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Bajaj Finance

Long-term positives in place

Bajaj Finance Limited’s (BFL) performance update (provisional) for
Q3FY2020E indicates strong customer acquisition but slower AUM
growth (reflecting lacklustre festive demand, as well as cautious
growth stance of the company). Assets under management (AUM)
at Rs. 1,45,200 crore grew by 35% y-o-y, which although is strong,
but was slower than earlier quarters. The customer base during
the quarter expanded to “40.4 million (up by 4.4% g-o-q), as BFL
acquired 2.5 million new customers (1.92 million in Q2FY2020).
Healthy new customer acquisition and growth in total customers
indicate strong business traction. Slower AUM growth has impacted
the stock’s near-term performance. However, we remain constructive
on the company’s business strengths and expect long-term growth
potential of BFL to be intact. We maintain our Buy rating with an
unchanged price target (PT) of Rs. 4,400.

Business traction slower but healthy, fund raising to help margins:
BFL's focus continues to be on quality growth and optimal credit cost
in light of weak consumption demand and stress. Given the auto and
consumption segments facing growth challenges, we expect AUM
growth to be slower till the scenario improves. However, BFL's strong
data-driven customer portfolio has attained size and presents significant
opportunities. We expect near-term yields to be range-bound due to
dynamic business mix and slower credit offtake. However, we expect
credit cost and returns to remain strong; and expect, over a longer term,
BFL to be well placed to report AUM growth of 35+%. Opex leverage
gains, strong fee income growth and lower tax rate provide support to
return ratios. Recent capital raising of Rs. 8,500 crore by the company
will help BFL trim its leverage ratio from 6.6x (as of Q2FY2020 end)
and will augment capital position and support its NIMs. Already, BFL
was well capitalised (Q2 Tier 1 at 15.86%) and capital raising gives it
headroom for growth. We believe the proven ability of BFL to innovate
(create new product categories), leverage its large customer base and
proactive risk management track record are key positives to support
valuations.

Our Call

Valuations: BFL is available at 5.8x its FY2021E BVPS, which we believe
is reasonable. Even though the recent lacklustre festival demand
has impacted AUM growth, and has impacted the near term stock
performance. However, we continue to be constructive on the company
and believe strong business traction (strong new customer acquisition),
stable margin outlook (driven by a higher-yielding consumer durable
loan book, rural financing, capital raising etc) and attractive asset
quality to be key long term positives. We maintain our Buy rating on
the stock with an unchanged PT of Rs. 4,400.

Key Risks

Slowdown in consumer finance growth and worsening of economic
parameters may pose challenge.

Valuation Rs cr
Particulars FY18 FY19 FY20E FY21E
Net interest income (Rs. cr) 7,567 11146 12,852 14,698
Net profit (Rs. cr) 2,539 3,922 5,368 6,082
EPS (Rs.) 44.0 68.0 92.6 104.9
EPS growth (%) 311 54.5 25.3 13.3
PE (x) 68.6 48.0 433 38.2
Book value (Rs./share) 283 344 419 517
P/BV (x) 10.7 8.8 72 5.8
ROAE (%) 19.6 217 22.4 237
RoAA (%) 3.3 3.8 3.6 35
Source: Company; Sharekhan estimates
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About company

Bajaj Finance is one of the largest NBFCs for consumer finance in India. Bajaj Finance (BFL), erstwhile Bajaj
Auto Finance, provides financing for two-wheelers, consumer durables, housing, small businesses, construction
equipment and infrastructure finance. BFL undertook business and organizational restructuring in FYO8 and
re-defined small business and consumer financing as its key niches. The new initiatives have been delivering
tangible results since FY09, with 41% and 61% CAGR in AUM and net profit respectively, over FY09-19. The
Company operates through 944 urban locations and 951 rural locations, with 91,700+ distribution points. BFL
continues to be the largest consumer durables lender in India. As a business entity, Bajaj Finance continues
to deliver steady performance with well-maintained margins and conservative asset-quality performance.

Investment theme

Bajaj Finance (BFL) enjoys a dominant position in the Indian Consumer finance space with strong presence
in retail assets and liabilities. BFL's dominance in the market is seen in the consistent growth and margin
performance maintained by the company across credit cycles and rate cycles. During last few years, Bajaj
Finance has been posting consistent strong growth with high but stable NIMs and very good asset quality.
The stable asset quality is indicative of the high focus on the risk management and robust credit underwriting
capability of the company. We expect BFL to maintain its loan book trajectory as well as profitability and
margin on back of healthy franchise expansion and increasing customer base. We opine Bajaj Finance’s
strong operational capabilities and efficiencies, with consistency are clear differentiators for the stock given
the present times.

Key Risks
Slowdown in consumer finance growth and worsening of economic parameters may pose challenge.

Additional Data

Key management personnel

Mr. Rahul Bajaj Chairman

Mr. Rajeev Jain Managing Director

Mr. Atul Jain Chief Executive Officer (BHFL)
Mr. Anup Saha President — Consumer Business

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Bajaj Finserv Ltd 54.81
2 Republic of Singapore 3.67
3 Maharashtra Scooters Ltd 3.27
4 Axis Asset Management Co Ltd/India 1.96
5 SBI Funds Management Pvt Ltd 1.39
6 Steadview Capital Mauritius Ltd 1.26
7 BlackRock Inc 1.23
8 Capital Group Cos Inc/The 119
9 Vanguard Group Inc/The 1m
10 UTI Asset Management Co Ltd 0.91

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;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



