Bajaj Finserv (sarins)

CMP: ¥ 9048 Target: ¥ 10500 (16%)

Target Period: 12 months
January 22, 2021

Gradual revival in finance; insurance picking pace

Bajaj Finserv reported gradual revival in lending business, while insurance
business continued to show healthy performance, though sequential run
rate witnessed moderation. Consolidated top-line came at 9.6% YoY at ¥
15960 crore, improved traction sequentially but still lower on YoY basis, due
to moderation in lending business. Led by improvement in PAT in insurance
business, consolidated earnings came up by 14.6% YoY to ¥ 1290 crore.

Consolidated AUM witnessed QoQ growth of 4% YoY to ¥ 143550 crore,
declining 1% YoY. NIl declined 4% YoY to ¥ 4296 crore, led by subdued
AUM traction and interest reversal of ¥ 450 crore. Elevated provision at ¥
1351 crore impacted earnings which came at ¥ 1146 crore; down 25% YoY
and up 19% QoQ. Headline NPA numbers showed improvement led by
standstill, however, proforma GNPA surged to 2.86% with PCR at 65%.

Gross written premium in general insurance increased by 11% YoY to 3 3392
crore, led by uptick in crop insurance. Crop insurance increased to ¥ 655
crore vs ¥ 392 crore YoY. 2W and 4W witnessed healthy growth at 9.6% &
13.1%, amid increase in auto sales, however, CV business de-grew 19% YoY
as passenger carrying segment still remains well below pre-Covid level.
Continued cautious stance on group health business led 8.2% YoY de-
growth while retail health grew in low single digit at 3.4%. Experience on
claims remained better with claims ratio declining to 66.6% vs. 72.6% in
Q3FY20. Claims experience suggest that Covid related claims are offset by
normal hospitalization bills. Lower claims coupled with tight control on cost
led combined ratio came at 96.1%, leading to underwriting profit came at ¥
27 crore. Investment income remained healthy at ¥ 413 crore, up 15% YoY.

Life insurance premium grew 23% YoY to ¥ 3147 crore, led by 21% YoY
traction in NBP (new business premium) and 26% YoY uptick in renewal.
Demand for individual rate premium grew 14% YoY to X 613 crore, led by
institutional business. Group protection business de-grew 12% YoY amid
sluggish credit disbursement and term insurance business remained muted.
PAT de-grew 17% YoY to ¥ 118 crore, due to new business strain. AUM
increased 16% YoY to X 70295 crore.

Valuation & Outlook

Pandemic led incremental focus on product mix and business growth in life
insurance business provides confidence. Product selection with profitability
is seen to propel earnings in general insurance business. While asset quality
issues are still not out of woods, Bajaj Finance has emerged stronger with a
leaner and focussed operating model. Growth guidance of ~25% for FY22E
and opportunity to apply for banking licence have resulted in renewed
interest of investors in the stock. This has led to expansion of valuation
multiples. Factoring in long term business potential and returning of
premium multiple for lending business (contributing 85% to SoTP target),
we maintain our target at ¥ 10500 per share based on SOTP valuation,
implying a multiple of ~22x on FY23E consolidated earnings. Hence, we
maintain BUY.

Key Financial Summary ia
% crore FY19 FY20 FY21E FY22E
Revenue 42,608.2 54,351.5 56,609.4 59,458.9
PBT 8,069.5 8,300.2 8,323.7 10,565.6
PAT 31335 3367.7 4031.3 4863.1
EPS (%) 198.0 269.7 253.3 305.6
BV R) 1498.4 2026.3 2271.9 2581.7
P/E 46.1 33.8 36.0 29.9
P/BV 6.1 4.5 4.0 3.5
RoA 1.8 19 1.4 1.4
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Particular Amount
Market Capitalization < 143995 crore
Net worth ¥ 35972 crore
52 week H/L R) 9970/3986
Equity capital < 80 Crore
Face value %5
DIl Holding (%) 6.1
Fll Holding (%) 8.8

Key Highlights

Healthy revival witnessed in insurance

business supporting consolidated

revenue
Proforma GNPA surged to 2.86%

Maintain target price at ¥ 10500 and
BUY recommendation

Risk to our call

Delay in pick up in AUM trajectory or
further rise in NPA could impact
earnings

Moderation in premium accretion or
increase in motor/ health claims could
be deterrent to general insurance
performance
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FY23E

CAGR (FY19-22E)
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ﬂ Result Update | Bajaj Finserv ICICI Direct Research
Exhibit 1: Variance Analysis

Q3FY21  Q3FY21E  Q3FY20 YoY (%) Q2FY21 QoQ (%) Comments
0 0 - 0 H H
General Insurance 33920 31772 3,055.0 10 4,156 184 :ﬁ:ﬁw grew 9.6% & 13.1%, CV de-gre 19%, Health insurance remained
Life Insurance 3141.0 2807.1 2,551.9 23.3 2,671 17.6  New business witnessed healthy growth at 14% YoY
Net premium earned 6539.0 5984.3 5,606.9 16.6 6,832.7 4.3
Investment and other income 3650.1 2319.7 2126 721 2,593 " Investment income continue to remain robust led by rally in equities and
bond prices
Reinsurance Ceded 491.4 359.1 344 428 420 16.9
Reserve for unexpired risk 304.8 200.0 -243 -225.4 479 -36.3
Total Insurance 9401.9 7744.9 1,631.7 23.2 8,526.2 10.3
Retail financing 6655.1 7014.4 1,026 -5.3 6,523 2.0  Subdued AUM growth and interest reversal impacted lending business
Windmill 3.9 11.2 11.8 -67.1 9.9 -60.7
Investment and others 79.3 70.0 60 311 48 66.8
Total 15960.7 14665.2 14,561 9.6 15,052 6.0
Interest and Finance Charges 2258.4 664.6 24194 6.7 2,340.2 -3.5
Other Exp 10922.8 11935.3 9,514.2 148 10,554.8 35
Total Expenses 13181.3 12599.9  11,933.6 105 12,895.0 22
PBT 2779.5 2065.2 2,627.2 5.8 2,156.6 28.9
PAT 12903 10019 11256 146 986.3 308 Lending business remained subdued, whereas insurance business

remained robust

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY21E FY22E FY23E
(% Crore) (1][i} New % Change Old New % Change Old New % Change
Total Income 53,253.3  56,609.4 63 57215.0 59,458.9 39 67419.8  69,985.6 38
PBT 82035 83237 1.5 10,549.3 10,565.6 02 13,1598 13,209.7 04
PAT 39655  4,031.3 1.7 48554 4,863.1 0.2 6,420.9 6,449.3 04
ABV R) 2,213.1 2,271.9 0.2 25711 2,581.7 0.2 2,978.9 2,985.3 0.2

Source: Company, ICICI Direct Research

Exhibit 3: Assumption

Current Earlier
FY19 FY20 FY21E FY22E FY23E FY21E FY22E
Commercial Finance growth (%) 37.9 25.7 2.3 19.7 21.7 -6.2 19.7
Life Ins Premium growth (%) 16.9 10.1 11.4 11.4 12.7 2.4 10.1
General Ins GWP growth (%) 17.0 15.6 5.0 12.0 13.0 3.0 15.0

Source: Company, ICICI Direct Research
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Valuation and Outlook

Pandemic led incremental focus on product mix and business growth in life
insurance business provides confidence. Product selection with profitability
is seen to propel earnings in general insurance business. While asset quality
issues are still not out of woods, Bajaj Finance has emerged stronger with a
leaner and focussed operating model. Growth guidance of ~25% for FY22E
and opportunity to apply for banking licence have resulted in renewed
interest of investors in the stock. This has led to expansion of valuation
multiples. Factoring in long term business potential and returning of
premium multiple for lending business (contributing 85% to SoTP target),
we maintain our target at ¥ 10500 per share based on SOTP valuation,
implying a multiple of ~22x on FY23E consolidated earnings. Hence, we
maintain BUY.

Exhibit 4: SOTP valuation

Business Value of Value/
Business Basis Stake (%) stake (X share after 30%
Value .

crore) discount (3)

Bajaj Allianz Life Insurance 1.2 FY23EEV 14 19716 14568 641
Bajaj Allianz General Insurance 20x PAT 74 28168 20985 923
Bajaj Finance 4.7x FY22E BVPS 54.8 362260 198555 8932
Windmill T4 crore per MW 100 260 143 8
Total 10504

Source:
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Story in Charts

ICICI Direct Research

Exhibit 5: Consolidated profit summary

Q2FY19

Particulars

General Insurance

Life Insurance

Total Insurance
Investments & others
Windmill

Retail financing

Less: Inter-segment revenue
Total revenue

Interest and Finance Charges
Other Exp

Total Expenses

PBT

PAT

2718
2083
5404
337
29
4296
367
9698
1540
6348
7888
1810
704

Q3FY19
25417
2123
6179

54

10
4995
96
11142
1782
7136
8918
2224
851

Q4FY19

3402
3290
7182
51

16
5269
123
12995
1884
8981
10864
2130
839

Q1FY20

2843
1837
6537
52

8
5808
133
12272
2054
7963
10017
2255
845

02FY20 Q3FY20 Q4FY20
4279 3055 2655
2236 2552 3128
7905 7632 6066
410 60 381
12 12 7
6323 7026 7229
426 169 389
14224 14561 13294
2313 2419 2552
9285 9514 9949
11598 11934 12501
2626 2627 793
1204 1126 194

Q1FY21
2289
1700
7641

42

8
6650
148
14192
2395
9229
11624
2568
1215

Q2FY21
4156
2677
8526

48

10
6523
55
15052
2340
10555
12895
2157
986

Q3FY21
3392
3147
9402

79

4
6655
179
15961
2258
10923
13181
2779
1290

Source: Company, ICICI Direct Research

Exhibit 6: Consumer finance still dominates asset mix

100 - & 3
12 13

80

60

(%) 40 -

H Consumer Finance

—_ -
=

W SME Business

16
8

Commercial

23

N
=
[
o

Mortgage in HFC

24

Source: Company, ICICI Direct Research

Exhibit 7: Life insurance premium (NBP) growth trend
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Q3FY17
Q4FY17
Q1FY18
Q2FY18

Q3FY18

Q4FY18

Q1FY19

Q2FY19

Q3FY19
Q4FY19

Q1FY20
Q2FY20

Q3FY20

Q4FY20

Q1FY21

Q2FY21

Q3FY21

Source: Company, ICICI Direct Research

Exhibit 8: Healthy accretion in premium continued in Q3FY21

02FY19
Total premium 2083
New business premium 1213
Renewal premium 870
Policyholder profits 18
Shareholder profits* 114
Total profits 132
Solvency ratio (%) 749

Q3FY19
2123

1M

952
35
71

112

167

Q4FY19
3290

1818

1472
31
81

112
804

Q1FY20
1837

1014

823
-30
92
62
790

Q2FY20
2235

1235

1000
-1
207
206
770

Q3FY20
2552

141
14

133
143
710

Q4FY20
3129

1519

1610
11
21
38

145

Q1FY21
2658

1700

958
-b2
182
130
760

Q2FY21
2677

1372

1305
-33
131
98
730

Q3FY21
3147

1706

1441
-30
148
118
708

Source: Company, ICICI Direct Research
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Exhibit 9: Gl business mix dominated by agri & motor insurance in Q3FY21

Health

8% T

Property &
Eng
18%

Agri (incl
6% crop)
21%

Source: Company, ICICI Direct Research

Exhibit 10: Decline in claims led to improvement in combined ratio

Q1FY20 02FY20
Gross Premium 2843 42719
Net Earned Premium 1946 2131
Underwritting profit 9 -91
Investment income 310 462
PBT 319 3N
PAT 210 294
Claim Ratio (%) 13 75
Combined Ratio (%) 103 103

Q3FY20 0Q4FY20 Q1FY21
3085 2655 2289
2156 1972 1818

-87 159 175
359 255 352
272 414 521
191 304 395

13 62 68
104 94 98

Q2FY21 Q3FY21
4156 3392
1986 1838

29 21
414 413
443 440
332 330

4 66

97 96

Source: Company, ICICI Direct Research

Exhibit 11: Shareholding Pattern

(in %) Sep-19
Promoter 60.7
Fll 8.5
Dil 6.7
Others 24.1

Dec-19 Mar-20 Jun-20
60.7 60.8 60.8
8.7 8.6 8.0

6.6 6.2 6.4
24.0 24.3 24.9

Sep-20 Dec-20
60.8 60.8
1.1 8.8

6.8 6.1
24.7 244

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

ICICI Direct Research



ﬂ Result Update | Bajaj Finserv ICICI Direct Research

Financial summary

Exhibit 12: Profit and loss statement Z crore @ Exhibit 13: Balance Sheet

(Year-end March) FY20 FY21E  FY22E = FY23E (Year-end March) FY20 FY21E  FY22E FY23E
Revenue Sources of Funds
Life Insurance 9753 10865 12108 13646 Shareholders' Funds 3224 3625 4108 4750
General Insurance 12320 13475 15092 17054 - Share capital 80 80 80 80
Total 22073 24340 27200 30699 - Reserves & Surplus 32162 36166 41001 47422
Less: Reinsurance ceded 2904 3990 4468 5048 Policy liabilities 18133 36564 45350 55398
Reserve for unexpired risk -1417 539 302 34 Loan funds 122465 144660 173106 210734
Net Insurance Premium Earned 21349 19811 22430 25310 Defered tax liability (net) 80 82 83 85
Investment and other income 6791 10042 6974 7985 Current liabilities 75071 71317 67751 64364
Total Insurance Income 28140 29853 29404 33295 Provisions 176 183 190 198
Investment and others 904 967 1064 1170 Total liabilities 251384 334283 381348 442411
Retail financing 26386 26642 29931 36557
Windmill 39 4 43 45 Applications of Funds
Total 55469 57503 60442 71067 Fixed assets 1615 4319 4728 5171
Less: Inter-segment revenue 1118 894 983 1082 Goodwill on investments in associates 689 689 689 689
Total revenue 54351 56609 59459 69986 Investments 27714 19298 18719 18158
Pre-tax profit Policyholders' Investments 64108 57498 67817 79868
General Insurance 1033 1864 1840 1940 Deferred Tax Assets (net) 885 930 976 1025
Life Insurance 39 1101 1112 1221 Current assets 14997 106889 115312 126759
Total Insurance 1072 2965 2952 3162 - Receivable under financing activity 141376 144660 173106 210734
Retail financing 7442 5531 7805 10260 Misc Expenditure 0 0 0 0
Investments & others -234 -193 -213 -234 Total Assets 251384 334283 381348 442411
Windmill 20 21 21 22
Total PBIT 8300 8324 10566 13210 Source: Company, ICICI Direct Research
Less: Interest -234 -193 -213 -234
Profit before tax 8300 8324 10566 13210
Tax -2308 -2216 -2593 -2637
Net profit before minority 5992 6108 1972 10573
Minority and deferred tax adjustments 2624 2077 3109 4123
Net profit 3368 4031 4863 6449

Source: Company, ICICI Direct Research

Exhibit 14: Key Ratio

(Year-end March) FY20 FY21E  FY22E FY23E
CMP 91300 9130.0 91300  9130.0
No. of shares in mn 159.1 159.1 159.1 159.1
EPS 269.7 253.3 305.6 405.3
BV 2026.3 22779 25817  2985.3
RoA 1.9 1.4 1.4 1.6
RoE 15.3 11.8 12.6 14.6
P/BV 4.5 4.0 35 3.1
P/E 33.8 36.0 29.9 22.5
(Year-end March) - Growth ratios FY20 FY21E  FY22E FY23E
Gross Written Premium

- Life 10.1 1.4 1.4 12.7
- General 16 5 12 13
Loan book Bajaj Finance 26 2 20 22
Consol Networth 35 12 13 16
Consol Revenues 30 20 5 18
Consol PAT 36 -6 21 33
Consol Effective Tax rate 25 27 25 20

Source: Company, ICICI Direct Research
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Exhibit 15: ICICI Direct coverage universe (BFSI)

Sector / Company CMP M Cap EPS [3) P/E (x) P/ABV (x) RoA (%) RoE (%)

] TPR) Rating  (RCr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
LIC Housing Finance (LICHF) 431 35 Buy 22405 465 442 586 93 98 74 15 14 13 1.1 09 11 138 119 145
HDFC (HDFC) 2688 2200 Hold 474703 1026 535 711 262 502 378 54 46 44 36 17 21 36 17 21
Bajaj Finserv (BAFINS) 9,048 10500 Buy 144019 2697 2533 3056 335 357 296 45 40 35 14 14 16 118 126 146
Bajaj Finance (BAJFI) 4981 5900 Buy 300157 895 687 969 557 725 514 93 88 78 28 18 22 202 121 151
Mahindra & Mahindra Finance 185 140 Hold 23580 147 79 109 126 234 169 15 19 16 13 13 17 81 13 82

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"V \
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 Narnolia, MBA and Sameer Sawant, MBA 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 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 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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