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Incorporated in 1938, Bajaj Electricals Ltd (BJE), part of Bajaj Group, is engaged in
the business of Consumer Products (Appliances, Fans, Consumer Lighting),
Exports, and EPC (lllumination, Transmission Towers, Power Distribution and
Luminaires). Others segment include die casting, wind energy & solar energy. It is
a dominant player in the consumer durables and lighting segment space.

- Strong distribution network: BJE is a dominant player in the consumer
durables and lighting space with a strong network of 1000 distributor, 4000
authorised dealers, 400,000 retail outlets and 282 customer care centres spread
across India, enhancing penetration, brand recognition and after-market service of
its products. The company has further strengthened its distribution network by
rolling out RRE (Range, Reach Expansion) Programme across the country. We
believe the roll out of RREP in new geographies across the country and the
Retailer Bonding Programme will help the company expand its topline.

- New launches to drive growth: BJE has launched several new products across
categories through continuous innovation and investment in R&D. The company
has set up its new R&D Centre in Navi Mumbai which houses all aspects of
research, design, development and testing capabilities under one roof. In the Fans
segment, the company has introduced 5 star rated model, Kassels Star (50-54
watts), which significantly reduces electricity consumption. It has also come out
with a wide range of premium designer fans with cartoon characters for kids. It
has also launched an Internet of Things (loT) enabled air cooler with features that
can automatically adjust the fan and its cooling speed based on temperature and
humidity and is targeted towards homes and commercial spaces. Besides, the
company is gearing up for the summer season with new product launches.

- Strong order book in EPC segment bolsters revenue outlook: BJE's EPC division
which contributes ~30% to overall sales operates in three sub-verticals: power
transmission, distribution and illumination. The order book position of the EPC
division remains strong with orders worth Rs.3,072 crore (1.4x TTM sales) as on
31st December 2017, consisting of Rs. 796 crore for Transmission Line Towers, Rs.
2,135 crore for Power Distribution and Rs. 142 crore for lllumination Projects.
Moreover, the company has recently bagged orders worth Rs 2,389 crore from
Purvanchal Vidyut Vitran Nigam Ltd (PUWNL) for rural electrification projects in
Uttar Pradesh. Given the government’s thrust on infrastructure development,
recovery in private capex, company’s presence in strategically important energy
efficiency market segments, timely execution of fixed price contracts with healthy
margins and efficient supply chain management, we expect the EPC division to be
on a strong footing. Hence, we expect the revenue from this segment to increase
at a CAGR of 9% over FY17-20E.

Outlook and Valuation:

We believe BJE’s strong brand equity, revamp of supply chain and wide
distribution network particularly in rural markets would help support growth
going ahead. The company’s focus on new launches particularly in the premium
category will help drive market share gains and bode positively for margins. Also,
increasing consumer preference for brand/quality products has led to a structural
shift from the unorganized sector to the organized segment. The stock currently
trades at ~50x/33x/25x FY18E/19E/20E EPS. We value the stock at 29x FY20E
earnings arriving at a target price (TP) of Rs. 710.
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. Bajaj Electricals Ltd: Business overview

Incorporated in 1938, Bajaj Electricals Ltd (BJE), part of Bajaj Group, is engaged in the
business of Consumer Products (Appliances, Fans, Consumer Lighting), Exports, and EPC
(lumination, Transmission Towers, Power Distribution and Luminaires). Others segment
include die casting, wind energy & solar energy. It is a dominant player in the consumer
durables and lighting segment space with a strong network of distributors, authorised
dealers, retail outlets and customer care centres in India. It holds leadership position in many
kitchen and domestic appliances segment. It also enjoys presence in the high-end range of
appliances with brands like Platini and Morphy Richards in India. Further, to increase its
footprint, it has entered into strategic alliances with international companies to cater to the
untapped premium market for consumer appliances and to exploit opportunities in the
lighting industry. It also has a strong foothold in power transmission and distribution
business.

Bajaj Electricals revenue mix
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Investment Rationale
Extensive distribution network

BJE is a dominant player in the consumer durables and lighting segment with a strong
network of 1000 distributor, 4000 authorised dealers, 400,000 retail outlets and 282 customer
care centres spread across India, enhancing the penetration, brand recognition and after-
market service of its products. The company in FY17 merged its four-erstwhile consumer
facing business divisions viz Kitchen appliances, domestic appliances, fans and lighting into
one. The company further strengthened its distribution network by rolling out RRE (Range,
Reach Expansion) Programme across the country. The RREP strategy envisaged integration of
multi-electrical product dealers, eliminating wholesalers, and setting up of centralised
warehouses. This programme also helped in expanding distribution reach by adding more
consumer touch-points.

. New launches to drive growth

BJE has launched several new products across categories through continuous innovation and
investment in R&D. The company has set up its new R&D Centre in Navi Mumbai which
houses all aspects of research, design, development and testing capabilities under one roof. In
the Fans segment, the company has introduced 5 star rated model, Kassels Star (50-54 watts),
which significantly reduces electricity consumption. It has also come out with a wide range of
premium designer fans with cartoon characters for kids. It has also launched an Internet of
Things (loT) enabled air cooler with features that can automatically adjust the fan and its
cooling speed based on temperature and humidity and is targeted towards homes and
commercial spaces. The company believes there is huge demand potential for loT enabled air
coolers going ahead from both the residential and commercial spaces. Besides, the company
is gearing up for the summer season with new product launches. Moreover, with renewal of
trademark user license agreement with Morphy Richards, the company will offer its full range
of consumer appliances in India.

. Financials

Strong growth in Consumer products and EPC segment to drive revenue growth

Bajaj Electricals has witnessed 7% revenue CAGR over FY12-17 led by 19% revenue CAGR in
the Engineering & Procurement segment while Consumer Durables segment witnessed flat
growth during the same period. The growth in consumer durables segment was marred by
aggressive competition in the consumer durables sector, sluggish market conditions,
implementation of TOC and pricing pressure. Engineering & Projects business posted
improved show driven by pick up in order inflow, focus on improving project execution
capabilities and efficient supply chain management. Going ahead, we factor strong
consolidated revenue CAGR of 12% over FY17-20E driven by 14% CAGR in consumer products
segment and 9% CAGR in EPC segment. The growth will be mainly driven by new products
launches across various business units in the consumer product segment coupled with the
company’s initiatives to strengthen its distribution network through the roll out of RRE
programme in new geographies across the country. Further, robust project execution
capabilities, recovery in the private capex cycle coupled with higher infrastructure spends will
drive strong growth in the EPC division and contribute to the topline growth.

Revenue to grow at 12% CAGR over FY17-20E
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. EBITDA margin to improve going ahead

The operating performance of BJE remained under pressure over FY13-15 due to sluggish sales
in consumer durables and weak execution in EPC segment. However, the performance staged
a strong rebound in FY16. EBIT margin in the EPC segment turned positive in FY16 from -18%
in FY13 to 6.1%/7.1% in FY16/FY17 backed by improvement in project execution capabilities
and selective bidding for high margin orders. Further, consumer durables segment also
witnessed improvement in operating performance in FY17 with emphasis on cost control
measures, favorable product mix, revamp of distribution strategy across the country and focus
on secondary sales. As a result, the EBITDA margin expanded from 3.3% in FY13 to 5.7% in
FY17, up by 240bps. Going ahead, we expect EBITDA margin to improve further to 7.2% in
FY20E backed by volume growth in the consumer products segment driven by new launches
and timely execution of fixed price contracts with healthy margins.

EBITDA to grow at 21% CAGR over FY17-20E
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Outlook and Valuation

We believe BJE’s strong brand equity, revamp of supply chain and wide distribution network
particularly in rural markets would help support growth going ahead. The company’s focus on
new launches particularly in the premium category will help drive market share gains and
bode positively for margins. Also, increasing consumer preference for brand/quality products
has led to a structural shift from the unorganized sector to the organized segment. Notably,
strong order book in the EPC segment improves the revenue visibility going ahead. We
estimate consolidated revenue/PAT to grow at a CAGR of 12%/32% over FY17-20E. The stock
currently trades at ~50x/33x/25x FY18E/19E/20E EPS. We value the stock at 29x FY20E
earnings arriving at a target price (TP) of Rs. 710.

Key Risks

e Increasing competition
e Execution risks in projects business
e Exchange rate fluctuation

For private circulation only



Profit & Loss Account (Consolidated)

Balance Sheet (Consolidated)

Y/E (Rs. Cr) FY17 FY18E FY19E FY20E
Total operating Income 4,262 4,503 5,167 6,055
Raw Material cost 3,051 3,231 3,647 4,245
Employee cost 329 347 399 467
Other operating expenses 639 675 775 908
EBITDA 243 249 347 435
Depreciation 30 34 38 43
EBIT 213 215 308 392
Interest cost 80 60 59 53
Other Income 36 41 44 48
Profit before tax 168 196 293 387
Tax 60 70 105 139
Profit after tax 108 125 188 248
Minority Interests - - - -
P/L from Associates - - - -
Adjusted PAT 108 125 188 248
E/o income / (Expense) - - - R
Reported PAT 108 125 188 248
Cash Flow Statement (Consolidated)
Y/E (Rs. Cr) FY17 FY18E FY19E FY20E
Pre tax profit 168 196 293 387
Depreciation 30 34 38 43
Chg in Working Capital 226 25 (71) (117)
Others 56 19 15 5
Tax paid (44) (70) (105) (139)
g:;&:'::' from operating 437 204 170 179
Capital expenditure (55) (41) (48) (48)
Chg in investments (33) - - -
Other investing cashflow (3) 41 44 48
:::i:i:liz‘sﬂ from investing (90) 0 @) 0)
Equity raised/(repaid) 6 - - -
Debt raised/(repaid) (295) 50 (60) (60)
Dividend paid (0) (28) (28) (28)
Other financing activities (79) (60) (59) (53)
::tsif‘:i:li:\slv from financing (368) (38) (148) (141)
Net chg in cash (21) 166 19 37

Y/E (R
Paid up capital 20 20 20 20
Reserves and Surplus 851 948 1,108 1,327
Net worth 871 968 1,128 1,348
Minority interest - - - -
Total Debt 546 596 536 476
(':)th.e.r .non-current 33 38 88 88
liabilities
Total Liabilities 1,505 1,652 1,752 1,912
Total fixed assets 310 316 326 331
Capital WIP 8 8 8 8
Goodwill - - - -
Investments 80 80 80 80
Net Current assets 557 698 788 942
Deferred Tax assets 56 56 56 56
(Net)
Other non-current 494 494 494 494
assets
Total Assets 1,505 1,652 1,752 1,912
Key Ratios (Consolidated)
Y/E FY17 FY18E FY19E FY20E
Growth (%)
Net Sales -7.1 5.6 14.8 17.2
EBITDA -8.1 2.6 39.2 25.5
Net profit -2.4 16.4 49.9 32.1
Margin (%)
EBITDA 5.7 5.5 6.7 7.2
NPM 2.5 2.8 3.6 4.1
Return Ratios (%)
RoE 13.2 13.6 17.9 20.0
RoCE 16.6 17.1 21.8 25.3
Per share data (Rs.)
EPS 10.6 12.4 18.5 24.5
DPS 2.8 2.8 2.8 2.8
Valuation(x)
P/E 58.1 49.9 333 25.2
EV/EBITDA 27.7 26.6 18.9 14.8
EV/Net Sales 1.6 1.5 13 11
P/B 7.2 6.5 5.5 4.6
Turnover Ratios (x)
Net Sales/GFA 12.7 11.6 11.9 12.6
Sales/Total Assets 1.4 1.4 1.5 1.6
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Rating Criteria

Large Cap. Mid/Small Cap.

Buy More than equal to 10% Buy More than equal to 15%

Hold Upside or downside is less than 10% Accumulate* Upside between 10% & 15%

Reduce Less than equal to -10% Hold Between 0% & 10%
Reduce/sell Less than 0%

* To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and ‘Reduce’ as Sell.

* Bajaj Electricals Limited is a small-cap company.
Disclaimer:

The SEBI registration number is INH200000394.

The analyst for this report certifies that all the views expressed in this report accurately reflect his / her personal views about the subject
company or companies, and its / their securities. No part of his / her compensation was / is / will be, directly / indirectly related to specific
recommendations or views expressed in this report.

This material is for the personal information of the authorized recipient, and no action is solicited on the basis of this. It is not to be
construed as 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.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable, though its accuracy or
completeness cannot be guaranteed. Neither Wealth India Financial Services Pvt. Ltd., nor any person connected with it, accepts any
liability arising from the use of this document. The recipients of this material should rely on their own investigations and take their own
professional advice. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for
future performance.

We and our affiliates, officers, directors, and employees worldwide:

1. Do not have any financial interest in the subject company / companies in this report;

2. Do not have any actual / beneficial ownership of one per cent or more in the company / companies mentioned in this document, or
in its securities at the end of the month immediately preceding the date of publication of the research report, or the date of public
appearance;

3. Do not have any other material conflict of interest at the time of publication of the research report, or at the time of public
appearance;

4. Have not received any compensation from the subject company / companies in the past 12 months;

5.  Have not managed or co-managed the public offering of securities for the subject company / companies in the past 12 months;

6. Have not received any compensation for investment banking, or merchant banking, or brokerage services from the subject
company / companies in the past 12 months;

7. Have not served as an officer, director, or employee of the subject company;

8. Have not been engaged in market making activity for the subject company;

This document is not for public distribution. It has been furnished to you solely for your information, and must not be reproduced or

redistributed to any other person.

Contact Us:

Funds India

Uttam Building, Third Floor|
No. 38 & 39| Whites Road |
Royapettah|Chennai— 600014 |
T:+91 7667 166 166

Email: contact@fundsindia.com
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Dion’s Disclosure and Disclaimer

I, Abhishek Kumar Das, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify
that all the views expressed in this research report (report) reflect my personal views about any or all of the subject issuer or
securities.

Disclaimer

This report has been prepared by Dion and the report & its contents are the exclusive property of the Dion and the client cannot
tamper with the report or its contents in any manner and the said report, shall in no case, be further distributed to any third party
for commercial use, with or without consideration.

Recipient shall not further distribute the report to a third party for a commercial consideration as this report is being furnished to
the recipient solely for the purpose of information.

Dion has taken steps to ensure that facts in this report are based on reliable information but cannot testify, nor make any
representation or warranty, express or implied, to the accuracy, contents or data contained within this report. It is hereby
confirmed that wherever Dion has employed a rating system in this report, the rating system has been clearly defined including the
time horizon and benchmarks on which the rating is based.

Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report is
not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.
Dion has not taken any steps to ensure that the securities referred to in this report are suitable for any particular investor. This
report is not to be relied upon in substitution for the exercise of independent judgment. Opinions or estimates expressed are
current opinions as of the original publication date appearing on this report and the information, including the opinions and
estimates contained herein, are subject to change without notice. Dion is under no duty to update this report from time to time.

Dion or its associates including employees engaged in preparation of this report and its directors do not take any responsibility,
financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this
report, including but not restricted to, fluctuation in the prices of securities, changes in the currency rates, diminution in the NAVs,
reduction in the dividend or income, etc.

The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended that an
independent investment advisor be consulted. In addition, nothing in this report constitutes investment, legal, accounting or tax
advice or a representation that any investment or strategy is suitable or appropriate to individual circumstances or otherwise
constitutes a personal recommendation of Dion.

REGULATORY DISCLOSURES:
Dion is engaged in the business of developing software solutions for the global financial services industry across the entire

transaction lifecycle and inter-alia provides research and information services essential for business intelligence to global companies
and financial institutions. Dion is listed on BSE Limited (BSE) and is also registered under the SEBI (Research Analyst) Regulations,
2014 (SEBI Regulations) as a Research Analyst vide Registration No. INH100002771. Dion’s activities were neither suspended nor has
it defaulted with requirements under the Listing Agreement and / or SEBI (Listing Obligations and Disclosure Requirements)
Regulations, 2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE / SEBI or any other
authority.

In the context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analyst and in the course of our business,
we issue research reports /research analysis etc that are prepared by our Research Analysts. We also affirm and undertake that no
disciplinary action has been taken against us or our Analysts in connection with our business activities.

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be
considered by the reader before making an investment decision:
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1. Disclosures regarding Ownership

Dion confirms that:
(i) Dion/its associates have no financial interest or any other material conflict in relation to the subject company (ies)
covered herein at the time of publication of this report.

(ii) It/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered
herein at the end of the month immediately preceding the date of publication of this report.

Further, the Research Analyst confirms that:
(i) He, his associates and his relatives have no financial interest in the subject company (ies) covered herein, and they
have no other material conflict in the subject company at the time of publication of this report.

(ii) he, his associates and his relatives have no actual/beneficial ownership of 1% or more securities of the subject
company (ies) covered herein at the end of the month immediately preceding the date of publication of this report.

2. Disclosures regarding Compensation:

During the past 12 months, Dion or its Associates:

(a) Have not managed or co-managed public offering of securities for the subject company (b) Have not received any compensation
for investment banking or merchant banking or brokerage services from the subject company (c) Have not received any
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject.
(d) Have not received any compensation or other benefits from the subject company or third party in connection with this report

3. Disclosure regarding the Research Analyst’s connection with the subject company:
It is affirmed that I, Abhishek Kumar Das employed as Research Analyst by Dion and engaged in the preparation of this report have

not served as an officer, director or employee of the subject company

4. Disclosure regarding Market Making activity:
Neither Dion /its Research Analysts have engaged in market making activities for the subject company.

Copyright in this report vests exclusively with Dion.
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