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Healthy fundamentals; priced in…. 
Bajaj Finserv is a financial conglomerate that is engaged in life insurance, 
general insurance, consumer finance and other financial products. The 
company has 74% stake in two insurance companies viz. Bajaj Allianz Life 
Insurance Company (BALIC) and Bajaj Allianz General Insurance Company 
(BAGIC) and 57.3% stake in Bajaj Finance. Led by strong growth in 
advances, the finance business reported consistent earnings growth. In the 
insurance business, general insurance has been the most profitable and 
efficient player in industry. However, BALIC’s growth has been relatively 
slower owing to regulatory overhang related to ULIPs. Now, it offers huge 
potential with guidelines in place and recent high valuation of life 
insurance peers at more than 3x of their embedded value. 

Going ahead, we remain positive on the stock owing to 1) sustained 
healthy performance of Bajaj Finance 2) strong growth in general 
insurance business and 3) increasing traction in life insurance. Recent 
deals in insurance space (e.g. SBI Life 3.9% stake sale at 3x EV) warrant 
upgradation of valuation of life insurance business. Therefore, we have 
revised valuation of life insurance upwards to | 33778 crore, valuing the 
same at 2.5x FY19E EV (embedded value). Consequently, based on SOTP 
valuation, we revise our target price to | 4900/share (| 3620 earlier) for 
Bajaj Finserv, which implies a multiple of 19.8x on FY19E consolidated 
earnings. Consequently, we maintain our BUY rating on the stock. 

Healthy growth momentum in Bajaj finance to aid earnings momentum 
A distinguished business model in the consumer durables portfolio 
boosted the loan book, growing 30% YoY in the past five years to | 44229 
crore in FY16. Despite a weak economic environment, asset quality has 
been maintained along with sustained margin of ~10% due to higher IRR 
in products. PAT surged at 39% CAGR to | 897 crore in FY11-16 with 
contribution bulging to 42% from 25% earlier. We expect healthy PAT 
growth of 35% CAGR in FY17-19E to | 3114 crore. Accordingly, we value 
the finance business at ~| 70000 crore, based on 25x FY19E EPS. 
High opportunity warrants increased valuation for insurance businesses 
General insurance business remains strong generating RoE in excess of 
24%, reporting underwriting profit on <100% combined ratio & extensive 
retail focus. Traction in retail segment coupled with premium from crop 
insurance scheme to keep GWP growth at ~20% in FY18-19E. Combined 
ratio of <100% and resultant underwriting profits to keep RoE above 20%. 
With higher proportion of savings anticipated to find way towards financial 
savings, acceleration is expected in life insurance premium at 10.5% CAGR 
in FY16-19E. Consequently, we upgrade Bajaj Life value at 2.5x FY19E EV 
at | 33778 crore and raise general insurance business multiple to 20x from 
16x FY19E PAT valuing the same at | 22460 crore. 
Exhibit 1:  Valuation on SOTP basis (FY19E) 

Business Basis Stake (%)
Business 
Value

Value of 
stake (| 
crore)

Value/
share after 10% 
discount (|)

Bajaj Allianz Life Insurance 2x EV 74 33778 24958 1412
Bajaj Allianz General Insurance 20x PAT 74 22460 16620 940
Bajaj Finance 22.5x EPS 57.3 77886 44613 2523
Windmill |6 per mw 100 397 397 25
Total 4900

 

Source: ICICIdirect.com Research 

 

Bajaj Finserv (BAFINS) | 4375
Rating matrix 

Rating Buy
Target | 4900
Target Period 12 months
Potential Upside 12%

 

 
What’s Changed? 
Target Changed from | 3620 to | 4900
EPS FY17E Changed from | 146.2 to | 150.3
EPS FY18E Changed from | 197 to | 203.2
EPS FY19E Changed from | 236.8 to | 246.9
Rating Unchanged

 

 
Key Financials   
| Crore FY16E FY17E FY18E FY19E
Revenue 20,696.0    25,227.3    29,219.9    35,010.1    
PBT 3,825.2      4,977.8      6,185.4      7,617.6      
Net Profit 1,864.7      2,390.8      3,233.4      3,928.3      
EPS (|) 117.2         150.3         203.2         246.9         

 

 
Valuation summary 

FY16E FY17E FY18E FY19E
P/E 37.3 29.1 21.5 17.7
Target P/E           41.8          32.6          24.1          19.8 
P/ABV 5.4 4.6 3.8 3.1
Target P/ABV             6.1            5.1            4.2            3.5 
RoE 15.7 17.1 19.3 19.3
RoA             1.9            2.1            2.4            2.4  
 
Stock data 
Particular Amount
Market Capitalization | 70193 crore
Net worth |14499 crore
52 week H/L (|) 4697/1725
Equity capital | 80 Crore
Face value | 5
DII Holding (%) 5.8
FII Holding (%) 6.1  
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Financial summary 
 

Profit and loss statement                                                                | Crore
(Year-end March) FY16E FY17E FY18E FY19E
Revenue

Life Insurance 5896 6643 7172 7949
General Insurance 5901 7435 8922 10706

Total 11796 14078 16094 18655
Less: Reinsurance ceded 1351 2374 2195 2621
         Reserve for unexpired risk 348 260 268 321
Net Insurance Premium Earned 10097.2 11443.3 13630.6 15712.7
Investment and other income 2935 3592.0 2541.4 2736.1
Total Insurance Income 13032 15035.4 16172.0 18448.8
Investment and others 307 337.2 354.1 371.8
Retail financing 7382 9884.6 12715.4 16201.2
Windmill 57 68.8 79.1 91.0
Total 20778 25326.0 29320.6 35112.8
Less: Inter-segment revenue 82 98.7 100.7 102.7
Total revenue 20696 25227 29220 35010
Pre-tax profit

General Insurance 771 1178 1366 1604
Life Insurance 983 1007 1107 1218

Total Insurance 1754 2185 2473 2822
Retail financing 1953 2730 3596 4669
Investments & others 86 24 71 74
Windmill 32 39 45 52
Total PBIT 3825 4978 6185 7618
Less: Interest 86 24 71 74
Profit before tax 3825 4978 6185 7618
Tax -1048 -1409 -1499 -1924
Net profit before minority 2777 3568 4686 5693
Minority and deferred tax adjustments 913 1178 1453 1765
Net profit 1865 2391 3233 3928

 

Source: Company, ICICIdirect.com Research 
 

Balance sheet                                                                                  | Crore 
(Year-end March) FY16E FY17E FY18E FY19E
Sources of Funds
Shareholders' Funds 1281 1517 1838 2228
 - Share capital 80 80 80 80
 - Reserves & Surplus 12730 15093 18299 22199
Policy liabilities 17026 19104 16327 16980
Provision for linked liabilities 21449 20332 24490 25470
Funds for future appropriation in policyholders' account 341 358 376 395
Minority interest 5174 6351 7804 9569
Loan funds 37024 49400 65396 85202
Defered tax liability (net) 11 11 11 12
Current liabilities 13603 14215 14855 15523
Provisions 195 203 211 219
Total liabilities 107632 125148 147849 175648

Applications of Funds
Fixed assets 1443 1509 1616 1701
Goodwill on investments in associates 429 429 429 429
Investments 16623 19735 21167 23034
Policyholders' Investments 16685 18722 20703 22745
Assets held to cover linked liabilities 21449 20332 21713 23345
Deferred Tax Assets (net) 198 207 218 229
Current assets 6576 5389 4649 3217
 - Receivable under financing activity 44229 58825 77354 100947
Misc Expenditure 0 0 0 0
Total Assets 107632 125148 147849 175648

 
Source: Company, ICICIdirect.com Research 

 

 
 

Key Ratio 
(Year-end March) FY16E FY17E FY18E FY19E
CMP 4375.0 4375.0 4375.0 4375.0
No. of shares in mn 159.1 159.1 159.1 159.1
EPS 117.2 150.3 203.2 246.9
BV 805.1 953.6 1155.0 1400.1
RoA 1.9 2.1 2.4 2.4
RoE 15.7 17.1 19.3 19.3
P/BV 5.4 4.6 3.8 3.1
P/E 37.3 29.1 21.5 17.7

(Year-end March) - Growth ratios FY16E FY17E FY18E FY19E
Gross Written Premium
 - Life -2.0 12.7 8.0 10.8
 - General 11.3 26.0 20.0 20.0
Loan book Bajaj Finance 42 33 32 31
Consol Networth 17 18 21 21
Consol Revenues 15 22 16 20
Consol PAT 10 28 35 21

 

Source: Company, ICICIdirect.com Research 
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ICICIdirect.com coverage universe (NBFC) 
CMP M Cap
(|) TP(|) Rating (| Cr) FY16 FY17E FY18E FY16 FY17E FY18E FY16 FY17E FY18E FY16 FY17E FY18E FY16 FY17E FY18E

LIC Housing Finance (LICHF) 643 590 Hold 32,170 32.9 39.2 45.6 19.5 16.4 14.1 3.7 3.0 2.5 1.4 1.4 1.4 19.6 19.5 18.8
Reliance Capital (RELCAP) 598 540 Buy 15,590 56.9 45.3 49.5 10.6 13.3 12.2 1.1 1.0 1.0 2.4 1.6 1.5 9.8 7.0 7.2
HDFC (HDFC) 1,481 1,570 Buy 235,052 45.0 46.6 53.9 32.9 31.8 27.5 7.0 6.3 5.7 2.6 2.4 2.4 21.8 20.5 21.5
PTC India Financial Services
(PTCIND) 46 42 Hold 3,070 7.0 6.1 6.0 6.5 7.5 7.6 1.7 1.3 1.2 5.0 4.0 3.0 24.7 18.8 14.7
CARE (CARE) 1,549 1,650 Buy 4,533 48.4 40.0 53.8 32.0 38.7 28.8 12.5 11.2 9.9 43.2 40.9 42.5 38.9 28.8 34.3
Bajaj Finserv (BAFINS) 4,369 4,900 Buy 71,505 117.2 150.3 203.2 37.3 29.1 21.5 5.4 4.6 3.8 1.9 2.1 2.4 15.7 17.1 19.3
Bajaj Finance (BAJAF) 1,232 1,300 Buy 69,261 24.5 33.6 43.9 50.3 36.7 28.1 8.7 7.4 5.8 3.2 3.4 3.3 20.9 22.1 23.3

RoE (%)
Sector / Company

EPS (|) P/E (x) P/ABV (x) RoA (%)

 
Source: Company, ICICIdirect.com Research 
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RATING RATIONALE 
ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 
ratings to its stocks according to their notional target price vs. current market price and then categorises them 
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 
target price is defined as the analysts' valuation for a stock. 
 
Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 
Buy: >10%/15% for large caps/midcaps, respectively; 
Hold: Up to +/-10%; 
Sell: -10% or more; 
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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.   
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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 
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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 
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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 
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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. 
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