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Stellar show, beats estimates, improved visibility...

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

e  Consumer business forms ~34% of overall consolidated AUM

e Bajaj Finance maintained strong operating metrics over various credit and
rate cycles leading to >18% RoE and >3% RoOA consistently

Q3FY22 Results: Healthy business momentum, improved asset quality.

Strong NIl growth at 39% YoY, 12.5% QoQ, above estimate at ¥ 5998 crore
C/l declined to 34.7% vs. 38.1% QoQ as costs were controlled

GNPA, NNPA ratio declined to 1.73%, 0.78%, respectively in Q3FY22

PAT grew 85.5% YoY and 43.5% QoQ to ¥ 2125 crore

What should investors do? Bajaj Finance’s share price has been largely steady in
the past few months while it has jumped 64% in the past year. We believe since the
fin-tech story is embedded in this business, valuations should stay at premium.

¢ We maintain BUY rating on the stock

Target Price and Valuation: The core business has got potential and is well on
track to get transformed into an adaptable new age fin-tech. We roll over our
valuations and arrive at a TP of ¥ 9500 by valuing the business at ~8.4xFY24E ABV.

Key triggers for future price performance:

e Growth on the cusp of acceleration once uncertainties of pandemic fade off
o Agility to switch from online to offline model and vice versa provides edge
e Strong asset quality performance despite shift to new norms is positive

e RoE is seen returning to ~15% and RoA at >3%

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 AUM of ¥ 5.2
lakh crore. With housing demand picking up, we believe HDFC would be the
largest beneficiary of the same

o We have a BUY rating with a target price of ¥ 3350

Key Financial Summary

4 year CAGR

T Crore FY20 FY21 (FY17-FY21) FY22E FY23E
NIl [ crore) 16901 17254 33% 20898 24763
PPP (% crore) 11252 11961 35% 13708 16415
PAT (% crore) 5264 4420 25% 6463 8960
ABV }) 534 597 662 899
P/E 87 105 72

P/ABV 14.5 13.0 11.7

RoA 2.8 2.4 3.6 .
RoE 20.2 12.8 16.2 17.6
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Particulars Amount
Market Capitalisation T 467613 crore
52 week H/L 8020/ 4361
Face Value 22
Net worth < 41193 Crore
DIl Holding (%) 9.7
Fll Holding (%) 23.6

Shareholding pattern

(in%) Dec-20 Mar-21 Jun-21 Sep-21 Dec-21
Promoter 56.1 56.1 56.0 56.0 56.0
Fll 23.9 241 24.0 23.6 23.6
Dl 9.1 9.1 9.3 9.7 9.7
Others 10.9 10.7 10.6 10.6 10.6
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Strong performance on topline
leads to healthy PAT growth

e Key Risk: (1) Third wave of
pandemic may dent asset quality
(2) Unsecured book can be
vulnerable
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3 year CAGR
FY24E (FY21-24E)
30176 20%
20478 20%
10742 34%
1,133
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Key takeaways of recent quarter & conference call highlights

Q3FY22 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

Bajaj Finance has posted a stellar performance for Q3Y22 with NIl growth of
39.7% YoY and 12.5% QoQ to ¥ 5998 crore, which beat our estimates. Costs
were under control. Thus, sequentially C/I ratio declined to 34.7% from
38.1% QoQ

Provisions for Q3FY22 declined 19% QoQ and 22% YoY to ¥ 1051 crore.
This was mainly due to healthy improvement in asset quality. The company
currently holds management overlay provisions worth ¥ 1083 crore. Thus,
net profit for the quarter came in at ¥ 2125 crore, up 85% YoY and ahead of
our estimates

Asset quality performance was healthy as GNPA and NNPA declined 72 bps
and 32 bps QoQto 1.73% and 0.78%, respectively. These key ratios are now
back to pre-Covid levels. Overall stage 2 assets reduced to ¥ 5,299 crore vs.
¥ 5,962 crore QoQ

AUM growth also gained traction as it was up 8.6% QoQ and 26.3% YoY to
¥ 181250 crore. This was primarily driven by 46% uptick in consumer (sales
finance) business, 40% rise in commercial lending, while consumer B2C and
mortgage also saw steady 25% growth each. Deposit were up 28% YoY to
¥ 30481 crore

Capital adequacy was strong at 26.96% with Tier | at 24.4%. Total customer
franchise was at 5.53 crore, representing growth of 20% YoY. It acquired
25.6 lakh new customers in Q3FY22 vs. 21.9 lakh in the previous year. New
loans booked during the quarter were at 74.4 lakh vs. 60.4 lakh YoY

Conference call highlights

With the increase in adoption of new app, annual customer franchise
addition should accelerate to 80-90 lakh against earlier guidance of 70-80
lakh per annum

Interest income reversal for Q3FY22 was % 241 crore. By Q4FY22E, interest
reversals should normalise to pre-Covid levels of ¥ 180-200 crore

The company has been able to protect its margins despite rise in
competitive intensity across products

Liquidity buffer was at ¥ 14,400 crore as of December 31, 2021. Target is to
normalise to ¥ 11,000 crore levels by Q4FY22E

Change in NPA recognition from number of EMI outstanding to days past
dues, as per RBI norms, did not have any substantial impact on NPA
numbers

Overall stress reduction (Stage 3 + 2) has been 139 bps wherein 113 bps
reduction was from stage 3 assets

Loan loss provisions to be in the range of ¥ 4800-5000 crore for FY22
Board has approved capital infusion of ¥ 2500 crore in BHFL and % 400 crore
in BFSL

In Q3, BFSL changed its acquisition strategy to focus on higher activation
rate

In phase 2 of transformation journey, the company will be launching new
features in three to four sprints with first part kicking in July 2022 quarter
Top 20 dealers contribute ~20% of incremental disbursement

Mismatch exists between risk and interest rates in some credit segments in
the industry

New customer addition guidance upped from 70-80 lakh per year to 80-90
lakh on the back of robust infrastructure.
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Comparison

Exhibit 1: Peer Comparison

Sector / Company cMP M Cap EPS R) P/E (x) P/ABV (x) RoE (%)

) TPR) Rating (X bn) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
HDFC (HDFC) 2,662 3,350 Buy 4,822 59.8 749 829 445 355 321 4.4 4.2 40 11.1 122 128
Bajaj Finserv (BAFINS) 18,156 20,200 Buy 2,889 235.6 290.7 408.7 77.0 625 44.4 8.0 7.1 6.1 11.0 121 14.8
Bajaj Finance (BAJFI) 7,747 9,500 Buy 4,676 73.6 107.4 146.5 105.3 721 529 130 11.7 86 128 15.0 15.7

M & M Finance (MAHFIN) 164 160 Reduce 190 27 34 125 603 484 131 16 18 1.5 26 28 97
Muthoot Finance (MUTFIN) 1,463 1,920  Buy 587 80 95 120 1836 1535 1215 40 33 27 278 250 26.0

Source: Company, ICICI Direct Research

Exhibit 2: Variance Analysis

Q3FY22 Q3FY22E Q3FY21 YoY (%) Q2FY22 QoQ (%) Comments
NI 5,998 5,700 4,293 39.7 5,334 125 Stror?g growth driven by margin expansion and business
traction
NIM (%) (calc) 16.3 15.2 11.1 524 bps 14.1 218 bps Improved asset quality aided margin expansion
Other Income 2 3 2 5.5 1 254.3
Staff cost 1,016 1,018 678 49.7 937 8.4
Other Operating 1,066 947 711 498 1,08 25
Expenses
Opex to NII(%) 34.7 34.5 32.4 1.2 38.1 -8.8 Opex kept under check that improved C/I ratio
PPP 3,919 3,739 2,906 34.9 3,305 18.6
Provision 1,051 1,365 1,352 -22.2 1,300 -19.2 Fall in credit cost due to improved asset quality
PBT 2,868 2,373 1,555 84.5 2,004 43.1
Tax Outgo ¥ 743" 503" 409 81.8" 523 41.9
PAT 2,125 1,780 1,146 85.5 1,481 43.5 Strong top line growth along with fall in credit cost boosts PAT
Key Metrics
GNPA 3,108 4,144 789 293.9 4,103 24.3 Improved collections and recoveries aided asset quality
NNPA 1,380 1,972 283 387.6 1,826 -24.4
AUM 1,81,250 1,81,300 1,43,550 26.3 1,66,937 8.6 Healthy growth driven by consumer and commercial lending

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY22E FY23E FY24
X Crore) old New % Change old New % Change Introduced
Net Interest Income 19787 20,898 5.6 23,572.4 24,763 5.0 30,176
Pre Provision Profit 12597 13,708 8.8 15,225.2 16,415 1.8 20,478
NIM(%) (calculated) " 11.4 36 bps 1.1 11.1 6 bps 11.0
PAT 5963 6,463 8.4 7,794.7 8,960 15.0 10,742
ABV per share (%) 653 661.6 1.3 871.3 899.3 2.5 1,133.4

Source: Company, ICICI Direct Research

Exhibit 4: Assumption

Current Earlier

FY22E FY23E FY24E FY22E FY23E
Credit growth (%) 24.3 22.5 20.3 19.1 21.5
Borrowings Growth (%) 29.0 20.0 20.0 23.0 20.0
NIM Calculated (%) 11.4 11.1 11.0 11.1 11.1
Cost to income ratio (%) 34.5 33.8 32.2 36.4 35.5
GNPA (X crore) 4,712.8 6,516.2 8,910.1 4,575.9 6,236.1
NNPA (X crore) 3,071.8 4,307.3 5,716.9 3,087.8 3,973.9

Source: Company, ICICI Direct Research
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Financial summary

ICICI Direct Research

(Year-end March) FY21 FY22E FYZ3E FY2E (Year-end March) FY21 FY22E FY23E FY24E

Interest Earned 26668.1 30876.5 37435.2 45409.4 ,

Interest Expended 94140 9978.3 12672.6 15233,  Valuation

Net Interest Income 17254.1 20898.2 24762.6 30175.6  No. of shares (crore) 60.2 60.2 61.2 62.6

Growth (%) 21 21.1 18.5 219  EPSR) 73.6 107.4 146.5 m.i

Non Interest Income 15.0 18.4 22.6 21.8

Operating Income 17269.1 20916.6 24785.2 30203.4 BV R) 615 73 970 1225
ABV []) 597 662 899 1133

Employee cost 2165.8 27491 3353.9 4091.7 PE 105 7 53 5

QOther operating Exp. 3142.4 4459.1 5016.0 5633.4 P/BV 126 10.9 8.0 6.3

Operating Profit 11960.8 13708.4 16415.3 20478.3 P/ABV 130 17 86 6.8

Provisions 5968.6 4974.6 4306.7 5961.6 . ,

PBT sw3  em8 2087 asiey e @ Margins (&)

: - r : Net Interest Margins 10.5 11.4 1.1 11.0

Taxes 15724 22108 3148.3 STA3 vild on assets 16.3 16.9 16.9 16.6

Net Profit 4,419.8 6,463.0 8,960.4 10,742.4 Avg. cost on funds 76 71 73 73

(Eilr’oswi (%) ;gg 1332 1222 r 1;?? Yield on average advance 18.5 18.8" 185" 18.5

Saurv(e.') Company, ICICI Direct Hesearc/; . . . [luallty and Hfi ciency (%)
Cost to income ratio 30.7 34.5 33.8 32.2
Cost to assets ratio 2.8 4.0 3.7 3.5
GNPA 1.7 2.5 2.8 3.2
NNPA 0.7 1.7 1.9 2.1
ROE 12.8 16.2 17.6 16.0
ROA 2.4 3.6 3.9 3.9
Source: Company, ICICI Direct Research

Exhibit 7: Balance sheet T crore Exhibit 8: Growth ratios (%)

(Year-end March) FY21 FY22E FY23E FY24E  (Year-end March) FY21 FY22E FY23E FY24E

Sources of Funds Total assets 4.2 26.2 23.1 22.1

Capital 120.3 120.3 122.3 1251  Advances 3.8 243 225 203
Borrowings 2.1 29.0 20.0 20.0

Reserves and Surplus 36798.1 42755.7 58702.4 75639.3 Net interest income 21 211 185 219

Networth 36918.4 428176.1 58824.7 75764.4  Qperating Income 2.1 211 18.5 21.9

Borrowings 122181 1577388 1832865 2271439  Operating expenses 68 3538 16.1 16.2
Operating profit 6.3 14.6 19.7 24.8

Other Liabilities & Provisic 1562.5 2290.8 2781.5 3398.9 Net profit 6.0 16.2 8.6 19.9

Total 1,60,759.0 2,02,905.6 2,50,898.8 3,06,307.2 Net worth 14.2 16.1 31.2 28.8
EPS -11.8 46.0 36.4 17.2

Appli cation of Funds Source: Company, ICICI Direct Research

Fixed Assets 3288.9 3321.8 3653.9 4019.3

Investments 18396.9 15637.4 15168.3 14713.2

Advances 146687.0 182343.2 223340.7 268759.4

Other Assets 29116 1603.3 87359 188153

Total 1,71,284.4 2,02,905.6 2,50,898.8 3,06,307.2

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors 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%
ﬂlchl( irect.com| N 1 1
Investmaen uo Your Fingertips B({{JE EE"\' \
Icici Securmes Ltd. 7S STARMINE
Ejm st Award 2012 ‘é:{-
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

I/We, Kajal Gandhi, CA, Vishal Namolia, MBA, Sameer Sawant, MBA and Dixit Sankharva, 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 i might have ir 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 busil may make i decisions that are inconsi with the recomr i p  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 di d and opinions expl d 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.

ICICI Securities | Retail Research 6



