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Stable on most fronts

26 0CT 2017

HOLD

Target Price: Rs 1,750

Quarterly Update

Bajaj Finance’s (BAF) Q2FY18 PAT at Rs 5.6 bn (+37% YoY) was =~ CMP 5L 931257

marginally below street and our estimates. AUM growth was strong eI H/%

at 38% YoY driven by consumer and commercial lending segments

while rural business also continued its strong momentum albeit on a  wapkEr pATA

small base. Asset quality remained manageable with GNPAs/NNPAs Ko™ rshores 576 mn

at 1.7%/ 0.5%. Free Float : 42%
Market Cap :Rs 1,089 bn

NIM declined to 12.5% and the impact of QIP was not completely
captured, as the funds were raised towards end of Q2. BAF is

52-week High / Low
Avg. Daily vol. (6mth) :

:Rs 1,989 / Rs 762

1.1 mn shares

witnessing good festive season related demand from semi-urban/rural ~ Bloomberg COO!e - BAF IB Equity
areas. We believe growth trajectory for BAF will remain intact on ~ Fromoters Holding  :58%
Fil / Dl 2 19% / 6%

accelerated shift from unorganized to organized market and expect
+30% CAGR over FY17-FY19E.

Q2FY18 highlights: (a) Disbursement growth was strong at ~38% YoY largely driven by consumer business
(primarily CD and personal loans); (b) Management maintained its cautious stance on SME for it believes that
the structural impact of GST will weigh heavy on the segment over next 2-3 quarters before the growth picks up;
(c) One-time provision of Rs 300 mn was created in anticipation of the impact that demonetization/ GST might have on
the portfolio. BAF has o/s general provision of Rs 3.5 bn as of Q2; and (d) Tier | ratio increased to ~20% as BAF raised
Rs 4.5 bn via QIP in Q2.

Maintain HOLD with revised TP of Rs 1,750: We believe multiple operating levers and new growth avenues will
ensure strong performance by BAF. We raise our FY18/19 PAT estimates by 4-5% to factor higher AUM growth and
the recent QIP. Consequently, we raise our TP to Rs 1,750 (Rs 1,500 earlier) with a target multiple of 5.3x P/ABV.
At CMP, BAF trades at expensive valuation of 5.7x FY19E P/ABV of Rs 330. Maintain HOLD.

Financial summary (Standalone) Key drivers (%)

Y/E March FYlé FY17 FY18E FY19E Q3’17 Q417 Q1’18 Q218
PAT (Rs bn) 13 18 27 34 NM 13.6 129 137 125
EPS (Rs) 24 34 46 58 AUM growth - ” - -
EPS chg (%) 33.0 40.7 38.4 252 Net NPA 0.4 0.4 0.5 0.5
Book value (Rs) 139 176 286 338
Adj. BV (Rs) 137 172 281 330 .
Price performance

PE (x) 79.1 56.2 40.6 32.4 220
P/ABV (x) 13.8 1.0 67 5.7 150 Sensex Bajaj Finance
RoE (%) 20.9 21.6 20.6 18.7
RoA (%) 3.2 3.3 3.6 35 40
Net NPA (%) 0.3 0.4 0.6 0.6 ]Zz |
Source: Company, Axis Capital Octl6  Jan7 Ap;-]7 W7 Oct17
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Q2FY18 in graphs...

Exhibit 1: Trend in AUM growth

mmm Total AUM - —0—YoY growth (RHS)
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Exhibit 2: Loan book composition as of Q2FY18
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Exhibit 3: AUM break-up
AUM (Rs bn) Q2FY18 Q2FY17 YoY QI1FY18 QoQ
2W/3W Finance 54 45 20.9 52 3.5
CD Finance 80 69 15.3 80 0.3
Digital product finance 16 10 63.3 12 27 .4
Lifestyle finance 5 4 20.5 5 (1.4)
PL cross sell 76 49 54.3 70 9.4
Salaried PL 43 29 44.5 39 9.9
HL - Salaried 37 21 76.3 33 12.9
BFS Direct (HL, PL) 18 8 110.0 16 10.3
REMI & Ecom 4 88.1 6 30.5
—
23.2 60
ProFessmnal loans 23 14 65.2 21 ]4.1
LAP 86 85 0.7 86 0.2
HL - Self employed 40 33 23 7 40 1.4
SME cross sell 21 23 (4.3)
—
74.1 61 (11.7)
CommerC|0| lending 35 26 35.5 34 3.3
Infra lending

Source: Company, Axis Capital
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Exhibit 4: Headline asset quality was largely stable
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Source: Company, Axis Capital

Exhibit 5: SME loan growth lower than other loans since FY16 due to cautious stance
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Exhibit 6: Impact of QIP on margin will flow completely in @3
mmm NIM (RHS) —o0—Yields —o— Cost of funds
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Source: Company, Axis Capital
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Exhibit 7: Cost-income ratio has seasonal swings, but is structurally trending downward. May remain above 40% for some time
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Exhibit 8: BAF raised Rs 4.5 bn via QIP in @2, augmenting CAR
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Exhibit 9: Results update
Quarter ended 12 months ended
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(Rs mn) Sep-17 Sep-16 % Chg Jun-17 % Chg FY18E FY17 % Chg
Interest income 30,862 23,355 32 31,123 (1) 123,971 92,723 34
Inferest expended 11,438 9,562 20 10,780 6 47,318 38,034 24
Net interest income 19,425 13,793 41 20,344 (5) 76,653 54,690 40
Non-interest income 161 56 188 140 15 8,101 7,310 11
Net income 19,586 13,849 41 20,484 (4) 84,754 61,999 37
Operating expenses 8,752 5,932 48 8,413 4 33,885 25,642 32
Operating profit 10,833 7917 37 12,071 (10) 50,869 36,357 40
Provision & Contingencies 2,278 1,654 38 2,817 (19) 9,995 8,182 22
PBT 8,555 6,263 37 9,254 (8) 40,874 28,175 45
Tax 2,986 2,185 37 3,234 (8) 14,102 9,810 44
Net profit 5,569 4,078 37 6,020 7) 26,773 18,366 46
Cost to income 44.7 42.8 186 bps 41.1 361 bps 40.0 41.4 (138)bps
Asset quality
Gross NPAs (%) 1.7 1.6 10 bps 1.7 (2)bps 2.0 1.7 34 bps
Net NPAs (%) 0.5 0.4 8 bps 0.5 (2)bps 0.6 0.4 13 bps
Balance sheet (Rs bn)
AUM 721 523 38 689 4.7 810 602 35
Source: Company, Axis Capital ~ Note: For full year, margins and ratios are on calculated basis
Exhibit 10: 10 years P/ABV movement
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Financial summary (Standalone)

Profit & loss (Rs bn)

Y/E March FY16 FY17 FY18E FY19E
Interest earned 69 93 124 163
Interest expended (29) (38) (47) (60)
Net interest income 40 55 77 103
Non interest income 4 7 8 9
Net income 44 62 85 111
Operating expenses (19) (26) (34) (44)
Staff expenses (6) (9) (13) (18)
Other operating expenses (13) (16) (21) (26)
Operating profit 25 36 51 68
Provisions & contingencies (5) (8) (10) (16)
Pre-tax profit 20 28 41 51
Tax expense (7) (10) (14) (18)
Profit after tax 13 18 27 34
Extraordinary item

Minority interest/Associates

Adj. PAT 13 18 27 34
Balance sheet (Rs bn)

Y/E March FY16 FY17  FYI8E FY19E
Total assets 470 637 849 1,094
Cash & Balances with RBI 13 4 4 6
Investments 10 41 45 48
Advances 433 577 780 1,017
Fixed assets 3 4 4 4
Other assets 8 9 11 14
Total liabilities 470 637 849 1,094
Equity capital 1 1 1 1
Preference capital

Reserves & surplus 74 95 163 193
Networth 74 96 165 195
Borrowings 370 492 609 785
Deposits

Other liabilities & prov. 25 49 75 115
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Key ratios
Y/E March FY16 FY17 FY18E FY19E

Per share data

FDEPS (Rs.) 24 34 46 58
BV (Rs.) 139 176 286 338
Adj. BV (Rs.) 137 172 281 330
DPS (Rs.) 3 - 6 6
Dividend payout (%) 11 - 12 10
Yields & Margins (%)

Yield on advances 18.5 18.4 18.3 18.1
Cost of deposit - - - -
Net inferest margin 10.3 10.2 10.6 10.8
Asset quality (%)

Gross NPAs 1.2 1.7 2.0 2.3
Net NPAs 0.3 0.4 0.6 0.6
Credit cost 1.5 1.6 1.5 1.8
Provisioning coverage 77.2 74.0 72.0 72.0
Capital (%)

Tier-l 16.1 14.6 16.9 14.2
CAR 19.5 20.3 21.9 18.4
Efficiency (%)

ROA 3.2 8.3 3.6 3.5
ROE 20.9 21.6 20.6 18.7
Cost to income 43 41 40 39
CASA - - - -
Effective tax rate 35 35 35 35
Growth (%)

Net interest income 38 38 40 34
Fee income - - - -
Operating expenses 33 35 32 29
Profit after tax 42 44 46 25
Advances 39 33 35 30
Deposits - - - -
Total assets 43 36 88 29

Source: Company, Axis Capital

Source: Company, Axis Capital
Note: Dividend for FY17 will reflect in FY18 due to change in reporting method as per

schedule 3
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the
details in respect of which are available on www .axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4.I/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the
subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the
end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL 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. I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director,

officer or employee in the subject company.

Research Team

Sr. No Name Designation E-mail
1 Hiren Trivedi Research Associate hiren.trivedi@axissecurities.in
2 Kiran Gawle Associate kiran.gawle@axissecurities.in

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not

been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of
its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject
company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party
in connection with this report

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential 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 ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared
solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. ASL will not treat recipients as customers by virtue of their receiving this report.
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DEFINITION OF RATINGS
Ratings | Expected absolute returns over 12-18 months
BUY | More than 10%
HOLD | Between 10% and -10%
SELL | Less than -10%

Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, 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 report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report 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 report
(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain
transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not
suitable for all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and
bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to
future performance. Investors are advise 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.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or investment banker, lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. Each of

these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the
recipients of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL may have issued other reports

that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or
indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has
reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. 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 ASL 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.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document as may be
required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may not subscribe to all the

views expressed therein.
Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, Corporate office: Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. —
18002100808/022-61480808, Regd. off.- Axis House, 8th Floor, Wadia International Centre, PandurangBudhkarMarg, Worli, Mumbai — 400 025. Compliance
Officer: AnandShaha, Email: compliance.officer@axisdirect.in, Tel No: 022-42671582. SEBI-Portfolio Manager Reg. No. INP000000654
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