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Bajaj Holdings & Investment

Near term challenges; long term outlook strong

Bajaj Holdings and Investment Limited (BHIL) holds Bajaj Group’s
investments in two flagship companies - Bajaj Auto Limited (BAL —
35.77% stake) and Bajaj Finserv (BFS — 41.63% stake). BHIL also has
an investment portfolio with a market value of “Rs. 7,000 crore in
other equity and fixed income securities.

Q4FY2020 results impacted by higher taxation and weak
performance of associates due to COVID-19: BHIL's standalone income
from operations grew by 33% y-o-y to Rs. 110 crore, attributable to
higher dividend income and net gain on fair value changes. Operating
profit grew by 36% to Rs. 62crore, mostly in line with toplinegrowth.
However, higher overall tax provision of Rs. 169 crore (compared to Rs.
22 crore in Q4F20Y19) impacted the bottomline. During the quarter,
BHIL recognised deferred tax provision of Rs. 149 crore for possible
non-utilisation of MAT credit. Therefore, the company reported loss
before share of associate companies of Rs. 104.1 crore compared to
profit of Rs. 24.5 crore in Q4FY2019. Also, share of profit from associate
companies fell 32% yoy impacted by COVID-19. Consequently, PAT
after share of associates stood at Rs. 414 crore, declining by 47% y-o-y.

Our Call

Valuation: Retain Buy with a revised PT of Rs. 3,345: The price
target (PT) for associate company, BFS, has been revised downwards
to Rs. 5,322. Bajaj Finserv posted weak Q4FY2020 results, with 62%
y-o-y drop in net profit. Initial signs indicate COVID-19 pandemic may
result in higher delinquencies and lower credit offtake for the lending
subsidiary, BFL. For the general insurance business, the impact on
renewal premiums growth is expected to be more pronounced in
light of cashflow issues and an overall weak sentiment. For the life
insurance business, we expect the medium-term premium recovery and
incremental sales growth to be impacted. While near-term headwinds
persist, the sound fundamentals of the business franchises are likely to
sustain during these tough times. BAL's PT has been maintained at Rs.
3,000, given better-than-anticipated Q4FY2020 results and continued
outperformance in the two-wheeler (2W) industry. Given the strategic
nature of BHILs investments (BAL and BFS), we have given a holding
company discount to its equity investments. Liquid investments have
been valued at cost. Consequently, BHILs PT stands revised to Rs.
3,345. We retain our Buy recommendation on the stock.

SOTP Valuation

Particulars Relationship Per share (Rs.) Remarks
Stake in Bajaj Auto Associate 2,790 PT of Bajaj Auto=
(35.77%) Rs. 3,000
Stake in BFS (41.63%) Associate 3167 SOTP-based PT of Bajaj

Finserv at Rs. 5,322

Total 5,957
Holding co. discount (%)
Value post holding co 2,800
discount
Cash and Liquid 545 At cost
Investment/share
Value per share (Rs.) 3,345
CMP (Rs.) 2,471
Upside 35.4%
Source: Company; Sharekhan estimates
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BFS: Weak results for Q4FY2020 impacted by COVID-19; Near term headwinds but sound fundamentals
to sustain: Bajaj Finserv (BFS) posted weak Q4FY2020 results, primarily due to the lockdown, which impacted
revenue and high provisions (COVID-19 impact and MTM impact) that hit profitability of its subsidiaries. Lending
subsidiary, BFL reported mixed numbers in Q4FY2020, with a spike in provisions (mainly due to COVID-19
related provisions and one-offs) that impacted PAT. Bajaj Allianz Life Insurance (BALIC; life insurance business)
recorded 24.8% growth in individual-rated new business premium till February 2020, but it ended the year
with 10.6% growth due to the lockdown impact.However, Bajaj Allianz General Insurance (BAGIC; general
insurance) had a decent quarter with claims ratio reducing to 62.1% in Q4FY2020, largely due to lower crop
claims and a decline in commercial activity due to the lockdown. Its combined ratio also improved to 93.8%
in Q4FY2020 (from 103.9% in Q4FY2019). We believe due to COVID-19 impact, insurers would be sensitive
to bond downgrades (for corporate bonds etc.) and their investment portfolios and investment earnings are
vulnerable (due to market volatility). For general insurers, renewal premiums growth is expected to be weak
due to cashflow issues and an overall weak sentiment. For life insurers, we expect medium-term premium
recovery and incremental sales growth may be impacted. While near-term headwinds are present, the
sound fundamentals of the business franchises are likely to sustain during present times as well. BFL is well
capitalised with conservative leverage and both the life and general insurance businesses have healthy
solvency ratios and strong operating metrics.

BAL: Better-than-expected Q4FY2020 results; Faster recovery expected for 2W; BAL to continue outpacing
the industry: BAL's Q4FY2020 results were ahead of estimates on account of better realisations per vehicle,
driven by a better product mix and higher export realisations. Favourable currency movement and soft
commodity prices helped margins beat estimates. Going ahead, the 2W industry is likely to witness faster
recovery, driven by higher rural exposure. A strong rabi harvest, expectations of good monsoon, and the
government’s recent reforms to open end markets for farmers would boost farm incomes and, in turn, 2W
demand. Further, pent-up demand and customer preference for personal transport post COVID-19 would
drive demand. Management expects the 2W industry to reach normal sales levels by H2FY2021 (with the
onset of the festive season). Moreover, BAL is expected to continue outpacing the industry, driven by new
launches in domestic markets and entry into newer export markets.

Results (Consolidated) Rs cr
Particulars Q4FY20 Q4FY19 YoY % Q3FY20 QoQ %
Income from operations 110.5 83.0 331 86.7 274
Total expenditure 487 37.8 28.8 40.7 19.5
Operating profit 61.8 452 36.6 46.0 343
Other income 8.0 1.2 578.8 10.7 -251
EBITDA 69.8 46.4 50.4 56.7 231
PBT 65.0 46.4 40.1 541 201
Taxes 1691 21.9 673.0 20.5 726.6
PAT before share of associates -104.1 24.5 NA 337 NA
Share of profit from associates 5181 766.9 -32.4 900.0 -42.4
Reported PAT 414.0 791.4 -477 9337 -557
Adjusted PAT 361.4 791.4 -54.3 9327 -61.2
EPS (Rs.) 325 711 -54.3 83.8 -61.2

Source: Company

Market value of BHIL’s investment portfolio falls sharply by 43% in Q4FY2020

¢ Market value of BHILs investments in equity associate companies declined sharply by 46.1% g-o-q.
Associate company, BFS’s stock price halved (declining by 51%) on a g-o-g basis. Another associate
company, BAL's stock price alsofellsharply by 36% g-o-q.

¢+ Market value of BHILs investments in other equities declined by 20.7% g-o-q as compared to benchmark
indices, which dropped by 28.6% in the same period. Theshare of investment in other equities remained

stable at 26.2% (as compared to 26% in Q3FY2020).

¢ Market value of BHILs investments in fixed income securities for the quarter grew by 15.3% g-o-q. This

was on account of increased share of investments in fixed income securities by 2%.
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Investments Rs cr
Particulars Q4FY20 Q3FY20 QoQ %
Cost (Rs.crore)

Equity associates 3135 3,070 21%
Equity - Others 2,461 2,252 9.3%
Fixed income sec 3,610 348 14.7%
Investment property 184 187 -1.6%
Total 9,390 8,657 8.5%
Mkt Value (Rs.crore)

Equity associates 49,914 92,615 -46.1%
Equity - Others 3,225 4,069 -20.7%
Fixed income sec 3,650 3167 15.3%
Investment property 273 281 -2.8%
Total 57,062 1,00,132 -43.0%

Source: Company

Stakes in associate and subsidiary companies unchanged: BHIL's stake in associate companies — BAL
and BFS — was unchanged in Q4FY2020. BHIL continued to hold 35.77% and 41.63% stake in BAL and BFS,
respectively. BHILs stake in subsidiary companies also remains unchanged during Q4FY2020. Bajaj Auto
Holdings continued to remain the wholly owned subsidiary, while stake in Maharashtra Scooters remained
unchanged at 51%.

Shareholdings in subsidiary/associate companies

Stake (%) Relationship Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Q2FY20 Q3FY20 Q4FY20
with BHIL

Bajaj Auto Limited (BAL) Associate 31.54 31.54 31.54 33.43 3577 35.77 3577 35.77

Bajaj Finserv Limited (BFS) Associate 39.29 39.29 39.29 39.29 41.63 41.63 41.63 41.63

Bajaj Auto Holdings Limited Subsidiary ~ 100.00  100.00  100.00 100.00  100.00  100.00 100 100

Maharashtra Scooters Limited Subsidiary 24.00 24.00 24.00 24.00 51.00 51.00 51 51

Source: Company
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About company

Bajaj Holdings & Investment (BHIL) is essentially a holding and investment company. BHIL holds Bajaj Groups
investments in two flagship companies — Bajaj Auto Limited (BAL) and Bajaj Finserv Limited (BFS). As of
quarter ending September 2019, BHIL holds 35.7% stake in BAL, while it has 41.63% stake in BFS. In addition
to the above, BHIL also holds investments in other equity and fixed income instruments.

Investment theme

Given the strategic nature of BHILs investments (BAL and BFS), we have given a holding company discount
to its equity investments. Liquid investments have been valued at cost. The PT for BFS has been revised
downwards to Rs. 5,322. Bajaj Finserv posted weak Q4FY2020 results, with 62% y-o-y drop in net profit. Initial
signs indicate COVID-19 pandemic may result in higher delinquencies and lower credit offtake for the lending
subsidiary, BFL. For the general insurance business, the impact on renewal premiums growth is expected
to be more pronounced in light of cashflow issues and an overall weak sentiment. For the life insurance
business, we expect the medium-term premium recovery and incremental sales growth to be impacted. While
near-term headwinds persist, the sound fundamentals of the business franchises are likely to sustain during
these tough times. BAL's PT has been maintained at Rs. 3,000, given better than-anticipated Q4FY2020
results and continued outperformance in the two-wheeler (2W) industry. Consequently, we retain our Buy
recommendation on BHIL with a revised PT of Rs. 3,345.

Additional Data

Key management personnel

Rahul Bajaj Chairman

Sanjiv Bajaj MD & CEO

Rajiv Bajaj Director

Anant Marathe CFO

Sriram Subbramaniam Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Jamnalal Sons Pvt. Ltd. 17.5%
2 Centrum Esps Trust 15.2%
3 Bajaj Rahulkumar 7.3%
4 Jaya Hind Industries Ltd. 5.3%
5 Bajaj Niraj Ramkrishna 4.8%
6 Nirav Trust 4.8%
7 Bajaj Shekhar 4.6%
8 Franklin Resources Inc. 4.3%
9 Rahul Bajaj Rajiv Trust 3.6%
10 Bajaj Sevashram Pvt. Ltd. 3.2%

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.




