Bajaj Finance (saJr)

CMP: % 6394

Target: ¥8500 (33%)

12 months
July 28, 2022

Target Period:

Growth with strong NIl and improved asset quality...

About the stock: Bajaj Finance with its digital transformation is quickly moving from
just consumer finance to multiple segments and harnessing it large franchise base
digitally. Housing has grown to a significant size.

e AUM (204018 crore) mix as of June 30, 2022 — Consumer: Rural: SME:
Commercial: Mortgage at 44%:14%:18%:15%:9%.

e Bajaj Finance maintained strong operating metrics over various credit and
rate cycles leading to >18% RoE and > 4% RoA.

Q1FY23 Results: Stellar business momentum, asset quality improved.
e Strong NIl growth at 48% YoY better than estimates at ¥ 6636 crore
e Opexto Nll rose to 35.9% vs. 34.6 % QoQ as costs elevated.
e GNPA, NNPA ratio declined to 1.25%, 0.51%, respectively, in Q1FY23
e PAT grew ~2.6x YoY and 7.3% QoQ to % 2596 crore.

What should investors do? Stock has given ~4x returns over 5 years. We believe
since the fin-tech story is embedded in this business, valuations should stay at
premium. The digital web platform, similar to app is the new strategy in FY23. We
raise PAT estimates for FY23E & FY24E by 6.2% & 10.1% respectively.

e 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. No plans to convert to
a bank on immediate basis. However, with recent valuation reset across financials
led us to revise our TP to ¥ 8500 from % 9500 valuing at 7.5x FY24E ABV.

Key triggers for future price performance:

e Digital transformation, client additions and ambitious targets on AUM
growth (25-27% CAGR to 3.8 — 4 lakh crore by FY25) to boost profitability.

e Asset quality performance continues to improve with high profits enabling
provisions & w/off under check.

e Strong deposit base and plans to raise to 25% of overall liabilities

e RoE at >18-19% and RoA at >4% with guidance over 4.5%

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 ¥ 5.7
lakh crore. With housing demand picking up, we believe HDFC would be the
largest beneficiary of the same. Merger with HDFC bank to weigh on stock.

o We have a BUY rating with a target price of ¥ 2840

Key Financial Summary

3 year CAGR
X Crore FY19 FY20 FY21 FY22 (FY19.FY22)
NIl R crore) 11864 16901 17254 21884 23%
PPP (% crore) 7681 11252 11961 14307 23%
PAT R crore) 3995 5264 4420 7028 21%
ABV ]) 313 534 597 710
P/E 92 n 87 55
P/ABV 20.4 12.0 10.7 9.0
RoA 3.0 2.8 2.3 3.7
RoE 22.4 20.2 12.8 17.4
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Particulars Amount
Market Capitalisation < 387096 crore
52 week H/L 8043/ 5235
Face Value Z2
Net worth T 46337 Crore
DIl Holding (%) 12
Fll Holding (%) 20

Shareholding pattern

(in%) Jun21 Sep-21 Dec-21 Mar-22 Jun22
Promotel 56.0 56.0 56.0 55.9 55.9

Fil 240 236 23.6 21.4 20.0
DIl 9.3 9.7 9.7 1.2 12.0
Others 10.6 10.6 10.6 11.5 121
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Bajaj Finance

Nifty Index

Recent Event & Key risks

35 bps and 17 bps sequential
improvement in  GNPAs and

NNPAs

o Key Risk: (1) Higher opex may
impact return ratios (2) Higher
NPAs in unsecured book may
impact earnings
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2 year CAGR
FY23E FY24E (FY22.24F)
26258 33365 23%
16773 21992 24%
10176 13697 40%
838 1,127
38 29
7.6 5.7
4.3 4.6
21.0 21.6

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

Q1FY23 Results: Beat on NIl & flattish provisions led to strong operating
performance

Stellar NIl growth of 48%YoY to ¥6635 crore was higher than estimates.
Overall AUM growth of 28% YoY and sequential sharp GNPA improvement
add to earnings growth momentum with PAT growth of 159% YoY and
7%QoQ to 32596 crore. In line with guidance C/I ratio is inching up gradually
to 35.9% from 34.6% QoQ. With the deep investments being committed to
Omni channel strategy (geo-expansion, app platform, web platform), the
Company expects Opex to NIl to remain elevated at 35-36% for FY23

Provisions for Q1FY23 declined 57% YoY and rose 7% QoQ to ¥757 crore,
mainly due to improvement in asset quality. GNPA & NNPA stood at 1.25%
and 0.51% as of Q1FY23 as against 1.60% and 0.68% as of Q4FY22, and
these key ratios are now below pre-covid levels. This quarter provision
includes an impact of ¥ 190 crore towards one large B2B commercial
account written off in Q1. The Company expects its loan losses at 1.35-
1.45% of average assets in FY23. The Company currently holds a
management overlay of ¥ 1,000 crore.

AUM growth also gained traction as Core AUM was up 31% YoY at 2
2,04,018 crore vs % 1,56,115 crore as of Q1FY22. It was up 9% QoQ which
was primarily driven by 47% YoY and 10% QoQ growth in Consumer B2B
Sales finance and Rural consumer B2B also surged 38% YoY and 10% QoQ.
Mortgage also saw steady 28% growth YoY to 365665 crore and 6.4% QoQ.

BHFL AUM grew by 37% to X 53,322 crore as of 31 March 2022. The
Company crossed a significant milestone of ¥50K crore AUM during Q4FY22

In Q4, the Company added 2.73 mn new customers to its franchise.
Customer franchise stood at 60.30 mn as of Q1FY23. It booked 7.42 MM
new loans as against 4.63 MM in Q1 FY22. The Company is comfortable
adding 9-10mn new customers in FY23

In Q4, cost of funds was 6.64% from 6.71%. Liquidity buffer stood at 311584
as of Q1FY23. Led by strong ALM, management expects the impact of
recent interest rate hikes on cost of funds will be gradual.

Conference call highlights

On track to go fully digital across all products and services on app by Jan
2023 and web by March 2023. By Mar'23 BAF will be fully digital.

Phase 1 of app platform is live on both the app stores. Phase 2 will have 3
sprints. Sprint 1 is scheduled to go live on 31 August 2022, sprint 2 on 15
November 2022 and sprint 3 on 31 January 2023.

Competitive intensity continues to remain elevated across products.
Management will continue to focus on margins first and then on growth.
BAF has increased 25-45 bps rate depending on the product and is
incrementally passing rate hikes to its customers. This will keep NIMs
elevated. Spreads for BHFL in coming quarters also to remain elevated.

Quarterly run rate of ¥ 50-564k growth in net balance sheet in FY23. B2B
disbursement run rate of ¥ 60-64k in FY23. Comfortable to add 9-10 mn new
customers on full year basis.

With strong ALM, the impact of increasing rate cycle on CoF will be gradual.
BAF is accelerating retail deposits book and aim for 25% of overall deposits.

BAF continue to invest in teams and technology for business transformation
and hence the Opex to NIl expected to remain elevated at 35-36% for FY23.
At present 155 standalone gold loan branches and will have 232 standalone
gold loan branches by end of the year.
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e Asset quality expected to continue improve further in next 2 quarters.
Consolidated - Stage 2 down by % 300 crore, Stage 3 down by % 600 crore
QoQ. BHFL stage 2 at % 492 crore, stage 3 at ¥ 3500 crore. Write offs for last
3 quarters was largely steady. During Q1, total written off was % 390 crore
(including commercial account).

e During Q1FY23, Bajaj Finance launched co-branded credit card in
partnership with DBS Bank India

o Net addition of 2460 employees in Q1FY23.

e Consolidated RoA guidance of 4.5-4.7%.

e BHFL - Capital infusion of ¥ 2500 crore in Q1FY23 and well capitalised for
next 2 years. BHFL have repo and EBLR linked bank borrowings, but the

contribution is lower.

Comparison

Exhibit 1: Peer Comparison

Sectr / Compa CMP MCp  EPSR) PIE (x) PJABV (x) RoE (%)
= [ TPR) Rating (bn) FY21 FY22E FYZ3E FY24E FY21 FYZ2E FYZ3E FYZ24E FY21 FYZ2E FYZ3E FY24E FY21 FY22E FYZ3E FY24E
HDFC (HDFC) 2312 2840 Buy 419% 667 758 857 1015 347 305 270 228 38 35 34 32 123 120 128 145

Bajaj Finserv (BAFINS) 13303 18900 Buy 2117 1762 2635 397.6 4728 755 505 335 281 60 53 45 39 83 1.1 146 150
Bajaj Finance (BAJF) 6394 850 Buy 381 736 1167 1685 2217 869 548 39 288 107 90 76 57 128 174 20 216
Muthoot Finance (MUTFIN) 1021 1,300 Buy 409 80 95 120 130 1282 1071 848 783 28 24 20 17 218 235 229 231

Source: Company, ICICI Direct Research
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Exhibit 2: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 YoY (%) Q4FY22 Qo0 (%) Comments
NI 6,636 6,316 4,488 178 6,064 94 Stellelzr growth driven by margin expansion and business
traction
NIM (%) (calc) 13.2 16.4 11.5 171 bps 12.8 41 bps
Other Income 2 3 1 62.7 4 -51.8
Staff cost 1,183 1,110 617 92.0 1,020 16.0
Other Operating 1,197 1053 757 581 1,000 108
Expenses
Opex to NII(%) 35.9 34.2 30.6 17.2 34.6 35 C/I ratio to remain elevated in near term
PPP 4,257 4,156 3,116 36.6 3,967 1.3
Provision 755 842 1,750 -56.9 702 1.6 Significant fall in credit cost led by improved asset quality
PBT 3,503 3,314 1,366 156.4 3,265 7.3
Tax Outgo 907 845 363 149.4 846 1.2
PAT 2,596 2,469 1,002 159.0 2,420 1.3 Healthy top line growth and fall in credit cost boosts PAT
Key Metrics
GNPA 2,539 3,258 4,737 -46.4 3,133 -19.0 NPAs below pre-covid levels
NNPA 1,017 1,381 2,307 -55.9 1,315 -22.7
AUM 204018 204,000 159,057 28.3 1.97.452 33 Healthy growth driven by consumer B2B and rural B2B lending

segment

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY23E FY24E
(X Crore) Old New % Change Old New % Change
Net Interest Income 26592 26,258 -1.3 33,136 33,365 0.7
Pre Provision Profit 17462 16,773 -3.9 22,360 21,992 -1.6
NIM(%) (calculated) 1.4 1.3 -6 bps 1.3 1.5 18 bps
PAT 9583 10,176 6.2 12,444 13,697 10.1
ABV per share (%) 960 838 -12.7 1,230 1,127 -8.3

Source: Company, ICICI Direct Research

Exhibit 4: Assumption

Current Earlier

FY23E FY24E FY23E FY24E
Credit growth (%) 25.5 23.1 24.4 21.6
Borrowings Growth (%) 22.1 24.0 23.0 24.0
NIM Calculated (%) 11.3 11.5 11.4 11.3
Cost to income ratio (%) 36.1 34.1 34.4 32.5
GNPA (X crore) 3,323.8 4,884.4 4,176.9 5,685.0
NNPA (T crore) 2,803.6 4,471.3 1,905.4 2,674.3

Source: Company, ICICI Direct Research

Exhibit 5: Consolidated AUM break-up

% crore Jun'21 Sept'21 Dec'21 Mar'22 Jun'22
Auto Finance Business 11347 10738 10194 10194 9962
Sales Finance Business 11175 12555 14977 14977 16475
Consumer B2C Business 31399 33679 38772 38772 41207
Rural Sales Finance Business 2914 3258 4129 4129 4564
Rural B2C Business 12537 13376 15301 15301 16740
SME Lending Business 20335 2187 24979 24979 26564
Securities Lending Business 9232 7293 10536 10536 10801
Commercial Lending Business 9011 9801 11498 11498 12040
Mortgages 51107 54196 61701 61701 65665
Total 159057 166767 197452 197452 204018

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 6: Profit and loss statement I crore P Exhibit 7: Key Ratios

(Year-end March) FY21 FY22 FY23E FY24E  (Year-end March) FY21 Y22 FY23E FY24E
Interest Earned 26668.1 31632.4 38547.7 48929.0 Valuation
Interest Expended 9414.0 9748.2 12289.7 15563.7
Net Interest Income 17254.1 21884.2 26258.0 33365.4  No. of shares (crore) 60.2 60.3 60.4 61.8
Growth (%) 21 26.8 20.0 211 EPSR) 13.6 116.7 168.5 217
Non Interest Income 15.0 8.0 9.8 12.1 BV @) 615 126 884 1200
Operating Income 17269.1 21892.2 26267.8 33377.4 ABV ) 597 710 838 127
Employee cost 2165.8 3589.7 4666.6 5833.2 P/E 87 55 3 2
QOther operating Exp. 3142.4 3995.3 4828.2 5552.4 P/BY 10.4 8.8 7.2 5.3
Operating Profit 119608 143072 167731 219919 pay 107 9.0 _ 57
Provisions 5968.6 4803.4 3021.4 34829 vields & Margins (%)
PBT 5002.3 95038 137518 18509.0 et nterest Margins 10.5 1.7 1.3 115
Taxes 15724 215.6 3575.5 48123 Yield on assets 163 16.9 166 16.8
Net Profit 4,419.8 1,028.2 10,176.3 13,696.7 Avg. cost on funds 73 6.6 6.7 6.9
Growth (%) -16.0 59.0 44.8 346 Yield on average advances 185 18.7 17.9 18.3
EPS ) 73.6 116.7 168.5 221.1 Quality and Efficiency (%)
Source: Company, ICICI Direct Research Cost to income ratio 30.7 34.6 36.1 34.1
Cost to assets ratio 2.7 4.0 4.0 3.9
GNPA 1.8 1.7 1.4 1.6
NNPA 0.8 0.8 1.2 1.5
ROE 12.8 17.4 21.0 21.6
ROA 2.3 3.7 4.3 4.6

Source: Company, ICICI Direct Research

Exhibit 8: Balance sheet Z crore Exhibit 9: Growth ratios (%)

(Year-end March) FY21 FY22 FY23E FY24E  (Year-end March) FY21 Y22 FY23E FY24E
Sources of Funds Total assets 3.6 24.0 225 26.9
Capital 120.3 120.7 120.8 1236 Advances 3.8 305 255 23.1
Reserves and Surplus 36798.1 43592.0 53261.1 73158.9 Borrowings 4.7 255 22.1 24.0
Networth 36918.4 431127 53381.9 732824 Net interest income 2.1 26.8 20.0 211
Borrowings 131633.5 165231.9 201677.4 250079.9  Operating Income 2.1 26.8 200 211
Other Liabilities & Provisions 2918.5 3560.8 5204.5 6789.2  (Operating expenses -6.8 211 25.2 19.9
Total 1,71,4704  2,12505.4  2,60,263.7  3,30,151.5  Operating profit 6.3 19.6 172 311
Net profit -16.0 59.0 44.8 34.6
Application of Funds Net worth 14.2 18.4 221 31.3
Fixed Assets 2472.4 2991.8 3290.9 3620.0 EPS -17.8 58.6 44.5 315
Investments 18396.9 12245.5 12368.0 12739.0  Source: Company, ICICI Direct Research
Advances 146687.0 191423.3 240200.2 295623.6
Other Assets 2811.3 4578.9 4404.6 18168.8
Total 1,70,373.6 2,11,239.5 2,60,263.7 3,30,151.5

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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
[ Eh;'awm-.-;ara 2012 ‘&
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, Pravin Mule, MBA, M.com, 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 or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

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 actual/beneficial ownership of one percent
or more or other material conflict of interest 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.
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