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Bajaj Corp Ltd. (BCL) is India’s leading
player in the hair care industry, and owns
the Bajaj Almond Drops brand. This is
India’s second largest brand in the overall
hair care segment, and commands a 61%
share of the light hair oil (LHO) market
(31% in FY06; 55% in FY12). LHO is the
second fastest growing hair oil category
across all hair oils sold in India. BCL has
positioned this brand in the premium
category and thus it commands one of the
highest per unit prices in the industry.

BCL’s other key brands include Bajaj
Brahmi Amla Hair Oil, Bajaj Amla, and
Bajaj Kala Dant Manjan. The company also
owns and sells skincare products under the
Nomarks brand, which is currently India’s
largest selling cream in the anti-marks
segment.

The overall hair oil market in India (52% of
total hair care market) has seen decent
growth over the past few years — CAGR of
12% during FY09 to FY16. Perfumed and
coconut based oil makes up around 52% of
the Indian hair care market, and within
this, Amla and LHO form around the 31%.
The LHO segment has experienced better
growth than that of the overall hair oil
industry over the years. The LHO market is
dominated by BCL, which owns 57% share
in volume terms, and 60% in value terms.

Relative Market share is the ratio of Bajaj Almond Drops market
share to the next largest competitor in LHO segment
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BCL’s sales and profit have grown at
average annual rates of 15% and 12%
respectively over the past seven years
(FY10-FY17). Its performance is closely
tied to that of Almond Drops, given that it
alone forms around 94% of the company’s
total sales. This makes BCL largely a single
product company.

The company’s consistent brand building
in this space plus extensive distribution
(BCL’s products reaches consumers
through 3.6 million retail outlets serviced
by 7,700 distributors and 11,500
wholesalers) has helped this brand tighten
its stronghold in the LHO market over the
years. What is more, the improvement in
Almond Drops’ market share has come
about despite the constant increase in its
pricing. A bottle of 100ml oil that sold for
Rs 32 in 2006, now sells for Rs 60 (6.2%

CAGR. Not only is this premium pricing in
isolation, the brand also sells at a higher
price than its key competing brands from
companies like Dabur (Dabur Amla) and
Marico (Hair & Care). Importantly,
premium pricing of Almond Drops and the
consistent increase in the same has not
materially affected the brand’s volume
growth or market share. This is reflective of
the company’s pricing power. What is
more, despite these price hikes, the
premium LHO commands over branded
coconut oil has narrowed in the last few
years because of the sharp rise in ‘copra’
prices. This has helped BCL’s volume
growth.

With increased urbanization and more
people shifting up the value chain, the
demand scenario looks good for BCL. What
is more, the company’s business may
receive an added fillip from consumption
shifting towards organized players. The
company is also targeting market share
gains from other hair oil segments. For
instance, one of the management’s key
focus areas is to convert coconut hair oil
users to light hair oil users through
sampling, targeted advertising campaigns,
product innovation and  creating
awareness about product differentiation.
BCL’s aim is to increase its market share to
10% of the total Hair Oil market in India by
March 2018.

As far as profitability is concerned, BCL is
India’s most profitable hair oil company,
even beating its highly-regarded peers like
Marico and Dabur and most other FMCG
companies. The company has averaged
gross and net margin of around 60% and
24% respectively over the seven-year
period between FYio and FY17. In
comparison, during the same period,
Marico’s gross and net margin have
averaged 47% and 10% respectively. As far
as return on equity is concerned, BCL’s
average has been 37% over the past seven
years, as compared to 32% for Marico.
These numbers suggest wise reinvestment
of retained earnings over the years.

Given that BCL has consistently raised the
prices of its largest selling Almonds Drops
oil brand without taking much hit on the
volumes speaks a lot about the competitive
advantage the business has created around
itself. Constant brand building and
distribution strength have helped the
company in firming up its foothold in the
LHO market over the years. As a matter of
fact, BCL spends around 18% of its annual
sales towards advertising and sales
promotion, which is almost the highest in
the industry, even higher than the high

levels of 17.5% and 12.9% of sales that
Colgate and Marico respectively spend.
The benefits of such high spending on
brand building are seen in BCL’s industry
beating profit margin and return ratios.
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Constantly growing the market share in the
LHO segment even as the overall hair care
market has seen a slowdown, and
constantly improving the business’ pricing
power, also speaks volumes about the
management’s capabilities. With no major
capital expenditure in the pipeline, one can
expect cash flow generation to improve in
the future.

Anyways, aside from these positives about
the management’s capital allocation skills,
it’'s worth mentioning here about the
pledging the promoter has done of its
shareholding in the company. Around 50%
of the promoter shareholding of 66% was
pledged at the end of June 2017, up from
34% in December 2015. While this looks
concerning, the management has
constantly maintained in its investor
presentation that — “The Bajaj Group is
well aware of issues regarding Corporate
Governance and would like to state that
there will be no financial interaction
between any of the listed entities within the
group.” Despite such statements, concern
remains on the usage of funds raised
through such pledging, especially when
BCL is a debt free company and generates
robust cash flow every year.

As for risks to BCL’s business, key ones
include prolonged slowdown in the hair oil
segment, which may ultimately impact the
LHO market where BCL operates, and rise
in competition in the LHO market. While
BCL has seen a steady increase in market
share in this business, competition risk
remains one to watch out for. Volatility in
pricing of raw material (light liquid
paraffin; 8.5% of BCL’s material and input
cost) is also a potential risk to profitability.

The stock currently trades at around 26
times its trailing 12-months earnings
(earnings yield of 3.8%). Free cash flow
yield stands at about 3%. Please do proper
homework before making any decision. @
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