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Bajaj Finserv
Healthy performance
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Bajaj Finserv (BFS; Holding company) posted healthy Q3FY2020 
results primarily due to strong performance of its lending subsidiary 
Bajaj Finance Limited (BFL), which recorded its highest-ever 
quarterly consolidated PAT. BFL saw strong growth in most verticals 
and indicated an improving outlook. However, Bajaj Allianz General 
Insurance (BAGIC; general insurance) had a weak quarter with rise in 
combined ratio (COR, less is better) at 104% (was 94%in Q3FY2019) 
impacted by losses from the crop segment in Madhya Pradesh and 
Maharashtra, among others, and higher claim ratio in the motor OD 
segment. Bajaj Allianz Life Insurance (BALIC; life insurance business) 
posted strong APE growth of 22% y-o-y in Q3FY2020, helped by 
improving bank channels contribution. The share of bancassurance 
in individual distribution improved to 28% (from ~20% in Q3FY2019). 
BAGIC and BALIC have disclosed their exposure to downgrade debt 
investment (now NPA), which is ~1% of AUM for both and already has 
~70% provision cover. The company BALIC signed up on corporate 
agency agreement with Axis Bank, which we believe is a significant 
positive. The tie-up will help strengthen its distribution network and 
increase its reach on pan-India basis. Overall, we believe positive 
performance in the life insurance business, healthy operating matrix 
in general insurance and consistency of the financing segment’s 
performance add to form an attractive business franchise. We 
maintain our Buy rating on the stock with a revised SOTP-based price 
target (PT) of Rs. 11,000.

Key positives

 �  Bajaj Finance Limited (BFL) posted strong results for Q3FY2020 with 
inline operational performance stable asset quality and improving 
growth outlook.

 �  In BALIC strong growth in renewal premium and Gross Written 
Premium (GWP) was seen for Q3FY2020 and both increased by 
~20% y-o-y.

Key negatives

 � 	BAGIC’s	 profit	 was	 affected	 by	 continued	 unseasonal	 rainfall.	
BAGIC saw rise in claim ratio to 72.6% in Q3FY2020 from 64.3% 
in	Q3FY2019,	which	includes	losses	from	claims	due	to	floods	and	
higher claim ratio in the motor OD business.

Our Call
Valuation: Bajaj Finserv has consistently seen strong performance 
from its lending business over a period of time. Among its insurance 
subsidiaries,	 while	 BAGIC	 has	 posted	 weak	 profitability	 during	 the	
quarter, its operating matrices continue to be healthy. Long-term 
outlook for the life insurance business has brightened with the large 
banking partner joining hands for distribution. All three of Bajaj Finserv’s 
businesses	are	strong	franchises	in	their	respective	fields	and	are	well	
poised	to	deliver	sustainable	profitability	going	forward.	We	maintain	
our Buy rating on the stock with a revised SOTP-based PT of Rs. 11,000.

Key Risks
Slowdown	 in	 consumer	 finance	 growth	 and	 worsening	 of	 economic	
parameters may pose a challenge.

Company details

Market cap: Rs. 1,53,116 cr

52-week high/low: Rs. 9,621/5,855

NSE volume: (No of 
shares)

3.0 lakh

BSE code: 532978

NSE code: BAJAJFINSV

Sharekhan code: BAJAJFINSV

Free	float:	(No	of	
shares)

6.3 cr

Promoters 60.7

FII 8.8

DII 4.1

Others  26.5 

Shareholding (%)

Price performance

Price chart

Sector: Banks & Finance

Result Update

(%) 1m 3m 6m 12m

Absolute 2.0 20.4 33.2 59.2

Relative to 
Sensex

3.5 15.3 22.8 37.0

Sharekhan Research, Bloomberg

Change

Reco: Buy 
CMP: Rs. 9,621

Price Target: Rs. 11,000 á

á Upgrade  No change â Downgrade
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SOTP Valuation Rs cr

Particulars Holding Value per share Rationale

Life Insurance 74.0%                  1,635  2.0x FY22E EV 

General Insurance 74.0%                  1,788  30x FY22E PAT 

Bajaj Finance 52.8%                  8,800  Mcap 

Holding Co Discount 10%                  1,222  

Total                11,000  
Source: Company; Sharekhan Research
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Key highlights of Q3FY2020 Concall

 �  BAGIC: Claim ratio raised due to rise in motor OD and crop business. 

 �  Advance premium from motor OD is Rs. 683 crore.

 �  Motor OD claim ratios are moving up, but motor TP claim ratios are stable. Motor TP is getting price 
increases over the years, but the increase is slowing. 

 �  BAGIC has adopted new corporate rate tax. For BALIC, the effective tax rate is different and is at ~14%.

 �  Crops insurance impacted in every 3-4 years. Going forward, it will continue to do crop business, but the 
quantum of business will depend on its market assessment. Last year, BAGIC did not participate in Kharif, 
but participated in Rabi. This year, they have done in Kharif, and will be participating in Rabi in a modest 
way.

 �  While BAGIC/BALIC have fully provided for the Infrastructure Finance conglomerate bonds, they have 
provided 62% for troubled HFC bonds.

 �  BAGIC strategy is to grow over underwriting income and target combined ratio of 95-96%.

 �  BAGIC – later in FY2021 will see improvement in cost. BAGIC has taken a Rs. 75 crore downgrade of 
investments due to troubled mid-size private bank exposure.

 �  Corona Virus Impact: The company has earlier has seen outbreaks such as SARS, H1N1 etc. but till it 
becomes endemic, it should not impact meaningfully. 

 � 	Combined	ratio	of	BAGIC	excluding	the	flood	impact	will	be	101-102%.

 �  Last year, BALIC had reported 6.9% VNB margin. The company is actively monitoring the product mix and 
channel mix that too contributes to NBV and intend to keep only just growing on NBV margins.

 �  Product Mix: ULIP is declining in the overall mix. 

 � 	Axis	Bank	bancassurance	relationship	has	not	started	flowing	in	business	as	of	yet.	Some	business	will	
start	from	Q4,	but	major	benefit	is	to	flow	in	Q1	and	Q2	of	next	year.	

 � 	Rise	in	Motor	OD	loss	ratio	is	seen	because	of	floods	(and	resultant	water	damage	impact)	also	the	price	
discounting in motor had increased. However, management expects the loss ratio to stabilise by the end 
of next year. 

 �  IT-related expenses have resulted in higher operating expenses with BALIC . Moreover, doing investment 
in capacity buildup due to partnership with Axis Bank, which has resulted in rise in Opex. 

 � 	As	life	insurance	penetration	is	deepening,	different	profiles	of	customers	are	entering.	However,	BALIC	is	
not looking to gain market share at the cost of pricing. The company will pass on price hikes to customers 
as life insurance is a long-term product. Non-PAR guarantees and non-PAR risks will be careful on pricing 
being realistic and appropriate.

 �  Term plan: NPV on these products are the best, but it takes a few years before it starts meaningful PAT 
contribution.

 �  Reinsurance for protection is for the entire life of the protection product. Hence, it’s already underwritten 
on	the	policy	that	there	is	no	impact	on	profitability.	However,	if	reinsurers	raise	rates,	then	they	will	be	
applicable on new policies Reinsurers are just getting started on life; they were earlier primarily focused 
on general insurance. Hence, they are not looking to retention and pricing is still evolving.
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Results (Consolidated) Rs cr

Particulars Q3FY20 Q3FY19 YoY % Q2FY20 QOQ %

Revenue from Operations       8,310.1      6,584.0        26.2    7,612.5          9.2 

Premium and other Op Income from 
insurance

      6,250.6      4,557.0        37.2    6,609.3         (5.4)

Total Income     14,560.7    11,141.6        30.7  14,224.2          2.4 

Total Expenses     11,933.8      8,918.1        33.8  11,597.2          2.9 

Profit before Tax     2,626.35      2,224.0        18.1  2,626.36         (0.0)

Tax          649.1        803.2       (19.2)       605.1          7.3 

Profit from ordinary activites       1,977.2      1,420.8        39.2    2,021.2         (2.2)

Minority interest          852.4        570.3        49.5       817.5          4.3 

Net Profit       1,124.8        850.5        32.3    1,203.7         (6.6)
Source: Company; Sharekhan Research

Bajaj Finance Ltd. (BFL) Rs cr

Particulars Q3FY20 Q3FY19 YoY % Q2FY20 QOQ %

Total Income 7026 4992        40.7 6322        11.1 

Interest Expense 2489 1786        39.4 2323          7.1 

Net Interest Income 4537 3206        41.5 3999        13.5 

Operating Expenses 1536 1119        37.3 1383        11.1 

Loan loss and provisions 831 451        84.3 594        39.9 

Profit Before tax 2170 1636        32.6 2022          7.3 

Tax 556           576         (3.5) 516          7.8 

Profit after tax 1614 1060        52.3 1506          7.2 
Source: Company; Sharekhan Research

Bajaj Allainz General Insurance (BAGIC) Rs cr

Particulars Q3FY20 Q3FY19 YoY % Q2FY20 QOQ %

Gross Written Premium 3055 2547        19.9 4279       (28.6)

Net Earned Premium 2156 1801        19.7 2131          1.2 

Interest and dividend income 359 273        31.5 462       (22.3)

Profit	before	tax 272 321       (15.3) 371       (26.7)

Profit after tax 191 224       (14.7) 294       (35.0)
Source: Company; Sharekhan Research

Bajaj Allianz Life Insurance (BALIC) Rs cr

Particulars Q3FY20 Q3FY19 YoY % Q2FY20 QOQ %

New business premium 1411 1171        20.5 1235        14.3 

Renewal premium 1141 952        19.9 1000        14.1 

Gross written premium 2552 2123        20.2 2235        14.2 

Shareholders	Profit 133 77        72.7 207       (35.7)

Transfer from policyholder account 10 35       (71.4) -1  NA

Profit / ( Loss ) for the year 143 112        27.7 207       (30.9)
Source: Company; Sharekhan Research
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Outlook

Bajaj Finserv has observed consistently strong performance from its lending business over a period of time, 
while BAGIC has one of the best operating matrices in the general insurance space. Long-term outlook for 
the life insurance business has brightened, with large banking partner joining hands for distribution. The 
lending subsidiary appears well set on a strong and sustainable growth path despite the current challenging 
environment for NBFCs. In fact, we expect it to gain from the waning of competitive pressures being faced 
by NBFC peers. Long-term positives for insurance subsidiaries exist. The life insurance business is expected 
to continue to diversify and grow its business by strengthening its distribution channels and addition of new 
protection products to the service offering. We believe Bajaj Finserv is an attractive franchisee with underlying 
business having good growth potential.

Valuation

Bajaj Finserv has consistently seen strong performance from its lending business over a period of time. 
Among	its	insurance	subsidiaries,	while	BAGIC	has	posted	weak	profitability	during	the	quarter,	its	operating	
metrics continue to be healthy. Long-term outlook for the life insurance business has brightened with large 
banking partner joining hands for distribution. All three of Bajaj Finserv’s businesses are strong franchises in 
their	respective	fields	and	are	well	poised	to	deliver	sustainable	profitability	going	forward.	We	maintain	our	
Buy rating on the stock with a revised SOTP-based PT of Rs. 11,000.
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About company

Bajaj	Finserv	(BFS)	is	a	diversified	financial	services	group	with	a	pan-India	presence	in	life	insurance,	general	
insurance, and lending. It is the holding company for Bajaj Finance Ltd (BFL) and BFS’ shareholding in BFL 
(Bajaj Finance Ltd.) was 54.81%. It also holds 74% each in Bajaj Allianz General Insurance (BAGIC, 2nd largest 
private general insurer in India as of FY19 in terms of Gross Premium) and Bajaj Allianz Life Insurance (BALIC, 
among top 5 Pvt sector Life insurers in India on new business in FY19).

Investment theme

Bajaj	Finserv	is	a	financial	conglomerate	having	presence	in	the	financing	business	(vehicle	finance,	consumer	
finance	and	distribution)	via	Bajaj	Finance	(BFL)	and	is	among	the	top	players	in	the	life	insurance	(BALIC)	
and general insurance (BAGIC) segments. We expect BFL to maintain its loan book trajectory as well as 
profitability	and	margins,	augmented	by	its	unique	business	model,	strong	infrastructure	which	will	be	the	key	
support for present valuations of Bajaj Finserv. Even though near term challenges (mostly structural) persist 
for	BAGIC	and	BALIC,	we	find	their	healthy	operating	metrics	and	profitability	positive.	The	insurance	arms	
are	focusing	well	on	strengthening	distribution	channel	and	profitability	and	are	likely	to	emerge	as	attractive	
businesses over time.

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Additional Data

Key management personnel 

Mr. Sanjiv Bajaj Managing Director & CEO

S Sreenivasan CFO

V. Rajagopalan President - Legal

Mr. Ganesh Mohan Group Head – Strategy

Mr. Ajay Sathe Head – Group Risk Management

Rajeev Jain Managing Director – Bajaj Finance Limited
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Jamnalal Sons Pvt Ltd 9.6

2 Jaya Hind Industries Ltd 3.85

3 Maharashtra Scooters Ltd 2.34

4 Life Insurance Corp of India 2.16

5 Bajaj Sevashram Pvt Ltd 1.48

6 Bachhraj & Co Pvt Ltd 1.24

7 NIRAJ BAJAJ 1.15

8 BlackRock Inc 1.01

9 Axis Asset Management Co Ltd 0.92

10 Vanguard Group Inc 0.87
Source: Bloomberg
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