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                     2nd  Feb ,  

  
Buy 

BFSI-NBFC, Insurance 
Company Background 
Bajaj Finserv ltd is a financial conglomerate with interests primarily in life insurance, general insur-
ance & consumer finance. Alongside financial services, the company also operates a wind energy 
asset. The company’s investment comprises of 74% in the two insurance companies-Bajaj Allianz 
Life Insurance Company (BALIC) and Bajaj Allianz General Insurance Company (BAGIC). The com-
pany also holds a stake of 50% in Bajaj Allianz Financial Distributors, 55% in Bajaj Finance and 
100% in Bajaj Financial Solutions. The total AUM of Bajaj Finance touched the INR 1 trillion mark as 
of Q2FY19. 
Investment Rationale 
Bajaj Finance to witness healthy loan growth across all segments coupled with stable asset 
quality  
We expect Bajaj Finance to deliver healthy loan growth of 35% in FY19 and 34% in FY20 respec-
tively, factoring in 34% CAGR over (FY18-21E). As of Q2FY19, the company had reported a loan 
growth of 38% YoY, with the AUM touching the INR 1 trillion mark. This growth was contributed by all 
the business segments and we expect similar levels of participation going ahead. The company has 
exhibited effective cost control measures contributing positively to NII and expect the operating ex-
pense to AUM ratio to be maintained at 4.3% in FY20,improving marginally. While, we do not expect 
any significant impact of liquidity to affect the operations of the company, aside from the slight in-
creasing in the cost of borrowing resulting from a higher proportion of bank loans in the borrowing 
mix, resulting in NIM of 11.8% in FY20. The asset quality is expected to remain fairly stable owing to 
higher collection efficiency and credit costs to remain at 1.5% in FY20.    
 
General insurance to usher profitability, while Life insurance to deliver on APE growth  
Overall we expect the general insurance business to witness superior profitability with a combined 
ratio of ~97% and a ROE of 23-25% over the medium term. The net premium is expected to grow in 
the range of 18-20%,driven by its strong position in the motor insurance segment owing to a large 
distribution network and strength in 2 Wheeler segment. The life insurance business is poised to de-
liver high APE growth of 25% by FY20,driven by a focus on traditional products such as individual. 
We expect profitability to improve in this segment due to an increasing ticket size and higher persis-
tency to be witnessed across all buckets. 
 
Valuation and Outlook 
Bajaj Finserv is diversified financial services player that remains well placed in the Insurance and the 
NBFC space. With rising levels of insurance penetration in the country, the company’s life insurance 
segment would benefit from higher APE growth, while in general insurance it remains one of the most 
profitable players. Bajaj Finance’s proven execution and ability to create a cross selling platform with 
an ever increasing customer base and constantly expanding branch network /touch points that helps 
in the creation of a robust franchise with strong future potential. Hence, we have assigned a BUY 
rating on the stock with a target price of 7,824 by assigning 4.4x FY20 P/B.  

Bajaj Finserv Ltd. 
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    B P    W E A L T H 

Sector Outlook Neutral 

Stock  

BSE code 532978 

NSE Symbol BAJAJFINSV 

Bloomberg BJFININ 

Reuters BJFS.BO 

Key Data  

Nifty 10,859 

52WeekH/L(Rs) 7,200/4,444 

O/s Shares (Rs mn) 159 

Market Cap (Rs bn) 1,037 

Face Value (Rs) 5 

Average volume  

3 months 2,78,801 

6 months 2,52,981 

1 year 2,16,827 

Target 7,824 

CMP 6520 

Source: Company,  BP Equities Research 

Share Holding Pattern (%) 

Relative Price Chart 
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Key Financials 
YE March (Rs. mn)  FY17   FY18   FY19E   FY20E   FY21E  
Total Income 285,596  326,796  429,737  526,857  648,983  
NII Growth (Y-oY) 42.7% 14.4% 31.5% 22.6% 23.2% 

Operating Profit 51,847  62,028  87,881  112,221  140,829  
Growth (Y-o-Y) 30.8% 19.6% 41.7% 27.7% 25.5% 

Net Profit 25,324  27,926  38,247  48,471  59,706  
Net Profit Growth (Y-o-
Y) 29.6% 10.3% 37.0% 26.7% 23.2% 

EPS 159.3  175.6  240.5  304.8  375.5  
Diluted EPS Growth (Y-
o-Y) 29.6% 10.3% 37.0% 26.7% 23.2% 

Key Ratios 
Debt-equity (X) 3.1 3.4 3.8 4.4 4.9 
ROA (%) 3.2% 3.0% 3.5% 3.6% 3.6% 

RoE (%) 17.3% 15.8% 17.5% 18.1% 18.8% 
BV per Share (Rs.) 995.5  1,221.4  1,462.0  1,766.8  2,142.3  

Valuation Ratios 
P/E (x) 40.9x 37.1x 27.1x 21.4x 17.4x 
P/BV (x) 6.5x 5.3x 4.5x 3.7x 3.0x 



 

 

                     2nd  Feb ,  

  
Buy 

BFSI-Banks 
Company Background 
Canara Bank (CBK) is one of the oldest  banks in the India that was nationalized in 1969. Over time, 
the bank has indulged in a slew of acquisitions which has aided in the creation of a well established 
footprint across the country with a total of ~6,300 branches as of Q1FY19. The bank also has several 
overseas branches and subsidiaries / joint ventures (Can Fin Homes Limited, Canara Robeco AMC, 
Canara HSBC Oriental Life Insurance Company amongst others),that not only lend an international 
presence but also gives an establishment spanning various facets within the financial services sector.   
Investment Rationale 
Retail loans to provide a fillip to overall credit growth 
We expect the overall credit growth to be 11% over the next 2 years, with majority of contribution 
from the retail segment. The share of retail loans have escalated to ~22% as of Q1FY19 compared to 
13% in FY15.Within retail , we expect strong growth from various segments such as home, vehicles 
& personal loans. The growth in the corporate loan segment is expected to remain relatively muted 
with the bank working towards reducing its exposure in the below investment grade portfolio. The 
BBB and above loans accounted for ~70% of the total portfolio being significantly higher over the 
preceding quarters. This move would also help to keep a check on future asset quality, going ahead. 
The management has given a guidance for overall loan growth of ~10-12%,with retail to grow at 22-
23%,MSE growth of 10-12% and corporate growth of 7-8% for FY19.  
Improving asset quality provides confidence 
The bank has been able to deliver a steady improvement in asset quality metrics-GNPA at 10.6% & 
NNPA at 6.5% as of Q2FY19.With a higher number of larger NCLT cases to be resolved in FY19,the 
slippages are expected to reduce further going ahead. Resolutions are also likely to be witnessed 
outside the NCLT mechanism such as SAMADHAN which would also help in this regard. Accord-
ingly, the management has provided a PCR target of ~70% over the next 4-5 quarters. The company 
also expects recovery and up gradation of NPAs to the tune of INR 160 Bn(~63% from NCLT 1 list) 
and slippages of INR 100 Bn in FY19.GNPAs are expected to be ~9% and NNPA-8% by FY19,as 
indicated by the management, which provides confidence that future asset quality would be main-
tained with the worst being over for the bank.     
Valuation and Outlook 
Canara Bank remains a beneficiary of the corporate loan recovery cycle. With credit growth that is 
expected to be maintained and asset quality that is showing steady improvement. These factors give 
us confidence on the future growth prospects of the Bank and thus we have assigned a BUY rating 
on the stock with a target price of  334 with a FY20 P/B of 0.6x 

Canara Bank 
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    B P    W E A L T H 

Sector Outlook Neutral 

Stock  

BSE code 532483 

NSE Symbol CANBK 

Bloomberg CBK IN 

Reuters CNBK.BO 

Key Data  

Nifty 10,859 

52WeekH/L(Rs) 385/205 

O/s Shares (Rs mn) 733 

Market Cap (Rs bn) 203 

Face Value (Rs) 10 

Average volume  

3 months 75,01,480 

6 months 74,18,225 

1 year 73,87,295 

CMP (Rs)  278 

Target Price (Rs)  334 

Share Holding Pattern (%) 

Relative Price Chart 
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Source: Company,  BP Equities Research 

Key Financials 

YE March (Rs. mn)  FY17   FY18   FY19E   FY20E   FY21E  

Net Interest Income 98,718  121,633  142,311  160,811  168,852  

NII Growth (Y-oY) 1.1% 23.2% 17.0% 13.0% 5.0% 

Operating Profit 57,592  57,588  76,136  95,843  97,934  

Growth (Y-o-Y) (2.1%) (0.0%) 32.2% 25.9% 2.2% 

Net Profit 11,219  (42,222) (3,985) 37,951  50,655  

Net Profit Growth (Y-
o-Y) (139.9%) (476.3%) (90.6%) NA 33.5% 

EPS 15.3  (57.6) (5.4) 51.8  69.1  

Diluted EPS Growth 
(Y-o-Y) (139.9%) (476.3%) (90.6%) NA 33.5% 

Key Ratios 

NIM (%) 1.8% 2.2% 2.3% 2.5% 2.6% 

ROA (%) 0.2% -0.7% -0.1% 0.6% 0.8% 

RoE (%) 3.4% -12.2% -1.3% 10.0% 11.5% 

BV per Share (Rs.) 459.4  485.6  480.2  531.9  601.0  

Valuation Ratios 

P/E (x) 18.1x -4.8x -51.1x 5.4x 4.0x 

P/BV (x) 0.6x 0.6x 0.6x 0.5x 0.5x 
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Buy 

Miscellaneous Commercial Services 
Company Overview 
Incorporated in 1939, NESCO started its business as a manufacturer of several engineering prod-
ucts. In 1959, the company consolidated its operations and moved to a 70-acre land parcel on West-
ern Express Highway, Goregaon. In 1986, the company diversified into the realty business by devel-
oping and providing customised built-up space for multinational companies and leading corporates at 
IT park in Goregaon. Later in 1992, the company set up an exhibition centre known as Bombay Exhi-
bition Centre (BEC) at its 70-acre land. Today, NESCO has three IT parks with leasable area of 0.93 
msf (mn sq ft) and BEC spread over 0.6 msf. As part of its future plans, the company has outlined a 
capex plan of | 1500 crore (| 270 crore already spent) over the next five years to (i) double IT park 
capacity by setting up IT Park 4 with leasable area of 1.2 msf and ii) set up a convention & auditorium 
centre with total development of 0.8 msf at BEC.  
NESCO IT Building IV to drive growth in FY20E 
NESCO Currently has 100% occupancy at its commercial buildings I, II & III and they altogether are 
generating revenue of Rs. 141.9 crore and contributing around 46% of its total sales revenue. 
NESCO has witnessed a steady CAGR growth of 20.4% over the last 5 years from Rs. 27.9 crore in 
FY14 to Rs. 145.4 crore in FY18. The total space occupied by building I, II and III together is around 
9,00,000 sq.ft. of the 70 acre land area of the company. The current construction of Building IV is of 
17,00,000 sq.ft. We expect this building to complete by the end of FY19 and start its operations by 
Q1 FY20E. As of today the realization of rent for NESCO IT Park Building 3 is Rs.136.9 and we fur-
ther expect the rent for Building 3 to escalate as per the normal inflation. Coming to Building 1 & 2 the 
rent per building is expected to rise at a flattish rate of 3% owing to having specific clients for a long 
term period. We expect the rent per month for the Building IV to be Rs. 132 per sq.ft as of FY20E. 
We also expect that unlike other real estate properties, Building IV will see occupancy of 40% in its 
1st year itself owing to its conservative lease rates and it generally invites large ticket clients to oc-
cupy the space. 
Improvement in Hospitality Services Division 
NESCO hospitality services have been ramping up which can be seen in the revenue for the FY18 
being Rs 20.4 crore. The company has recently commissioned two food kitchens and has also 
started catering food services in the NESCO compound with various national & international brands 
and is also planning to target the growing demand of quality food services. The hospitality services 
are to provide a CAGR of 25.9% from FY18 to FY20E contributing a revenue share of 5% in FY20E 
from the current share of 2%. This can be seen by us as we have estimated that with the recent ramp
-ups by the company, NESCO may serve 10000 meals a day in FY19 and the basic realization for a 
meal is expected to be Rs. 112. We expect the number of meals to increase to 11,500 meals per day 
till FY20E as NESCO is planning to provide meals in various exhibitions also which is on a quite low 
scale as of today. 
Valuation & Outlook 
At the CMP, the stock is trading at 22.2x FY17 EPS. We remain positive on future growth prospect of 
the company, given niche highly profitable business model, prudent management pedigree, steady & 
planned expansion across verticals funded largely through internal accruals, and cash rich balance 
sheet. We believe the company’s strong expansion plans, completion of construction of IT Park-4 and 
steady revenues from existing businesses would take care of robust profitability growth, going for-
ward. We give a BUY rating on the stock by assigning PE multiple of 13.5x on FY20E earrings and 
arriving at a target price of Rs. 530.  

NESCO Ltd. 
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Sector Outlook Positive 

CMP (Rs)  447 

Target Price (Rs)  530 

BSE code 505355 

NSE Symbol NESCO 

Bloomberg NSE IN 

Reuters NSEN.BO 

Key Data  

Nifty 10,859 

52 Week H/L (Rs) 647/405 

O/s Shares (Mn) 70 

Market Cap (Bn) 31 

Average volume  

3 months 28,214 

6 months 35,899 

1 year 43,378 

Stock  

Face Value (Rs) 2 

Share Holding Pattern (%) 

Relative Price Chart 

Source: Company,  BP Equities Research 

Key Financials (Consolidated) 

YE March (Rs. mn)  FY16   FY17   FY18   FY19E   FY20E  
Revenue 2,664  3,142  3,219  3,737  5,535  
Revenue Growth (Y-oY) 35.9% 18.0% 2.4% 16.1% 48.1% 
EBIDTA 1,885  2,146  2,185  2,574  4,105  
EBIDTA Growth (Y-o-Y) 36.4% 13.9% 1.8% 17.8% 59.5% 
Net Profit 1,441  1,699  1,787  1,747  2,774  
Net Profit Growth (Y-o-Y) 29.3% 17.9% 5.2% (2.2%) 58.8% 
Diluted EPS 20.4  24.1  25.4  24.8  39.3  
Diluted EPS Growth (Y-o-Y) 29.3% 17.9% 5.2% -2.2% 58.8% 
No of Diluted shares (mn) 141  141  141  141  141  

Key Ratios 
EBIDTA (%) 70.8% 68.3% 67.9% 68.9% 74.2% 
NPM (%) 54.1% 54.1% 55.5% 46.7% 50.1% 
RoE (%) 23.6% 22.2% 19.2% 16.0% 21.3% 
RoCE (%) 20.9% 23.0% 21.3% 19.2% 25.4% 
Tax Rate % 31.6% 30.5% 24.9% 33.0% 33.0% 
Book Value Per share (Rs.) 96.6  120.7  143.4  166.0  203.9  

Valuation Ratios 
P/E (x) 21.9x 18.5x 17.6x 18.0x 11.4x 
EV/EBITDA 16.7x 14.7x 14.4x 12.2x 7.7x 
P/BV (x) 4.6x 3.7x 3.1x 2.7x 2.2x 
Market Cap. / Sales (x) 12.0x 10.1x 9.8x 8.4x 5.7x 
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Buy 

Integrated Oil and Gas 
Company Background 
Reliance Industries Ltd. is an Indian conglomerate holding company, India's largest private sector 
enterprise headquartered in Mumbai, Maharashtra, India. The company owns business across en-
ergy and materials value chain, along with a significant presence in retail and telecom sectors includ-
ing, manufacturing of basic chemicals, fertilizers and nitrogen compounds, plastic and synthetic rub-
ber in primary forms. The key business segments of RIL include oil and gas exploration, petroleum 
refining, petrochemicals, retail and telecom. The company is the largest exporter, accounting for 8% 
of India's total merchandise exports with a value of Rs 147,755 crore and access to markets in 108 
countries. Reliance is responsible for almost 5% of the government of India's total revenues from 
customs and excise duty. 
 
Investment Rationale 
Substantial customer base. Investments in Den & Hathway to accelerate FTTH market reach 
Strong data network bolstered with infrastructure and backhaul for offering wireless services, wireline 
services, FTTH, Enterprise offering, IOT services and other digital services has made Reliance Jio 
the most popular wireless broadband service provider in the country with its customer base peaking 
to 186.6 million as of 31-March-2018 from 160.1 million as of 31-December-2017. During Q4FY18, 
data consumption was 506 crore GB which accounts to about 9.7GB/user/month and accounts for 
81% of total industry 4G data traffic. The company also announced its strategic investment plans to 
escalate the rollout of FTTH by means of acquisition of Den Network and Hatway cable and Datacom 
limited, the largest MSOs in the country with a presence in across 750 cities and access to 27,000 
LCOs. 
Dominant leadership position in the petrochemical segment 
Apart from ranking in the top ten global manufacturers of products like as polypropylene (PP), par-
axylene (PX), mono ethylene glycol (MEG), purified terephthalic acid (PTA), RIL is also the second 
largest producer of polyester fibre/ yarn globally. Hence such dominant and sundry presence across 
the petrochemicals segment allows the company to de-risk its revenue from any slack products and 
enabling to dominate better price terms in the industry. The company’s operating efficiencies are 
likely to benefit from it recently commissioned world’s largest ethane cracker project, the final phase 
of its Para-xylene project, commencing its Refinery off-gas cracker (ROGC) and downstream projects 
are likely result in further integration benefits over the medium term. 
 
Valuation and Outlook 
RIL has leadership position in various product segments of domestic petrochemical market. Refining 
margins are likely to rise due to a “paradigm shift in regional refining dynamics” from West to East, 
which will favor a complex refiner like Reliance. The capex cycle in telecom and energy segments is 
on last leg which will start contributing to bottom-line from H2FY19 and expected to drive future 
growth. We expect RIL to report healthy revenue and PAT CAGR of 14.3% and 15.7% respectively, 
in FY18-20. Currently the stock is trading at PE 13.9x to FY20E earnings. Thus, we recommend BUY 
rating on the stock with the target price of Rs.1,366 based on PE of 17x to FY20E earnings.  

Reliance Industries Ltd. 
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    B P    W E A L T H 

Sector Outlook Positive 

CMP (Rs)                            1125 

Target Price (Rs)  1,366 

BSE code 500325 

NSE Symbol RELIANCE 

Bloomberg RIL IN 

Reuters RELI.BO 

Key Data  

Nifty 10,859 

52WeekH/L(Rs) 1328/872 

O/s Shares (mn) 6338 

Market Cap (Rs bn) 7135 

Average volume  

3 months 1,06,10,703 

6 months 98,05,679 

1 year 84,24,549 

Stock  

Face Value (Rs) 10 
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Relative Price Chart 

Share Holding Pattern (%) 

47.3%

24.4%

11.9%

16.4%

Promoters FII DII Others

Source: Company,  BP Equities Research 

Key Financials 
YE March (Rs. mn)  FY16   FY17   FY18   FY19E   FY20E  
Revenue 2,739,990  3,053,820  4,141,430  5,284,465  5,416,576  
Revenue Growth (Y-oY) (27.0%) 11.5% 35.6% 27.6% 2.5% 

EBIDTA 412,390  461,940  641,760  819,092  931,651  
EBIDTA Growth (Y-o-Y) 10.4% 12.0% 38.9% 27.6% 13.7% 

Net Profit 296,250  299,410  360,210  443,895  482,075  
Net Profit Growth (Y-o-Y) 25.3% 1.1% 20.3% 23.2% 8.6% 

Diluted EPS 50.4  50.5  60.9  74.0  80.3  
Diluted EPS Growth (Y-o-Y) 26.0% 0.2% 20.6% 21.4% 8.6% 

Key Ratios 
EBIDTA (%) 15.1% 15.1% 15.5% 15.5% 17.2% 
NPM (%) 10.8% 9.8% 8.7% 8.4% 8.9% 

RoE (%) 12.8% 11.4% 12.3% 13.1% 12.5% 
RoCE (%) 4.8% 5.2% 7.2% 9.5% 10.9% 

Valuation Ratios 
P/E (x) 22.3x 22.3x 18.5x 15.2x 14.0x 
EV/EBITDA 21.0x 19.1x 14.0x 10.5x 9.2x 

P/BV (x) 3.1x 2.7x 2.4x 2.0x 1.7x 
Market Cap. / Sales (x) 2.6x 2.3x 1.7x 1.3x 1.2x 
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Buy 

BFSI-Insurance 
Company Overview 
The company was established in 2001 as a joint venture between the State Bank and BNP Paribas 
Cardiff.SBI Life has product a portfolio of 37 individual and group products, including a range of pro-
tection and savings products to address the insurance needs of diverse customer segments. The 
company has developed a multi-channel distribution network comprising bank branches of SBI and 
its associated banks, individual agent network (93,849 agents) and other distribution channels includ-
ing direct sales and sales through corporate agents, brokers, insurance marketing firms and other 
intermediaries. The company’s total assets under management crossed INR 1 trillion. 

Investment Rationale 
Improving persistency to be supported by growth in renewals and APE  
As of Q2FY19,the company was able to deliver an improvement in the persistency ratios across all 
buckets led by the growth of 39% in renewal premium except for the 61st month bucket ,which 
posted a marginal dip on account of the reducing share of single premium clients. Customer satisfac-
tion metrics have also been improving with the surrender ratio and unfair business practice falling to 
5.3% & 0.15% respectively during H1FY19.APE grew by 9% in H1FY19 and we feel that the com-
pany will be able to meet its stated guidance of 20% in FY19.The rising customer retention is a result 
of quality underwriting and improving customer metrics are indicative of the company’s approach of 
enhancing the overall customer experience, which we feel will help the company in strengthening 
persistency and lead to growth in APE.    

Individual Protection and group credit business to remain at the forefront and aid in improv-
ing margins 
The company’s protection business was 6% of the APE in H1FY19 and contributes 30% to the VNB. 
The company would be continuing to focus on protection and group credit life business supporting 
high growth .As witnessed in Q2FY19,the margin improved to 17.3% in HIFY19 contributed by the 
higher margin products such as individual protection and group credit life ,which we feel will help in 
sustaining margin performance going ahead. The firm’s effort of focusing on process restructuring  
and protection products especially within the SBI ecosystem would further help in this regard. 

Valuation & Outlook 
The largely underpenetrated insurance sector in India is on the cusp of gaining momentum, driven by 
financialisation of savings with a rising proportion of insurance.SBI life insurance is our preferred pick 
in this space, as we remain optimistic about the APE growth and its ability to sustain margin perform-
ance driven by improving operating metrics and increasing focus on higher margin accretive product 
in the portfolio. All these factors contribute to our BUY rating on the stock with a target price of  INR 
720 by assigning 2.7x P/EV to FY20 Embedded value.  

SBI Life Insurance Ltd. 
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    B P    W E A L T H 

Sector Outlook Positive 

CMP (Rs)                            599 

Target Price (Rs)  720 

BSE code 540719 

NSE Symbol SBILIFE 

Bloomberg SBILIFE IN 

Reuters SBIL.BO 

Key Data  

Nifty 10859 

52WeekH/L(Rs) 774/487 

O/s Shares (mn) 1,000 

Market Cap (Rs bn) 599 

Average volume  

3 months 4,13,153 

6 months 3,54,608 

1 year 4,23,896 

Stock  

Face Value (Rs) 10 

Share Holding Pattern (%) 

84.1%

4.5%
4.7%

6.7%

Promoters FII DII Others

Relative Price Chart 
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Source: Company,  BP Equities Research( APE= Annual Premium Equivalent , VNB= Value of New Business ) 

Key Financials 

YE March (Rs. mn)  FY17   FY18   FY19E   FY20E   FY21E  

APE 67,000  85,000  100,300  119,357  143,228  

NII Growth (Y-oY) NA 26.9% 18.0% 19.0% 20.0% 

VNB 10,000  14,000  18,900  22,491  26,314  

Growth (Y-o-Y)  NA 40.0% 35.0% 19.0% 17.0% 

Closing embedded value 165,000  191,000  222,093  259,956  308,804  

Growth (Y-o-Y) 744.3% 15.8% 16.3% 17.0% 18.8% 

EVPS 165.0  191.0  222.1  260.0  308.8  

Growth (Y-o-Y) 34.2% 15.8% 16.3% 17.0% 18.8% 

Key Ratios 

VNB margin(%) 15 16 19 19 19 

RoEV (%) 32.0% 15.0% 16.0% 19.0% 19.0% 
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