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Bajaj Finance Limited

ADD CMP Rs4,873

Result Highlights

v BAF's PPOP was 5% below our estimate due to firstly, significant interest reversals
(Rs3.3bn) from higher prudential write-offs (~1% of AUM - both Covid-related
stress and due to advancement of w/off policy) and secondly, materially higher
opex (115% of estimate) on higher recovery commission and employee costs
related to business transformation initiatives.

v AUM growth in Q4 (6.5% goq) was mainly driven by consumer B2B (Sales Finance),
rural finance, mortgages (growth was back post pricing corrections), SME loans and
commercial lending.

v" Gross and Net NPA declined at 1.8% and 0.75% respectively as of Q4 versus 2.9%
and 1.2% respectively as of December, due to w/offs and improvement in bounce
trends (both for new originations and current bucket) and higher collection
efficiency across buckets and products. Consequently, the net credit cost was
much lower than our expectation.

Our view - A transient soft patch; structural growth and earnings resilience intact:
Barring a nationwide lockdown or extended lockdowns in larger states, BAF is
confident of delivering 20%+ AUM and earnings growth in FY22. Despite the
lockdowns becoming pervasive in the past 7-10 days, the co. continued to originate 50-
55% of daily volumes in B2B business, 80-85% in B2C and SME businesses and 40-
50% in mortgages. Management believes that the impact of lower business volumes in
first quarter could be reasonably mitigated in the balance three quarters of the year.
With improved bounce rates, higher collection efficiency and overlay provisions (55-
60bps of AUM), BAF is better positioned to navigate any temporary stresses on account
of second COVID wave.

We estimate RoA moving closer to 5% in FY23 on the back of core cost/income
improvement and normalization of credit cost. See BAF delivering 22-23% RoE with
controlled leverage. With structural growth and earnings resilience intact, the threat to
current high valuation is low. Retain ADD rating with 12m TP of Rs5,500.

Exhibit 1: Result table

(Rs mn) Q4 FY21 Q3 FY21 % yoy Q4 FY20 % qoq
Total Operating Income 68,506 66,561 29 72,266 (5.2)
Interest expended (21,956) (23,627) (7.1) (25,474) (13.8)
Net Interest Income 46,551 42,934 8.4 46,792 (0.5)
Other income 43 24 83.8 43 1.6
Total Income 46,594 42,958 8.5 46,834 (0.5)
Operating expenses (16,060) (13,896) 15.6 (14,515) 10.6
PPOP 30,534 29,062 5.1 32,320 (5.5)
Provisions (12,308) (13,517) (8.9 (19,538) (37.0)
PBT 18,226 15,545 17.2 12,782 42.6
Tax (4,760) (4,085) 16.5 (3,301) 44.2
PAT 13,466 11,460 17.5 9,481 42.0

Source: Company, YES Sec - Research
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CON-CALL HIGHLIGHTS

v

Booked 5.47mn new loans in Q4 FY21 as against 6.03mn in Q4 FY20. New loans origination
across businesses except auto finance is back to pre-COVID levels.

Acquired 2.26mn new customers in Q4 FY21 versus 1.85mn in Q4 FY20. Cross sell franchise
stood at 26.89mn, a growth of 11% yoy.

Reversed interest income of Rs3bn in Q4 FY21. Interest reversal was higher in Q3 FY21 at
Rs4.5bn. It should normalize by Q3 FY22.

Cost of Funds for Q4 FY21 was 7.39% vs 8.37% in Q4 FY20. Liquidity buffer at Rs165bn as
of 31 March 2021 (12.5% of total borrowing).

Operating expenses in Q4 FY21 were higher due to higher recovery commission and
employee related costs. Opex to NIl was 34.5% vs 31% in Q4 FY20. As the Company starts
to grow AUM over the next 2-3 quarters, operating leverage kicks in and collection costs
normalises, the ratio should revert to pre-COVID levels.

After accelerated write offs, the co. still holds a management overlay and macro provision of
Rs8.4bn. Based on the current risk estimates and available management overlay, the co is
covered for loan losses and provisions.

Non-overdue one-time restructuring (OTR) book stood at Rs17bn (1.1% of AUM). This
includes secured exposures of Rs9.2bn, one large B2B retailer account of Rs4bn and Rs4.2bn
of unsecured assets. As a matter of prudence, the OTR book is classified as Stage-2 and the
co. holds ECL provision of 19%.

Non-OTR Stage-2 assets stood at Rs50bn (3.3% of AUM) and the co. holds ECL provision of
25%. Of this block, secured assets contribute 59% and unsecured assets contribute 41%.

Collection Efficiency across businesses for Stage 2 and OTR accounts is significantly better
versus past experience.

The bounce rates of new origination across businesses are in line or better than pre-COVID
origination. The current bucket bounce rates across portfolios is close to pre-COVID levels.
The current bucket collection efficiencies across all portfolios are better than pre-COVID
levels.

With improved bounce rates, higher collection efficiency and overlay provisions, the co.
believes it is well positioned to navigate any temporary stresses on account of second COVID
wave.

In the last 7-10 days, the co. has continued to originate 50-55% of daily volumes in B2B
business, 80-85% in B2C and SME businesses and 40-50% in mortgages. The co. believes
that a disruption in first quarter could be reasonably mitigated in the balance three quarters.

Management believes that co. is entering FY22 on a strong footing. Barring a nationwide
lockdown or extended lockdowns in large GDP contributing states, BAF is confident of
delivering its long-term guidance metrics in FY22.
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Exhibit 2: Business Data

(Rs mn) Q4 FY21 ‘ Q3FY21 % qoq Q4 FY20 % yoy
AUM 1,529,470 1,435,510 6.5 1,471,530 3.9
Consumer B2B -Auto Fin. 121,120 127,070 (4.7) 130,850 (7.4)
Consumer B2B -Sales Fin. 115,260 101,860 13.2 126,570 (8.9)
Consumer B2C 304,500 290,420 4.8 312,550 (2.6)
Rural Business 147,050 133,920 9.8 133,280 10.3
SME Business 202,170 188,820 7.1 194,290 4.1
Securities Lending 60,540 50,740 19.3 48,220 255
Commercial Lending 82,930 75,100 10.4 64,110 29.4
Mortgages 495,900 467,580 6.1 461,660 74

Source: Company, YES Sec - Research

Exhibit 3: Key Ratios
(V) Q4FY21 Q3FY21 chgqoq Q4 FY20 chgyoy
Op Income / Average AUM* 18.5 19.0 (0.5) 19.8 (1.3)
Interest Expense / Average AUM* 5.9 6.7 (0.8) 7.0 (1.0)
NIl / Average AUM* 12.6 12.2 0.3 12.8 (0.2)
Cost to Income 34.5 32.3 2.1 31.0 35
Provisions / Average AUM 3.3 3.9 (0.5) 5.3 (2.0)
RoE 14.8 13.2 1.6 11.6 3.2
RoA 3.6 3.6 - 2.8 0.8
CAR 28.3 28.2 0.1 25.0 3.3
Tier-1 25.1 24.7 0.4 21.3 3.8
Gross NPA 1.8 0.6 1.2 1.6 0.2
Net NPA 0.8 0.2 0.6 0.7 0.1
PCR 58.0 65.0 (7.0) 60.0 (2.0)

Source: Company, YES Sec - Research; *Calculated

Exhibit 4: GNPA trend
GNPA - (%) Q4 FY21 Q3FY21 chg qoq Q4 FY20 chg yoy
Consumer B2B-Auto Fin. 9.3 115 (2.2) 6.5 2.8
Consumer B2B-Sales Fin 11 1.9 (0.8) 1.3 (0.2)
Consumer B2C 1.7 3.3 (1.6) 1.6 0.1
Rural B2B 1.1 2.1 (1.0) 0.6 0.6
Rural B2C 1.7 3.6 (2.0) 1.5 0.1
SME 0.9 2.3 (1.4) 1.7 (0.8)
Mortgages 0.9 1.0 (0.0) 0.5 0.4

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of 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 YSL and associates 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.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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