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L&T Finance Ltd.

Asset quality remains stable despite challenges in microfinance segment
Q2FY25 Result Update | Sector: NBFC | October 22,2024

Steady top-line growth: L&T Finance reported a 3.65% (QoQ) and 18.1% (YoY)
increase in net interest income, reaching Rs 2,178 crore, driven by robust growth in
retail assets like LAP and Home loans. During the quarter, the cost of borrowing
moderated by 5bps on QoQ to 7.8%, while other income saw a significant YoY growth
of 17.9%. As a result of the healthy growth in retail finance business and other income
growth, profit after tax (PAT) increased by 1.5% QoQ and 16.9% YoY, reaching Rs 696
crore.

Strong growth in retail AuM book: Retail AuM increased by 5.4% QoQ/28.2% YoY to
Rs 88,975cr which was led by healthy disbursement growth of 11.8% YoY to
Rs 15,092cr. The company saw healthy growth in its loan book in segments such as
SME Finance (16.1% QoQ/115.1% YoY), Urban Finance (7.6% QoQ/33% YoY), LAP (12.4%
QoQ/58% YoY), Home loans (7.9% QoQ/38.6% YoY) while slowdown was seen in
segment such as farmer finance (2% QoQ/8% YoY). Similar to loan book, the
company saw healthy disbursement growth in LAP business (25.7% QoQ/95.5% YoY).
Going forward, the company remains optimistic of its loan growth in FY25E and
anticipates healthy growth in its loan book.

Focus on secured loans impacted NIMs: During the quarter, the company reported
a decline in its margins, with the NIM decreasing by 37 bps QoQ while on annualised
basis it improved by 32 bps YoY. As the industry is currently facing some headwinds
due to microfinance segment, the management has taken a cautious approach
and has begun to focus more on secured assets which impacted its NIMs. The
combined NIM and fee & other income declined by 22 bps QoQ and while improving
marginally by 2bps YoY, driven mainly by healthy fee income. Looking ahead, the
company has lowered its NIMs plus fee guidance from 10.75% - 11.25% ranges to
10.50% -11% range.

Asset quality continues to remain robust: The Company’s asset quality largely
remains stable despite stress seen in microfinance segment at industry level. As GS3
assets were in line at 3.2% increasing bbps on QoQ while seeing a decline of 8 bps
YoY. However, due to pressures in microfinance, particularly in regions like West
Bengal, Bihar, and Gujarat, the company reported a credit cost of 2.6%, slightly
above the guided range of 2% to 2.5%. Management anticipates that credit costs
may stay elevated for several more quarters due to ongoing challenges in the
microfinance sector.

Valuation and Outlook: L&T Finance has demonstrated strong growth in its AuM,
despite facing challenges in the microfinance sector. The company's NIMs remain
robust at approximately 8.9%, as management adopts a cautious strategy and
increases focus on secured products. This approach has allowed L&T Finance to
maintain solid asset quality, outperforming its peers in the industry. However, due to
current market challenges, growth expectations for the retail segment have been
revised downward, while credit cost assumptions have been raised. As a result, we
expect NIl and PAT to grow at CAGRs of 13.6% and 10%, respectively, over the fiscal
years 2024 to 2026. We maintain Buy rating on the company with a target price of
Rs 197, valuing the company at 1.7x of its FY26E Adj. BV.

Financial Summary - consolidated

Particulars, Rs cr FY23 FY24 FY25E FY26E
Interest Income 12,565.1 12,913.9 14,623.9 16,584.7
;‘;tsr';ti’::ue from 12,775.0 13,580.6 15,390.2 17,465.6
Total Income 13,301.7 14,055.1 15,950.1 18,126.3
Net interest income 6,767.9 7,536.7 8,280.8 9,726.8
Profit before Tax 2130.7 3,029.1 3,324.7 3,792.0
Profit after Tax 1,623.3 2,320.1 2,473.4 2,809.7
EPS 6.6 9.3 9.9 1.3
P/Adj. BV (x) 1.8 1.6 1.5 1.3
ROE (%) 7.8 10.4 10.0 10.2

Source : RBL Research
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Key Highlights:

>» Management expects Q3 FY25 to be challenging, with normalization in Q4 FY25.
They anticipate 25% loan growth and remain cautiously optimistic about improving
rural and urban demand.

» 2) Concerns include asset quality deterioration in Rural Business Finance and stress
in unsecured lending.

> 3) Management lowered its NIM + Fees guidance to 10.50% -11% range for the full
year.

> 4) Companies next-gen credit engine, Project Cyclops, has shown improvement,
and they have expanded partnerships for personal loans.

» 5) For future growth companies is focusing on new and non-leveraged customer
acquisition.

> 6) Expanded partnership with CRED for personal loans.

Quarterly performance - consolidated

Particulars, Rs cr Q1FY25 Q-0-Q (%)
Interest income 3,654 3,169 15.3 3,453 5.8
Finance cost 1,476 1,325 114 1,351 9.2
Net interest income increased by 5.65% Net interest income 2,178 1,844 18.1 2,101 3.65
QoQ/18.1% YoY
Other income 370 314 17.9 332 11.2
Totalincome 2,547 2,157 1841 2,434 4.7
Employees cost 549 449 22.3 519 5.7
Impairment increased by 39%QoQ/41.1% Other Operating Costs 509 515 (1.2) 601 (15.4)
Total Operating Expenses 1,058 964 9.8 1,121 (5.6)
Impairment on financial 551 396 39.0 390 411
Growth in AuM, helped it to grow PAT by Profit before tax 940 797 17.8 922 1.9
16.9% Yoy Tax 243 203 196 237 25
Tax rate (%) 25.9 25.5 37bps 25.7 15bps
Profit after tax 696 595 16.9 686 1.5
EPS (Rs) 2.8 2.4 16.3 2.8 1.5

Source : RBL Research
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Business parameters - standalone

Particulars, Rs cr Q2FY25 Q2FY24 Q1FY25 Q-0-Q (%)
Book Value
Farmer Finance 14,488 13,351 8.5 14,204 2.0
Rural Business Finance 26,539 21,672 22.5 25,887 2.5
Two wheeler Finance 12,669 9,518 331 12,025 5.4
Personal loan 7,178 6,481 10.8 6,667 7.7
Home loans and LAP showed robust  yomeoans 16,930 12,216 386 15,690 7.9
growth of 38.6%/58% on YoY basis Lap 4501 3038 60 w272 14
Urban Finance 41,578 31,253 33.0 38,654 7.6
SME Finance 5,190 2,413 115.1 4,471 16.1
Retail finance grew by 5.4% QoQ/28.2% Retail Finance 88,975 69,417 28.2 84,444 5.4

YoY mainly led by SME Finance and LAP .
Disbursement

Farm Equipment Finance 1,782 1,534 16.2 1,903 (6.4)
Rural Business Finance 5,435 5,740 (5.3) 5773 (5.9)
Two wheeler Finance 2,393 1,817 31.7 2,621 (8.7)
Personal loan 1,361 1,308 4.1 1,178 15.5
Home Loans 1,791 1,356 32.1 1,656 8.2
LAP 739 378 95.5 588 25.7
Urban Finance 6,284 4,859 29.3 6,043 4.0
SME Finance 1,244 872 42.7 978 27.2
Retail disbursements increased I1.8% Retail Finance 15,092 13,499 11.8 14,839 1.7

YoY/1.7% QoQ

Source : RBL Research
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Retail loan book increased by 5.37% QoQ/[28.2% YoY

16,000 - - 160
148 32 25 33 33 12 80,000 - 27 34 35 g, 3131 28 400
12,000 - - 120 60,000 - - 30.0
8,000 1 - 80 40,000 - - 200
4,000 | 1 - 40 20,000 - s BN B B = - 10.0
o) (@ o | < ~ o)
N = B B B o
[e0) LO| © ©| [(o N o0
0 4 Lo 0 - Fo-
N [s¢] [82] (3¢ (s} < < < < [Te} [To) N N (s} @ ™ @ < < < < [Te) o
g 8 g g g a4 g a d o g E Tttt EteEctiét Eg
[T [T [ [T [T [ [ [y [y [y [N L L [ [T L
o 9 o o o 9 o o o 9 o o o o O o o o o o
B Retail Finance Disbursements (Rs Cr) O~ YoY growth (%) mmm Retail Finance Loans (Rs Cr) O~ YoY growth (%)

Source : RBL Research

Yields on advances declined by 16bps QoQ to 15.38%
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NIMs dropped by 37bps QoQ to 8.94% levels RoE/RoA improved to 11.7%/2.6%
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Asset quality saw marginal deterioration during quarter Average cost of borrowings decreased marginally by S5bps QoQ to 7.8% levels
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Income statement - consolidated Balance Sheet - consolidated
Particulars, Rs cr FY23 FY24 FY25E FY26E Particulars, Rs cr FY23 FY24 FY25E FY26E
Interest income 12,565 12,914 14,624 16,585 Cash and bank balances 12,749 4,676 7,742 12,767
Other operating revenue 210 667 766 881 perlvatlve financial 174 186 190 195
instruments
Total income 12,775 13,581 15,390 17,466
Trade and Other
Other income 527 475 560 661 Receivables 143 251 401 422
Total income 13,302 14,055 15,950 18,126 Loans 75,155 81,359 86,241 91,415
Finance cost 5797 53177 6,343 6,858 Investments 14,366 12,385 11,822 10,659
Net Interest Income 6,768 7,537 8,281 9,727 Other financial assets 90 632 603 544
Fees and commission expen. 1 - 1 1 Total financial assets 1,02,677 99,488  1,07,000  1,16,002
Impairment on financial
T Sy 1,669 1,322 1,592 1,926 Current and deferred tax 2,538 2,149 469 541
assets
Employees cost 1,406 1,806 1,914 2,245
e :r?]?er:zh‘sla"t R 349 355 381 384
Depreciation 111 115 112 134 quip
Misc expenses 2,187 2,468 2,664 3170 | Goodwil e 12 12 12
Total expenditure MA71 11,026 12,625 14334  Otherintangible assets 120 132 139 146
Profit before tax 2,131 3,029 3,325 3,792 S;T’t; il 644 580 649 727
Tax 172 712 854 986 0 .
Totaé non-financial 3,685 3,229 1,651 1,812
Profit after tax 1,623 2,320 2,473 2,810 SSSCLS
EPS (RS) 6.6 93 9.9 113 Total assets 1,06,362 1,02,718 1,08,651 1,17,814
Source : RBL Research Trade and other 806 1,222 812 878
payables
Debt securities 36,105 29,569 26,505 23,759
Borrowings 44,140 44,430 51,539 60,735
Other financial liabilities 3,404 3,657 3,494 3,339
Total financial liabilities 84,456 78,879 82,351 88,711
C.U”_'?".‘t and deferred tax 200 203 181 164
liabilities
Provisions 33 35 39 45
C.)th.e.r.non-ﬁnancial 57 73 81 91
liabilities
Total non-financial 289 311 302 299
liabilities
Total liabilities 84,744 79,190 82,653 89,010
Share capital 2,480 2,489 2,489 2,489
Other equity 19,049 20,950 23,420 26,226
Equity attributable to 21,528 23,439 25,909 28,715
owners
Non controlling interest 89 89 89 89
Total equity 21,618 23,528 25,998 28,804

Total equity and

o (LrEs 1,06,362 1,02,718 1,08,651 1,17,814
liabilities

Source : RBL Research
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Business Parameters - consolidated Key Ratios - consolidated
Particulars, Rs cr FY23 FY24 |  FY25E Fy2eE [l Particulars FY23 Fy24 |  FY25E FY26E
Yield on advances 13.6 15.3 15.7 15.7
Retail Finance 61,053 80,037 98,604 1,19,896
Net Interest Margin 741 8.7 7.8 8.6
Wholesale Finance 19,512 5,528 4,284 4,867 RoA 15 23 23 25
AuM 80,893 85565  1,02,887  1,24763  RoE e s e oz
Gross stage 3 assets 4.7 3.2 3.0 3.0
Disbursements 90,735 1,15,269 1,42,934 1,77,238 Net stage 3 assets e 0.8 o o
Source : RBL Research Provision coverage ratio 69.3 75.5 76.0 76.0
Valuations (x) - consolidated Source : RBL Research
Particulars FY23 FY24 | FY25E FY26E
Book Value per share (BVPS) (Rs.) 86.8 94.2 104.5 115.7
EPS (Rs.) 6.6 9.3 9.9 11.3
Adj. book value per share (Rs.) 86.8 94.2 104.5 115.7
P/E (x) 233 16.6 15.5 13.7
P/B (x) 1.8 1.6 1.5 13
P/Adj. BV (x) 1.8 1.6 1.5 13

Source : RBL Research
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Rating Methodology

Ratings Upside Note: RBL Investment ratings (All ratings based on absolute return; All ratings and target

Buy More than 15% price refers to 12 month performance horizon, unless mentioned otherwise).
Accumulate 5% - 15%

Hold 0%- 5%

Sell Below 0%

Before you use this research report, please ensure to go through the disclosure inter-alia as required under Securities and Exchange Board of India

(Research Analysts) Regulations, 2014 and Research Disclaimer at the following link: https://www.religareonline.com/disclaimer

specific analyst(s) specific disclosure(s) inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations,

S. No. Statement Answer
Tick appropriate
Yes No
I/we or any of my/our relative has any financial interest in the subject company? [If answer is yes, nature of No

Interest is given below this table]

I/we or any of my/our relatives, have actual/beneficial ownership of one per cent. or more securities of the No
subject company, at the end of the month immediately preceding the date of publication of the research

report or date of the public appearance?

I / we or any of my/our relative, has any other material conflict of interest at the time of publication of the No

research report or at the time of public appearance?

I/we have received any compensation from the subject company in the past twelve months? No
I/we have managed or co-managed public offering of securities for the subject company in the past twelve No
months?

I/we have received any compensation for brokerage services from the subject company in the past twelve No
months?

I/we have received any compensation for products or services other than brokerage services from the No
subject company in the past twelve months?

I/we have received any compensation or other benefits from the subject company or third party in No
I/we have served as an officer, director or employee of the subject company? No
I/we have been engaged in market making activity for the subject company? No

2014 is/are as under:

Statements on ownership and material conflicts of interest, compensation— Research Analyst (RA)

Nature of Interest (if answer to F (a) above is Yes:

Name(s) with Signature(s) of RA(s).

[Please note that only in case of muiltiple RAs and if the answers differ inter-se between the RAs, then RA specific answer with respect to

Serial Question of question which the signing RA

i Yes No.
needs to make a separate declaration / answer

SS..No. Name(s) of RA. Signtures of RA

Copyright in this document vests exclusively with RBL. This information should not be reproduced or redistributed or passed on
directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose, without prior written
permission from RBL. We do not guarantee the integrity of any emails or attached files and are not responsible for any changes
made to them by any other person.

Research Disclaimer: https://www.religareonline.com/disclaimer
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