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Bajaj Finserv
Stable performance, reasonable valuations

Banks & Finance Sharekhan code: BAJAJFINSV Result Update

Summary

+ Bajaj Finserv’s (BFS; holding company) results for Q2FY2021 were mixed; Income from
operations came above estimates, but PAT declined by 19.9% y-o-y (below estimates).

+ Lending business, Bajaj Finance Limited’s (BFL) Q2FY2021 results were mixed. Operational
numbers were in-line with estimates and asset quality improved sequentially. However,
higher provisions (taken on prudent basis for Stage 1 and 2 loans) due to upfronting of
provisions impacted PAT.

+ Insurance subsidiary, BAGIC posted strong results, (helped by lower claims) in motor OD;
BALIC’s PAT declined (due to higher new business strain; absence of capital gains seen in
Q2FY2020); but healthy APE growth is encouraging.

¢ The "“40% holding company discount to Bajaj Finserv’s valuations make risk return
attractive. We maintain our Buy rating with an unchanged SOTP-based PT of Rs. 7,500.

Bajaj Finserv’s (BFS; holding company) results for Q2FY2021 were mixed. Income from
operations grew by 5.8% y-o-y and 6% q-o-q to Rs. 15,052 crore (above estimates).
However, net profit declined to Rs. 1,618 crore, down 19.9% y-o-y (below estimates).
Lending business, Bajaj Finance Limited’s (BFL) Q2FY2021 results were mixed.
Operational numbers came in line with estimates and asset quality improved on a
sequential basis, which were positives. However, higher provisions (taken on prudent
basis for Stage 1 and 2 loans) due to upfronting of provisions resulted in PAT impact.
For the insurance subsidiaries, Bajaj Allianz General Insurance (BAGIC) posted strong
performance, and saw its PAT rising by 13% y-o-y, mainly due to lower costs. The claim
ratio was at “74% (down 80bps YoY), helped by lower claims in motor-OD segment.
Consequently, the combined ratio fell to 97.4% from 102.8% in Q2FY2020. Bajaj Allianz
Life Insurance (BALIC) saw its PAT decline by 53% y-o-y to Rs. 97.7 crore, mainly due
to higher new business strain and lower capital gains (Rs. 46.8 crore in Q2FY2021
versus Rs. 102.1 crore in Q2FY2020). It recorded healthy APE growth of 17% during
2QFY2021, outperforming the industry (4%). In the individual rated mix, focus remained
on non-PAR (i.e. high-margin business) with share increasing to 41% in Q2FY2021 (17%
in Q2FY2020). With the upfronting of provisions in FY2021E, we expect BFL to enter
FY2022E with a clean slate, high capitalisation, and strong balance sheet to be the
growth facilitators. While near-term headwinds are present, sound fundamentals of
BFL’s business franchise are likely to sustain during present times as well. Bajaj Finance
Limited (BFL) is well capitalised with a conservative leverage, and both BALIC and
BAGIC have healthy solvency ratios and strong operating metrics, and have structural
tailwinds to benefit them for the long term. We maintain our Buy recommendation on
Bajaj Finserv with an unchanged SOTP-based price target (PT) of Rs. 7,500.

Key Positives

¢  Strong capital metrics across all subsidiaries, with BAGIC’s solvency ratio robust at
307% and BALIC’s solvency ratio at healthy 730%, with BFL Tier-1 capital at 26.64%.

¢+ Alower claim ratio was seen in motor, crop, and health segments, which partly were
benefitted by the pandemic.

Key Negatives

¢ There was tepid business traction for BFL during Q2; however, some recovery was
seen in September in segments such as urban consumer business (B2B), which was
at 72%, rural consumption business (B2B) at 91%, credit card originations at 73%, and
E-Com at 75%. Auto business, however, continues to lag with only 54% of last year’s
volumes.

Our Call

Valuation: With the upfronting of provisions in FY2021E, we expect BFL to enter FY2022E
with a clean slate, high capitalisation, and strong balance sheet as growth facilitators
going forward. Notwithstanding the near-term headwinds, sound fundamentals of BFL's
business franchise are likely to sustain during present times as well. BFL is well capitalised
with conservative leverage and both BALIC and BAGIC have healthy solvency ratios
and strong operating metrics, along with strong structural tailwinds to provide growth
opportunities for them for the long term. At present, the “40% holding company discount
to Bajaj Finserv’s valuations make risk return attractive. We maintain our Buy rating on the
stock with an unchanged SOTP-based PT of Rs. 7,500.

Key Risks

Slowdown in consumer finance growth and worsening of economic parameters may pose
risk to earnings growth and profitability.

SOTP Valuation

Value per Rationale
share (Rs.)

Life Insurance 74.0% 1,301 1.6x FY23E EV
General Insurance 74.0% 1m7 16.5x FY23E PAT
Bajaj Finance 52.8% 7,600 4.3x FY23E BVPS
Less: Holding Co Discount 25% 2,519
Total 7,500

Source: Company; Sharekhan estimates
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Key Concall Highlights

*

Business update: Even though the lockdown has been lifted and economic activity has started to recover, risk
levels remain elevated across businesses.

BAGIC: BAGIC has gained ground in motor but is less active in high-end cars as pricing is lower. BAGIC is cautious
on the group’s general insurance due to high competitive intensity and less profitability in the segment. It is instead
focusing on the retail segment.

BALIC: BALIC continues to see slow group protection business traction. It is slow as banks and NBFCs have still
seen lower disbursement. However, it is augmenting capacity and has hired 2,228 new agents during Q2.

Digital push: Customers are still avoiding branch visit and, hence, are looking to increase sales via digital channels.
Provisions: Provisions made in Q4FY2020 due to MTM losses have been recovered in HIFY2021.
BFL Subsidiary: BFL has doubled its new loans book since Q1 helped by improved market conditions.

BAGIC Subsidiary: Claims ratio declined to 74% from 75% in Q2FY2020. Claims experience was mixed with higher
claims in health due to COVID and property (due to heavy rains), which were compensated by lower claims in the
motor OD segment.

BALIC’s new tie-up: Started Karur Vysya banca relationship.

BAGIC crop insurance: Has maintained its stance for some time and has been doing crop portfolio and will look to
maintain the proportion.

BAGIC Health — The company expects the claim ratio for COVID to drop and then rise; same is expected with
motors. TP claims settlement is now low but will rise going forward. BAGIC has already provided sufficient for the
COVID claims. Health market share is 4%, and COVID is difficult to estimate, but is expected to remain as per the
market share.

BAGIC combined ratio: Total health insurance claims paid higher. COVID claims are rising exponentially, but non
COVID claims were down. However, they are moving up as patients are now going back to hospitals. Going forward,
the combined ratio will again rise in line with industry COR reversal.

BALIC update: Banca distribution and persistency etc. are shaping up well.

Micro insurance/pocket insurance: The product is suited for uninsured people; or those who do not have adequate
insurance cover.

Opex outlook for BAGIC: BAGIC expenses in Q1 were lower due to travel etc. expenses not happening. Moreover,
there were other aspects too. Manpower, they were adding people, but since H2FY2020 last year, BAGIC were
rationalising their manpower, so were already in a lean shape. Also have introduced quarterly bonus structure
versus annual bonus, which has created a high-performance culture. Moreover, office infrastructure too being
rationalized in cities with multiple branches, also size of offices. In addition, Co have also re-negotiated rentals
costs, due to these measures, costs have come down.

BALIC Opex: Similar strategy to reduce structural costs. Started new channels such as Axis Bank, RBL Bank etc.,
which saw some cost impact.

Credit Life business: The credit life business has come down. But as credit offtake is picking up, this should start
improving.

Agency: Growth and performance in agency channel was hit across the sector. The core reason behind this was
that new advisors were not onboard due to people not taking the IRDAI exam.

Reserve for COVID claims: The company has created extra reserve of Rs. 21 crore to meet the claims from COVID
claims.

Protection demand: Think by Q3, growth would normalise, but it will be still better than Q2. BALIC saw strong Q1
demand due to pent-up demand.

Axis Bank: Bancassurance partnership with Axis Bank continues and is good for long-term products.
Persistency: Life insurance persistency has dipped, which was as per expectations in UILPs segment.

New Investments: New health platform has earmarked Rs. 100 crore investment. Trying to cover the entire
healthcare requirements. By this platform, customers can get services such as doctor advice along with insurance
coverage. Demand is strong for the platform.

Bajaj Financial Securities: Reported profit for Q2. Clients have started to come, want to provide diversified services,
but it is still at early stages.

BAGIC claims: Trends in claims ratio are lower in motor OD, but frequency is returning to 80%-90% earlier levels.
Once it resumes, one may see higher claims compared to pre-COVID levels in the initial period.
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Results

Particulars \ Q2FY21 \
Income from operations 15,049.6
Other income 2.0
Total Income from operations 15,051.6
Expenses 12,894.9
Employee Expenses 1,013.9
Finance Costs 2,340.2
Fees and commission expense 613.9
Claims paid 2,802.9
Reinsurance ceded 1,715.2

Net .C_h.onge in Insurance / Investment 18847
Liabilities

Depreciation & Amtzn. 114.0
Other Expenses 750.0
Provisions 1,660.1
Profit before tax 2156.7
Share in PAT of invst in associates -01

Tax 538.3
PAT 1,618.3
Source: Company; Sharekhan Research

Bajaj Finance (Consolidated)

Particulars \ Q2FY21 \
Interest Income & Fees 6516.6
Interest and Other Charges 23581
Net Interest Income 4158.4
Other Income 6.7
Total Operating Income 4165.2
Employee Expense 514.4
Depreciation & Amortisation Expenses 71.5
Other Expenses 573.4
PPoP 3005.9
Provisions and Loan losses 1700.4
PBT 1305.5
Tax Expense 340.6
Profit After Tax 964.9
Source: Company; Sharekhan Research

Bajaj Allianz Life Insurance

Particulars | Q2FY21/|
Gross written premium 2,677.0
New business premium 1,372.0
Renewal premium 1,305.0
Shareholders Profit 131.0
Transfer from policyholder account -33.0
Profit / ( Loss ) after tax 98.0
Source: Company; Sharekhan Research

Bajaj Allainz General Insurance

Particulars \ Q2FY21 \
Gross Written Premium 4156.0
Net Earned Premium 1,986.0
Underwriting Result 29.0
Investment & other Income 414.0
Profit before tax 443.0
Profit after tax 332.0

Source: Company; Sharekhan Research
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Outlook and Valuation
B Sector view - Green shoots in the economy are encouraging

Retail players have a large market to grow post the unlocking of the economy. Banks are reporting incremental
pickup in credit demand, especially in retail and consumer segments. Leading indicators indicate recovery
in economic activity, which will be a positive. Credit Bureau information is expected to be fully onstream
by November, which should further aid volume momentum for lenders such as BFL. We believe the retail
and consumer lending segments have a long structural growth runway available to them as India’s credit
delivery diversifies and penetration increases. We believe the insurance sector has a huge growth potential
in India with a large protection gap, expanding per capita income, retiral needs, as well as greater awareness/
acceptance of financial security products (accelerated by the pandemic) etc., which are key long-term growth
drivers for the sector. In this backdrop, we believe strong players such as BALIC and BAGIC, armed with the
right mix of products, services, and distribution (cugmented by stable Bancassurance partnerships) are likely
to gain disproportionally from the opportunity.

B Company outlook - Subsidiaries’ sound fundamentals will allow play on long-term opportunities

Notwithstanding the near-term challenges, all of BFS subsidiaries are well placed. BFL stands out with its
strong balance sheet, comfortable liquidity, high credit ratings, and well-matched asset-liability management
position. It is also well-capitalised as well and has a strong provision buffer that will help it cushion the impact
on its balance sheet and profitability. BFL has modularity built across various cost items, including salary
costs, which will provide BFL a reasonable control over costs. We believe insurance companies are sensitive
to bond downgrades (for corporate bonds, etc.), for their investment portfolios and investment earnings.
However, pickup on month-on-month basis in premiums is encouraging, reflecting a rapid normalisation
aided by operational tweaks and agility in technology adoption. While near-term headwinds persist, the
sound fundamentals of business franchises are likely to sustain during these tough times.

B Valuation - Risk reward favourable, Maintain Buy with a PT of Rs. 7,500

Bajaj Finance Limited (BFL) is well capitalised with a conservative leverage and both BALIC and BAGIC have
healthy solvency ratios and strong operating metrics, along with strong structural tailwinds to provide growth
opportunities for them for the long term. At present, the holding company discount to the Bajaj Finserv’s
valuations is at “40%, which we believe makes risk return attractive. We maintain our Buy rating on the stock
with an unchanged SOTP-based PT of Rs. 7,500.
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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, amonts top
5 private general insurer in India in terms of Gross Premium) and Bajaj Allianz Life Insurance (BALIC, is among
top 5 Pvt sector Life insurers in India on new business basis).

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 in the long term as
and when business environment normalises. Near term challenges are mostly related to disruption of normal
business due to the pandemic which have impacted business across the economy. However, for BAGIC and
BALIC, we find their healthy operating metrics and profitability positive. The insurance arms are focusing on
strengthening distribution channel and profitability and are likely to emerge as attractive businesses over
time.

Key Risks

Slowdown in consumer finance growth and worsening of economic parameters may pose risk to earnings
growth and profitability.

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

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Jamnalal Sons Pvt Ltd .64
2 Jaya Hind Industries Ltd 3.85
3 Maharashtra Scooters Ltd 2.34
4 Bajaj Niraj Ramkrishna 172
5 Bajaj Sevashram Pvt Ltd 1.5
6 Life Insurance Corp of India 1.42
7 Bachhraj & Co Pvt Ltd 127
8 Axis Asset Management Co Ltd/India 117
9 SBI Funds Management Pvt Ltd 0.88
10 Vanguard Group Inc/The 0.87

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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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.

Stock Update



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

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.




