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L&T Finance Holding Ltd

Set to gain momentum

NBFC Sharekhan code: L&TFH
Reco/View: Buy © CMP: Rs. 77 Price Target: Rs. 124 N
N Upgrade € Maintain /' Downgrade

Summary

¢ L&T Finance Holding Limited (LTFH) has proposed to hive off the mutual fund business, L&T
Investment Management Limited for ™ Rs. 3,191 crore - Rs. 3,250 crore at 4.2% of QAAUM of L&T
Mutual Fund as of September 2021, below the expectations of Rs. 5,000 crore. Apart from this,
the LTFH would be entitled to excess cash in L&T Investment Management Limited.

+ We believe, LTFH is a structural play on the credit growth story of India with rural credit displaying
green shoots, recovery in housing sales, and continued government spending in infrastructure
projects.

+ Onthe asset-quality front, consolidated GNPA remained unchanged at 5.74% g-o-q in Q2FY2022,
supported by collection efficiency reaching pre-Covid levels across retail products.

¢ LTFH trades at 1.0x/0.8x/0.5x its FY2022E/FY2023E/FY2024 book value, which is reasonable.
The stock has corrected by 32% from its peak, which offers an attractive value buy from lower
levels. We maintain Buy with a revised PT of Rs. 124.

L&T Finance Holding Limited (LTFH) and HSBC Asset Management (India) Pvt. Ltd. (HSBC AMC)
entered into a definitive agreement, where by HSBC AMC will acquire 100% equity shares of
L&T Investment Management Limited for“Rs. 3,191 crore - Rs. 3,250 crore. This is at 4.2% of the
quarterly average assets under management (QAAUM) of L&T Mutual Fund as of September 2021.
In addition, LTFH would be able to access the excess cash on the balance sheet of L&T Investment
Management Limited. Divestment of the mutual fund business is in line with the strategic objective
of LTFH of unlocking value from its subsidiaries to strengthen its balance sheet. LTFH’s loan book
continued to consolidate and stood at Rs. 896.4 billion, down 12% y-o-y and “2% g-0-q in Q2FY2022.
This was primarily due to a decline in infrastructure finance, housing, and de-focused businesses.
Rural finance continued to provide support to the overall loan book with farm equipment growing
by “21% y-o-y and two wheeler increasing “3% y-o-y. Collection efficiency (CE) reached to pre-
Covid levels across retail products. Likewise, disbursement recovered g-o-q to Rs. 73.3 billion
(up V3% y-o-y and up “41% q-o-q), aided by rural finance. Capital adequacy improved to 25.2% in
September 2021 with Tier-1 at 20.1%.

+ Divestment of mutual fund business: LTFH proposed to sell its L&T Investment Management
Limited, which is the investment manager of L&T Mutual Fund. The AMC business is valued at “Rs.
3,191 crore - Rs. 3,250 crore, which is at 4.2% of QAAUM of L&T Mutual Fund as on September 2021.
In addition, LTFH would be able to access the excess cash on the balance sheet of L&T Investment
Management Limited.QAAUM stood at Rs. 78,274 crore with over 2.4 million active folios ranked
at 12 out of 45 mutual funds in the industry. Divestment of the mutual fund business is in line with
the strategic objective of LTFH of unlocking value of its subsidiaries to strengthen its balance
sheet. However, the valuation at 4.2% seems to be at a discount to its listed peers, which are
currently trading at 8% to 11% its Mcap to AAUM. Further, earlier during this year, Principal AMC
was valued at 4.5% to Rs. 339 crore, which was acquired by Sundaram Finance. This is likely to
be sentimentally negative for LTFHin the short term, given its lower valuation. Additionally, this
is despite pure equity plus hybrid AUM mix of 59% versus 47% for the industry. Nonetheless, we
are positive on LTFH, given its on-track strategic objective and its long-term structural play in the
credit growth story. We expect enhanced capital adequacy would support long-term growth of the
company’s lending business.

+ On track to drive credit growth: LTFH is expected to reap the benefits of pick up in credit demand
in the economy. As per industry estimates, housing sales have increased by 12% to 1,38,051 units
during January-September 2021. Driven by pent-up demand and gradual recovery in the overall
economy along with benign interest rates, housing sales are likely to increase by 15% to 20%
going ahead. Likewise, continued government spending in infrastructure projects is expected to
bode well for LTFH’s lending business in the long term. Disbursement recovered g-0-q to Rs. 73.3
billion, (up V3% y-o-y and up “41% g-o-q), aided by rural finance, which constitutes 68% of the total
disbursement.

+ Well capitalised: With this divestment, LTFH would be able to strengthen its balance sheet to
augur future growth in the lending business. The company is well capitalised to support its long-
term growth. Its capital adequacy improved to 25.2% in September 2021 with Tier-1 at 20.1%.

Our Call

Valuation: We maintain our Buy rating on the stock with a revised PT of Rs. 124: The stock trades
at 1.0x/0.8x/0.5x its FY2022E/FY2023E/FY2024 book value. We believe the company is a long-term
opportunity on economic growth, revival in credit growth particularly the rural segment, recovery
in housing sales, and infrastructure financing. We are sanguine on the company’s long-term growth
prospects due to business positives such as strong parentage, stable credit ratings, and well-
managed asset quality, which are key long-term comfort factors. Its CE was near pre-Covid levels
across retail segments,which augurs well for future growth. Its capital adequacy improved to 25.2%
in September 2021 with Tier-1 at 20.1%. Hence, we maintain our Buy rating on the stock with a revised
price target (PT) of Rs. 124.

Key Risks
Any prolonged economic slowdown may impactits loan book growth and deteriorate its asset quality.

Valuation Rs cr
NII 5,905 5,742 5,872 6,427
PAT 949 1,371 3,879 2,223
EPS (Rs) 3.8 5.5 15.7 9.0
P/E (x) 20.0 13.9 4.9 8.6
P/BV (x) 1.0 1.0 0.8 07
RoA (%) 0.9 1.3 3.4 3.0
RoE (%) 57 71 17.9 91

Source: Company; Sharekhan estimates
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Outlook and Valuation

B Sector view - Green shoots in the economy are encouraging; Rural segment a bright spot

The NBFC sector is witnessing an improved long-term outlook, helped by lower borrowing costs (supported
by continued accommodative monetary policy stance). Financial services companies are reporting an
incremental pick-up in credit demand, especially in retail and rural segments, post the removal of restrictions
on movement. Leading indicators show recovery in economic activity, which will be positive. Increased MSPs,
good monsoons, and adequate water storage position are leading to higher tractor demand and overall
resilience of the rural economy and, therefore, the rural economy continues to be a bright spot in these times
as well.

B Company outlook - Strong fundamentals to drive growth ahead

Bolstered by a strong parentage, good liquidity (positive gaps in all buckets up to one-year), and high credit
ratings (LTFH is rated AAA), LTFH enjoys long-term positives that allow it to access funds at competitive
rates. Even though the pandemic has impacted the growth and credit costs of financial players’, LTFH has
responded well by prudent measures (by keeping high liquidity buffer, tightening of credit filters, and slowing
disbursements), which indicate a cautious stance of a quality management team. A well-provided balance
sheet and, hence, the NIM trajectory going forward would depend on growth and asset quality. We believe
that notwithstanding medium-term challenges, factors such as well-capitalised balance sheet, stable ratings,
and provision buffer indicate that LTFH is well placed to ride over medium-term challenges.

B Valuation - We maintain our Buy rating on the stock with a revised PT of Rs. 124.

The stock trades at 1.0x/0.8x/0.5x its FY2022E/FY2023E/FY2024 book value. We believe the company is a
long-term opportunity on economic growth, revival in credit growth particularly the rural segment, recovery in
housing sales, and infrastructure financing. We are sanguine on the company’s long-term growth prospects
due to business positives such as strong parentage, stable credit ratings, and well-managed asset quality,
which are key long-term comfort factors. Its CE was near pre-Covid levels across retail segments,which augurs
well for future growth. Its capital adequacy improved to 25.2% in September 2021 with Tier-1 at 20.1%. Hence,
we maintain our Buy rating on the stock with a revised PT of Rs. 124.

Peer valuation

. CMP(Rs| MCAP RoE (%) RoA (%)
Companies
/Share)| (RsCr)| FY22E| FY23E| FY22E| FY23E| FY22E| FY23E| FY22E| FY23E
L&T Finance Holdings Ltd 77 19,024 13.9 49 10 08 7.2 181 13 3.4
LIC Housing Finance Ltd 356 19,571 97 48 0.9 08 9.0 170 08 14
Mahindra & Mahindra 145 17,921 8.4 10.7 11 1.0 7.3 13.0 1.4 2.0

Financial Services
Source: Company, Sharekhan Research
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About company

LTFH offers a wide range of financial products and services across rural, housing, and wholesale finance
sectors. LTFH is among the largest NBFCs in India with a loan book of “Rs. 89,000 crore and with 700+ points
of presence across 24 states. The company’s parent is one of the leading infrastructure players in the country,
which not only helps LTFH with access to pertinent industry information but also with the ability to leverage
the parent’s strength in business as well as ratings. The company operates in retail/wholesale lending, as well
as across two-wheeler finance, tractor finance, microfinance, home loans/LAP, builder finance, infra finance,
and structured finance among other product lines. LTFH is rated AAA by CARE and CRISIL.

Investment theme

LTFH has been strategically re-aligning its business mix, focusing on businesses where it has a clear
competitive advantage and opportunity to scale. Benefitted by a strong parent and attractive credit ratings
(LTFH is rated AAA), the company works at competitive rates, which are key support to its margins. Moreover,
LTFH focuses on diversification of borrowings mix with the addition of new sources of borrowings, which are
key for sustainability. LTFH has responded by keeping high liquidity buffer, tightening of credit filters, and
slowing disbursements, indicating a cautious stance; but with improving outlook, we expect normalisation of
business going forward. Factors such as well capitalised balance sheet, stable ratings, and provision buffer
are positives. However, developments such as overhang of possible change in the regulatory stance (for
NBFCs) and rights issue (book value dilutive) have added to medium-term uncertainty.

Key Risks

Any prolonged economic slowdown may impact its loan book growth and deteriorate its asset quality.

Additional Data

Key management personnel
Mr. Dinanath Dubhashi  Managing Director & Chief Executive Officer

Mr. Kailash Kulkarni Chief Executive - Investment Management & Group
Head - Marketing

Mr. Sachinn Joshi Group - Chief Financial Officer

Mr. Sunil Prabhune Chief Executive - Rural & Housing Finance & Group

Head — Digital, IT and Analytics
Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 ICICI Prudential Life Insurance Co 27
2 BC Asia Growth Investment 27
3 Citigroup Global Markets Mauritius 2.3
4 Life Insurance Corporation of India 1.8
5 Bc Investments Ltd 14
6 Vanguard Group Inc/The 11
7 Government Pension Fund Global 11
8 Dimensional Fund Advisors LP 0.5
9 BlackRock Inc 0.5
10 Kotak Mahindra Asset Management Co Ltd 0.3

Source: Bloomberg

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



