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On the path to normalcy
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An economic recovery, lower cost of funds and a stable liquidity scenario,

Q4FY2021 Earning Preview would help NBFCs clock better earnings performance in terms of growth
and collection efficiency in Q4FY2021. The opening up and normalisation

Sector: NBFC of business activity / increased mobility indicators augurs well for the high-

touch business model of most NBFCs, and hence we expect disbursements

Sector View: Positive and collections across product segments to normalise further. However,

after the Supreme Court direction on recognition of non-performing assets

(NPAs), the street would closely eye disclosures on asset quality. Most well-

run NBFCs had frontloaded their NPAs and made provisions on proforma

NPAs, due to which we expect credit cost to be manageable. Management

commentary on growth and credit cost outlook will be keenly awaited. The

healthy trend of month-on-month improvement in collection efficiency (CE)

for most NBFCs is expected to continue. However, the outlook on individual

Our coverage universe product segment is likely to be varied. Stable liquidity scenario has helped,

CMP PT and hepce mos} players are likely to see margjn sypport c]ge t9 the benefit

Companies Rs) Reco. Rs) of fall in marginal cost of funds. As the activity in securitisation has also

— picked up, it will further help liquidity management.

Bajaj Finance 5029 Buy 6000 Considering segments, Home sales have seen a sharp recovery across key

Cholamandalam 563 Buy 630 geographies during the quarter, helped by incentives from the government

nv (stamp duty cut, tax incentives, etc) and discounts by builders along with

HDFC Lid 2,502 Buy 3100 improving affordability. Hence, the tailwinds for home loan segment will

L&T Finance 99 Buy 18 offset the heightened competitive intensity. Moreover, automobile sales,

Holding which remained healthy across most product lines (especially in segments

LIC Housing 420 Buy 610 such as tractors and passenger vehicles) augurs well for growth. On the

M&M Financials 195 Buy 260 back of a strong Rabi crop, expectations of normal monsoon and pick-up

Repco Home 320 Buy 400 in economic activity we expect vehicle financiers and rural players to have

Finance strong outlook. Overall, for NBFCs, we expect a incrementally improved

Spandana Sphoorty 608 Buy 850 credit growth outlook for FY2022E/FY2023E and expect them to gradually

Source: Company; Sharekhan Research, ease surplus liquidity on balance sheet (which would reduce drag on
margins).

Outlook

We retain preference for strong, well capitalised NBFCs: The economy is
showing signs of a gradual recovery, which augurs well for long-term demand
outlook. However potential risks still exist and global challenges (due to the
pandemic) are also present. However, this time around, the Vaccination drive is
likely to cushion the impact on earnings front (especially on the asset-quality
recognition part). During Q4, we expect stronger NBFCs to show sequentially
better growth, helped by business activity resumption, and falling marginal cost
of funds which will provide support to margins. Going forward, the gradually
reducing liquidity buffer will be positive support for margins and medium term
return ratios. We hope to see more clarity and granular information sharing on
the book as lenders will share their strategy to align their portfolio and work
with borrowers to recover loans. Agriculture is likely to remain to be a relatively
bright spot. We expect to see continued improvements in collection efficiency;
management commentary on growth and asset quality (due to recent surge in
COVID-19 cases) would be eyed.

Valuation

Over the past few months, a steady improvement across all important
parameters has been encouraging, though we believe that industry leaders
would continue to perform better in the medium term due to inherent strengths
of stable ratings and the ability to withstand challenges. We continue to favour
players with strong balance sheets and those least impacted by the ensuing
COVID-19 lockdown.

Key risks:

Price chart

1800 1 Due to the resurgence of COVID 19, the economic recovery may be prolonged.

Economic distress may lead to further risk-off behaviour impacting profitability
and growth outlook.
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Q4FY2021 earnings estimates
‘ Net Interest Income (Rs Cr) PPoP (Rs Cr) PAT (Rs Cr)

Compan

e | Q4FY21E| Q4FY20| YoY % | QoQ % | Q4FY21E| Q4FY20| Yor%| Qo %| Q4FY21E| Q4FY20| Yor %| Qo %
NBFC
Bajaj Finance 3,551 3755 5.4 57 3057 3232  -54 5.3 1,367 948 442 193
Cholamandalam 1388 10154 367 18 980 6406 530 -39 493 427 10556 206
Invesment
HDFC Ltd 3,976 3464 148  -07 3832 3509 9.2 15 2770 2,321 194 53
L&T Finance 1857 15521 196 71 1515 9579 582 77 398 3849 35 385
Holding
LIC Housing 1245 13640 87 172 1147 12512 83 255 763 6871 10 49
M&M Financials 1420 13474 54 27 1079 9785 102 29 580 2209 1627  NA
Repco Home 157 1394 128 33 133 125 182 16 88 477 855 M2
Finance
Spandana 209 2252 72 04 175 2885  -395 1.4 34 775 567  NA
Sphoorty
Total NBFCs 13,804 12,863 73 40 1,917 10,970 8.6 39 6493 4729 373 232

Source: Company, Sharekhan Research

Valuations
Company ‘ CMP (Rs) ‘ Reco/View ‘ LCle Ll ‘73\”957‘7”3\/

| | (Rs) | FY22E | FY23E | FY22E | FY23E
NBFC
Bajaj Finance 5029 Buy 6000 7270 874.3 6.9 5.8
Cholamandalam Inv 563 Buy 630 108.4 132.5 5.2 4.2
HDFC Ltd 2502 Buy 3100 5581 606.0 4.5 41
L&T Finance Holding 99 Buy 18 75.0 821 1.3 1.2
LIC Housing 420 Buy 610 4077 4701 1.0 0.9
M&M Financials 195 Buy 260 13.9 121.8 17 1.6
Repco Home Finance 320 Buy 400 2915 3224 11 1.0
Spandana Sphoorty 608 Buy 850 485.9 581.5 1.3 1.0

Source: Bloomberg, Sharekhan Research
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Company-wise key expectations

Company

Bajaj Finance
NII

PPOP

PAT

y-0-y (%)

(5.4)
(5.4)
442

Cholamandalam Invesment

NII
PPOP
PAT

HDFC Ltd
NIl

PPOP

PAT

L&T Finance Holding
NIl

PPOP

PAT

LIC Housing
NIl

PPOP

PAT

M&M Financials
NIl

PPOP

PAT

Repco Home Finance
NIl

PPOP

PAT

Spandana Sphoorty
NIl

PPOP

PAT

367
53.0
1,055.6

14.8
9.2
19.4

19.6
58.2
35

(87)
(8.3)
1.0

5.4
10.2
1627

12.8
18.2
85.5

(7.2)
(39.5)
(56.7)

Source: Sharekhan Research

Q4FY2021 NBFC earnings preview

57
53
19.3

1.8
(3.9)
20.6

(0.7)
(1.5)
(5.3)

71
77
38.5

17.2
255
49

27
29
NA

33
1.6
1.2

0.4
1.4
NA

g-o-q (%) Comment

We expect Bajaj Finance to deliver strong seugential AUM traction, as disbursements
bounce back to a near-normal levels, We expect NIM to be stable as business
picks up in COnsumer finance and helped by falling cost of funds; but liquidity drag
to balance the same; we expect marginal increase in GNPAs

We expect Chola to deliver strong mid-teens YoY AUM growth as disbursements
bounce back to a near-normal levels, We expect NIM to be stable as change in
business mix towards lower yielding products would be balanced by lower liquidity
drag and falling cost of funds; Expect marginal increase in GNPAs

We expect HDFC to deliver healthy “12% AUM growth led by a strong retail growth.
Core NIM is likely to expand due to improved buisness traction. Credit cost is likely
to be within normal range

We expect LTFH to deliver single digits g-o-g loan growth led by Tractors and Infra
Segment; Decline in Cost of Funds and lower Liquidity on BS will be positive for
margins

We expect loan growth to moderate to high single digits NIM may improve
sequentially due to declining borrowings costs. Going forward, the management
commentary on growth and credit cost will be keenly watched. Also, health of
developer segment will be a monitorable.

We expect loan growth to be moderate in single digits; NIM may improve
sequentially due to declining borrowings costs. Going forward, the management
commentary on growth and credit cost will be keenly watched. Also, commentary
on Tractors and HCV etc will be key to watch out for

We expect loan growth to pick up to pre-Covid levels, but AUM growth to be mid
single digits NIM may be stable helped by declining borrowings costs. Going
forward, the management commentary on growth and credit cost will be keenly
watched.

We expect challenges to loan growth continue, and hence AUM growth to be
moderate in high single digits; NIM may improve sequentially due to declining
borrowings costs. Going forward, the management commentary on growth and
credit cost will be keenly watched. Also, pace of Pandemic in Rural areas will be
a monitorable.

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