“HTISSPL") [Co Reg No 201306644N], which is an
Exempt Financial Adviser as defined in the Financial Advisers Act (“FAA”) and regulated by the Monetary Authority of Singapore, and is only provided to accredited investors, expert investors and
institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this research report are to contact HTISSPL in respect of any matters arising from, or in
connection with, the research report. If you are an accredited investor or expert investor, please be informed that in our dealings with you, we are relying on certain exemptions to the Financial
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Bajaj Auto (BJAUT IN)

Recommendation Chart
—~Price Close
4’000 Recommendations & Target Price
g
3,500
3,000
2,500
2,000
= Buy Neutral
May-13 Mar-14 Jan-15 Nov-15
Date Recommendation Target (Rs) Price (Rs)
2018-02-06 Neutral 3,008 3,135
2017-10-18 Neutral 2,783 3,227
2017-09-12 Neutral 2,668 2,936
2017-07-24 Neutral 2,581 2,827
2017-05-19 Neutral 2,634 2,973
2017-01-25 Neutral 2,755 2,850

Source: Company data Bloomberg, HTI estimates
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Not rated

NEUTRAL

Definitions for Key Investment Metrics

Business Growth

This is the metric which matches the top line in our
report.
Business profit

This is the metric which best represents operating profit
in our report
Shareholder Returns

Return on Equity
Balance Sheet Risk
Net Debt to Equity



