
 March 18, 2019 1 

India Financials 
 

Post Conference Notes 
  

BFSI Conference 2019 

PL recently hosted 19 BFSI and 3 experts across two days with some of the 

prominent companies & experts joining us to portray their path ahead and 

key updates on the sector. Some of the key takeaways were 

 Liabilities augmentation still a challenge: Liquidity remains stretched and 

hence gathering deposits is equally challenging which has led rates up 

gradually. Also, banks do not have much clarity on external benchmarking of 

retail/SME loans and are currently monitoring the same. NBFCs, on other 

hand, are looking for newer avenues to diversify their lending 

portfolios alongside diversified borrowings with a likely focus on direct 

assignments to reduce balance sheet risks. 

 Large assets’ resolutions to accelerate: Substantial delays beyond 

stipulated deadlines have been there in the recovery process under IBC, 

however banks are seeing large exposures (at least from List-1) being 

resolved by end of Mar’19 with a fair understanding within bankers/RPs and 

NCLT trying to fast track it. Apart from the large resolutions (steel assets), 

banks are likely to face higher haircuts leading to liquidation (as parties are 

interested in selective assets only) but are cushioned to certain extent with 

higher provision coverage. 

 Retail growth story intact; real estate stress imminent: Retail credit for 

banks continues to be on strong footing, while banks are not concerned on 

the unsecured portfolio since their growth has been largely towards internal 

customers. Across the board, companies & experts highlighted higher stress 

in real estate - Although banks have lower exposure to real estate but could 

see collateral deterioration. For NBFCs the likelihood of negative surprises 

ahead on GNPAs from developer loans and high ticket LAP businesses 

cannot be ruled out. 

 NBFCs losing market share: NBFCs, ones which have been impaired over 

availability of weak funding and also due to higher cost of finance, is coercing 

the sector to cede market share to banks. 

 Margins likely under pressure in term products: From our insurance 

expert meeting most important takeaway was that insurers have seen margin 

pressure recently in certain Term products but still remain much more 

profitable as most risk have been getting re-insured. Insurers are awaiting 

move towards risk based capital which will help insurers improve profitability. 

We returned back positive on IIB & Yes, with IIB (BUY; TP: Rs1,765) 

focusing beyond IL&FS saga and will return to its robust trajectory in FY20. 

Yes bank (ACCUMULATE; TP: Rs245) should see stability to business with 

new CEO coming on board and address concerns on asset quality and 

capital adequacy. On NBFC front, SHTF (BUY; TP: Rs1,657) is preferred bet 

with used CV financing demand catching up on the back of BSVI shift, 

operators cash flows remaining intact & compelling valuations.  
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Aadhar Housing Finance (AHFL) 

Rating: Not Rated | Unlisted 

 Blackstone to acquire majority shareholding – Aadhar Housing Finance is 

a merged entity of DHFL Vysya and Aadhar with focuses on affordable 

housing in low income states such as UP, Orissa, Bihar and MP. AHFL’s loan 

book stands at Rs.96bn. It has emerged as largest player in affordable 

housing post-merger of Gruh Housing finance with Bandhan Bank. 

Shareholding is distributed amongst WGC (Wadhawan Group) c70%, DHFL 

c9%, IFC – 16.9% and ICICI Ventures– 1.5%. Blackstone is buying c80% 

from WGC & DHFL for 27bn (Company is valued at Rs 33.7bn). Post buyout, 

Blackstone would infuse an operational capital of Rs 8.0bn in the company.   

 Affordable Home loans 84% of book – Loan book is particularly granular 

with ~83% of loans with ticket size below Rs1.5mn. Home loans (HL) are 

84% of AUM while LAP accounts for balance 16%. While for HLs, AHFL 

largely focuses on households with monthly income of 5k-50k with 75% 

customers being FTBs, LAP business has average ticket size at Rs0.75mn. 

51% of LAP lays thrust on self-employed customers with average LTV of 60% 

and the overall LTV of 56%.  Business Sourcing is largely through DST at 

80% and balance 20% via DSA. It has team of 2000 employees including 350 

DSTs, 300 belong to the collection team, cost to assets stands at 2.5%.  

 Presence in 20 states, UP, MP is 30% of AUM – Footprint is spread across 

20 states with 316 branches. However, UP (16%) and MP (14%) contributes 

30% of its AUM. Out of 316 branches, 50% branches are Ultra and Micro 

branches. Ultra branches are just 200-300sqft area with 1 or 2 sales people. 

These branches get upgraded to Micro branches on receiving threshold Micro 

branches are upgraded to small branches when revenue per month cross 

Rs.20-30mn. On an average, a typical branch reaches breakeven in 1 year.  

 Yield at 13%, Borrowings at 66% of funding mix - Yields earned from 

Home loan: 12-12.5%; LAP: 15%; Blended yield: 13%. Borrowings mix – 66% 

from banks, 17% from NCD, 10% from NHB; 9.2% from COF. Company has 

recently raised money via retail NCD issue to repay CPs worth Rs 1.25bn 

maturing by the month end. Company holds a leverage of 8.6x, therefore 

RoEs have stood at 5-6%.    

 Salaried customer 65% of total - With a greater focus on salaried base that 

forms 65%, company aims to take self-employed lot to 40% of total mix from 

current 35%. Also, company engages in cross-selling insurance due to its 

association with DHFL General Insurance and DHFL Paramecia. 

 GNPA at 0.5-0.7% – GNPAs have stood in the range of 0.5%-0.7%. 

Company cited about seasonality observed in delinquency rates with rates 

peaking in June and bottoming out in March. Zero DPD stands at 8%.  

 Lower turnaround time, centralize decision making are focus areas - 

Company is focusing on reducing its turnaround time by introducing Aadhar 

Mitra (hub & spoke model) services. Also, with the introduction of CPU 

(Central Processing Units), company plans to centralize a decision making 

process & also broaden its central database, which in future can be used to 

identify customer pattern via use of analytics. 

Quick pointers: 

 

DHFL Vysya Housing Finance and 

Aadhar Housing Finance, the 

subsidiaries of  WGC (Wadhawan 

Global Capital) came together to form 

Aadhar Housing Finance.  With focus 

of housing loans to LIG  

(Low Income Groups) but in mutually 

exclusive locations (While Aadhar 

have stood as a well-established 

financial services.  

Since company targets low income 

customers, book is particularly 

granular with ~ 83% of loans having 

average ticket size below 1.5mn. 
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Bank of Baroda 

Rating: BUY | CMP: Rs118 | TP: Rs161 

 Loan outlook is better ahead: Growth remains on track and should grow in 

line with the industry. Retail business continues to grow at a healthy rate (15-

20%) and should be above the industry level. International loan book has 

been coming off steadily since a last few years, however Rs.670bn loan book 

should stabilize with gradual growth, with focus on higher profitability. 

 Stress from recent names is not concerning for BOB - BOB has small 

share in DHFL group debt which is backed by assets, hence it doesn’t require 

to take any floating provisions. It assumes siphoning for financing companies 

is not possible as assets are being financed. On IL&FS exposure, bank has 

classified the holding co and certain exposures as NPA and have currently 

20% provisioning cover which can be incrementally increased. Many of the 

exposures in SPVs are well in green. 

 Asset quality should be better – Upgrades/Recoveries have been higher 

than slippages which helps improve the asset quality. Bank can expect some 

large recoveries in Q4FY19 with coverage being 60-70% and credit cost to be 

at 100-110bps.  

 Merger with Vijaya & Dena is likely to be smooth: Bank has appointed 

Accountants, Consultants to harmonize monetary benefits and ensure 

smooth transitions of the process. Cultural integration will take some time for 

these two banks but BOB will eventually try to bring down lag-time. Effective 

date of merger is likely to be 1st April, 2019. BOB may have to review 

provision on Dena & Vijaya’s asset quality to align as per BOB’s asset quality. 

 Branch profitability analysis remains focus area: Branch profitability 

analysis is done basis employees performance managing system, income 

provisions, asset & deposit origination and usually branch breakeven 

happens within two years.  

 Capital constraint is likely to be lower with Govt. support – BOB (non-

merged) is adequately capitalized but post-merger if any capital requirement 

comes up, GOI is ready to support the shortfall even before the merger 

happens.  

 Valuation – BOB at CMP trades at 0.7x FY20E P/BV and 0.9x FY20E 

P/ABV.  

 

  

Quick pointers: 

 

BOB’s exposure to some stressed 

names will not see defaults and are 

impacted from liquidity or cash flows 

mis-match 

 

Merger of Vijaya and Dena Bank 

should be effective from 1st April, 

2019 and not seeing big integration 

issues. 
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DCB Bank 

Rating: Not Rated | CMP: Rs201 | TP: NA 

 Network/branch additions has been completed and should reap benefits 

- DCB has completed its target of adding 150 branches taking overall tally of 

branches to 331 and from hereon is expected to add 15-20 branches/year for 

next two years. Typically, a branch takes 18-20 months to reach a breakeven 

and 36-40months to achieve C/I metric of 40%.  

 Current loan composition remains toward mortgage but others seeing 

higher growth: 40% mortgage, 19% AIB, 15% Corporate banking, 12% 

MSMEs, 7% CV (fleet operators), 3% CF, 2% Gold loan, 2% others. Overall, 

most loans have ticket size below Rs.30mn with an overall focus on self-

employed and Small business owners. Mortgages & MSME book’s average 

loan ticket size is Rs.4.0mn 

 DCB guides for better return ratios ahead - DCB has guided C/I metrics at 

55%, RoA/RoE of 1%/14% by FY19. Bank is further targeting to bring its cost 

to asset down to 2.25% from 2.6% (3Q19) in next two years. Typically, it does 

not give guidance on loan growth but expects loan book to double/near to 

double in three years.  

 DCB may have to raise capital to support growth – Currently comfortable 

on Tier-I of 12.0% but with growth being higher, bank may raise money via 

equity issuance in next year. In December, CRISIL upgraded the DCB by one 

notch from CRISIL A+ to CRISIL AA- which showcases improving 

fundamentals of the DCB  

 Retail deposits remains a high focus area – Going forward, DCB’s CASA 

ratio will remain similar at 24-25% as it is averse to lending at higher rates. It 

is more focused on retail term deposits for which bank gives some attractive 

value proposition to customer like free term insurance etc. 

 Asset quality – GNPA has increased in Agri portfolio in last 3-4 quarters on 

back of Agri distress and fraud of Rs.130mn. Bank halted participation in 

restructuring schemes (such as CDR, SDR, etc) from FY11 onwards, 

resultant SR book is meagre 0.6% of total book.  

 Return ratios improvement likely in FY20 – DCB hopes to improve current 

ROE to 14% from 12-12.6% with a combination of improving fee income from 

retail/ third party, non-fund based lending and better margin management. 

 Valuation – DCB Bank at CMP trades at 1.85x FY20E P/BV consensus 

estimates 

  

Quick pointers: 

 

DCB Bank has seen large part of 

branch expansion complete with very 

limited branch addition for next two 

years. Hence, will focus on 

improvement of income metrics 

 

Mortgage/LAP/SME business 

remains robust as ticket size is much 

smaller and have been given on cash 

flow assessment  

 

DCB expects ROE to move up to 13-

14% in FY20 
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Edelweiss Financial Services 

Rating: Not Rated | CMP: Rs188 | TP: NA 

 Timely acquisitions have aided AUM trajectory – Edelweiss Credit 

Business has built a robust and scalable credit platform across both 

wholesale and retail credit of ~INR 30,000 Cr. Aggressive build-up towards 

developing formidable franchise through timely acquisitions and partnerships 

(acquisition of JP Morgan schemes and Ambit alpha funds, CDPQ investment 

in  ARC business) have enabled a staggering 10x growth in AUMs of asset 

management business over FY15 to 9MFY18. PAT growth is expected to be 

~15% for FY19. 

 CDPQ investment – boost to credit business – Caisse de dépôt et 

placement du Québec (“CDPQ”), one of North America’s largest pension fund 

managers is investing over Rs18.0bn (USD 250 million) in Edelweiss NBFC 

(ECL Finance Limited) via its wholly owned subsidiary CDPQ Private Equity 

Asia Pte. Ltd. Compulsory conversion to equity is expected any time between 

24 and 60 months. This will be an investment in the credit business vertical 

(via ECL Finance) which includes wholesale and retail credit books (The 

Distressed Credit and Wealth Management related credit books like ESOP 

funding and Margin financing will be excluded from this transaction).  CDPQ 

will partner in company’s long-term strategy to build a strong credit portfolio, 

with an increasing focus on the retail segment. With this infusion, Co. expects 

to have sufficient capital in credit business for the next 3-4 years. 

 Retail borrowings inched higher – The company recently closed NCD 

public issue with good retail participation. 60% of the company’s borrowings 

are for the period of more than a year. Share of CPs in borrowings down from 

18% as at Q2FY19 to 7% as at Q3FY19. Emphasis on long term borrowings 

increased cost of funds on incremental borrowings by ~100 bps. 

 Liquidity sufficiency in place - Currently, the company holds balance sheet 

liquidity of Rs 140bn. Moreover, ~25% of the balance sheet can be converted 

to cash in 30-45 days. In Q3FY19, Co. opted for quick conversion of assets to 

cash by scaling down LAS book by ~Rs 22bn; corporate book by ~Rs 33bn. 

 Maintaining lean wealth management business model - Focus on affluent 

customer base, recruitments of average relationship managers and training 

them to be more efficient, banking on volumes than higher ticket size remain 

the core business strategy of the company that stands less opex intensive. 

 Focus on recoveries, Stage 3 assets decline – The company has 

prioritized lending to committed projects and customers plus intensified asset 

reviews as well as focus on recovery. Gross Stage 3 assets have therefore 

reduced to Rs 6540mn for Q3FY19 from Rs 7430mn in Q2FY19.  

 Aims to be a diversified retail player – Diversified credit mix, scaling up 

retail credit and good momentum in distressed asset business put together, 

Co. to be a retail book in the next 5 years. Home finance should soon be a 

step down subsidiary. 

 Valuation – Edelweiss at CMP trades at 1.9x FY20E P/BV consensus 

estimates  

Quick pointers: 

CDPQ will partner in company’s long-

term strategy to build a strong credit 

portfolio, with an increasing focus on 

the retail segment. With this infusion, 

the company expects to have 

sufficient capital in credit business for 

the next 3-4 years 
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HDFC Bank  

Rating: BUY | CMP: Rs2,253 | TP: Rs2,371 

 Asset quality stress largely in the Agri portfolio: In terms of asset quality 

no stress is seen except for agriculture sector which has GNPA of 5% but is 

better than the industry peers. Stress at ground level is evident from 

agriculture sector, with farmers not getting additional loans which are turned 

towards money lenders, although a reversal trend is being observed. Bank 

has dedicated 12,000 employees towards agriculture sector. In auto sector 

no stress is noticed, however growth has been slower, while unsecured 

segment asset quality remains better than the secured segment. 

 All retail asset segments growing strong – (i) Unsecured loans -  Bank 

continues to witness good traction in credit cards and personal loans 

segment. 85% of personal loans are to salaried class monitored through early 

warning signals via data analytics, default pattern of various customers in 

CIBIL and track of customers loans rejection (ii) Other retail - LAS/Loan 

against MF units is gaining good traction due to instant credit (delivery 

mechanism) and single regulator (SEBI). Bank is also looking to provide 

similar pre-approved online auto loans by tie up with various Auto regulators. 

(iii) On Corporate, cycle pick-up is still some time away. However, due to 

liquidity squeeze foreign banks have slowed lending to MNCs operating 

domestically, thus benefitting HDFC bank which has now started gaining 

market share in this segment. Also, bank is actively participating in debt 

markets. 

 CASA sluggishness is not a concern - Bank continues to remain NIM 

focused, and doesn’t seem much concerned about CASA ratio. It has been 

garnering TDs at a higher cost which is a sticky source of funding. Liquidity 

remains tight in the market with rates rising steadily. 

 Awaiting clarity on external benchmarking of loans - Bank had made 

presentation to IBA suggesting various difficulties in following external 

benchmarking norm, hence Bank is awaiting more clarification on 

implementation of this norm. 

 Subsidiaries performance– HDB Financial continues to do well with 

Rs.500bn of AUM with mix of 40% to SME & Biz loans, 25% to asset finance 

and balance to consumer durable and personal loans. NIMs are at 7% and 

NPAs at 4%. Company has 20mn customers and 300 branches. Bank 

expects listing of HDB in next 12-18 months. HDFC Securities is also doing 

well with strong franchise recall targeting retail customers. It has second 

largest retail customer base in India with a much higher potential to grow. 

 Valuation – HDFCB at CMP trades at 3.7x FY20E P/BV and 3.8x FY20E 

P/ABV. 

  

Quick pointers: 

 

Agri loans are getting repaid as 

farmers are coming to renew loans as 

loan waivers may not benefit them 

and hence going ahead Agri NPAs 

should be improving & stabilizing 

Deposits garnering remains tight with 

rates gradually moving on shorter end 

tenure 

Unsecured portfolio continues to grow 

health y and remains in top notch with 

very less asset quality issues  
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HDFC Ltd. 

Rating: BUY | CMP: Rs1,975 | TP: Rs2,266 

 Structural housing demand strong; banks garner market share - Entry 

barriers for housing finance still stands quite low, however, growth for 

housing finance may be tapered (GST also being one of the factors) as last 

few months saw a delay in disbursements. Banks will continue to gain market 

share in this segment as mid-size lenders downsize the balance sheets. 

Mortgages for banks have gone up as structural demand for housing 

continues to remain strong. Slowdown in NBFCs have delayed housing 

market recovery. Post demonetization, new housing sales were up 30-40% in 

FY18. More customers would enter into the market post GST rate cut.  

 Commenting on NCLT processes, company echoed legal risk to be biggest of 

all risk. 

 Unsold inventory, liquidity squeeze hampered developers - Huge supply 

has created unsold inventory in the housing sector. Company highlighted that 

developers above Rs.30mn/unit in Mumbai are not doing quite well, for eg: 

Shapoorji. And with liquidity squeeze, the scenario should sustain for a while. 

NCR region has slowed down partly because of drag in Noida region.  

 Increased risk weights productwise on regulatory radar – Given the 

current challenges in the NBFC market, regulators are expected to come up 

with changes in product wise risk weights based on consumer behavior, 

ability to foreclose and ability to value. Management also expressed the need 

for external valuer for loans above Rs 7.5mn unlike early days in light of 

recent NBFCs’ mayhem.  

 Recent guidelines on increased capital requirement have no impact on the 

company with HDFC’s CAR at highest 19% is a low levered stock.  

 Refraining from riskier exposures -  HDFC is not engaged in inventory and 

land funding.  The company does receive many proposals for construction 

finance (CF), the typical yield on CF portfolio stands at 12% since LTV for CF 

business stands lower at 25-30%.  

 ILFS exposure not a worry - IL&FS exposure: HDFC has exposure to ILFS 

BkC building; receiving regular rentals, including February rental income 

standing in place.  

 ARC plan on cards - HDFC is looking to co-launch an ARC as a part of the 

KG group.  

 Valuation – HDFC Ltd at CMP trades at 1.9x P/BV (core book) FY20E and 

2.1x FY20E ABV.  

  

Quick pointers: 

 

Structural demand for housing 

continues to remain strong.  

Huge supply has created unsold 

inventory in the housing sector. 
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Indostar Capital Finance 

Rating: Not Rated | CMP: Rs345 | TP: NA 

 Overview – IndoStar Capital, promoted by Everstone Group in 2011, initially 

started corporate lending business. Since 2015, IndoStar has been building 

its retail lending business, which accelerated last year after setting up CV 

finance and affordable housing finance businesses. The recent IIFL 

commercial vehicle (CV) business acquisition would catapult IndoStar into a 

leading player in the attractive, high-growth CV financing space. This would 

help it build a diversified profitable lending book, with a product mix 

comprising CV finance, corporate lending, SME business loans and 

affordable housing loans. 

 Retailization of balance sheet on track – With greater thrust on used 

vehicle financing business, Indostar focuses on 2-3 truck owner segment with 

vehicles in the age vintage of 7-8 years. In 2015, company started lending to 

SME business. The company has come close to a breakeven point. SME 

business is already profitable; VF & HF seeing good revenue traction. 

Corporate lending and vehicle lending business will drive growth ahead. With 

retailization on track, the retail asset book forms 42% of the overall AUMs.  

 Sufficient branch addition – The company opened 160 branches in FY18. 

 IIFL acquisition proves RoA accretive - Currently the company is in a 

position to disburse Rs.2bn in a month and capitalizing on IIFL network, the 

same can double. The acquisition includes the entire CV finance AUM of 

Rs.39.49bn as on Dec18, comprising Rs.24.5bn of loan portfolio and 

Rs.14.99bn of securitisation/ assignment portfolio, together with a 1337-

strong employee team located in 161 branches spread over 18 states. This 

team has achieved a gross disbursement in excess of Rs 30bn for FY18 and 

Rs.17.23bn for H1FY19. The boards of both companies have approved the 

above transaction. With IIFL acquisition of commercial vehicle business (40% 

of which are specialized in CV) 100 new locations will be added for Indostar. 

The acquisition stands RoA accretive.  

 Yields at 15%, CoF at 10%; well capitalized balance sheet - Yield for the 

company is under 15%, Cost of fund is not more than 10%. Co. will maintain 

capital adequacy ratio of 25%. 

 Asset quality under control – Strong asset quality with low NPAs with 

GNPA at 0.9% and NNPAs at 0.6% of AUM. 

 ALM positive, cash sufficiency in place - The company maintains positive 

ALM across all buckets; the cash & Equivalents stood at Rs. 21.9bn or 35% 

of borrowings as at Dec’18.  

 Aiming at mid-teen RoEs ahead: Aims to consistently deliver mid-high 

teens ROE as the business achieves scale & an operating leverage. 

 Valuation – Indostar at CMP trades at 0.9X FY20E P/BV FY20E consensus 

estimates.  

  

Quick pointers: 

 

The recent IIFL commercial vehicle 

(CV) business acquisition would 

catapult IndoStar into a leading player 

in the attractive, high-growth CV 

financing space and help it build a 

diversified profitable lending book. 
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IndusInd Bank 

Rating: BUY | CMP: Rs1,703 | TP: Rs1,765 

 Bank factoring in for IL&FS, beyond which no stress: Bank has much 

higher clarity on the possible haircut on the Holdco exposure and hence is 

likely to take higher incremental provisions (Rs9-10bn) in Q4FY19. 

Simultaneously, this will avoid large provision drag over FY20. Currently, 

there are no large troubled loan accounts for the bank.  

 Credit cost guidance has been maintained– Bank maintains its credit cost 

guidance of 60bps in FY19 (ex-IL&FS) 

 Outlook on Fee growth/Opex - Core fees are expected to grow by 30% YoY 

as transaction banking fees, loan processing fees are contributing well. Cost 

to income ratio is likely to stabilize. 

 Non-vehicle retail showing strong growth, vehicle to pick up - LAP book 

has been a laggard because it has grown at ~9% which is much slower than 

the growth in other segments. The management expects this segment to 

grow at double digits from September 2019 as there will be re-pricing of loans 

at a higher rate. On LAS portfolio, bank has high cover with additional charge 

and hence has no concerns. Going ahead, likely to see robust growth in non-

vehicle and vehicle finance segment with vehicle financing growing faster at 

20-23% as the vehicle loan interest rate is expected to increase by 100bps. 

The management plans to take large exposure only in selective cases. 

 Bharat Financial Merger likely by April’19: The merger is likely to get 

closed by mid of April 2019 as it is awaiting final nod from NCLT. Bharat 

Financial book will form 6-7% of IIB balance sheet and will contribute to 20% 

to profits.  It will be a 100% subsidiary with only brand integration ie all the 

products will be sold under Bharat Financial brand. The loan book will 

continue to grow in +30%.  

 Management succession update: Current MD & CEO - Mr. Sobti is due to 

retire by March 2020 based on RBI’s norm of 70 as age, if RBI extends the 

age limit then Mr. Sobti may likely continue and apply for extension. 

Internally, bank’s board is trying to handhold all internal candidates from last 

few years and is also considering external candidates. An announcement 

may likely come by September 2020. 

 Valuation – IIB at CMP trades at 3.3x FY20E P/BV and 3.5x FY20E P/ABV. 

  

Quick pointers: 

 

Bank to go ahead and provide higher 

provisions on IL&FS to avoid drag 

which is likely to impact earnings for 

next quarter only 

 

Ex-IL&FS saga, bank has been in a 

position of strength and has reviewed 

all exposures in risky segments and 

seeing no stress in loans  
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Jammu & Kashmir Bank 

Rating: BUY | CMP: Rs46 | TP: Rs76 

 Outlook strong for next three years: JKBK aims to grow its loan book by 

20-25% YoY in J&K state. Bank plans to increase share of retail from current 

53% to 70% by 2022. Also, bank is targeting NIM of 4%, GNPA/NNPA of 

4%/2% and PAT of 20bn by 2022.  

 Synergies from J&K state learning to outside J&K – Bank expects to use 

the know-how and lending extension in Agri (apple growers) to other states 

outside J&K and focus on retail in which they have a strong presence in J&K 

state as compared to other states. Bank will discontinue doing corporate 

loans through consortium.  

 Asset quality stabilizing with no hiccups yet in restructured loans – 

Bank will review the restructured book in Dec’19 which will complete two 

years of satisfactory performance of these accounts. Bank had an option to 

upgrade post one-year performance but it would thoroughly review the 

portfolio and then decide to upgrade. Currently the portfolio is doing well with 

inflow of repayment. Portfolio outside J&K state is 90% downgraded. 

 New branches to be newer areas of J&K state- Bank has attributed 

sustained rise in operating expenses to wage revision norms, investment 

towards digitalization and expenses towards building CASA. Overall, bank 

expects to bring down its cost to income ratio by around 50% by FY22 

(currently 59%). All branches of J&K bank are profitable and turnaround 

period of branch is 6-8 months. Bank is opening ultra-small branches in J&K 

state especially in Ladakh area which helps to increase penetration.  

 JKBK highlighted that opportunities in J&K state provide optimism for future 

growth, along with lack of competition in the state. External disruption has 

been there from years and this disruption does impact in some areas. 

Segments that are doing well in Jammu are Agri, State employee based 

loans and SME segment. Portfolio is well diversified and has better margins. 

Bank has halted disbursement of working capital loan completely. 

 J&K state govt will support capital infusion – Bank has Tier-I at 9% which 

is above threshold and should improve as profitability improves, while bank 

has support from State Government for capital of Rs.5.0bn which will support 

growth in medium term.  

 Valuation – JKBK at CMP trades at 0.4x FY20E P/BV and 0.6x FY20E 

P/ABV. 

  

Quick pointers: 

 

J&K state to remain focus area with 

high growth in lending and also 

liability generation 

 

Capital support very much there from 

State Govt but as profits improve 

Tier-1 should improve as well 
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Magma Fincorp 

Rating: Not Rated | CMP: Rs117 | TP: NA 

 New CV faces challenges, BSVI should drive demand: New vehicle 

financing growth has stood as a challenge on account of systemic liquidity 

and higher systemic leverage issues. Having said that, LCVs/SCVs have 

witnessed better growth in recent periods. With BSVI norms kicking-in in Q2 

next year, the overall CV demand should get a boost. 

 Revamped business model – Magma focuses primarily on feet-on-street 

distribution model over brick & mortar model. Also with higher thrust on direct 

sourcing, the company sources 70% portfolio via DST. Magma has adopted a 

strategy of go home loan and go direct in affordable housing business 

resulting into staggering 200%+ growth in home loan disbursements in 

Q3FY19, while direct originations stabilized at 80% of the disbursements in 

Q3 vis-à-vis 47% in Q2. Magma has consciously de-grown tractor portfolio, 

given cyclical nature of business. The diversified asset finance model, 

Magma’s product portfolio comprises of 21% mix of UV/Car, 18% housing, 

18% used assets, 14% SME, 12% Agri, 10% CV and 7% CE. 

 Capitalizing on hub & spoke to expand: With higher concentration in North 

(36% of overall network) followed by South (25%) and West (21%), the 

company’s eastern footprint of 18% (mere 6% network presence in affordable 

housing) stands lower and the focus here stands on radar with wide retail 

presence through hub and spoke model.  

 Housing/asset financing key growth drivers: The company expects to put 

up advances growth of 10-12%/15-18% YoY for FY19/FY20 respectively in 

disbursements and 7-8% asset growth for FY19. Magma aims for a high 

double digit growth of cross sell disbursements and focus to remain on 

housing and asset financing.  

 

 Operating leverage to play out: The current cost-income at 50.4% stands 

elevated on account of de-growth over past 3 years, however, as the AUMs 

scale up, cost-income should improve. By deepening penetration and 

improving operating leverage (branch productivity), company is eying Opex to 

asset of 3.5% in 2-3 years (currently 4.2%). 

 Bank loans and securitized assets dominate borrowings:  Traditionally 

bank funded with 65-70% borrowings, the company’s debt capital market 

reliance stands at 24% at current juncture. 3-month CP rate increased by 

60bps to 9.5-10%. With securitization picking up, company garnered Rs.17bn 

during Q3FY19 towards securitized assets (form 20% of book @ 9.2% rate).  

 Credit costs expected to decline: Credit cost during 3Q19 stood at 1.3%, 

company expects 1.6% by FY19; steady-state credit costs at 1.2% ahead.  

 NIMs 8-8.5%, RoA 2%+ ahead: NIM came at 8.4% in 3Q19, company 

expects steady state NIMs at 8-8.5% ahead. Company maintains its initial 

guidance of RoA at 2% for FY19 (Mortgage business RoA stands at 2%, 

SME business at 3%, ABF business at 1.4%). 

 Valuation – Magma at CMP trades at 0.9x FY20 P/BV consensus estimates  

Quick pointers: 

 

With BSVI norms kicking-in in Q2 

next year, the overall CV demand 

should get a boost. 

Magma has adopted strategy of go 

home loan and go direct in affordable 

housing business resulting into 

staggering 200%+ growth in home 

loan disbursements in Q3FY19 
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Manappuram Finance 

Rating: Not Rated | CMP: Rs120 | TP: NA 

 Gold loan industry face challenges: Largest chunk of gold finance 

business comprises of unorganized market, followed by banks and NBFCs. 

Unorganized lenders have an edge w.r.t. nil restrictions on LTV, banks have 

lower interest rates, yet NBFCs stand as preferred choice owing to 

accessibility, technology and customer centric approach. Organized gold 

loans market is growing at ~10-12% p.a, last two quarters, gold loan industry 

has not grown much due to seasonal lumpiness in market, Gaja cyclone and 

changes in certain operational processes.  

 Strategizing to reduce concentration risks: To reduce concentration risks 

given the skewedness towards South, the thrust areas ahead would be more 

in the south, central and the west. 

 Digital/door-step gold loans gain traction: Today 1/3rd of portfolio 

comprises of digital gold loan/ online gold loan which is expected to improve 

steadily. Co. shifted to 3-month tenure gold loan product from 12-month 

tenure two years ago. Being short tenure (3-month product) almost 60% of 

the principle amount is being repaid in initial couple of months. Co. is running 

pilot project of door-step gold loan facilities. 80% of new loans are to existing 

customer base. The company disburses almost 30,000-40,000 loans per day.  

 Raising funds to maintain strong MFI business growth: The MFI business 

as part of 30% of the non-gold business that’s currently growing at robust 

50% growth rate, albeit on a lower base, should be the key growth driver 

ahead. The entire business focuses on JLG model with no individual 

unsecured lending. Asirvad is among the lowest cost MFI lender in India with 

cost-AUM of 6.4% and CAR of 18.3%. Company admits that although local 

body/companies carries an advantage in MFI business, eventually companies 

with a strong capital position finally leads the competition. It also plans to 

raise funds from PE to achieve targeted growth in the business.  

 Gold loan CAGR 10-15% ahead: While the average growth for 9MFY19 

have stood at 10.6%, 10% to 15% CAGR in gold loan over next 3-4 years. 

 Operating leverage begun to play out: Operating leverage has started to 

play out in the business, in line with guidance a few quarters ago. With 

consistent efforts namely; cellular safe locks, technological enhancements, 

security surveillances, GPS tracker, security costs decreased from Rs.440 

mn per quarter in Q3FY18 to Rs.220mn in Q3FY19. Loss of assets due to 

thefts amount to only 0.04% of AUM. Overall growth in operating expenses 

6.3% YoY on in Q3FY19 lower than AUM growth 16.5% YoY in Q3 FY19.  

 Passage of cost pressures; matched ALM: Well matched ALM profile; 

company did not face any significant liquidity stress during Q3FY19. 

Manappuram has laid thrust upon diversified sources of funding; undrawn 

banking lines have stood at Rs. 19,240Mn. Cost of funding have stood higher 

but optimization of yields with rate transmission and withdrawal of discount 

schemes a quarter ago have enabled to reduce cost pressures. 

 Valuation – MFL at CMP trades at 1.9x FY20E P/BV consensus estimates 

Quick pointers: 

 

Last two quarters, the gold loan 

industry has not grown much due to 

seasonal lumpiness in gold loans 

market.  

Today one-third of the portfolio 

comprise of digital gold loan, i.e., 

online gold loan which is expected to 

improve over a period of time.  

Asirvad is among the lowest cost MFI 

lender in India 
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MAS Financial Services 

Rating: Not Rated | CMP: Rs560 | TP: NA 

 Focus on revenue sharing model – Company commenced its journey in 

1995 with focuses on serving the underserved credit needs of mid and low 

income group segments. With establishing last mile connectivity, MAS’ credit 

profile encompasses micro-enterprise loans (MEL), SME, 2-wheeler and CV 

loan products. MAS has adopted revenue sharing model that ensures 

scalability of relationships wherein operational cost and credit cost to be 

borne by the partner NBFCs is considered, partnership is with full recourse to 

the partner. CFO’s nephew has joined the company and 2nd level of 

management is ready to take on the company 

 Diversified business mix – MAS has grown at 40% CAGR in last 5 years 

across all products. With greater thrust on 2-wheeler loans and MEL, followed 

by SME and CV loans, the loan book stood at Rs.49.15bn as of Dec’18. Loan 

book comprises of MEL-62%, SME-24%, 2W-10%, CV-3%. Company 

operates MEL portfolio via 126 entities (NBFCs+MFIs) with average portfolio 

per entity of Rs.3-4bn. CV portfolio consists majorly of used vehicles 

(especially LCVs), SME stands fully secured, with blended yield of 14-16%.  

 Growing asset base through branch footprint expansion – Co. has 78 

branches with 66% concentration in two states (Gujarat – 37 branches, 

Maharashtra – 20 branches). Company plans to add more branches in same 

states due to huge potential available in these regions & local brand 

connects. MAS boasts of 500,000+ active customers across 3,356 locations 

in rural, semi urban and urban locations. With a better understanding of the 

operations and demographics where the company is penetrated coupled with 

adequate capital base (29.43% with Tier I at 27.87%), MAS aims to 

constantly improve its intermediation and grow its asset base.  

 Technology drive operating efficiencies - Loan processing is centralized, 

turnaround time stands at 8-10 days for SME loans, 2 days for 2W loans, 2-3 

weeks for MEL loans. Company should be adopting fintech too for better 

operational efficiencies.  

 

 No capital raise; 25-30% growth target - Company plans to grow AUM at 

25-30% YoY in FY20. And housing subsidiary book to grow at 40% YoY. 

Company doesn’t require capital infusion for next 3-4 years. Retail own 

growth will have decent growth compared to Indirect channel i.e. NBFC 

segment which will have a slower growth.  

 Focus on cheaper funding - 35-40% of borrowings are funded via direct 

assignment at 1yr MCLR rate (9.25-9.5%), as capital market borrowings are 

expensive by 100-150bps above direct assignment rate.  

 Adequate liquidity; PSL eligibility – The company had maintained 

adequate liquidity round the year. ~75% of the portfolio towards MSME loans 

qualifies as Priority Sector Lending and over the years MAS has maintained 

~35%-40% of AUM as off book through Direct assignment transactions with 

door to door maturity and without recourse to the company.  

 Valuation – Mas Fin at CMP trades at 3.2x FY20E P/BV consensus 

estimates  

 Quick pointers: 

 

MAS has grown at a CAGR of around 

40% in last five years across all 

product ranges. 

Succession plan CFO’s nephew has 

joined the company and 2nd level of 

management is ready to take on the 

company 
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SBI Life Insurance Company 

Rating: BUY | CMP: Rs617 | TP: Rs779 

 Growth story remains intact – Company before demonetization was 

growing by 30% YoY and has tried to maintain same momentum. Focus 

continues to be on protection business and as much higher focus on 

individual premium. Protection business, being margin accretive, has 

increased in proportion from 9%/1% in FY16 to 11%/3% in 9M19 in NBP/Ind 

NBP category. However, given higher risk in protection business, insurer opts 

for reinsurance of amount above Rs.3mn in a given policy and has 70% 

reinsured. 

 PMJJBY portfolio has been weak - PMJJBY rollout has suffered frauds 

from Day 1. With claim acceptance at ~100%, insurer has witnessed fraud 

claims higher in geographies such as Rajasthan, Gujarat, Telangana. 

Therefore, underwriting portfolio is low at Rs.220mn and have limited their 

exposure to this scheme. 

 New product roll-out pipeline is robust – Company is in the process of 

rolling out eight combo products with introduction of pension products, 

pushing protection policy with ULIP Policy.  

 Channel sourcing and efficiency - Banca continues to drive growth at 14% 

YoY for 9M19 in APE. Banca contributes 68% of channel mix. Insurer has 

increased its banca bandwidth by tie-ups with SIB, P&S Bank, Syndicate, 

Allahabad bank and a few private banks. Company highlighted that open 

architecture is helping in diversifying its channel mix. On Agency, SBI 

historically has been doing business through agency but agency cost is 3x 

that of banca cost. Therefore, industry wide, players are looking for ways to 

increase agent productivity (per agent origination value). SBI Life stands 

second in terms of productivity compared to other peers.   

 Outlook for next two years - Margins are currently at 17.5%, the company 

is likely to increase to 18% one year from now and 19% next to next year. 

RoE is currently at 17% which will reach 18-19% next year. 

 Promoter shareholding norm not met yet – SBI life is yet to receive 

compliant with the Minimum Public Shareholding (MPS) norm for promoters 

of 25% and current deal does not qualify for the same as sale of share did not 

comply through certain specific criteria to bring down shareholding. The 

Company has time till Oct’20 to bring down the shareholding and achieve the 

norm  

 Valuation – SBI Life at CMP trades at 2.4x FY20E P/EV. 

  

Quick pointers: 

 

Strong growth on new business 

continues with high focus on 

protection business. Have gained 

market share in most product 

segments 

 

Promoter has yet to comply with the 

MPS norm for the entity and recent 

transaction does not bring down 

requirement 
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Shriram Transport Finance Company 

Rating: BUY | CMP: Rs1,267 | TP: Rs1,657 

 MHCVs slow; used CV demand intact – Company believes the CV cycle 

demand is here to stay over another 3-4 years with macros in place; namely, 

6-7% GDP, 9% freight rate and increased tonnage capacity. While there 

remain certain patches like OEMs continue to face issues particularly on 

MHCV side with slowdown in real estate demand, demand for new CVs have 

slowed down. Incompetitive freight rates, misconceptions over GST, loss of 

risk appetite, stretched cash flows for small businesses post demo and GoI’s 

focus on elections continue to remain hindrances.  

 Having said that, rural demand for used CV has remained consistent. Driver-

owner segment continues to earn and used CV replacement cycle remains 

intact. While Sep-March this year should witness pre-buying on account of 

shift to BSVI norms, anticipated increase in diesel prices and in turn loan 

tickets, new GoI stabilizing post elections and passage of Budget would all 

lead to demand improvement Axle norms, by and large, remains a non-event 

as far as growth outlook is concerned.  

 NBFC liquidity crisis impact: Liquidity crisis was more of a liability issue 

especially with one HFC coming in news. But this should not have 

repercussions on a large scale as it was made out to be initially. While 

liquidity existed in the system, ability of NBFCs to raise funds was an issue. 

However, SHTF stood successful in raising sufficient funds with 3 

consecutive NCD issues being oversubscribed. All stronger NBFCs with retail 

issues stood in a position to raise funds comfortably. This also depicted the 

higher retail investors interest into NCD issues over MF investments. For 

SHTF, although it stood smooth sailing, the liquidity crunch did increase 

liabilities from 15-20 days to 2 months. In a nutshell, liquidity is a function of 

economy, if liquidity dries up, economy turns down, that could be a problem. 

 Capital raise contingent upon growth: CV demand expected to remain 

tepid even in Q4FY19. While MHCV volumes are expected to grow at 6-8%, 

LCVs should be ~7-10% for FY19. H2FY20 is expected to exhibit a strong CV 

growth and if so, the company should opt for capital raise. In volume terms 

business stands weaker, but in value terms CV financing should do well. 

Q4FY19 should also look tepid but it stands advisable as it’ll in-turn bring 

control on credit quality.  

 Diversified funding mix: While 30% are floating liabilities and 70% stand 

fixed, SHTF’s borrowing mix stands robustly diversified with CPs forming 

merely 6.6% of the overall borrowings. 98% liabilities are more than 3 

months; company does not borrow for short term. 

 Asset quality under control: Company expects to report 2.1% credit costs 

in FY20 with improving asset quality.  

 Valuation – SHTF at CMP trades at 1.4x FY20E P/BV and 1.7x FY20E 

P/ABV 

  

Quick pointers: 

 

Incompetitive freight rates, 

misconceptions over GST, loss of risk 

appetite & stretched cash flows for 

small businesses post demo and 

GoI’s focus on elections continue to 

remain hindrances for CV volumes’ 

growth. 

Rural demand for used CV has 

remained consistent.  

Liquidity is a function of economy, if 

liquidity dries up, and economy turns 

down, that could be a problem. 
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SRG Housing Finance 

Rating: Not Rated | CMP: Rs232 | TP: NA 

 Healthy business metrics - AUM stands at Rs.2.7bn, NIM at 3.01%, 

average ticket size is Rs.0.6mn, average tenure stands at 6 years, LTV of 

42%. AUM composition: 70% individual home loan, 27% LAP, 3% Project 

loans. Avg. ticket size in individual home loan at Rs.0.5mn, LAP Rs.1.1mn.  

 Focus on small ticket lending - More business scope exists in small ticket 

size and hence this segment focused. 85% of total loans are to self-employed 

customers. Sourcing: 68% is sourced via DST, 32% via DSA. Housing- 

average ticket size: 5.5lakh focusing Gujarat & Maharashtra. 75% housing, 

25% LAP (Ticket size- 11lakh). Loan turnaround stands at 7-10 days (post 

collection of clients documents). 

 Target segment/Customer centricity - There are only 3% taxpayers in India 

availing formal banking services, rest 97% forms the target market for SRG. 

With greater understanding of the business and customer behavior (earn & 

pay customer base), company has created models for every line of business, 

contingent upon which loan is granted to the customer with income profile of 

Rs 20,000-30,000.  

 Thrust on expanding branch footprint - Company has a strong presence in 

Rajasthan (16 branches) with 60% share, followed by MP (9 branches) then 

Gujarat. Total branch network stands at 32 across four states presently and 

company aims to add 2-4 branches every year. Expansion will take place in 

existing region only. Branch setup capex: not more than 10,000; and in main 

city not more than 50,000-60,000. (Setup cost is never more than 1.5-2lakh 

as a standard). New branch: 5-6 employees (1-credit; 1-collection; 4 

marketing) and break-even is in 1st month itself. 

 Loan book to almost double by FY20 - Company is targeting AUM of 

Rs.10bn and branch network of 70 by FY22. March 2016, loan book 

Rs.530mn; In FY19 Rs.2000mn; Dec 2018 Rs.2720mn and next year (FY20) 

it is expected to be Rs.5000mn. 

 

 Asset quality under control - NPA: 1-2%; Net NPA: 0.42% (Because of 

good collection team of 10-12 people); Sourcing & collection teams stand 

different. 

 Salaried and in-house sourcing focus: With 77% portfolio concentration 

standing towards salaried class, 69% of business sourcing happens through 

direct sales agents. SRG’s customer base stand reluctant to borrow from the 

bank owing to hassles over banks’ processing systems as against SRG’s 

customer centric strategy. 

 Operational parameters stay strong - Team strength: 255 (20-25 credit 

team), Yields – 23%, Spreads – 12%, Cost of funding increased by 1-1.5% in 

the quarter gone by (11.98% CoF: Q3FY19), NIM – 3%, C/I – 38%, 

GNPA/NNPA – 1.7%/0.5%, RoAA/RoAE – 1.7%/9.5%.  

 Valuation – SRG at CMP trades at 8.1x TTM P/BV. 

Quick pointers: 

 

With greater understanding of the 

business and customer behavior 

(earn & pay customer base), 

company has created models for 

every line of business, contingent 

upon which loan is granted to the 

customer with income profile of Rs 

20,000-30,000.  
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Tourism Finance Corporation of India 

Rating: Not Rated | CMP: Rs119 | TP: NA 

 Diversification of lending; refraining RE sector - Tourism Finance 

Corporation of India (TFCI) was established to fund tourism and 

entertainment related projects in India. Promoters hold 8.1% of company, 

including 5% by LIC. In 2011 they started funding other sectors too. As of 

now company does not have any exposure to real estate sector. In 2017, 

24% of company’s stake was sold in market. Out of which 20% was acquired 

by three entities. Now these three entities hold 46% of stake in company after 

open offer. TFCI focus into mid-scale and high-scale segment is only 

increasing. 

 Tourism back in gear - India is one growing market for tourism with foreign 

equity to invest in hospitality is also on a rise. The sector experienced 

slowdown in 2012-15 with supply exceeding demand, having said that, 2016-

18 saw an upturn. As cited by Management, with occupancy rates across 

major cities witnessing uptick (Mumbai -90%, Delhi-78%, Bangalore-68%, 

Pune at 68%, overall 69%) despite increase in capacity, industry should 

continue to grow over next 2-3 years. 

 Business momentum is here to stay - Till date, company has sanctioned 

Rs.103bn into 863 projects across India. Loan book stands at Rs.15.4bn as 

on Dec’18, of which tourism related projects are 82%, manufacturing 12% 

and NBFCs 6%. Co. has funded private planes under UDAAN schemes. 

There exists client concentration in tourism sector. Top 20 client accounts for 

50% of revenue share of the company.  

 Key operating parameters - Company posted PAT of Rs.608mn for 9M19. 

NIM at 2.9%, Average tenure of loans is 7-8 years and average blended yield 

is 12.5%, Cost of funds-9.5%, CRAR at 42%. Capital adequacy ratio-40%, 

Company plans to move capital adequacy ratio to 20%. Co. raised long term 

bonds of Rs.9.5bn from market and also took a loan from bank of Rs.3.50bn. 

 EPS to double in 3 years - Company expects to end FY19 with a loan book 

of Rs.18bn, PAT of Rs.820mn. EPS is estimated to get doubled in 3-4 years. 

 Asset quality under control - Gross NPA-6%+, Net NPA-4%+. As on date, 

TFCI holds 4 GNPA accounts with total outstanding of Rs.1.04bn; viz, 1 

account of ~Rs.250mn likely to be settled on 31st Mar’19, 2 accounts of 

Rs.280mn likely to be settled in FY20, 1 account of Rs.520mn pending before 

NCLT, i.e., Adlabs Imagica. Imagica’s total outstanding claims stand at 

Rs.11bn with Union bank leading the consortium. Since loans are backed by 

tangible assets (hotels/resorts), despite higher NPAs, recoveries equally 

stand higher as hotel properties tend to appreciate. With such rapid NPA 

resolution in place, TFCI does not deal with ARCs. Co. avoids lending to 

NBFC sector given the high risk high reward nature. 

 Change in Management update - Change in management will open other 

lines of lending. There will be no change in operation team.  

 Valuation – TFCI at CMP trades 1.5x TTM P/BV. 

Quick pointers: 

 

The tourism sector experienced 

slowdown in 2012-15 with supply 

exceeding demand, said that, 2016-

18 saw an upturn.  

Since loans for the company are 

backed by tangible assets such as 

hotels and resorts, despite NPAs 

standing tad higher, recoveries 

equally stand higher as hotel 

properties tend to appreciate. 
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Ujjivan Small Finance Bank 

Rating: Not Rated | CMP: Rs336 | TP: NA 

 Ujjivan SFB to be listed in early FY20 – Ujjivan now has to list their banking 

unit by February 2020 which implies that the approvals should be in place by 

January 2020. The Bank has shortlisted 3 options which are communicated 

to the RBI.  

 Growth outlook & Guidance – Ujjivan expects to continue with 35% AUM 

growth, cost to income ratio will remain constant at 55%, cost of funds is 

stable at 8.5% which is going to remain constant. The management said 

clearly that they are not desperate for growth and they will maintain their 

asset quality. 

 Deposit driven liability book in next three years - Their CASA ticket size is 

at Rs.8000 with FD having ticket size of Rs.80,000-Rs.1,00,000. Liability side 

there were hiccups but they still maintain the guidance. In the next three 

years’ entire book will be deposit driven with 1/3rd contribution from CASA. 

 Focus on mass market - The company is more urban centric and mainly 

caters to self-employed as they come from the MFI background. Ujjivan aims 

to be a bank for the mass market customer. 

 Lower impact from loan waivers to MFI business- There has been no 

impact of loan waiver except a little from the state of Madhya Pradesh which 

will not be a major issue in future. 

 Ujjivan to see gradual branch additions from here on – The Bank is 

looking to expand to 475 branches by the end of FY19 and expects to add 

25-30 branches each year going forward. Most of the branches got converted 

into bank branches in the last 6 months which has caused the profitability to 

slightly drop and there are more 49 asset centres which are still left to be 

converted in the next financial year. 

 Succession plan update - Regarding succession planning post Samit 

Ghosh’s retirement in November 2019, the bank has communicated three 

shortlisted candidates to RBI for the post which has one internal and two 

external names. 

 Upgraded IT systems – Ujjivan boasts of one of the best IT systems with 

significant investments into technology made in recent years. For instance, 

Ujjivan has created hand held device which offers doorstep banking services 

to customers’ where a savings account can be opened in less than 10 

minutes on a hand-held device with Aadhar authentication. The bank has 

also been the pioneers of launch of biometric ATMs and hold net banking app 

which is multilingual. 

 Other highlights - Fee based income mainly emerges from insurance. 

Gradually, Ujjivan is looking to decrease the unsecured contribution in its loan 

book. Having said that, NPAs have not increased in recent year for 

unsecured business. Ex-MFI portfolio is expected to witness growth from 

Housing and NBFC business. 

 Valuation – Ujiivan at CMP trades at 1.9x FY20E P/BV consensus estimates. 

Quick pointers: 

 

In 3 years’ time entire book will be 

deposit driven with 1/3rd contribution 

will be from CASA. 
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Yes Bank 

Rating: Accumulate | CMP: Rs245 | TP: Rs245 

 Capital remains constraint but not concerned – Bank can still continue to 

grow at a slower pace of 15-20% without raising capital for the next 6-9 

months as Tier-I is still in between 9-10% and optimization of assets will 

gradually happen (sell downs/retail assets growth). If required bank can look 

at an option of raising capital in a small tranche before raising any large 

capital. Time of raising capital, quantum and route is still not decided which 

only happen some days later. 

 Retail focus should improve – Bank will increase its focus on retail (already 

has been growing strong) and precisely more on improving retail asset mix, 

lowering large exposures through sell downs and improve retail based fees 

which has been not utilized to its full potential. Also, on retail SA will revive 

interest rates as bank does want to end up with only customer seeking higher 

rate but also its product proposition. 

 Asset quality issues have been getting addressed from earlier time – 

Bank has been focusing on minimizing asset quality recognition mismatch 

with RBI while also improving loan base towards better rated corporates. 

Bank may not see a higher asset quality shocks ahead and remains 

comfortable on exposures of the recently talked about bad assets. Though 

Bank formally has not formed any official policy but could likely move towards 

improving provision coverage on overall basis and retain the credit cost 

guidance of 70-80bps for the bank. 

 Large infra exposure should not be a concern – Bank has already 

recognized a large share of IL&FS exposure into NPAs with 23-25% 

coverage ratio and should see further improvement in provisions barring 

some SPV Road assets. Other assets are good and should not require very 

large haircuts. It has also provided standard asset provision of 15%. 

 New CEO joining to end uncertainty – Mr. Ravneet Gill has joined the Bank 

from March 1st and hence a credibility should come back with also 

reconstitution of board being now fully complete. Bank’s new direction will be 

decided by the CEO & board which will be soon communicated to 

stakeholders.  

 Valuation – Yes at CMP trades at 1.7x FY20E P/BV and 1.75x FY20E 

P/ABV.  

Quick pointers: 

 

Bank can continue growth of 15-20% 

for next year without any capital raise 

 

Bank is likely to focus on improving 

asset quality coverage ratios but 

credit cost to remain within guidance 

of 70-80bps 
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Experts Series 

BDO India - Largest Insolvency Expert 

 BDO India Overview - Started handling insolvency cases from two years and 

handling three cases in the NCLT-1 list and 1-2 companies in NCLT-2 list. 

Also handling some medium-to-large cases under the NCLT. 

 NCLT-IBC now settling down – Post two years of implementation, 

bankruptcy law is now settling down as law is becoming much more effective 

day by day. NCLT benches & capacity are now increasing. NCLT has been a 

robust process but judicial matters are taking time as interpretations are 

different by judges whose knowledge of underlying subject has been limited. 

However, there are precedents being set now to determine judgements. Also, 

court process is such that has to hear all party’s plea. 

 Delay in resolutions from litigations – Though 270 days’ timeline is being 

breached resolutions are happening, but delays are happening due to 

litigations by various parties and hence difficult to put up a time line when 

resolutions will happen. Understanding at various forums and conveying to 

NCLT - that all large cases (from List-1) should get resolved by March 31st. 

Finally, some resolutions to get concluded. 

 Large operating assets seeing resolutions – Quick analysis suggests that 

companies having underlying assets and are operating getting under quicker 

resolutions as interest is higher, while companies which are closed/non-

operating are getting mixed bag response and going under liquidation. Such 

interest has been higher in steel/metal companies and lower in some of the 

EPC companies.  

 Value derived only through individual asset cases – Currently, resolutions 

are decided on individual case to case having a strong asset base, but most 

importantly considering if businesses has a value at that time and if it can be 

revived. Looking at the current cases many of them will move to liquidation as 

intrinsic value will not matter if upswing in business not visible.     

  

Quick pointers: 

 

Resolution delay on higher litigations 

but List-1 continues to see resolutions 

mainly in steel 

 

Sectors apart from steel and 

companies having better operating 

assets should see lower haircuts, 

balance should see higher haircuts 

and likely liquidations  
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E&Y Advisory Services – Actuarial 

 Margin on term products have come under pressure – Certain online term 

products have seen increase in prices as it was turning unsustainable. As of 

now re-insurance rates have increased, bringing down margins to 25-75% 

from 50-100% risk is insured, hence profitable. While offline term insurance 

pricing has remained unchanged from customer perspective, distributor 

channels are squeezing higher commissions putting pressure on life insurer 

margins. 

 ULIP products margins also seeing squeeze – Margins usually are 14-

15% on the product but margins largely depend on expenses in the product. 

Largest ULIP market share insurer has seen a fall in ULIP margins on back of 

increased commissions.  

 Annuity & Deferred annuity has been a good product but it runs an 

investment risk of matching higher duration investments and hence there is 

continued reshuffling. Assumption is that 40-50% of portfolio gets benefitted 

from lowering interest rate scenario which covers for the risk of 50% of 

remainder portfolio. But this product profitability has been lower than savings 

which helps target customers who cannot be offered insurance products.  

 Group Credit Life business – Group credit life margins are much higher 

ranging from 75-100% depending on the underwriting which can be gauged 

through claims in 1st two years and also one-third outstanding loans are pre-

closed. 

 Regulatory changes awaited on risk based capital – Any significant 

change in regulation awaited is on Risk Based Capital approach for insurers. 

Currently as capital required is calculated as per IRDA norm of minimum 

capital and over and above that specific capital requirements on product 

basis. Risk based capital will eliminate requirement of keeping additional 

capital separately and hence would help improve profitability once capital is 

released. Draft regulation has conveyed implementation from April 2022.  

  

Quick pointers: 

 

Margins have been under pressure 

recently  and hence insurers have 

seen selective channel growth 

 

 



 India Financials 

 March 18, 2019 22 

IND-AS for Banks/NBFCs Expert 

 Overview – INDAS is resulting into better disclosures. INDAS implementation 

is positive for housing companies, while foreign banks have been found to 

come clean and up to the mark on INDAS parameters whereas developer 

financiers are expected to see tough times ahead, following INDAS 

guidelines. IndAS uses forward looking models based on early warning 

signals. Majority of auditors (especially global) are ready for transition since 

IndAS practices are similar to IFRS.  

 It is authorized that INDAS implementation should not be a costly exercise, 

but largely characterized by value judgement followed by a cost-benefit 

analysis particularly with respect to historical performance for evaluation of 

ECL provisioning.  

 Recognition of bad assets/provisioning under INDAS - Historical 

performance of a particular portfolio and segmentation of product portfolio 

decides the Stage 3 assets and therefore the provisioning. Stage 1  

provisions are estimated as per the next 12 months expected loss, Stage 2 

recognition depends upon assessment of the asset whether its 

underperforming from the day loan is granted. Stage 2 requires lifetime 

provisioning, i.e., calculated based upon history of the portfolio and future 

loss estimations. In other words, Stage 2 assets are provided to the extent of 

NPV of the remainder of the loan using forward economic indicators and 

therefore Stage 2 asset provisioning has seen spike under INDAS vis-à-vis 

IGAAP. Here the recognition of expected loss and the provisioning happens 

much earlier than what used to happen earlier under INDAS. INDAS requires 

NPA and provisioning recognition to be asset wise & specific vis-à-vis 

generalized norms under IGAAP that said 0.4% provisioning across standard 

assets.   

 Stage 3 encounters absolute default assets calculated using the formula:   

PD * LGD * ED (exposure at default). 

 The broader objective of INDAS is not sticking to a 30-day/90-day criterion of 

asset recognition but look at all the qualitative and quantitative parameters in 

identifying and recognizing bad assets.  

 Provisioning norms under INDAS apply also to the historical loans since the 

time they initiated loans for NBFCs with more than Rs.5000mn net-worth. 3 

Balance Sheets (April: FY17, FY18, FY19) and 2 Income statements, (FY17-

18, FY18-19) are prepared currently under INDAS accounting.  

 INDAS aims to make early provision which is the basic premise of ECL, that 

requires to make provisions and not wait for the default. Portfolios and 

models are created based on the product and performance history, models 

throw numbers, and management have the discretion to take call on certain 

assumptions as these stand dynamic which is termed as management 

overlay. While the discretion to change the assumptions with a rationale 

judgement, it cannot be determined by credit personnel but a senior person 

with a thoroughly laid down process backed by auditors’ justification. Any 

adjustments from the Management side and or the auditors have to be 

included into “Notes to accounts”.  

Quick pointers: 

 

Banks are pushing for postponing of 

IND-AS implementation but most 

private banks have been adapting 

technological changes to move on 

IND-AS reporting 
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Liases Foras (Real Estate Research Company) 

 Overview – Liases Foras is an independent real estate research institute in 

India is well acknowledged as a leading authority on real estate research and 

analysis. The company boasts of a database of 125,000 projects spread 

across 60 cities and 13,179 micro markets in India, ~20000 developers and 

~7.76 mn number of units. The Institute also monitors nearly 18,000 on-going 

projects on a quarterly basis. The company LF caters to a wide spectrum of 

clients including banks, HFCs, developers, funds, mortgage insurance 

companies etc. and helps them identify opportunities as well as associated 

risks in the market. Top 8 cities (MMR, NCR, Bengaluru, Pune, Hyderabad, 

Ahmedabad, Chennai & Kolkata) contribute 80% of total business.     

 NBFCs and real estate - NBFCs share in lending to real estate developers 

increased from 25% in FY09 to 45% in FY18 primarily on account of 

inventory funding. NBFCs exposure to the sector now stands at 55% vs 25% 

(2009) of total lending. Banks are expected to gain market share in this 

segment because of favorable dynamics and better capital positioning. 

NBFCs who have grown meteorically over the past 2-3 years to be most 

affected in case of any large price correction. 

 Current RE scenario - Having borrowed money from different sources, new 

players kept coming in the market and kept adding housing stock into the 

market without any productivity. Since sales has remained abysmal all this 

while, developers are finding it difficult to meet the debt obligations at this 

point. According to LF’s analysis, total disposable income of all developers 

(including rental income from commercial properties) is expected to be 

around Rs.570 bn but repayment required on their part is Rs.1.29tn. In order 

to fulfil obligations, all developers will need to increase EBITDA by 2.26 

times. Additionally, to make profit of 15% the developers will need to increase 

EBITDA by 2.6x or need to increase sales by 2.6x 

 Sales/inventory update - In the past 10 years, top 8 cities reported the 

following growth numbers: 

 Sales in units/value increased by 1.28x/1.56x to 2.79lakhs/Rs2.06 trillion 

 Inventory in units/value increased by 3.33x/4.72x to 9.44lakhs/Rs7.77 

trillion 

 Inventory in months increased by 2.56x to 41 months’ vs 16 months 

 The total debt on the sector increased by 3.33x to Rs.4 trillion vs Rs.1.2 

trillion in 2008.  

 While debt has grown in a monumental manner & so has inventory, sales did 

not go up in the same proportion. Sales have improved over the last 1 year. 

However, it continues to be sub optimal. The existing scenario signifies that 

the industry is at an inflection point and is staring at long-due price correction 

in order to improve sales. Contribution in sales of ready units now at 27% vs 

11% in 2005. 

 

Quick pointers: 

 

NBFCs who have grown meteorically 

over the past 2-3 years to be most 

affected in case of any large price 

correction. 

It is expected that supply would 

continue to remain strong as 

developers are looking to cash in 

units to cover land cost & operating 

cost. 
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 Supply scenario - New supplies of units have grown 107% YoY in 2018 due 

to base effect (2017 impacted by double whammy of demon and RERA). 

Further, it is expected that supply would continue to remain strong as 

developers are looking to cash in units to cover land cost & operating cost. 

This supply, being volume driven, is going to provide boost to construction 

material sector. 2/3rd of unsold inventory lies in MMR and NCR. 

 Liquidity and developers - Existing scenario has exposed the inefficiency 

within the sector. Data suggest that big developers having access to debt 

market might face liquidity squeeze more severely. With the amount of debt 

into the system, the larger developers will continue to remain under pressure. 

South based developers are more disciplined and are relatively better placed. 

 Subvention schemes & developers - Recently initiated subvention 

schemes by developers have witnessed a good traction, because schemes 

are customized and provide flexibility to customers.    

 Price corrections in RE - Currently high price is deterring customers to 

make purchase while high costs is deterring builders to reduce price. Land 

price grows in tandem with selling price. As long as money keeps flowing into 

the sector/system, builders are unlikely to reduce price. However, today we 

stand at an inflection point since supply of money is contracting. This could 

lead to a possibility of price correction. 

 Inventory update - Of the total inventory, ready to sell inventory now stands 

at 15% vs 5% in 2005. 

 Residential market update - LF analysis has shown that residential market 

generated Rs.2.4trillion yearly revenue in 2018 with top 8 cities cornering 

more than 80% of the entire business. Top 90 developers in the country 

accounted for about third of business and generated Rs.78879Cr. 

 With input tax credit being disallowed, expect black money to come back in 

the system.  
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PL’s Recommendation Nomenclature 

Buy  : > 15% 

Accumulate : 5% to 15% 

Hold : +5% to -5% 

Reduce : -5% to -15% 

Sell : < -15% 

Not Rated (NR) : No specific call on the stock 

Under Review (UR) : Rating likely to change shortly 
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