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Bajaj Finserv

Strong business franchise for the long term

We view Bajaj Finserv (BFIN) as a play on fast growing consumer finance,
and the high growth potential/underpenetrated insurance business in
India. Its three subsidiaries, namely the lending arm of Bajaj Finance
(BAF), and the insurance subsidiaries are strong domain leaders in their
own respective fields and together shaping up as an attractive business
franchise.

All BAF segments contributed to its growth viz. rural (up 55% y-o-y), SME
(up 34% y-o0-y), Consumer (up 41% y-o-y) and mortgages (was up 43%
y-o-y) even as the commercial segment lagged (with relatively slower
growth of 14% y-o-y) indicating tightened credit standards. We believe
that in the present environment, BAF stands out with its granular loan
book, a well diversified pan-India presence (over 102,400+ touch points)
and a proven track record of maintaining attractive asset quality.

Its Insurance arms, Bajaj Allianz General Insurance (BAGIC) has Industry
leading combined ratios consistently over time (BAGIC’s Combined
Ratio stood at 96.7% for FY19) with well diversified delivery channels.
Bajaj Allianz Life Insurance (BALIC) too has over the years developed
deep, pan India distribution reach with presence over 590 locations
with a diversified distribution mix and is among top 5 private sector Life
insurers in India (on new business in FY19 basis).

Overall, we believe positive developments in the life insurance business,
healthy operating metrics in general insurance and consistency of
financing segment performance add to form an attractive business
franchisee. We have introduced FY22E estimates for the Insurance
business to arrive at SOTP value of BFIN. We maintain our Buy rating on
the stock with revised price target (PT) of Rs. 9,900.

Our Call

Valuation: Bajaj Finserv has consistently clocked strong performance in
its lending business over a period of time, while BAGIC has one of the
best operating metrics in the general insurance space. The Long-term
outlook for the life insurance business has brightened with large banking
partner joining hands for distribution. We believe these positives make
Bajaj Finserv an attractive franchise for the long term. We have introduced
FY22E estimates for the insurance business to arrive at SOTP value of
BFIN. We maintain our Buy rating on the stock with revised price target
(PT) of Rs. 9,900

Key Risks

Unfavourable outcomes from exposure to downgraded investments may
impact performance.

SOTP Valuation Rs cr
Particulars Holding Value per share
Life Insurance 74.0% 2,748
General Insurance 74.0% 1,007
Bajaj Finance 54.8% 6145
Investments

Total 9,900

Source: Company; Sharekhan estimates
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Continues to ride on strong business traction and fundamentals of all key subsidiaries

Bajaj Finserv’s performance has been strong over the last few years, and even during the recent Q2 FY20
results the profit growth has been robust for its lending subsidiary, while the operating parameters continue
to be robust for the Insurance subsidiaries. The financial services arm, Bajaj Finance (BAF) which contributes
~70% of the consol. PAT is an important value contributor and continues to post strong results yet again.

Not only that, BAF continues to enjoy best in class credit ratings (AAA/Stable by CRISIL, ICRA etc) with strong
asset quality (Net NPA stood at only 0.65% as on Q2 FY20) which indicates the strength of the business
model. While there were some positive one-off effects in the insurance arm profits (combination of capital
gains, provision write-backs and lower corporate tax rate etc ) the underlying business parameters remain
robust.

Bajaj Allianz General Insurance (BAGIC) witnessed strong growth in gross written premium (GWP), including
the crop business, which increased by 57.4% y-o-y and is now the second largest private general insurer
in India as of FY19 in terms of Gross Premium. Bajaj Allianz Life Insurance (BALIC) has over the years has
developed deep, pan India distribution reach with presence over 590 locations with a diversified distribution
mix. The recently signed corporate agency agreement with Axis Bank, we expect will strengthen its distribution
network and increase its reach further going forward.
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About company

Bajaj Finserv (BFS) is a diversified financial services group with a pan-India presence in life insurance, general
insurance, and lending. It is the holding company for Bajaj Finance Ltd (BFL) and BFS’ shareholding in BFL
(Bajaj Finance Ltd.) was 54.81%. It also holds 74% each in Bajaj Allianz General Insurance (BAGIC, 2nd largest
private general insurer in India as of FY19 in terms of Gross Premium) and Bajaj Allianz Life Insurance (BALIC,
among top 5 Pvt sector Life insurers in India on new business in FY19).

Investment theme

Bajaj Finserv is a financial conglomerate having presence in the financing business (vehicle finance, consumer
finance and distribution) via Bajaj Finance (BFL) and is among the top players in the life insurance (BALIC)
and general insurance (BAGIC) segments. We expect BFL to maintain its loan book trajectory as well as
profitability and margins, augmented by its unique business model, strong infrastructure which will be the key
support for present valuations of Bajaj Finserv. Even though near term challenges (mostly structural) persist
for BAGIC and BALIC, we find their healthy operating metrics and profitability positive. The insurance arms
are focusing well on strengthening distribution channel and profitability and are likely to emerge as attractive
businesses over time.

Key Risks
Unfavourable outcomes from exposure to downgraded investments may impact performance.

Additional Data

Key management personnel

Mr. Sanjiv Bajaj Managing Director & CEO

S Sreenivasan CFO

V. Rajagopalan President - Legal

Mr. Ganesh Mohan Group Head — Strategy

Mr. Ajay Sathe Head — Group Risk Management

Rajeev Jain Managing Director — Bajaj Finance Limited

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Bajaj Holdings & Investment Ltd 3916
2 Jamnalal Sons Pvt Ltd 9.6
3 Jaya Hind Industries Ltd 3.85
4 Maharashtra Scooters Ltd 2.34
5 Life Insurance Corp of India 216
6 Bajaj Sevashram Pvt Ltd 1.48
7 Bachhraj & Co Pvt Ltd 1.24
8 NIRAJ BAJAJ 115
9 Bajaj Rahul Kumar 1.04
10 BlackRock Inc 1.01

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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Disclaimer: This 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 Document is subject to changes without prior notice.
This 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 report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently 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 reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This 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 has not dealt or traded directly or indirectly in securities of the company and that all of 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 further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor 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 nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also 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 Limited 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.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;
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