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Scaling with Strength — Growth, Quality, and FinAl Edge!
Est. Vs. Actual for Q4FY26: NIl — INLINE ; PPOP — MISS; PAT — INLINE
Changes in Estimates post Q4FY26

FY27E/FY28E (in %): NIl -0.9/-0.9; PPOP -1.5/-0.7; PAT 2.7/1.7
Recommendation Rationale

e Asset quality Entering a Favourable Phase: In Q4, BAF witnessed a sequential
improvement in asset quality. Vintage credit performance across 3MOB, 6MOB and 9MOB
continues to reflect significant improvement, indicating improved underwriting outcomes. Asset
quality improvement would be supported by the winding down of the captive finance book and
normalisation in the MSME segment. Resultantly, credit costs are expected to trend
downwards and range between 1.45-1.6% in FY26 and are contingent on the gradual
easing of geopolitical uncertainties. However, the management indicated that FY27 credit
costs guidance includes a certain level of conservatism, considering the macro uncertainty.
The management highlighted that ECL provisioning is driven by a bottom-up, product-level
assessment done on a quarterly basis, ensuring closer alignment with evolving
portfolio risks. BAF has continued to strengthen its PCR across Stage 1/Stage?2 reflecting a
consciously conservative stance. Importantly, the management indicated a willingness to
further build provisioning buffers opportunistically, with the intent of bulletproofing the balance
sheet against potential stress events over the medium to long term.

e Broad-Based Growth Momentum with Emerging Segment Driving Growth: In Q4, BAF’s
AUM growth was broad-based, albeit temporarily moderated by conscious portfolio
recalibration in captive 2-Wheeler financing (expected to be wound down to Rs 1,500 Cr by
FY27) and MSME (growth slowed to 6% vs historical range of 20-25%). However, the worst
for the MSME portfolio is largely behind, and the management remains confident of
resuming double-digit growth in this segment from Q2/Q3FY27 onwards. Incrementally,
AUM growth will be driven by newer segments — CV, Tractors and Gold. The newer segment
contributed to ~3.5% of AUM growth in FY26 and is expected to scale further on a favourable
base. The Gold portfolio is expected to cotninue ot strong growth momentum, supported by
doubling the distribution network for gold loans, and is expected to contribute ~5% of the
portfolio mix vs ~3.5% presently. At a systemic level, BAF continues to gain share, with
~25bps market share improvement for every Rs 1 Tn AUM accretion, underscoring its
ability to grow nearly 2x of the industry. BAF intends to maintain a stable portfolio mix,
ensuring balanced growth across segments. The management has guided to add 15-17 Mn
customers during FY27 and expects AUM growth to remain healthy at 22-24% in FY27,
mainly aided by new businesses launched in the last few years.

Sector Outlook: Positive

Company Outlook: BAF is entering a phase of improved growth and earnings, with AUM growth
seen at 22-24% underpinned by normalisation in MSME, winding-down of the captive book,
continued market share gains (~2x system growth), and strong momentum in emerging segments
such as Gold, CV, 2-wheelers and tractors. Asset quality tailwinds, led by captive run-down and
calibrated underwriting, are expected to drive credit costs lower. Importantly, the ongoing FINAI
transformation creates a multi-year runway for productivity gains and scalability. Profitability is
poised to sustain, with operating leverage and Al-led efficiencies driving cost ratios lower. We
expect BAF to register a strong AUM/NII/Earnings growth of 24/22/27% CAGR over FY26-28E
while delivering an RoA of 4.4-4.5% over the FY27-28E. BAF continues to reinforce its positioning
as a high-quality compounding franchise, underpinned by strong execution, healthy sustained
growth delivery drivers, and a strong return ratio profile.

Current Valuation: 4.5x Sep’27E ABV Earlier Valuation: 4.9x Sep’27E ABV

Current TP: Rs 1,160/share. Earlier TP: Rs 1,150/share

Recommendation: We maintain our BUY recommendation on the stock.

Financial Performance:

= Operational Performance: BAF added ~3.9 Mn customers (-16/-17% YoY/QoQ) in Q4. vs
4.7/4.8 Mn customer YoY/QoQ, taking the total customer base to 119.3 Mn customers (+17/3%
YoY/QoQ). The company booked ~12.9 Mn loans during the qgtr. (+20/-7% YoY/QoQ). AUM
growth was healthy at 22/5% YoY/QoQ, with growth healthy across most segments, except auto
financing (winding down captive business, down ~60% YoY) and SME Business (+6/1%
YoY/QoQ). The newer segments - Gold (115/26% YoY/QoQ), MFI (+75/14% YoY/QoQ) and CV
& Tractors (+136/21% YoY/QoQ) continued a strong growth trajectory, albeit on a small base.
Financial Performance: NII grew by 20/4% YoY/QoQ, in line with our expectations. NIMs
(calc.) were down 9bps QoQ and stood at 9.48% vs 9.56%. *Cost of funds declined by 4bps
QoQ*. Non-interest income grew by 25/3% YoY/QoQ YoY/QoQ. Fee income growth was strong
at 46/14% YoY/QoQ. Opex grew by 22/5% YoY/QoQ with C-I Ratio largely steady at 33.8% vs
33.3% QoQ. PPOP grew by 21/3% YoY/QoQ. Credit costs declined sharply to 161bps vs 196bps
(ex-one off provision made in Q3) QoQ. Resultantly, earnings grew by 22/37% YoY/QoQ.

Asset Quality improved with GNPA/NNPA down 20/6bps QoQ to stand at 1.01/0.41% vs
1.21/0.47% QoQ. PCR stood at 59% vs 61% QoQ.

Key Financials (Consolidated)

(Rs Bn) Q4FY26 QoQ (%) YoY (%) Axis Est. Variance
Net Interest Income 117.8 4.1 20.1 118.8 -0.9
PPOP 94.1 3.2 20.5 97.5 -3.5
Net Profit 55.5 36.6 22.2 55.8 -0.5
NNPA (%) 0.4 -6 bps -3 bps 0.5 -4 bps
ROA (%) 4.5 +103 bps 0 bps 4.5 -2 bps

Source: Company, Axis Securities Research
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Key Highlights

RoA Improvement Underway: BAF has guided for RoA to range between 4.4-4.6% in FY27, supported by
improving operating leverage and lower credit costs. The management is confident of delivering RoA in the guided
range even in the absence of NIM improvement opportunities. The management has guided Opex-to-NTI to improve by
25-40bps going into FY27, led by scale benefits and Al-led efficiency. The management highlighted that Al-led call entre
agent costs ~1/3 of human call centre agents and will remain a key cost ratio improvement driver. BAF remains

confident of earnings growth outpacing balance sheet growth in FY27.

Final Transformation Driving Structural Efficiency Gains: FINAI remains central to BAF’s long-term vision. The
phase-wise implementation across businesses and functions has begun to show early signs of costs and productivity
benefits. A critical pillar of BAF's FINAI transformation is talent depth and capability building. The company currently has
203 dedicated Al team strength and BAF aspires to scale it to 363 by Jun’27. The company is set to transition into the
next phase of its FinAl journey with the deployment of agentic Al platforms in FY27. The company plans to roll out
800+ autonomous agents across key functions, including operations, customer management (GMS), HR, technology,

and risk.

Outlook

We expect BAF to revert to its AUM growth trajectory of ~24% CAGR from FY27 onwards as stress in the MSME book
recedes and the portfolio resumes its growth momentum, along with the captive finance book running down. Margins are
expected to contract marginally; however, earnings growth should be supported by improvement in opex ratios and
declining credit costs. We expect BAF to deliver a healthy AUM/NII/Earnings growth of 24/22/27% CAGR over FY26-
28E, driven by (i) Improving growth, (ii) Operating leverage driving cost ratio improvement and (iii) downward trending
credit costs backed by asset quality improvement. We expect BAF to deliver a ROA/ROE of 4.4-4.5%/19-21% over FY26-
28E, broadly in line with the management’s long-term guidance.

Valuation & Recommendation

We maintain our BUY recommendation on the stock. The stock currently trades at 3.6x FY28E ABV. We value the
stock at 4.5x FY28E ABV to arrive at a target price of Rs 1,160/share, implying an upside of 25% from the CMP.

Key Risks to Our Estimates and TP

e  The key risk to our estimates remains that a slowdown in overall credit growth could potentially derail our earnings
estimates. The scalability of new products also remains a key monitorable.

e Another risk could potentially emerge from customer behaviour amongst the new-to-franchise customers,

impacting the earnings of BAF.




Change in Estimates

Revised Old % Change
Rs Bn
FY27E FY28E FY27E FY28E FY27E FY28E
NIl 534 656 539 662 -0.9 -0.9
PBP 430 532 437 536 -1.5 -0.7
Provisions 92 114 108 125 -14.7 -8.9
PAT 253 313 246 308 2.7 1.7
Source: Company, Axis Securities Research
Results Review (Consolidated)
Rs Bn Q4FY26 Q4FY25 % YoY Q3FY26 % QoQ FY26 FY25 % YoY
Interest Earned 191.8 163.6 17.2 186.6 2.8 727.8 611.6 19.0
Interest Expense 74.0 65.5 12.9 73.4 0.8 286.7 247.7 15.7
Net Interest Income 117.8 98.1 20.1 113.2 4.1 441.1 363.9 21.2
Non-Interest Income 24.3 19.5 24.7 23.6 3.0 95.5 84.0 13.7
Total Income 1.4 1.2 20.9 1.4 3.9 5.4 4.5 19.8
Operating expenses 48.0 39.5 21.5 45.6 54 177.8 149.3 19.1
Staff Cost 24.7 19.4 27.2 225 9.8 89.8 75.1 19.6
Pre-provision profits 94.1 78.0 20.5 91.2 3.2 358.9 298.6 20.2
Provisions and contingencies 20.1 21.7 -7.3 34.3 -41.4 98.2 78.0 25.9
PBT 74.1 56.5 31.2 54.3 36.4 258.2 220.8 16.9
Provision for Tax 18.6 11.0 68.5 13.7 36.0 64.8 53.0 22.3
PAT 55.5 45.4 22.2 40.7 36.6 193.3 167.8 15.2
Operational Performance
AUM 5100 4167 224 4845 5.3 5,100 4,167 22.4
Loans Booked (Mn) 12.9 10.7 20.5 13.9 -7.3 525 43.4 20.5
New customer additions (Mn) 3.9 4.7 -16.4 4.8 -17.4 17.5 18.2 -16.4
?l\;l‘rf;omer AR SIE 119.3 101.8 17.2 115.4 3.4 110.3 101.8 17.2
Cross-sell franchise (Mn) 75.5 64.5 17.2 73.8 2.3 75.5 64.5 17.2
Asset Quality
Gross NPA (%) 1.0 1.0 5bps 1.2 -20bps 1.0 1.0 5bps
Net NPA (%) 0.4 0.4 -3bps 0.5 -6bps 0.4 0.4 -3bps
PCR (%) 59.2 54.2 499bps 61.3 -219bps 59.2 54.2 499hps
Cost-to-Income Ratio 33.8 33.6 18bps 33.3 47bps 35.1 34.6 48bps
Spread Analysis
Yields on AAuM (%) 15.4 16.1 -64bps 15.8 -34bps 15.7 16.3 -59bps
Yields -incl. fee income (%) 17.2 17.6 -34bps 17.4 -20bps 17.4 17.9 -52bps
CoF (%) 7.4 8.0 -58bps 7.5 -4bps 7.5 8.0 -42bps
Spread (%) 8.0 8.1 -6bps 8.3 -30bps 8.2 8.4 -17bps
NIM (%) 9.5 9.6 -15bps 9.6 -9bps 9.5 9.7 -18bps

Source: Company, Axis Securities Research




Financials (Consolidated)

Profit & Loss
Y/E March
Net Interest Income
Non-Interest Income
Total Income
Operating Expenses
Pre-Provision Profits
Provisions
PBT
Tax
Profit After Tax

Source: Company, Axis Securities Research

Balance Sheet
Y/E March
LIABILITIES
Equity Share Capital
Reserves & Surplus
Net Worth
Borrowings
-- O/W is Deposits
Other Liabilities
Total Liabilities

ASSETS

Cash & Bank balances
Investments

Loans

Fixed Assets & Others
Total Assets

Source: Company, Axis Securities Research

FY25
364
77
441
149
292
71
220
53
168

FY25

988
989
3612
714
59
4661

135
344
4078
103
4661

FY26
441
92
533
178
355
95
260
65
193

FY26

1164
1170
4351
685
79
5600

158
306
4989
147
5600

FY27E
534
108
642
212
430

92
338
85
253

FY27E

1371
1377
5508
840
98
6984

197
374

6181
232

6984

(Rs Bn)
FY28E
656
127
784
252
532
114
418
105
313

(Rs Bn)
FY28E

1628
1634
6861
1046
121
8616

242
462
7633
279
8616




Ratio Analysis

Y/E March
VALUATION RATIOS
EPS

Earnings Growth (%)
BVPS

Adj. BVPS

ROoA (%)

ROAE (%)

P/E (x)

P/ABV (x)

OPERATING EFFICIENCY
NIM (%)

Cost/Avg. Asset Ratio (%)
Cost-Income Ratio (%)

BALANCE SHEET STRUCTURE RATIOS
AUM Growth (%)

Borrowings Growth (%)

Equity/Assets (%)

Equity/Loans (%)

Total Capital Adequacy Ratio (CAR)

ASSET QUALITY
Gross NPLs (%)

Net NPLs (%)
Coverage Ratio (%)
Provision/Avg. AUM (%)

ROAA TREE (on Total Assets)
Net Interest Income
Non-Interest Income

Operating Cost

Provisions

Tax

ROAA

Leverage (x)

ROAE

Source: Company, Axis Securities Research

FY25

2.7
15.6
159.4
156.6
4.5
18.8
344.1
5.9

8.8
35
33.9

25.9
23.1
24.3
21.2
21.9

0.9
0.4
53.7
1.9

8.6
18
3.5
1.7
13
3.9
4.8
18.8

FY26

311
1,050.3
188.1
184.8
4.2
18.1
29.9
5.0

8.8
3.5
33.3

21.6
20.4
234
20.9
21.6

1.0
0.4
59.7
2.1

8.6
1.8
3.5
1.8
1.3
3.8
4.8
18.1

FY27E

40.7
30.9
2215
217.2
4.5
19.9
22.8
4.3

8.7
3.4
33.0

23.9
26.6
22.3
19.7
20.6

1.1
0.4
60.0
1.7

8.5
1.7
3.4
1.5
1.4
4.0
4.9
19.9

FY28E

50.3
23.6
262.8
257.2
4.5
20.8
18.5
3.6

8.7
3.2
321

235
24.6
214
19.0
19.6

1.1
0.4
60.0
1.7

8.4
1.6
3.2
15
14
4.0
5.2
20.8

(%)




Bajaj Finance Price Chart and Recommendation History
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RATING SCALE: Definitions of ratings

Ratings Expected absolute returns over 12 — 18 months

BUY More than 10%

HOLD Between 10% and -10%

SELL Less than -10%

NOT RATED We have forward-looking estimates for the stock, but we refrain from assigning a valuation and recommendation.
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events.

NO STANCE We do not have any forward-looking estimates, valuations or recommendations for the stock.

Note: Returns stated in the rating scale are our internal benchmark.
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