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CUTTING LOSSES Company'’s FY18 performance shows its strategy to move away from
loss-making segments and increase focus on more lucrative verticals is paying off

Focus on Asset Quality & RoE
could Push Up L&T Fin Stock

Ranjit.Shinde@timesgroup.com

ET Intelligence Group: After hit-
ting a low of z153.5 on March 20, the
stock of L&T Finance Holdings has
since gained 12% till May 3. On
Friday, it further gained 2.7% after
the company reported stellar num-
bers for the March quarter and for
FY18. The stock 1s expected to sus-
tain the momentum considering the
non-banking finance company’s
(NBFC) focus on improving asset
quality and the return on equity.

The company’s FY18 performance
shows its strategy to move away from
loss -making segments and increase
focus on more lucrative verticals in-
cluding rural, housing and select
wholesale financing is paying off.

Two yearsago, thecompany wassad-
dled with non-performingassetsfrom
lending segments including construc-
tion equipment, gold loans, commer-
clal vehicles, and leasing activities. In
FY18, exposure to this defocussed
book was reduced to 21,540 crore com-
pared withz4,931 crore iIn FY16.
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ing assets as a percentage of total
advances (GNPA ratio) reduced to
4.8% from 7.1% a year ago. The net
NPA ratio dropped to 2.3% from 5%
during the period. The company is
also keen to increase the provision-
ing for bad loans. In the March quar-

ter, 1t Increased 1t to 52.5% of total
bad loans from 31% a year ago and
from 15% two years ago.

Apart from improving the efficien-
cy of its lending activity, the compa-
ny has also focused on fee income as
ameasure to support profitability. It
shot up by nearly three times to
z1,404 crore inthe twofiscals to FY18.

The effect of these factors was visi-
ble in the company’s overall perfor-
mance for FY18. Income from opera-
tions increased by 20% year-on-year
t0 10,021 crore while net profit grew
by 40% to1,459 crore. The returnon
equity (RoE) improved by 272 basis
points to 15% after considering the
capital infusion of 23,000 crore in
March. The company has a target to
report 18% RoOE by FY20.

At the Friday’s closing price of
?176.3, the stock was traded at the
trailing price-book (P/B) multiple of
2.6. This is lower than the P/B of 35
for some of the other NBFCs. The
valuation gap islikely to reduce con-
sidering the company’s sustained
improvement in asset quality and
profitability.
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L&T Finance net up 30% in Q&4

SHREEPAD SAUTE &
NIKHAT HETAVKAR
Mumbai, 3 May

L&T Finance saw a consolidat-
ed net profit 0fI4.05 billion for
the quarter ended March 2018,
compared toI3.13 billion in the
same quarter a year ago. This
was growth of 30 per cent year-
on-year (y-o-y), backed by
growth in rural and home
finance business. However,
wholesale business was affect-
ed due to higher provisioning.

“The company is in process of
cleaning its wholesale book
that impacted its overall per-
formance this quarter. Major
clean-up exercise will be com-
pleted by FY19,” said Chief
Executive and Managing
Director Dinanath Dubhashi.

Revenue from operations
during this quarter rose to32748
billion against 321.62 billion in
the corresponding quarter last
year. The company’s rural busi-
ness for the quarter under
review grew 64% y-o0-V.
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@ INTERVIEW: DINANATH DUBHASHI, MD & CEO, L&T Finance Holdings

‘We don’t think affordable housing
will be a large part of our portfolio’

Using data analytics forits push into rural
markets, L&T Finance Holdings will con-
tinue with what it calls the retailisation’of
its loan book, said Dinanath Dubhashi,
managing director and CEO. To shield itself
againsthardening bond yields, the company
has now got 60% of its debt priced at fived
rates, he added. Excerpts:

Yourloan book has seen good growth.
Where is this coming from?
Ourloanbook growth is about 25%.In
our focused book, there is a growth of
around 28%.The important numbers are
that rural (finance) has grown by 64%,
housinghas grown by 51% and (in) whole-
sale,while disbursements have grownvery
well, we have managed to sell down most
of the book and kept our growth to just
13%. Soit isleading now to what I call the
retailisation of our book. Rural plus hous-
ingwas 34% (asa share of theloan book) in
FY17; thathas now gone to4 3% and hope-
fully,by next year,we should come close to
500%. Largely, disbursements are equally
good everywhere because we are improv-
ing our competitive position.As farasbook
growth is concerned, you will see the
largest book growth in rural and housing.

Disbursements of micro loans have
jumped 200%. How?

To put things into perspective,I would
suggest you don't go by percentages. Let
me remind you that the last five months
of FY17 were the post-demonetisation
months in which hardly any disburse-
ments were happening. So it is largely a
base effect. Despite that, we must say that
the business is doing very well. Not only
micro loans, overall in rural India, the
availability and reliability of data is
improving and a company which has the
tools and the belief to use that data to
identify customers and lend to those cus-
tomers, hasa great scope for growth.Rural

Around 60% of my debt
today is fixed-rate, as
compared to 25% of my
assets being fixed-rate.
Now, that doesn't mean my
costs won't go up. It will
certainly go up as more
and more loans come for
repricing, but | will be in a
position to pass them on

lending used to be largely intuitive. Today,
it is possible to digitise all the relevant
information to get all this data into an
enterprise data warehouse and use that
analytics to take very informed and
localised decisions. If two years ago, I
would lend more in case of good rainfall
and less in case of poor rainfall, todayI can
take a district-wise decision as to how to
spread the lending. That has really differ-
entiated our growth.

What would be the average ticket size of
your housing loans?
Inretail housing, the average ticket size

is about 40 lakh.

Areyoualsolooking at affordable hous-
ing loans asa key category?

We are looking, but, geographically, for
housing, we have more of a presence in
Mumbai, Delhi, Pune, Hyderabad, Chennai
and Surat.Sowe don't thinkaffordable hous-
ingwillbea large part of our portfolio,even
though we are there. Our chief focus is the
R30-50 lakh segment, which is the lower-
income tomiddle-income sort of segment.

How are higher yields in the bond
market impacting you?

Iwould answer that in two ways. One is
that our economists saw this rise well in
advance and we started moving to
medium-term fixed-rate instruments six
months back. So most definitely, while
yields have hardened, there is an impact.
Compared to last year, there has been a
reduction. From the last quarter, when it
was 8.119%,ithas goneto 8.2%. But,much
more important isthatIam nowsittingon
a fairly large positive gap.Around 60% of
my debt today is fixed-rate, as compared
to 25% of myassets being fixed-rate.Now,
that doesn’t mean my costswon’t go up. It
will certainly go up as more and more
loans come for repricing, but Iwill bein a
position to pass them on. Second, a more
strategic side to this is that interest-rate
cycles will come and go and about two
years ago, we identified fee income asa
good means of tackling them. Our NIMs
plus fee incomeisat 6.9%,which last year
was 6.5%. We intend to maintain that
around 6.7-6.9%.

So that means we can expectyou to hike
rates asyields rise?

Actually, for our home loans we have
increased rates by 15 basis points (bps). In
our infra loans, we have taken an increase
of 25 bps.
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L&T Finance Q4 profit
rises 307 at 3409 crore

OUR BUREAU

Mumbal, May 4

Driven by growth coming from
the rural market, L&T Finance
Holdings has witnessed a 30
per centjumpin its net profitat
X409 crore in the fourth
quarter ending March 31, 2018,
against 313.95 crore in the
year-ago period.

Its revenues grew by 27 per
cent at X2,74834 crore during
the quarter, against32,162.56 in
the same period lastyear.

RoE forQ4FY18 standsat15.06
per cent, which was achieved
after the infusion of 3,000
crore equity in March 2018
through preferential allotment
to Larsen & Toubro and a QIP,
the company said in statement.

Talking to BusinessLine, L&T Fin-
ance’s MD and CEO Dinanath
Dubhashi said that profit and
revenues were driven by strong
growth from the rural finance
segment on the back of differ-
ent government initiatives, a
good monsoon, increasing in-
come and loan waiver, among
other macro factors. The rural
segment grew at 64 per cent
year-on-year.

He added that in the short-to
medium-term, the rural
growth will continue to be ro-
bust at a similar rate with retail
finance growing by 50 per cent
next year. Gross NPA declined
from 7.11 per cent in the fourth
quarter last year to 4.8 per cent
thisyearin the same period.



L&T Fin Holdings

net rises 40%

L&T Finance Holdings
registered a rise of 28%
in its consolidated net
profit at Rs 406 crore in
the quarter ended March.
Total income rose to Rs
2,937.44 crore from Rs
2,238.09 crore a year ago.
On full year basis, the
consolidated net profit
rose by 40% to Rs 1,459
crore from Rs 1,042 crore
in the preceding fiscal
year.



