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Bajaj Finance Ltd

Sustainability commands a premium

m BAF reported in-line 4Q PAT of Rs38.2bn (InCred est: Rs38.4bn) aided by
lower operating expenses, despite elevated cost of funds impacting margins.

m Management aims at ~12-14m customer addition aided by a diversified AUM
growth profile, but margin pressure in the near term is inevitable.

m We remain confident of healthy profitability (aided by operating leverage) &
best-in-class return ratios for BAF. Retain ADD rating with a TP of Rs9,000.

Elevated cost of funds continues; recent rate hikes to aid margins
Bajaj Finance (BAF) reported consolidated AUM growth of ~33.6% yoy/~6.3% qoq to
Rs3.31tr in 4QFY 24, with robust customer acquisition at -3.23m, despite the RBI restriction
on e-com loans and fresh issuance of EMI cards. Management has informed the investors
that the company has now become fully compliant with RBI requirements for EMI cards
and e-com loans and has submitted the same to the banking regulator as well. Once
cleared, new customer acquisition to gain further momentum. Net interest income (NII)
grew at a slower pace of ~24.9% yoy/~4.5% qoq, compared to AUM growth, as the
company continued to face margin pressure amid elevated cost of borrowings.

Margin pressure to stay; operating leverage to aid profitability

For FY25F, management expects margin pressure to continue in 1HFY25F amid tight
liquidity and elevated cost of funds, but some normalization is expected during 2HFY25F.
The company has increased lending rates by 20-30bp across products during 2HFY?24,
which should support incremental yields. However, the overall margin pressure is
inevitable. On the contrary, BAF's management remains confident of improving the
operating leverage as incremental technology-led levers come into play. BAF’s
investments in various technology-led platforms during the past few years are expected to
result in cost optimization and aid profitability. We are building in the cost-to-average
assets at ~3.5% by FY26F against ~3.8% in FY24. Management remains confident of
managing credit costs in the range of ~1.6-1.8% in FY25F, which is in line with the pre-
Covid levels and remains achievable. We are building in ~28% CAGR in PAT for FY24-
27F, with RoA of ~4.6% and an average RoE of ~26%.

Outlook & valuation

BAF recently raised Rs100bn through a QIP and preferential allotment which will support
robust growth till FY26F. The recent reshuffle in managerial roles provides comfort over
management stability and ability of the company to maintain diversified growth
momentum. The aggressive customer acquisition & flawless diversity into new business
segments are the unique features of the company. We retain ADD rating on BAF with a
target price of Rs9,000, corresponding to ~5xFY26F & ~22.5x FY26F EPS. Slowing
consumption remains a key downside risk.
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Figure 1: Quarterly results summary
Rs m 1QFY23  2QFY23  3QFY23  4QFY23  1QFY24 2QFY24  3QFY24  4QFY24  YoY (%) QoQ (%)
Total income 66,376 70,009 74,347 77,756 83,980 88,447 93,004 97,149 24.9% 4.5%
Operating expenses 23,801 25,144 25,818 26,566 28,544 30,100 31,567 33,028 24.3% 4.6%
Operating profit 42,575 44,865 48,529 51,190 55,437 58,347 61,438 64,121 25.3% 4.4%
Provisions 7,547 7,342 8,413 8,594 9,953 10,771 12,484 13,100 52.4% 4.9%
CoR (%) 1.5% 1.4% 1.5% 1.4% 1.5% 1.5% 1.7% 1.6%
Profit before tax 35,028 37,523 40,117 42,612 45,512 47,578 48,971 51,051 19.8% 4.2%
Tax 9,065 9,716 10,387 11,033 11,143 12,070 12,566 12,806 16.1% 1.9%
Tax rate (%) 25.9% 25.9% 25.9% 25.9% 24.5% 25.4% 25.7% 25.1%
Profit after tax 25,963 27,807 29,730 31,578 34,369 35,508 36,405 38,245 21.1% 5.1%
AUMs 20,40,180 21,83,660 23,08,420 24,73,790 27,00,970 29,02,640 31,09,680 33,06,150 33.6% 6.3%
Borrowings 17,05,100 18,24,620 18,24,620 21,66,905 23,78,286 26,10,524 26,36,727 22,03,790 1.7% -16.4%
Gross NPL (%) 1.3% 1.2% 1.2% 0.9% 0.9% 0.9% 1.0% 0.9%
Net NPL (%) 0.5% 0.4% 0.4% 0.3% 0.3% 0.3% 0.4% 0.4%
Provision coverage ratio (%) 59.2% 62.4% 62.4% 63.8% 64.4% 65.9% 61.1% 56.5%
Figure 2: Our revised earnings estimates

FY25F FY26F FY27F
Y/EMar (Rs m) Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net operating income 4,70,847 4,61,238 -2.0% 5,89,579 5,94,030 0.8% NA 7,60,649 NA
PPOP 3,21,982 3,12,236 -3.0% 4,03,768 4,08,121 1.1% NA 5,28,195 NA
PAT 1,93,012 1,81,468 -6.0% 2,44,157 2,44,086 0.0% NA 3,16,511 NA
EPS (Rs) 320 298 -7.0% 405 401 -1.1% NA 520 NA
BV (Rs) 1,348 1,493 10.8% 1,641 1,790 9.0% NA 2,165 NA
ABV (Rs) 1,329 1,474 11.0% 1,614 1,763 9.2% NA 2,130 NA
AUM 42,88,109 42,21,541 -1.6% 54,90,061 54,02,414 -1.6% NA 69,56,627 NA

4QFY24 earnings conference-call highlights

AUM growth is guided to be in the range of 26-28% yoy in FY25F, with a rising
contribution from recently launched products such as loan against property or
LAP, new car financing and tractor financing.

Rural B2C (excluding gold loans) continued to be a drag - the portfolio, which
is ~5% of the total AUM, declined by ~17.8% sequentially due to elevated risk
levels. However, GNPAs in this segment declined by ~35bp qoq to ~1.14%.
The segment carried a healthy provision coverage ratio of ~73%.

The gross flow rate or GFR, which indicates the health of the segment,
continues to fall behind the pre-Covid levels. Management expects another
quarter of sluggishness. Once the metrics turn favourable, the company is
willing to press the growth accelerator.

Despite the slowdown in rural B2C, BAF continues to enjoy strong leadership
in the consumer durable financing market, with a market share of ~51-52%.

Liquidity buffer was strong at Rs157bn.

The board of directors of Bajaj Housing Finance (BHFL), a wholly-owned
subsidiary, evaluated various options for meeting the mandatory listing
conditions pursuant to BHFL's classification as a non-banking finance
company or NBFC — Upper Layer by RBI, including through a potential initial
public offer or IPO.
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BY THE NUMBERS
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Profit & Loss
(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Net Interest Income 229,968 295,949 382,415 501,127 644,711
Total Non-Interest Income 58,616 66,509 78,822 92,902 115,937
Operating Revenue 288,584 362,458 461,238 594,030 760,649
Total Non-Interest Expenses (51,002) (63,960) (79,950) (103,935) (135,116)
Pre-provision Operating Profit 187,158 239,206 312,236 408,121 528,195
Total Provision Charges (31,897) (46,307) (69,631) (81,804) (105,052)
Operating Profit After Provisions 155,262 192,899 242,604 326,318 423,143
Pretax Income/(Loss) from Assoc.
Operating EBIT (incl Associates) 155,262 192,899 242,604 326,318 423,143
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 155,262 192,899 242,604 326,318 423,143
Exceptional ltems
Pre-tax Profit 155,262 192,899 242,604 326,318 423,143
Taxation (40,202) (48,584) (61,136) (82,232) (106,632)

Consolidation Adjustments & Others

Exceptional Income - post-tax

Profit After Tax 115,060 144,315 181,468 244,086 316,511
Minority Interests

Pref. & Special Div

FX And Other Adj.

Net Profit 115,060 144,315 181,468 244,086 316,511
Recurring Net Profit

Balance Sheet Employment

(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Gross Loans/Cust Deposits
Avg Loans/Avg Deposits

Avg Liquid Assets/Avg Assets 90.7% 89.6% 90.3% 91.0% 91.9%
Avg Liquid Assets/Avg IEAs 101.1% 101.7% 101.6% 100.6% 100.0%
Net Cust Loans/Assets 0.8% 0.8% 0.9% 0.9% 0.9%
Net Cust Loans/Broad Deposits

Equity & Provns/Gross Cust Loans 2,568.3% 2,423.0% 2,222.2% 2,048.6% 1,906.5%
Asset Risk Weighting

Provision Charge/Avg Cust Loans 1.46% 1.61% 1.85% 1.70% 1.70%
Provision Charge/Avg Assets 1.31% 1.42% 1.65% 1.54% 1.56%

Total Write Offs/Average Assets
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Gross Loans 2,443,859 3,294,587 4,220,475 5,401,885 6,956,604
Liquid Assets & Invst. (Current)
Other Int. Earning Assets
Total Gross Int. Earning Assets 2,443,859 3,294,587 4,220,475 5,401,885 6,956,604
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 2,443,859 3,294,587 4,220,475 5,401,885 6,956,604
Intangible Assets
Other Non-Interest Earning Assets 4,595 4,675 6,077 7,900 10,271
Total Non-Interest Earning Assets 37,808 47,750 57,140 68,606 82,662
Cash And Marketable Securities 43,067 106,240 87,146 69,750 54,580
Long-term Investments 227,551 308,839 332,883 400,060 419,422
Total Assets 2,752,285 3,757,416 4,697,645 5,940,300 7,513,268
Customer Interest-Bearing Liabilities
Bank Deposits
Interest Bearing Liabilities: Others
Total Interest-Bearing Liabilities 2,166,905 2,933,458 3,698,703 4,706,583 5,991,743
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 41,662 57,004 84,510 137,809 195,672
Total Liabilities 2,208,567 2,990,463 3,783,213 4,844,392 6,187,415
Shareholders Equity 543,718 766,954 914,432 1,095,909 1,325,852
Minority Interests
Total Equity 543,718 766,954 914,432 1,095,909 1,325,852
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Income Growth 31.2% 28.7% 29.2% 31.0% 28.7%
Operating Profit Growth 29.8% 25.6% 27.7% 28.5% 27.6%
Pretax Profit Growth 63% 24% 26% 35% 30%
Net Interest To Total Income 79.7% 81.7% 82.9% 84.4% 84.8%
Cost Of Funds 6.58% 7.34% 7.10% 6.50% 6.25%
Return On Interest Earning Assets 16.2% 16.8% 16.4% 16.1% 15.8%
Net Interest Spread 9.67% 9.50% 9.34% 9.59% 9.59%
Net Interest Margin (Avg Deposits)
Net Interest Margin (Avg RWA)
Provisions to Pre Prov. Operating Profit 17% 19% 22% 20% 20%
Interest Return On Average Assets 9.43% 9.09% 9.05% 9.42% 9.58%
Effective Tax Rate 25.9% 25.2% 25.2% 25.2% 25.2%
Net Dividend Payout Ratio 15.7% 15.4% 18.7% 26.1% 27.4%
Return On Average Assets 4.72% 4.43% 4.29% 4.59% 4.71%
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