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Y/E March FY24E FY25E FY26E
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NIM 8.0 7.7 7.7
C/I ratio 426 433 42.9
Credit cost 2.2 2.2 2.0
RoA 3.7 3.5 3.6
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P/BV (x) 1.7 15 1.2
Shareholding pattern (%)

As On Dec-23 Sep-23 Dec-22
Promoter 24.8 24.8 24.9
DIl 8.3 7.3 3.9
Fll 31.3 28.3 27.8
Others 35.7 41.0 43.4

FIl Includes depository receipts

Stock’s performance (one-year)

— |IFL Finance
Nifty - Rebased
750
650
550
450 *\__NN
350

Jul-23

Sep-23
Nov-23
Jan-24
Mar-24

RBI ban on gold lending to dampen growth and profitability

VDifficuIt to predict how long it would take to get this ban reviewed and revoked 7

IIFL Finance (lIFL) hosted a conference call on 5th Mar’24 to clarify the issues
raised by the RBI regarding the company’s gold loan business (RBI press
release), the corrective actions taken by the management, and the way
forward for the company. IIFL also shared the contribution of the gold loan
business to its profitability, the fixed cost of gold loan branches and the
sequence of events that culminated in this RBI ban.

It is difficult to predict how long it could take to work with the regulator and
get this ban reviewed and revoked. However, in light of some recent episodes
where the RBI banned certain activities/products of financial institutions, our
base case assumes that it could take around six months to get the RBI to
conduct a special audit and subsequently rectify the observations to the
satisfaction of the RBI. After incorporating the impact of this ban on IIFL’s
gold loan growth in our estimates, we cut our FY24/FY25/FY26 EPS estimates
by 2%/14%/15%.

Beyond the immediate impact on incremental gold loans, IIFL will also have
to work with its existing customers and co-lending partners to prevent any
damage to its gold loan brand and trust that it has built over last many years.
It will also have to make efforts to retain existing customers and employees.
The actual financial impact will depend on the duration for which this ban
remains in force and we will continue to closely monitor the developments
over the next few quarters. While there could be near-term price volatility in
the stock, we have maintained our BUY rating with our SOTP-based TP of
INR560 (based on revised target multiples on each of its standalone, HFC and
MFI businesses, in light of the recent observations made by the RBI).

Key risks: 1) sharper run-down in the gold loan portfolio and employee
attrition if the ban remains in force for longer, and 2) reputational damage
which might necessitate renewed investments in building trust in its brand.

Issues identified by RBI and corrective actions proposed by IIFL

Observation 1: Serious deviations in gold appraisal and certification of purity
and net weight of gold at the time of sanctioning gold loans and at the time
of auction upon default; breaches in loan-to-value (LTV) ratio

Issue 1: Appraisal of gold jewelry is a manual and subjective process
(industry-wide). There were deviations observed by IIFL’s internal audit team
when they appraised the gold at the time of auctions. IIFL disbursed ~1.89m
gold loans in FY23, of which ~82,000 went for auctions and deviation was
identified in ~55,000 cases from the auctioned loan pool. The RBI for its
inspection has just taken a sample of the auctioned gold loan accounts.
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Corrective Action 1: IIFL has taken corrective actions to ensure that these
deviations are minimal. Most of its co-lending partners open each and every
gold loan packet and make their own assessment of gold purity and weight.
Going forward, it will ensure that the quality assessment of gold jewelry will be
more stringent.

Observation 2: Significant cash disbursements and collections, which were far
in excess of the statutory limit

Issue 2: The RBI has asked IIFL to cap its cash disbursements at INR20Kk,
compared to its earlier practice of cash disbursements of up to INR200k. The
management shared that every NBFC in the industry is disbursing gold loans
with cash disbursements of up to INR200k.

Corrective Action 2: IIFL will comply with the statutory limit of INR20k on cash
disbursements as suggested by the RBI.

Observation 3: Non-adherence to the standard auction process

Issue 3: IIFL used to do e-auctions of gold by leveraging Auction Tiger to get the
best realization from gold auctions. This e-auction platform is also leveraged by
many other financial institutions, including some of the large banks.

Corrective Action 3: The RBI circular is categorical about auctions at the branch
and/or Taluka level. IIFL will implement this and will start doing all auctions at
the Taluka level.

Observation 4: Lack of transparency in charges being levied on customer
accounts

Issue 4: When IIFL sends notices to customers for auction, it charges them
INR200, and an additional INR1,300 was charged only when gold loans were
auctioned. This compares to the loan agreement which mentioned that
INR1,500 will be charged to customers if gold is auctioned.

Corrective Action 4: The company will specify the split of charges to customers
when an auction notice is sent out and subsequently when gold is auctioned.

Economics of gold loans and how IIFL plans to tide over the crisis

For IIFL, the monthly fixed cost of operating gold loan branches is INR650-700m,
while NIM of the gold loan business is “INR1.25b per month.

Despite the ban on new gold loan disbursements, there will be no impact on
recoveries or collections as permitted by the RBI. [IFL’s existing gold loan
portfolio will continue to accrue interest income, while the impact on
profitability will be contingent on how long this ban remains in force.
Advertising/promotions, marketing costs and incentives in the gold lending
business will be paused until the ban is revoked by the regulator.

Sequence of events which led to the RBI inspection report and the ban

The RBI inspection/audit was carried out around 31st Oct’23 and IIFL received
the inspection report around 18th Jan’24.

Subsequently, IIFL’s senior management team had a couple of meetings with the
RBI in the last 45 days.
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Management clarification on the RBI observations

The management clarified that all the RBI observations were operational in
nature and that there were no governance or ethical issues highlighted by the
regulator. Notably, there were no compliance issues related to AML and KYC.
Additionally, the management shared that there were no ongoing inquiries or
inspections in any other product segments or subsidiaries of the company.
The management noted that it would like to rectify all the lapses identified by
the RBI. The company will take this as an opportunity to introspect and improve
its processes and build a stronger franchise in the longer term.

With the exception of the INR20k cap on cash disbursements, which will be
implemented upon resuming disbursals, IIFL has implemented and rectified all
other RBI observations. It plans to contact the RBI and request a special audit
soon.

Particulars Stake Value (INR B) Value (USD B) INR per share % To Total Target Multiple(x) Basis
IIFL Finance (Standalone) 100 64 0.8 168 30 1.0 PBV
IIFL Home Finance (HFC) 80 103 1.2 270 48 1.8 PBV
IIFL Samasta Finance (MFI) 100 47 0.6 122 22 14 PBV
Target Value 214 2.5 560 100

Source: MOSL
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Story in charts
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Exhibit 1: Core product disbursements to see ~16% CAGR

Exhibit 2: Console AUM CAGR of ~22% over FY23-FY26
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Exhibit 3: Spreads moderation from lower yields

Source: MOFSL, Company

Exhibit 4: NIM of ~7.7% in FY25/FY26 (%)

NIM on AUM (%)
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Exhibit 5: Cost ratios to improve led by better productivity

Source: MOFSL, Company

Exhibit 6: Expect credit costs to decline to ~2% in FY26
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Exhibit 7: PAT CAGR of ~22% over FY23-26E

Source: MOFSL, Company

Exhibit 8: Expect ROA/ROE of ~3.6%/19% by FY26E (%)
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Estimates of the gold loan business and its impact on standalone profitability

Exhibit 9: Gold disbursement CAGR of ~10% over FY23-26 Exhibit 10: Gold AUM CAGR of ~16% over FY23-26
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Exhibit 11: Standalone PAT growth expected in FY26 Exhibit 12: Expect standalone ROA of ~1.9% over FY25-26
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Exhibit 13: Standalone Du-pont
Standalone RoA Tree FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Interest Income 13.5 14.8 15.4 14.7 16.8 16.5 16.7
Interest Expended 6.7 7.5 7.1 6.2 6.5 6.5 6.5
Net Interest Income 6.8 7.3 8.3 8.5 10.4 10.0 10.2
Other Operating Income 0.2 1.6 2.5 2.5 0.7 0.8 0.8
Other Income 0.1 0.2 0.1 0.1 0.2 0.2 0.1
Net Income 7.2 9.1 11.0 11.2 11.2 10.9 11.1
Operating Expenses 4.4 3.6 4.4 5.5 5.9 6.0 6.2
PPoP 2.8 5.5 6.5 5.6 5.3 4.9 4.9
Provisions/Write-offs 1.5 3.7 2.3 1.2 1.7 2.5 2.5
PBT 13 2.1 4.3 4.4 3.6 2.4 24
Tax 0.3 0.4 1.0 1.0 0.9 0.6 0.6
RoA 1.0 1.6 3.3 3.4 2.7 1.9 1.9
Leverage 5.2 5.6 5.5 4.9 4.7 4.8 5.2
RoE 5.2 9.2 18.1 16.9 12.7 9.0 9.7
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Exhibit 14: Cut our FY24/FY25/FY26 estimates by 2%/14%/15% to factor in the impact on gold loan growth
INRB Old Est. New Est. % change

FY24 FY25 FY26 FY24 FY25 FY26 FY24 FY25 FY26
NII 58,946 74,188 90,430 58,135 68,214 82,444 -1.4 -8.1 -8.8
Other Income 7,762 8,509 9,386 7,762 8,509 9,386 0.0 0.0 0.0
Total Income 66,708 82,696 99,816 65,896 76,723 91,830 -1.2 -7.2 -8.0
Operating Expenses 28,203 33,931 40,101 28,060 33,240 39,427 -0.5 -2.0 -1.7
Operating Profits 38,504 48,765 59,715 37,836 43,483 52,402 -1.7 -10.8 -12.2
Provisions 10,073 13,021 15,107 9,971 12,177 13,655 -1.0 -6.5 -9.6
PBT 28,432 35,744 44,608 27,866 31,305 38,748 -2.0 -12.4 -13.1
Tax 6,889 8,488 10,571 6,753 7,467 9,223 -2.0 -12.0 -12.8
PAT (pre-NCl) 21,543 27,256 34,037 21,113 23,838 29,525 -2.0 -12.5 -13.3
NCI 2,140 2,500 3,000 2,140 2,500 3,000 0.0 0.0 0.0
PAT (post-NCl) 19,403 24,756 31,037 18,973 21,338 26,525 -2.2 -13.8 -14.5
AUM 8,29,925 10,25,413  12,52,542 8,10,755 9,64,196 11,75,476 -2.3 -6.0 -6.2
Borrowings 4,66,543 5,67,736 6,77,109 4,58,776 5,51,343 6,57,157 -1.7 -2.9 -2.9
RoA 3.7 3.9 4.1 3.7 3.5 3.6 -1.3 -10.7 -10.7
RoE 19.8 21.0 21.6 19.4 18.5 19.3 -2.0 -12.2 -10.8
6 March 2024 6
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Financials and valuations
Income Statement (INR M)
Y/E March FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Interest Income 47,547 46,189 54,212 61,345 73,693 96,304 1,13,282 1,35,883
Interest Expenses 25,850 24,050 26,258 29,910 32,218 38,169 45,068 53,439
Net Interest Income 21,697 22,139 27,954 31,435 41,474 58,135 68,214 82,444
Change (%) 2 26 12 32 40 17 21
-NIl on on-book 19,245 16,380 20,934 23,713 30,183 42,904 50,507 61,406
-NIl on off-book 2,452 5,758 7,020 7,722 11,291 15,231 17,707 21,038
Other Operating Income 2,230 1,635 4,186 7,202 8,896 5,448 5,964 6,587
Other Income 1,071 818 1,499 1,689 1,883 2,313 2,545 2,799
Total Income 24,998 24,591 33,639 40,326 52,253 65,896 76,723 91,830
Change (%) ) 37 20 30 26 16 20
Total Operating Expenses 11,734 12,677 11,904 15,918 22,466 28,060 33,240 39,427
Change (%) 8 -6 34 41 25 18 19
Employee Expenses 6,901 7,461 7,231 9,307 13,295 16,904 20,406 24,370
Depreciation 318 1,056 1,057 1,217 1,526 1,708 1,969 2,261
Other Operating Expenses 4,514 4,160 3,617 5,394 7,645 9,448 10,865 12,796
Operating Profit 13,265 11,914 21,734 24,408 29,787 37,836 43,483 52,402
Change (%) -10 82 12 22 27 15 21
Provisions and write-offs 3,012 4,662 11,686 9,048 8,661 9,971 12,177 13,655
PBT 11,299 7,252 10,048 15,359 21,125 27,866 31,305 38,748
Tax Provisions 3,342 2,217 2,440 3,477 5,050 6,753 7,467 9,223
Tax Rate (%) 29.6 30.6 24.3 22.6 23.9 24.2 23.9 23.8
PAT (pre-NCl) 7,957 5,035 7,608 11,882 16,076 21,113 23,838 29,525
Change (%) -37 51 56 35 31 13 24
Non-Controlling Interest (NCI) -11 -16 -7 -4 -1,072 -2,140 -2,500 -3,000
PAT (post-NCl) 7,946 5,018 7,601 11,879 15,003 18,973 21,338 26,525
Change (%) -37 51 56 26 26 12 24
Balance Sheet (INR M)
Y/E March FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Equity Share Capital 756 757 758 759 761 762 762 762
Reserves & Surplus 42,831 46,899 53,177 63,879 89,160 1,05,001 1,24,624 1,49,243
Non-controlling interest 59.0 12,101 14,241 16,741 19,741
Net Worth 43,587 47,656 53,934 64,697 1,02,021 1,20,004 1,42,127 1,69,746
Borrowings 2,65,171 2,77,177 3,22,645 3,57,255 3,96,040 4,58,776 5,51,343 6,57,157
Change (%) 4.5 16.4 10.7 10.9 15.8 20.2 19.2
Other Liabilities 23,631 18,901 30,090 37,150 31,951 43,122 51,493 60,014
Total Liabilities 3,32,389 3,43,734 4,06,669 4,59,102 5,30,012 6,21,902 7,44,963 8,86,918
Cash and Bank 25,216 32,159 47,841 81,569 58,390 33,841 39,684 44,072
Investments 2,124 7,704 316 11,922 35,110 38,314 43,782 49,805
Loans 2,73,775 2,85,347 3,35,332 3,36,929 4,00,011 5,08,399 6,11,741 7,35,018
Change (%) 4.2 17.5 0.5 18.7 27.1 20.3 20.2
Fixed Assets 1,112 3,950 4,102 4,777 5,708 6,196 7,264 8,501
Other Assets 30,162 14,574 19,079 23,908 30,794 35,153 42,492 49,521
Total Assets 3,32,389 3,43,734 4,06,669 4,59,104 5,30,013 6,21,902 7,44,963 8,86,918
6 March 2024 7
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Financials and Valuation
Y/E March FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
AUM 3,49,035 3,79,511 4,46,880 5,12,098 6,46,376 8,10,755 9,64,196 11,75,476
Change (%) 12 9 18 15 26 25 19 22
On-book/Off-book Mix (%)
On-book AUM (%) 74 75 67 62 62 63 62
Assignments (%) 26 25 28 26 23 21 19
Co-lending (%) 0 0 6 12 15 17 19
Total (%) 100 100 100 100 100 100 100
Disbursements 2,78,300 3,83,090 5,59,630 6,81,143 6,38,356 8,82,399
Change (%) 38 46 22 -6 38
Ratios
Y/E March FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Spreads Analysis (%)
Avg. Yield on Loans 17.0 16.5 17.5 18.3 20.0 21.2 20.2 20.2
Avg Cost of Funds 9.7 8.9 8.8 8.8 8.6 8.9 8.9 8.8
Spread of loans 7.3 7.7 8.7 9.5 114 12.3 11.3 11.3
NIM (as % of total AUM) 6.2 6.1 6.8 6.6 7.2 8.0 7.7 7.7
On-book NIM (% of on-book AUM) 6.8 5.9 6.8 7.0 8.1 9.5 9.1 9.2
Profitability Ratios (%)
RoE 19.6 11.0 15.0 20.0 19.4 19.4 18.5 19.3
RoA 2.4 1.5 2.0 2.7 3.3 3.7 3.5 3.6
Int. Expended / Int.Earned 54.4 52.1 48.4 48.8 43.7 39.6 39.8 39.3
Other Inc. / Net Income 13.2 10.0 16.9 22.0 20.6 11.8 11.1 10.2
Efficiency Ratios (%)
Op. Exps. / Avg AUM 3.6 3.5 2.9 3.3 3.9 3.9 3.7 3.7
Op. Exps. / Net Income 46.9 52 35 39 43 43 43 43
Empl. Cost/Op. Exps. 58.8 59 61 58 59 60 61 62
Asset-Liability Profile (%)
Debt-Equity Ratio 6.1 5.8 6.0 5.5 4.4 4.3 4.4 4.4
Assets/Equity 7.6 7.2 7.5 7.1 5.9 5.9 5.9 5.9
Asset Quality (%)
GNPA (INR m) 6,620 10,740 7,380 7,851 9,425 10,420
GNPA (%) 1.7 2.3 2.1 3.2 1.8 1.6 1.6 1.4
NNPA (INR m) 2,986 6,218 3,771 3,747 4,322 4,600
NNPA (%) 0.5 1.0 1.0 1.8 1.1 0.8 0.7 0.6
PCR (%) 55 42 49 52 54 56
Credit costs 1.1 1.7 3.8 2.7 2.4 2.2 2.2 2.0
Valuations FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Book Value (INR) 115 126 142 170 236 277 329 394
BV Growth (%) 9 13 20 39 17 19 20
P/BV 4.2 3.8 3.4 2.8 2.0 1.7 1.5 1.2
EPS (INR) 21 13 20 31 39 50 56 70
EPS Growth (%) -37 51 56 26 26 12 24
P/E 22.7 36.1 23.9 15.3 12.1 9.6 8.6 6.9
Dividend 5.0 2.3 3.0 35 4.0 4.5 5.0 5.5
Dividend yield 1.0 0.5 0.6 0.7 0.8 0.9 1.0 1.1

E: MOFSL Estimates
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Financials and Valuation

Du-Pont (% of avg. assets) FY19 FY20 FY21 FY22 FY23 FY24E FY25E FY26E
Interest Income 14.5 13.7 14.4 14.2 14.9 16.7 16.6 16.7
Interest Expended 7.9 7.1 7.0 6.9 6.5 6.6 6.6 6.5
NIM 6.6 6.5 7.5 7.3 8.4 10.1 10.0 10.1
Other income 1.0 0.7 1.5 2.1 2.2 1.3 1.2 1.2
Total income 7.6 7.3 9.0 9.3 10.6 11.4 11.2 11.3
Operating cost 3.6 3.8 3.2 3.7 4.5 4.9 4.9 4.8
PPOP 4.1 3.5 5.8 5.6 6.0 6.6 6.4 6.4
Provision 0.9 14 3.1 2.1 1.8 1.7 1.8 1.7
PBT 3.5 2.1 2.7 3.5 4.3 4.8 4.6 4.7
Tax 1.0 0.7 0.7 0.8 1.0 1.2 1.1 1.1
ROA (pre-NCl) 2.4 1.5 2.0 2.7 3.3 3.7 3.5 3.6
NCI 0.0 0.0 0.0 0.0 0.2 0.4 0.4 0.4
ROA (post-NCl) 2.4 1.5 2.0 2.7 3.0 3.3 3.1 3.3
Avg. leverage (x) 8.1 7.4 7.4 7.3 6.4 5.9 5.9 5.9
RoE 19.6 11.0 15.0 20.0 19.4 19.4 18.5 19.3

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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NOTES
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Explanation of Investment Rating
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