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CMP: X 7800 Target: ¥ 8950 (15%) Target Period: 12 months

October 27, 2021

Decent show, all eyes on digital strategy execution

About the stock: Bajaj Finance is a dominant player in the consumer finance space
while it also has made a foray into various lending segments wherein housing has
grown to a significant size.
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Particulars Amount

e  Consumer business forms ~35% of overall consolidated AUM Market Capitalisation % 473770 crore
. o ) ) ) ) 52 week H/L 8020/ 3239

e Bajaj Finance maintained strong operating metrics over various credit and Face Value 72
rate cycles leading to >18% RoE and >3% RoA consistently Net worth Z 38999 Crore

DIl Holding (%) 9.7

FIl Holding (%) 23.6

Q2FY22 Results: Earnings recovery as expected, expect cost pressures to stabilise.
e Strong net interest income (NII) growth at 28% YoY above expectations at
¥ 5335 crore up 19% QoQ

e C/l ratio rose to 38% from 30.6% QoQ rising sharply higher due to higher
salary and opex denting overall PAT growth

e GNPA, NNPA ratio moderated to 2.45% and 1.10%, respectively, in Q2FY22
e PAT grew 53% YoY to % 1,481 crore from % 965 crore

What should investors do? Bajaj Finance’s share price in the last quarter has
zoomed by 31% to ~X 7856 levels in October 2021). Factoring in management agility
towards product development and execution strength, we remain positive.

e Recommend BUY rating on the stock

Target Price and Valuation: We believe with NNPA guidance of <1% and strong
credit growth with payments foray we continue to value the stock at ~10x P/ABV on
FY23E and maintain target price of ¥ 8950. Premium valuations stay as BFSI fintechs
with low profits/ losses are still getting significant valuations.

Key triggers for future price performance:

e Transition towards fin-tech from being a pure lender to propel valuations
e RoE is seen returning to ~15% and RoA at >3%
e Aleaner operating model and robust growth guidance

e Expect 20% advances growth and PAT growth at 33% CAGR

Alternate Stock Idea: Apart from BAF, in our BFSI coverage we also like HDFC Ltd.

e HDFC Ltd is the largest housing finance company in India with a loan size of
~% 4.98 lakh crore. It has a presence in other financial services segments
like life insurance, banking, AMC, etc, via its subsidiaries

e We have a BUY rating with a target price of ¥ 3100

Key Financial Summary

4 year CAGR
% Crore FY19 FY20 FY21 (FY17Y21)
NII (% crore) 11864 16901 17254 33%
PPP (% crore) 7681 11252 11961 35%
PAT (% crore) 3995 5264 4420 25%
ABV (%) 313 534 597
P/E 112 87 106
P/ABV 24.8 14.6 13.0
RoA 3.0 2.8 2.4
RoE 22.4 20.2 12.8

Shareholding pattern

(in%) Sep-20 Dec20 Mar21 Jun21 Sep-21
Promoter 56.1 56.1 56.1 56.0 56.0
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2 year CAGR

FY22E FY23E (FY21-23E)

19787 23572 17%

12597 15225 13%

5963 7795 33%
653 8717
78 61
11.9 8.9
3.4 3.6
15.0 15.7

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Q2FY22 Results: stable results, all eyes on digital execution

Strong net interest income (NII) growth at 28% YoY above expectations at
¥ 5335 crore up 19% QoQ (% 4484 crore in Q1FY22) stole the show. Interest
reversal for the quarter was ¥ 322 crore compared to % 215 crore YoY and
% 450 crore QoQ

Consolidated AUM grew to % 1,69,370 crore against ¥ 1,59,057 crore, up
5%QoQ and 22% YoY. Core AUM growth in Q2FY22 was ~% 11000 crore
vs. ¥ 4100 crore QoQ. AUM witnessed growth from rural business (37%
YoY), consumer sales finance (58% YoY) and mortgages (18% YoY)

C/l ratio rose to 38% from 30.6% QoQ rising sharply higher denting overall
PAT growth. This is on account of elevated debt management cost owing
to second wave and salary cost. In Q2FY22, the company increased its
employee strength by over 2,000 to support its growth stance. With
normalisation of debt management cost and increase in NIl as a result of
balance sheet growth, opex to NIl metric should normalise in the range of
33-34% by Q4FY22

Consolidated post tax profit in Q2FY22 was X 1,481 crore compared to % 965
crore in Q2FY21, growth of 53% YoY

GNPA/NNPA ratio moderated to 2.45% and 1.10%, respectively, in Q2FY22
from Q1FY22 levels of 2.96% / 1.46%. Loan losses and provisions still
elevated for Q2FY22 was ¥ 1300 crore against X 1,750 crore in Q1FY22. The
company is holding a management overlay and macro provision of ~% 832
crore again similar to March 31, 2021 and rising from ¥ 486 crore in Q1FY22.
The management has mentioned in presentation that in absence of a severe
third wave, the company is committed to bring down its GNPA to 1.7-1.8%
& NNPA to 0.7-0.8% by March 31, 2022

Non overdue one-time restructuring (OTR) book was at ¥1512 crore vs.
¥ 1,287 crore (0.8% of book) QoQ. ECL provision was at ¥ 289 crore (19%)

Capital adequacy remained strong at 27.68% with Tier | at 24.9%

Customer franchise was at 52.80 mn as of September 30, 2021, growth of
20% YoY. Cross sell franchise was at 29.37 mn, growth of 23% YoY. During
the quarter, customer franchise grew by 2.35 mn

Few highlights

The company digitally acquired 372,000 new EMI card customers in Q2FY22
using an integrated digital ecosystem

Payments

1. The company has 3.1 mn customers on its wallet as of October 24, 2021.
For the festival season, the company has integrated the wallet feature for
seamless fulfilment. It should significantly improve wallet engagement,
stickiness and cashback/reimbursement process

2. Merchant app is on track to go live by February 2022. It will enable P2P
and P2M onboarding, transactions, promotions, rewards and settlements

3. Post receiving board approval to apply for payment aggregator (PA) &
Bharat Bill Pay Operating Unit (BBPOU), the company has initiated various
approvals

4. The company is in the process of significantly expanding payment talent
pool

Opex to Nll is likely to normalise to 33-34% by Q4FY22

In the absence of a third wave, AUM growth is expected to at pre-Covid
levels for the rest of the year
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Comparison

Exhibit 1: Peer Comparison

S CMP M Cap EPS ) P/E (x) P/ABV (x) RoE (%)

() TPR) Rating (Tbn) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
LIC Housing Finance (LICHF) 406 400  Hold 223 542 359 513 15 M3 19 14 13 11 141 89 115
HDFC (HDFC) 2,912 3,100 Buy 5265 598 756 878 487 385 332 48 46 44 111 123 135
Bajaj Finserv (BAFINS) 18,349 20,200 Buy 2920 2356 300.1 4405 779 611 417 81 7.2 61 110 125 159
Bajaj Finance (BAJFI) 7,800 8,950 Buy 4,738 736 99.1 1274 1060 787 612 131 119 89 128 150 157

Mahindra & Mahindra Finance 188 160 Reduce 232 2.7 34 125 69.1 555 15.0 1.9 2.1 1.1 2.6 2.8 9.7

Source: Company, ICICI Direct Research

We believe Bajaj Finance foraying into the fintech arena has captured investors’
interest. The company has 3.1 million customers on its wallet as of October 24, 2021
and aims to reach 25 million customers by FY23. The company digitally acquired 3.7
lakh new EMI card customers in Q2FY22 using an integrated digital ecosystem. The
management has a proven historical track record of launching various products like
lifestyle financing, digital product loans, EMI cards, etc. We believe that with the
lending business firmly in place along with a strong customer base, the payments
business should get a boost and better credit assessment could be an advantage
compared to other fintechs. The current consumer app already has 12.9 million
active customers. Bajaj Finance can evolve as a twin play on e-commerce and
conventional lending with the potential to capture the best of both worlds.
Management has guided on better festive growth and higher RoA guidance for
future. The buzz about fin-tech players and their expected valuations have provided
room for future valuations to expand to 10x networth (BV) for proven business
models that already generate >3% RoA.
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Q2FY22 Q2FY22E Q2FY21
NIl 5,334 4,952 4,158
NIM (%) (calc) 14.6 13.3 1.1
Other Income 1 3 1
Staff cost 937 669 514
Other Operating 1,093 830 645
Expenses
Opex to NII(%) 38.1 30.3 21.9
PPP 3,305 3,457 3,006
Provision 1,300 1,230 1,700
PBT 2,004 2,227 1,305
Tax Outgo 523 557 34
PAT 1,481 1,670 965
Key Metrics
GNPA 4,103 4,974 1,873
NNPA 1,826 2,492 m
AUM 166,937 166,900 137,090

YoY (%)
28.3

355 bps
-89.6

82.2

69.4
36.5
9.9
-23.5

53.5
53.7
53.5

119.1
136.8

21.8

Q1FY22
4,488

12.1
1

617

157
30.6
3,116
1,750

1,366
363
1,002

4,737
2,307
159,057

000 (%)
18.8

259 bps
-36.4

52.0

44.4
24.4
6.1
-25.7

46.8
44.0
41.1

-13.4
-20.8

5.0

ICICI Direct Research
Exhibit 2: Variance Analysis

Comments
Surprised positively, led by strong credit growth and benefits of

liquidity unwind

Higher employee strength for digital business segments impacted

staff cost

Lower provisions as incremental stress under control, boosted PAT

W/offs and provisions bought lowers

Ex IPO financing of 31.7bn, growth was 6.8% sequentially

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY22E
(% Crore) Old New % Change
Net Interest Income 19202 19,787 3.0
Pre Provision Profit 12204 12,597 3.2
NIM(%) (calculated) 10 1.1 76 bps
PAT 5740 5,963 3.9
ABV per share (3) 673 653.1 3.0

FY23E
Old New % Change
23,4252 23,572 06
15,276.8 15,225 0.3
10.3 1.1 17 bps
8,359.1 7,795 6.8
887.4 871.3 -1.1

Source: Company, ICICI Direct Research

Exhibit 4: Assumption

FY20
Credit growth (%) 25.7
Borrowings Growth (%) 23.7
NIM Calculated (%) 13.3
Cost to income ratio (%) 335
GNPA ( crore) 2,276.2
NNPA (% crore) 918.9

FY21

3.8

2.1
10.5
30.7
2,530.6
1,060.3

Current Earlier
FY22E FY23E FY22E FY23E
19.1 21.5 18.0 21.7
23.0 20.0 20.0 20.0
1.1 1.1 10.3 10.3
36.4 35.5 36.5 34.8
4,575.9 6,236.1 4,747.5 6,387.6
3,087.8 3,973.9 1,638.3 2,740.9

Source: Company, ICICI Direct Research

Exhibit 5: Asset quality data

Consolidated AUM

3/31/2021 06/30/2021 09/30/2021

3/31/2021 06/30/2021 09/30/2021

Assets Under Management Sept21 GNPA NNPA  PCR (%) (GNPA]  (GNPA)  (GNPA) (NNPA]  (NNPA)  (NNPA)
Auto Finance Business 10738 1919 1027 46.0% 9.31%  19.15%  16.00% 4.84%  12.18% 9.25%
Sales Finance Business 12555 91 18 80.0% 1.11% 1.05% 0.64% 0.26% 0.24% 0.13%
Consumer B2C Business 33679 709 17 75.0% 1.70% 2.84% 2.11% 0.44% 0.95% 0.54%
Rural Sales Finance Business 3258 36 7 81.0% 1.11% 1.35% 1.09% 0.26% 0.29% 0.21%
Rural B2C Business 13376 429 175 59.0% 1.65% 2.85% 3.09% 0.39% 0.92% 1.28%
SME Lending Business 21871 379 96 75.0% 0.94% 2.15% 1.69% 0.23% 0.70% 0.43%
Securities Lending Business 7463 2 1 18.0% 0.02% 0.02%
Commercial Lending Business 9801 44 29 34.0% 0.45% 0.29%
Mortgages 54196 494 296 40.0% 0.92% 0.88% 0.97% 0.58% 0.61% 0.59%
Total 166937 4103 1826 55.0% 1.79% 2.96% 2.45% 0.75% 1.46% 1.10%
Source: Company, ICICI Direct Research
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Financial summary

(Year-end March) FY20 FY21 FY22E FY23E  (Yearend March) FY20 FY21 FY22 FY23E
Interest Earned 26373.8 26668.1 29325.0 35716.8 Valuation
Interest Expended 9473.2 9414.0 9538.1 121444
Net Interest Income 169006  17254.1 19786.9 23572.4  No. of shares (crore) 60.0 60.2 60.2 61.2
Growth (%) 425 2.1 147 19.1 EPSR) 89.5 13.6 99.1 1274
Non Int.erest Income 1.8 15.0 184 22.6 BV 3) 549 615 704 942
Employee cost 2290.9 2165.8 27491 33839 pE 87 106 78 61
Other operating Exp. 3369.9 31424 4459.1 5016.0  pmy 14.2 127 11.0 8.3
Operating Profit 11251.6 11960.8 12597.1 15225.2  P/ABV 14.6 13.0 11.9 8.9
Provisions 3929.5 5968.6 4539.1 4691.7  Yields & Margins (%)
PBT 13221 5992.3 8058.0 10533.4  Net Interest Margins 12.0 105 1.1 1.1
Taxes 2058.4 1572.4 2095.1 2738.7  VYield on assets 18.7 16.3 16.4 16.8
Net Profit 5,263.8 44198 5,962.9 7,794.7  Avg. cost on funds 8.3 16 1.0 13
Growth (%) 31.8 -16.0 34.9 30.7 Yield on average advances 20.8 18.5 18.2 18.5
EPS %) 89.5 736 9.1 1274  Quality and Efficiency (%)
Cost to income ratio 33.5 30.7 36.4 35.5
Source: Company, ICICI Direct Research Cost to assets ratio 3.0 2.8 41 39
GNPA 1.6 1.7 2.6 2.9
NNPA 0.7 0.7 1.8 19
ROE 20.2 12.8 15.0 15.7
ROA 2.8 24 3.4 3.6

Source: Company, ICICI Direct Research

Exhibit 9: Growth ratios (%)
(Year-end March) FY20 FY21 FY22E FY23E  (Year-end March) FY20 FY21 FY22E FY23E
Sources of Funds Total assets 299 4.2 211 233
Capital 120.0 1203 1203 1223 Advances 517 38 19.1 215
Borrowings 231 2.1 23.0 20.0

Reserves and Surplus 32207.6 36798.1 42255.7 57036.7 Net interest income 125 21 17 191
Networth 32321.6 36918.4 42316.0 57159.0  Operating Income 424 2.1 14.7 19.1
Borrowings 1256646 1222781 1504021 1804825  Operating expenses 349 6.8 353 16.1
o - Operating profit 46.5 6.3 5.3 209

Other Liabilities & Provisions 6399.2 1562.5 1871.2 2284.0 Net profit 31.8 16.0 3.9 30.7
Total 164,391.4  160,759.0 194,649.3 239,925.5 Net worth 64.1 14.2 14.8 349
EPS 29.0 178 347 28.6

Application of Funds

Source: Company, ICICI Direct Research

Fixed Assets 1097.3 3288.9 3321.8 3653.9
Investments 17543.9 18396.9 15637.4 15168.3
Advances 141376.1 146687.0 174738.6 212322.6
Other Assets 4374.2 2911.6 951.5 8780.7
Total 164,391.4  171,284.4 194,649.3 239,925.5

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂICICIA irect.com 1 l
Investmen uo Your Fingertips BH{)E{EE \
ICICI Securities Ltd. 75 S TARMINE
eCUf e E:m stAward2012 A /
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Sameer Sawant, MBA Research Analysts Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is
also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of
the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities 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.
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