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CMP: Rs. 6,610
€ Maintain

Price Target: Rs. 8,300 b
\l/ Downgrade

Summary

* BAF reported a mixed performance in Q1FY2025. Higher-than-expected NIM compression (down
25bps g-0-q) and elevated credit cost (1.9%, up 32bps g-0-q) led to lower earnings growth, partially
offset by strong AUM growth and contained opex growth.

Credit cost has been higher primarily due to muted collection efficiencies, and it may remain at
current levels in Q2 also but should start to normalise from Q3.

NIM is likely to bottom out in H1IFY2025. Growth guidance remains intact, which is a key positive.

We retain our BUY rating with a reduced PT of Rs. 8,300, with reducing P/B multiple. At the CMP, the
stock trades at 4.9x/4.1x its FY2025E/FY2026E BV estimates.

*

*

*

For Q1FY2025, Bajaj Finance (BAF) reported a mixed performance on the earnings front due to higher
credit cost and increased compression in NIM despite strong AUM growth. Net interest income (NII)
grew 24.5% y-0-y/4.4% q-o-q (below our estimate of 1.6%). NIM (calculated as a percentage of average
AUM) declined by 25bps q-0-q at 9.45%. Increased cost of funds and change in portfolio composition
towards secured class led to NIM compression. Management expects continued NIM compression in
Q2FY2025 and then sees improvement in earnings. Fee and other income grew by 22.2% y-0-y/20.7%
g-o-q, driven by higher fee income, additions by Insta EMI and E-Com loans, and other operating
income. Total operating expenses increased 21.6% y-0-y/5.1% q-0-q. Opex to Nil is expected to come
down due to improving digital infrastructure. Provisions stood at Rs. 1,685 crore, up 69.3% y-o-y and
28.6% q-0-q. Management overlay stands at Rs. 105 crore. Credit cost stood at 1.9%, higher by 43 bps
y-o-y and 32 bps q-0-q on account of muted collection efficiency. Credit cost is expected to be 175-185
bpsinFY25.PBT grew by 15.6% y-0-y/ 3.1% q-0-q. PAT grew by 13.8% y-o0-y/ 2.3% q-0-q. Loan portfolio
grew by 31% y-o-y to Rs. 354,192 crore; however, it was slightly lower on a sequential basis due to the
continued ban on Insta EMI loans and E-com loans by the Reserve Bank of India (RBI). Although the
ban has been lifted and the company began loan disbursement for both the products (Insta EMI loans
from May 10, 2024, and E-Com loans from June 1, 2024. Overall, the company’s portfolio performed
well, except rural B2C, which grew by 5%. Asset quality was stable, as gross NPA came in at 0.86% as of
June 30, 2024, from 0.85% as of March 31, 2024. To improve the credit cost and maintain stable asset
quality, the company is augmenting its debt management infrastructure and remains watchful across
its portfolio and proactively pruning segments.

Key positives
¢ AUM growth stood at 31% y-o-y to Rs. 354,149 crore, lifted ban from Insta EMI cards and E-com loans.

¢ Fee and other income grew by 22.2% y-o-y and 20.7% g-o-q, adding fees by Insta EMI cards and E-Com
loans.

Key negatives

* Lower NIM at 9.45% dropped by 25 bps g-0-q, partially due to increased borrowing costs.

¢ Higher credit cost at 1.90%, up 43 bps y-o-y and 32 bps g-0-q due to muted collection efficiency.
Management Commentary

¢ Management has guided for 26-28% AUM growth for FY2025, led by mortgages, commercial, SME, cars,
LAP, and tractors. Rural B2C (segment) grew by 5% y-o-y, it is expected to report 10-11% growth in FY2025.

+ NIM declined by 25 bps g-o-q to 9.45%. Management expects continued pressure on NIM in Q2FY2025.
Although pressure would ease in H2FY2025 due to improved earnings.

¢ Credit cost was higher due to muted collection efficiency. The company is augmenting its debt
management infrastructure as a mitigation measure and remains watchful across the portfolios, hence
ease on credit cost in H2FY2025. Overall, credit cost is expected to be 175-185 bps for FY2025.

Our Call

Valuation - Maintain BUY with a revised PT of Rs. 8,300: At the CMP, the stock trades at 4.9x/4.1x its
FY2025E/FY2026 BV. We believe the company is poised to deliver sector-leading growth and return ratios
despite normalisation of business matrices in FY2025. We are confident on strong sustainable earnings
growth and longevity of the franchise; thus, we remain constructive on BAF from a medium to long-term
perspective.

Key Risks

Intensifying competition in the retail lending space; asset-quality risk in the retail unsecured segment; higher
delinquency in new segments; and regulatory headwinds.

Valuation Rs cr
i e e s

17,524 22,989 29,582 36,357 45,977
PAT 7,028 11,508 14,451 18,095 22,534
EPS (Rs.) 115.8 189.6 236 294.4 366.6
RoA (%) 4.2 53 5.1 4.5 4.5
RoE (%) 17.4 235 22.1 223 229
P/E (x) 56.9 34.7 279 224 18.0
P/BV (x) 9.1 7.3 54 49 4.1

Source: Company; Sharekhan estimates
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Key result highlights

NIM outlook negative in the near term, improves in FY2025: NIl grew 24.5% y-0-y/4.4% q-0-q. NIM (calculated as
a percentage of average AUM) declined by 25 bps g-o-q to 9.45%. Shifting product mix towards secured assets along
with increased COF is resulting in NIM compression. Management expects continued pressure on NIM in Q2FY2025.
However, pressure is expected to moderate as earnings improve in H2FY2025.

Credit cost outlook: Credit cost stood at 1.9% (calculated as a percentage of AUM), higher by 43 bps y-o-y and 32 bps
g-o-q on account of muted collection efficiency and build-up of stress in the unsecured segment. Faster growth in
the secured segment may partially offset the credit cost and is expected to be at 175-185 bps in FY2025.

Opex ratio to moderate: Most of the investments in technology and platforms have been already committed; thus,
opex to net total Income is expected to improve by 20-40 bps from current levels.

Asset quality: Overall asset quality remains healthy, except in the case of unsecured segments such as rural B2C, SME,
and sales finance. GNPA and NNPA are expected to remain lower than the long-term guidance in FY2025.

Loan growth outlook: Strong AUM growth is likely to be sustained, led by diverse product offerings, customer
acquisition, and the ability to cross-sell. Management has guided for 26-28% AUM growth for FY2025, led by
mortgages, commercial, SME, cars, LAP, and tractors. We believe BAF is expected to beat its guidance, led by faster
growth in secured segments. The company’s customer franchise expanded to 88.1 million (up 21% y-o-y) in Q1FY2025.
New loans booked in Q1FY2025 grew by 10% to 10.97 million. The company resumed sanction and disbursal of loans
under 'eCOM’ and ‘Insta EMI Card’ and issuance of EMI cards after the RBI removed restrictions on these businesses
on May 2, 2024.

Results (consolidated) Rs cr
Particulars | Q1FY25| Q1FY24| Yo (%) | Q4FY24 | QoQ (%)
Net Interest Income 8365 6719 24.5 8013 4.4
Otherincome 2053 1679 22.2 1701 20.7
Net Income 10418 8398 241 9714 7.3
Opex 3471 2854 21.6 3302 5.1
Pre-Provisioning Profit (PPoP) 6948 5544 253 6412 84
Provisions 1685 995 69.3 1310 28.6
PBT 5263 4551 15.6 5105 3.1
Tax Ex. 1353 1114 21 1280 6
PAT 3912 3437 13.8 3825 23

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Large opportunity pool

NBFCs have become important constituents of India’s financial sector and have been recording higher credit
growth than scheduled commercial banks (SCBs) over the past few years. They continue to leverage their superior
understanding of regional dynamics and customised products and services to expedite financial inclusion. Lower
transaction costs, innovative products, quick decision-making, customer orientation, and prompt service standards
have typically differentiated NBFCs from banks. Considering the reach and expanse of NBFCs, these are well-suited
to bridge the financing gap in a large country like India. Systemically important NBFCs have demonstrated agility,
innovation, and frugality to provide formal financial services to millions of Indians.

B Company outlook - An attractive franchise

BAF continues to derive benefits from a diverse loan portfolio, a wide distribution network, effective execution,
and a strong management team. BAF has significantly strengthened its technology, digital platforms, and product
offerings. We believe business transformation is expected to enhance growth sustainability, improve the scalability of
business, and would give a competitive advantage against peers. BAF is expected to sustain a healthy RoE trajectory
despite normalisation of business matrices in FY2025. We are confident on strong sustainable earnings growth and
longevity of the franchise.

B Valuation - Maintain BUY with a revised PT of Rs. 8,300

At the CMP, the stock trades at 4.9x/4.1x its FY2025E/FY2026 BV. We believe the company is poised to deliver sector-
leading growth and return ratios despite normalisation of business matrices in FY2025. We are confident on strong
sustainable earnings growth and longevity of the franchise and thus we remain constructive on BAF from a medium
to long-term perspective.

Peer Comparison

P/E (x) P/BV (x) RoA (%) RoE (%)
Companies
FY25E FY26E FY25E FY26E FY25E FY26E FY25E FY26E
Bajaj Finance 6,610 409,120 22.4 18.0 49 41 45 4.5 223 229
Cholamandalam 1,394 117,112 24.1 19.2 47 3.8 29 2.9 22.4 22.6
Investment and Finance
Company

Source: Company; Sharekhan Research

July 24, 2024 3

Stock Update



Powered by the Sharekhan Sharekhan
3R Research Philosophy by BNP PARIBAS

About company

BAF is one of India’s largest and well-diversified NBFC. The company provides loans for two-wheelers, consumer
durables, housing, SME and MSME businesses etc. BAF undertook business and organisational restructuring in FY2008
and re-defined small business loans and consumer financing as its key niches. BAF has an AUM of Rs. 3.3 trillion at
the end FY24, serves more than 83.6 million clients, and offers a wide range of lending services to retail, SME, and
commercial customers across urban and rural India. BAF continues to be the largest consumer durables lenders in
India. As a business entity, BAF continues to deliver steady performance and superior asset-quality performance.

Investment theme

BAF enjoys a dominant position in the retail finance space. BAF's dominance in the market is seen in its consistent
growth and steady operational performance that has been maintained by the company across cycles. Superior asset
quality is indicative of the company’s high focus on risk management and robust credit underwriting capability and
collections.

Key Risks

Intensifying competition in the retail lending space could weigh on the company’s performance. NPA risk in retail
unsecured segment, higher delinquency in new segments, and economic slowdown risk, which can impact growth
and asset quality and regulatory headwinds related to upper layer NBFCs.

Additional Data

Key management personnel

Mr. Rajeev Jain Managing Director
Mr. Anup Saha Deputy MD

Mr. Sandeep Jain CFO

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Bajaj Finserv Ltd. 51.34
2 Republic of Singapore 3.31
3 Maharashtra Scooters Ltd. 3.07
4 SBI Funds Management Ltd. 2.76
5 Life Insurance Corp of India 1.93
6 BlackRock Inc. 1.73
7 Vanguard Group Inc. 1.64
8 Axis Asset Management Co. Ltd./India 1.39
9 UTI Asset Management Co. Ltd. 1.06
10 FMR LLC 1.00

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

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 significant increase 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.
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This information/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 information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/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 information/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 recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 might have dealt or traded directly or indirectly in securities of the company and that all 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 and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might 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. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has 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 Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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U99999MH1995PLC087498.
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