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A breather

The RBI's reversion of risk weights for bank lending to NBFCs will likely
encourage the flow of bank credit to the sector, thereby improving the
liquidity for smaller players and the bargaining power of larger players for
better rates. The sharp slowdown in bank funding to NBFCs and consistent
MCLR hikes by banks imply a slower rate transmission, posing a risk of NIM
downgrades. This risk is now lowered.

RBI has reverted to standard risk weights for bank loans to NBFCs

In November 2023, the RBI had increased risk weights for bank lending to
NBFCs by 25 bps (over and above the risk weight associated with the given
external rating). This followed the RBI's concerns about risk build-up in certain
segments of consumer credit and increased dependence of NBFCs on bank
borrowings. Notably, housing loans, educational loans, vehicle loans, loans
against gold and microfinance/SHG loans were excluded from the
aforementioned hike. Thus, the higher risk weights weighed on the cost of
funding for NBFCs engaged in non-PSL, personal/consumer and other
unsecured, with lower impact of vehicle finance NBFCs or HFCs. The RBI has
now (February 25, 2025) reverted to the original (down by 25 bps) risk weights.
This, in our view, will improve funding access to all NBFCs and particularly more
to NBFCs in non-PSL, personal/consumer and other unsecured that faced the
heat of higher risk weights.

Exhibit 1 shows the calculated cost of funds for non-banks under coverage. On
a yoy basis, the cost of funding for Bajaj Finance and LT Finance has increased
higher than the rest. HFCs’ 20-40 bps yoy increase reflects a lower share of low-
cost NHB funding, apart from an increase in MCLRs by banks.

Sharp decline in bank funding to NBFCs has been concerning

Following the RBI advisory and November 2023 increase in risk weights, bank
funding to NBFCs has slowed down. Exhibits 2 and 3 show that yoy growth in
bank funding to NBFCs reduced to 5-7% from 15-22% a year back. While most
NBFCs under coverage have not faced any liquidity challenges, smaller unlisted
players with high unsecured exposures have significantly diversified funding
sources. In the meanwhile, banks continue to focus on margins and raise MCLR
rates. Banks have raised MCLR by 15 to 40 bps in THFY25; some banks raised
MCLR marginally (5 bps) this month as well (Exhibit 4).

In a somewhat better place

The NBFCs that we hosted at our CG2025 conference early this month
highlighted that the cost of funding remains sticker-than-expected with banks
going slow in rate cut transmission. This, coupled with the pressure on yields,
reflecting the shifting mix or lower fee/insurance income, puts our margin
estimates at risk. Further, the RBI, in a recent draft, has proposed to remove
foreclosure/prepayment charges on all floating rate loans. The current
regulations do not permit prepayment/foreclosure charges on floating home
loans. The RBI's move to restore risk weights to lower levels reduces this
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Bajaj and LTF have reported the biggest rise in cost of funds in the past one year

I Exhibit 1: Calculated cost of borrowings, March fiscal year-ends, 3QFY23-3QFY25 (%)

Affordable HFCs
Aadhar

Aavas Financiers
Aptus

Home First

India Shelter
NBFCs/other HFCs
Bajaj Finance

Bajaj Housing Finance

Cholamandalam
Five Star

L&T Finance

LIC Housing Finance
Mahindra Finance
Muthoot Finance
SBFC

Shriram Finance

3QFY23 4QFY23 1QFY24 2QFY24

NA
6.8
8.3
7.2
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8.0
8.9
8.0

Source: RBI, Kotak Institutional Equities
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7.7
7.7
8.8
8.1
8.9

7.5
7.6
8.0
9.7
7.1
7.6
7.8
8.6
9.3
8.7

4QFY24 1QFY25 2QFY25

7.7
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7.8
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3QFY25| Yo (bps)
8.0 30
8.0 37
9.0 21
8.5 42
8.6 (27)
7.8 24
7.9 28
8.1 1
96 (8)
73 24
76 1
7.9 7
87 18
9.2 (6)
8.8 16
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NBFC comprise about 9% of bank credit

I Exhibit 2: Lending by SCBs to NBFCs, March fiscal year-ends, 3QFY14-3QFY25 (%)
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Bank lending to NBFCs has slowed down sharply
I Exhibit 3: Growth of SCBs loans to NBFCs yoy, March fiscal year-ends, 3QFY14-3QFY25 (%)
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Source: Company, Kotak Institutional Equities estimates
MCLR rates for lenders have not seen an impact due to the rate cut
l Exhibit 4: 1-year MCLR rates across banks, March fiscal year-ends (%)
(% change)
Mar-22 Mar-23 Nov-23 Dec-23 Jan-24| Feb-24| Mar-24 Jun-24 Jul-24 Aug-24 Sep-24 Oct-24 Nov-24 Dec-24 Jan-25| Feb-25| (Dec-24 to Feb-25)
Public sector banks
BoB 730 855 875 875 880| 880| 880 885 890 895 895 900 900 900 900| 9.00 -
Canara 725 860 875 875 880| 885 890 890 895 900 900 900 905 905 905| 905 -
PNB 725 850 865 865 870| 880| 88 885 885 890 895 895 900 900 905| 905 0.05
SBI 700 850 855 865 865| 865| 865 875 885 895 895 895 900 900 900| 9.00 -
Union 725 865 870 880 885 890| 890 890 890 890 895 900 900 900 900| 9.00 -
Old private banks -
CUBK 750 840 810 825 825| 830| 835 850 850 870 870 870 900 900 900| 9.00 -
FB 790 930 950 960 960| 970| 970 970 970 970 980 980 980 990 990| 9.90 -
KvB 8.35 9.35 9.85 9.85 9.85| 10.00| 10.00 10.10 10.10 10.00 10.00 10.00 10.00 10.00 10.00| 10.00 -
New private banks -
Axis 735 895 920 925 925| 930| 930 930 930 930 935 935 935 945 940| 940 (0.05)
Bandhan 925 1113 1116 1132 1132| 11.36| 11.36 1143 1143 1151 1189 1180 1190 1190 12.05| 12.05 0.15
HDFC Bank 725 895 920 920 925| 930| 930 930 930 930 930 895 900 905 905| 910 0.05
icicl 725 875 900 900 910| 910 910 910 970 970 970 910 910 910 910| 9.10 -
Indusind 850 1015 1035 1035 10.35| 10.40| 1040 1045 1045 1045 1055 1055 1055 1055 10.55| 10.55 -
Yes 850 1070 1040 1050 10.50| 10.50 | 10.50 10.50 1050 1050 1060 1060 10.60 10.60 10.60| 10.65 0.05
Small finance banks -
AU 1015 1175 11.85 1185 11.85| 11.85| 11.85 1185 1285 1285 1265 1245 1250 1250 1245| 1245 (0.05)
Equitas 1370 1405 1380 1360 13.60| 13.80| 13.80 1380 1395 1380 1380 1360 1395 1395 1395| 1395
Ujjivan 1270 1220 1250 1270 12.70| 12.70| 1270 1400 1400 1350 1350 1340 1340 1355 1355| 13.60 0.05

Source: Company, Kotak Institutional Equities
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Diversified Financials

Bank borrowings constitute 33-59% of overall borrowings for HFCs

(%)

2019 2020 2021

Aadhar

Bank NA NA 62
NHB NA NA 16
NCD NA NA 21
Others NA NA 1
Aavas

Term loans 42 43 34
Assignment 28 25 24
NHB 19 14 23
NCD 11 19 19
Aptus

Bank 42 49 52
NHB 9 14 23
NCD 44 32 17
Others 6 5 8
Bajaj Housing Finance

Term loans NA 69 64
NCD NA 25 27
NHB NA - -
CcP NA 6 9
ICD NA - -
Home First

Bank 60 58 44
NBFC - 2 1
NHB 26 21 29
NCD - - 6
DA 13 19 20
ECB - - -
India Shelter

Bank NA NA 56
NHB NA NA 36
NCD NA NA 6
DA NA NA 2
ECB NA NA -
PTC NA NA -
LIC Housing Finance

Bank 15 22 25
NCDs 75 65 54
Deposit 4 7 9
NHB 1 1 5
CP and others 4 4 6

Source: Company, Kotak Institutional Equities
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I Exhibit 5: Breakdown of borrowings across select HFCs, March fiscal year-ends, 2019-24, 1QFY25-3QFY25

2024 1QFY25 2QFY25 3QFY25
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18
17
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15
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20 18 16
9 6 9
64 59 54
22 19 18
5 11 15
9 11 13
48 44 43
38 43 43
12 11 11
3 2 3
O -
59 60 59
2 2 2
19 16 17
3 3 3
17 16 16
- 3 3
53 56 54
18 16 13
1 1 1
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1 1 7
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Bank borrowings constitute 22-59% of overall borrowings for NBFCs
I Exhibit 6: Breakdown of borrowings across NBFCs, March fiscal year-ends, 2019-24, 1QFY25-3QFY25 (%)
2019 2020 2021 2022 2023 2024 1QFY25 2QFY25 3QFY25

Bajaj Finance

Bank 34 38 32 28 31 33 30 29 47
NCDs 38 41 44 50 47 44 48 47 46
Subordinate debt 5 4 4 3 1 1 2 4 5
Deposits 15 17 20 19 21 22 20 20 22
CPs 7 NA NA NA NA NA NA NA NA
CBLO 0 NA NA NA NA NA NA NA NA
Chola

Bank 49 66 61 63 57 49 49 48 47
CP 11 8 10 10 8 6 8 9 8
NCDs 21 10 15 15 16 16 14 14 14
Subordinated debt 8 8 7 7 9 11 12 11 14
Securitisation 11 8 7 5 10 18 17 18 17
Five Star

Bank NA NA NA 32 56 65 62 60 56
Other term loans NA NA NA 6 6 12 11 10 12
NCDs NA NA NA 39 12 5 12 12 11
Securitisation NA NA NA 19 23 17 14 18 20
ECB NA NA NA 3 2 1 1 1 1
L&T Finance

Term loan 39 44 38 41 50 58 57 57 59
NCDs and others 47 50 55 52 38 40 35 35 34
CP 14 6 7 7 12 7 8 8 7
Mahindra Finance

Bank loans 28 30 25 28 40 48 48 46 48
NCDs 44 35 33 37 32 28 29 27 26
FDs 11 15 16 15 7 8 4 4 3
CP/ICD 9 0 2 2 8 7 9 9 9
Securitisation 8 15 18 14 9 6 D) 6 6
Offshore borrowings 5 7 5 4 3 6 9 6
Muthoot Finance

Gold bonds 2 1 1 0 0 - - - -
Listed NCDs 28 26 29 25 27 28 28 27 26
Bank loans 49 39 43 59) 60 63 58 57 56
Subordinated debt 2 1 0 0 0 0 0 0 0
Others 2 24 18 17 10 1 10 10 13
SBFC

Bank NA 84 91 92 78 49 47 49 53
NCDs NA 11 5 1 1 10 11 14 12
Securitisation NA ) 2 2 10 7 6 5 4
FCNB NA - - - - 21 21 19 18
Fl NA - 1 4 10 13 12 10 9
Foreign bank NA - - - 1 0 4 4 3
Shriram Finance

NCDs 29 22 20 19 19 17 17 18 18
Deposits 12 13 15 19 23 24 25 24 24
Securitization 20 23 22 17 14 16 15 17 17
Subordinated debts 7 6 4 4 3 2 1 1 1
Term loans 18 16 16 20 26 25 25 22 22
ECB 6 15 18 17 8 6 6 7 7
ECB loans 3 5 4 4 6 8 8 8 8
Others 2 2 1 0 0 3 3 2 2

Source: Company, Kotak Institutional Equities
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NIMs to compress for most players
l Exhibit 7: Yield on loans, cost of funds and NIM, March fiscal year-ends, 2022-27E

Yield on loans (%) Cost of funds (%) NIM (%)
2022 2023 2024 2025E 2026E 2027E 2022 2023 2024 2025E 2026E 2027E 2022 2023 2024 2025E 2026E 2027E

Affordable housing

Aadhar 109 111 118 119 119 118 7.2 7.0 7.6 7.8 7.8 7.7 55 6.1 6.7 6.8 6.9 6.9
Aavas 135 134 135 134 133 131 6.7 6.6 7.5 7.7 7.6 7.3 7.8 7.7 7.1 6.6 6.6 6.6
Aptus 171 178 171 17.1 168 16.5 8.0 8.5 8.6 8.9 8.8 8.7 126 131 121 116  11.0 106
Home First 133 139 14.4 14.4 14.2 14.2 6.6 7.3 8.3 8.5 8.4 8.3 7.7 8.0 7.4 6.7 6.6 6.6
India Shelter 158 157 158 153 151 15.0 83 83 9.0 83 83 83 9.5 9.2 9.3 9.4 87 83
Other NBFCs and HFCs

Bajaj Finance 158  16.1 169 165 163 161 6.6 6.6 7.3 7.5 7.3 7.2 10.1 104 103 9.8 9.8 9.7
Bajaj Housing Finance 8.6 9.6 101 10.1 9.9 9.7 59 6.8 7.6 7.9 7.7 7.4 3.3 3.8 3.5 3.4 &5 BI5
Cholamandalam 137 135 141 145 144 138 6.5 6.9 8.0 8.2 7.9 7.6 7.5 7.1 6.7 6.8 7.1 6.8
Five Star 253 250 256 254 247 240 10.0 7.8 8.9 9.6 9.5 9.3 190 206 199 192 184 175
L&TFH 12.5 14.4 15.0 15.4 15.0 14.7 7.0 7.3 6.7 7.3 7.1 6.8 6.3 7.5 8.6 8.9 8.7 8.6
LIC Housing Finance 8.1 8.6 9.6 9.3 9.2 9.0 6.6 6.9 7.4 7.5 7.3 7.1 2.3 2.4 3.1 27 2.8 2.8
Mahindra Finance 146 145 147 138 139 139 6.8 7.0 7.7 7.8 7.7 7.5 8.6 8.3 7.2 6.7 6.7 6.8
Muthoot Finance 198 171 179 188 185 182 8.0 7.4 8.6 9.1 9.0 8.7 129 110 1.2 117 114 113
SBFC 187 177 179 180 182 182 7.7 8.3 9.1 9.3 9.3 9.1 100 102 111 118 119 120
Shriram Finance 148 176 159 159 159 157 8.8 9.2 8.6 8.8 8.7 8.6 74 105 9.2 9.0 9.1 9.2

Source: Company, Kotak Institutional Equities

Key valuation parameters

l Exhibit 8: Valuation metrics for NBFCs under coverage, March fiscal year-ends, 2024-26E

Fair Market
Value Price cap. EPS (Rs) PER (X) ABVPS (Rs) APBR (X) ROE (%)

Reco. (Rs) 2/25/2025 US $bn 2024 2025E 2026E 2024 2025E 2026E 2024 2025E 2026E 2024 2025E 2026E 2024 2025E 2026E
NBFCs
Aadhar HFC BUY 560 379 1.9 18 22 28 20.7 17.2 18.7 113 150 177 3.4 2.5 2.1 184 169 16.6
Aavas Financiers BUY 1,925 1,698 1.5 62 74 92 27.4 229 18.5 477 551 642 3.6 3.1 2.6 139 144 154
Aptus Value Housing ADD 370 304 1.7 12 15 17 24.8 20.9 17.7 76 86 98 4.0 3.5 3.1 172 183 184
Bajaj Finance ADD 8,500 8,489 60.3 234 260 322 36.3 32.7 26.4 1241 1471 1,751 6.8 5.8 4.8 221 19.2 198
Bajaj Finserv BUY 2,000 1,875 34.3 51 66 81 36.7 28.4 23.2 255 299 359 7.4 6.3 5.2 18.7 239 246
Cholamandalam ADD 1,500 1,368 13.2 41 49 61 33.6 27.9 22.5 233 281 355 5.9 4.9 3.9 202 191 193
Five Star ADD 890 712 2.4 29 36 44 24.8 19.7 16.1 178 214 259 4.0 3.3 2.8 17.5 184 187
Home First BUY 1375 885 0.9 35 42 54 25.6 21.0 16.3 240 277 326 3.7 3.2 2.7 155 170 17.8
India Shelter BUY 850 697 0.9 25 36 40 27.6 19.5 17.5 235 249 289 3.0 2.8 2.4 140 149 151
LIC Hsg Fin BUY 750 521 3.3 87 94 99 6.0 5.6 5.3 570 649 732 0.9 0.8 0.7 16.3 140 126
L&T Finance Holdings ADD 155 133 3.8 9 12 14 14.3 11.4 9.6 95 103 112 1.4 1.3 1.2 10.3 109 12.1
Mahindra Finance ADD 320 271 3.8 14 20 21 19.0 13.3 13.1 147 163 181 1.8 1.7 1.5 10.0 131 141
Muthoot Finance BUY 2,400 2,183 101 101 133 159 21.6 16.4 18.7 605 707 828 3.6 3.1 2.6 179 204 208
SBFC ADD 95 88 1.1 2 3 4 40.9 28.0 22.4 23 26 30 3.8 3.4 2.9 10.5 11.7 129
SBI Cards BUY 850 841 9.2 25 27 40 332 315 21.1 127 150 186 6.6 56 45 220 193 238
Shriram Finance BUY 730 574 12.4 191 54 55 3.0 10.7 10.5 1234 287 331 0.5 2.0 1.7 15.7 191 16.7

Source: Company, Kotak Institutional Equities
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
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Ratings and other definitions/identifiers
Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

70% I:l Percentage of companies covered by Kotak Institutional
° Equities, within the specified category.

60% -
Percentage of companies within each category for which
50% Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.

40%
34.3% * The above categories are defined as follows: Buy = We
expect this stock to deliver more than 15% returns over
30% - 27.4% the next 12 months; Add = We expect this stock to deliver
21.3% 5-15% returns over the next 12 months; Reduce = We
expect this stock to deliver -5+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% . 6.1% 5.4% are also on a 12-month horizon basis. These ratings are
4.0% 1.8% used illustratively to comply with applicable regulations. As
of 31/12/2024 Kotak Institutional Equities Investment

BUY ADD REDUCE SELL Research had investment ratings on 277 equity securities.

20% - 17.0%

0%

Source: Kotak Institutional Equities

As of December 31, 2024

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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