L&T Finance: Better days ahead

L&T Finance Holdings is expected to improve its performance further in the coming quarters.

espite its massive outperformance—L&T Finance

Holdings gained 85% during the last one year com-

pared to the 15% gain in the Sensex—analysts con-

tinue to be bullish on the counter. Thisis because

the company has shown robust performance in the
pastfour quarters.

Despite the ongoing restructuring, L&T Finance Holdings"
gross loan increased 14% year-on-year
(y-0-y)inthe fourth quarter of 2016-17,
contributed mostly by animpressive
20% y-o-y growthinits core seg-
ments-housing, wholesale and rural.
While housing finance reported a y-o-
y growth of 28%, wholesale and rural
financing grew 19% and 16% respec-
tively. The company’s net interest in-
come and net profit for the quarter
also grew 21% and 34% respectively.

Improvement in asset quality isan-
other point that needs to be men-
tioned. Though gross nonperforming
assets (NPA) grew 9 basis points to
4.95%in the fourth quarter, the com-
pany made excess provisions and
broughtdown its net NPA by 93 basis
points to 2.89%. This voluntary provi-
sioning include %186 crore charged to
this year’s profitand another 352
crore from the benefits it gained due
to the merger of group entities L&T Fi-
nance, L&T Fincorp & L&T Family Credit. With this additional
provisioning cushion, L&T Finance Holdingsis ready fora
smooth transition to the 90 days NPA recognition regime. Ana-
lystsalso expect that its gross and net NPAs will go below 4%
and 2% respectively by 2018-19.

The company’s well articulated business restructuring strat-
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egyisalso progressing smoothly. For example, L&T Finance
Holdings’ ‘defocused assets™assets not core to its business—
came down 46% y-o-y and account for just 4% of the compa-
ny’s total loan book, as of March 2017. Once its non-core busi-
ness becomes negligible, L&T Finance Holdings plans to focus
more on wholesale infrastructure lending. With highgrowthin
lending and NPAs under control, the company may witness an
earnings jumpin the coming years and
analysts expect a 36% earnings com-
pound annual growth rate between
2016-17 and 2018-19. Return on equity
has already improved from 10.8% in
2015-16 t0 14.7% in 2016-17 and the is ex-
pectedtogoabove 17% by 2018-19.

Despite the recent jump inits share
prices, L&T Finance Holdings is expect-
ed toattractgood investor interestin the
future too because of its expanding busi-
ness and improving profitability.
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Selectlon Methodology: We pick the
stock that has shown the maximum in-
crease in ‘consensus analyst rating’ inthe
past one month. Consensus rating is ar-
rived atby averaging all analyst recom-
mendations after attributing weights to
eachofthem (5 for strong buy, 4 for buy,
3for hold, 2 forsell and 1 for strong sell)
and any improvement in consensus ana-
lyst rating indicates that the analysts are
getting more bullish on the stock. To make sure that we pick
only companies with decent analyst coverage, thissearchisre-
stricted to stocks that are covered by at least 10 analysts. You
can see similar consensus analyst rating changes during the
pastweek inthe ETW 50 table.
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Increaseinits loan book, provisioning for
NPAs, business restructuring and likely jump
inearnings inthe coming years has made
L&T Finance analysts' top pick.

~Narendra Nathan
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2015-18

2017-18  2018-19

Revenue (T cor) 3,281.55 3.713.58 456168 5.353.21

Operating profit (¥ cr) 121070 847.18 325086 387356

Net profit (€ cr) 855.56 917.74 132784 174154

EPS (%) 379 514 713 952

Dividend

E Valuation H O
L & T Finance Holdings 316 25.05 054
Mahindra & Mahindra Fin Services 279 37.97 070
Bajsj Finserv 413 2888 0.04
IIFL Holdings 437 2788 0.75
Bajaj Holdings & Investment 131 9.45 155

EJ Latest brokerage calls

Reco date Research house

Advice Target price (7)

23 June 17 Axis Capital buy 155
15 June '17_HSBC buy 163
12 June ‘17 Prabhudas Lilladher buy 210

B Relative performance

Market price: ¥134.30
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Performance of L&T Finance compared with the Sensex. Figures are
normalised to a base of 100. Source: ETIG Dotabase & Bloomberg




