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Buy Target Price: Rs 2090 CMP Potential Upside



: Rs 1711 : 22%



MARKET DATA : 11.1 Cr : Rs 19,287 Cr : 64%



No. of Shares Market Cap Free Float Avg. daily vol (6mth) 52-w High / Low Bloomberg Promoter holding FII / DII



Sundaram Finance Ltd BFSI



Riding the up-cycle



: 34,686shares : Rs 2100/ Rs 1470 : SUF IN : 36% : 5.8/9.9%



Price performance 140 120 100 80 May-17 Sensex



Financial Summary Y/E March* FY15 FY16 FY17 FY18E FY19E FY20E



NII (Rs cr) 1086 1095 1192 1454 1661 1976



Sep-17



Jan-18



May-18



Sundaram Finance Ltd



Key drivers PAT (Rs cr) 454 477 495 569 662 793



Source: Company, Axis Securities



EPS (Rs) 41 43 45 51 60 71



EPS chg Book Value (%) (Rs) 2.6 268 5.1 298 3.8 337 14.9 373 16.3 415 19.8 465



ABV (Rs) 262 286 329 365 406 454



PE (x) 42.5 40.4 38.9 33.9 29.1 24.3



P/ABV (x) 6.6 6.1 5.3 4.8 4.3 3.8



ROE (%) 16.9 15.2 14.0 14.4 15.1 16.2



ROA (%) 2.8 2.8 2.7 2.7 2.7 2.8



Net NPA (%) 0.5 0.9 0.6 0.5 0.5 0.5



FY17



FY18E FY19E FY20E



Loan Growth (%)



10.2



17.7



19.0



19.0



Cost of Funds (%)



8.8



8.6



8.4



8.4



39.6



37.0



36.2



36.1



Cost-Income (%)



CMP as on May 23, 2018



Siji Philip - Senior Manager |  siji.philip@Axis Securitiesurities.com |  (+91 22 4267 1738)
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Sundaram Finance Ltd: Riding the up-cycle



Sector: BFSI



Sundaram Finance Ltd (SUF), is amongst the oldest vehicle financier, with a track record of strong profitability and growth. In the past couple of years, company has undertaken a conscious strategy of conservatism in tough times, resulting in lower NPA levels vis-à-vis peers. It has also built a strong portfolio of assets including mutual funds and insurance. Now, with the CV cycle picking up and increase in formalization of savings, SUF, will be amongst the major beneficiaries on account of its diversified business mix. SUF has historically traded at a premium to its peers given its market positioning, business model and returns profile. We initiate SUF with BUY with an SOTP based TP of Rs 2,090. Value un-locking in the non-financial investments through the demerger process into a separate entity and its subsequent listing could potentially add further upside to our existing SOTP based TP. Demand drivers in place in Auto Financing Industry



Well diversified portfolio and best in class asset quality



 By FY22, penetration levels



 SUF’s asset financing AUM



are expected to increase to 79/77% for cars/UVs from 77/73%(FY18)



 Over the next couple of years,



pick up in higher tonnage vehicles due to GST and infra push, pre-buying due to shift to BS VI norms, possible implementation of scrappage policy leading to increase in replacement demand will continue to drive momentum in the segment.



has grown at 14%CAGR over FY15-FY17 led by growth in CV segment (~50% of portfolio). Cars constitute ~30% while CE/ Tractors/Others is ~8/4/5%



 SUF's liability franchisee is



optimally spread whereby it has a higher proportion of NCDs and FDs (~46-60%)



 Best asset quality among its



peers 1.5/0.5%)



(GNPA/NNPA



Pick-up in Subsidiaries performance and Value un-locking from demerger of non FS investments key businesses viz. Home Finance, General Insurance, AMC have clocked in impressive performance for 9MFY18



On-Track to better performance over FY17-FY20E



 Other



 We expect loan growth over



 SUF’s



 Better



restructuring plan to demerge its non Financial Services (non-FS) investments will ring-fence the financial services assets and businesses of the group and also reduce the complexity of SUF balance sheet



FY17-FY20E at 19% CAGR led by CV, CE and Tractors segments driven by favourable domestic demand.



loan growth, stable G/NNPA, lower cost of funds and controlled opex will translate into 18/19/17% CAGR in NII/PPOP/PAT over FY17-FY20E.



 ROA to remain in range of



2.7-2.8%



3



24 May 2018



Company Report



Sundaram Finance Ltd



Company Overview



Sector: BFSI



Sundaram Finance Ltd (SUF) , the flagship company of the T. S. Santhanam arm of the TVS group, is amongst the oldest (incorporated in 1954) and largest (AUM Rs 24,338 cr) auto NBFC .It operates through 587 branches and is primarily focused in South India with ~65% share. The company’s primary focus is on financing of commercial vehicles and cars. Of the total AUM, CVs accounted for ~50%, followed by cars ~30%, while others including tractors, construction equipment, and plant& machinery accounted for the remaining ~20%. Used Vehicles is ~17% of the overall portfolio. SUF has invested in various subsidiaries to provide a gamut of financial services, like housing finance, insurance and mutual funds. Experienced Management Team Mr. T T Srinivasaraghavan Managing Director



  



Has nearly 4 decades of experience in banking and Financial Services. He has held various operational positions in the company and has in-depth knowledge of automotive financing. He has been the MD since 2003.



Deputy Managing Director







Has more than a decade experience in areas of specialisation particularly, strategy formulation, joint venture negotiations, new business development etc. Managing Director of Sundaram Asset Management Company Limited.



Mr. A N Raju



 



Has over 3 decades of experience in Automobile, Engineering & Financial Sector. BSc (Engineering), MBA



Mr. M Ramaswamy



 



Member of The Institute of Chartered Accountants of India Has over 3 decades of experience in Finance Industry.



Mr. Harsha Viji



Director (Operations)



Chief Financial Officer
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Auto Financing Industry: Demand drivers in place Multiple demand Macro Push from drivers in CV improved road infra segment



Long term growth potential in PVs



Traction in Tractor segment set to improve



Penetration in Auto-Finance Industry to improve
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Commercial Vehicles Industry: Overall Demand Drivers 



Hub-spoke model, improved infra to drive sale of higher tonnage vehicle







Tipper sales to prop up with improvement in mining/ construction in longer term







Growth in Pick-ups to outpace sub-one tonne vehicles with higher flexibility in usage and transporter needs







Tourism followed by schools to drive demand for Buses







Intercity demand to pick-up with capacity constraint in railways. JNNURM I buses to gain pace after couple of years



Improved growth est. over next 4 yrs FY12 – FY17



FY17 – FY22P



MHCV (goods)



-3.10%



4% – 6%



LCV (goods)



-2.60%



9% – 12%



Buses



-0.10%



8% – 10%



Volumes expected to pick up in FY19 Volumes



FY16



FY17



FY18 (P)



FY19 (P)



Volume



Growth



Volume



Growth



Growth



Growth



MHCV



257,987



32%



255,234



-1%



4% – 6%



5% – 7%



LCV



334,371



-1%



360,842



8%



19% – 21%



8% – 10%



92,845



15%



98,126



6%



(14% ) – (12%)



12% – 17%



Buses



Source: CRISIL Research, Commercial Vehicles – December 2017
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Macro Push …. Demand pick-up in CVs on improvement in road infrastructure 



The current government has placed high importance on upgrading the road infrastructure in India. Budget of 2018 has allocated Rs 71,000 cr for the highway sector.







Highway construction has more than doubled with a rise in award of highway projects in the past four years. While construction reached 27 km a day, the daily award of works was 47 km during 2017-18. Total expenditure in highway construction also increased more than three times. While a total of 4,410 km highway stretches were constructed in 2014-15, it increased to 9,829 km in 2017-18.







Among the infrastructure projects, road construction remains the key, as the most tangible sign of development and augurs well for the CV segment.



Road to progress…. 1,16,324 cr



25,000 80,553 cr



20,000



65,136 cr



15,000 10,000 5,000



38,867 cr 32,438 cr



3,620



4,260



7,972



10,098



6,061



4,410



17,055



15,948



8,231



9,829



0 2013-14



2014-15



2015-16 Award (km)



2016-17



2017-18



Construction (km)



Source: Infra Monitor, Axis Securities
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Passenger Vehicle Industry: Overall Demand Drivers 



With cost of ownership likely to decline, first time buyers and increasing proportion of rural sales shall drive demand



for small cars 



Shift in consumer preference resulting in sedans losing market share to compact UV/ premium hatchback







Replacement demand will rise on the back of higher affordability, competitively priced launches and easy availability of finance







Higher disbursements expected with relatively moderate interest rate environment. Further, new model launches shall enhance demand



Gradual up-tick in volumes over last 2 years



Growth to pick-up in PVs FY07–FY12 FY12–FY17



FY17–FY22 (P)



Small Cars



14%



2%



8% – 10%



Large Cars



8%



-8%



4% – 6%



UV + Vans



16%



10%



9% – 11%



Total (Cars + UVs)



14%



3%



8% – 10%



Volumes in '000



FY16



FY17



FY18(E)



FY19(P)



Volume Growth



Volume



Growth



Growth



Growth



Small Cars



1,754



8%



1,857



6%



6% – 8%



8% – 10%



Large Cars



271



6%



246



-10%



(1)% – 1%



4% – 6%



UV + Vans



763



5%



944



24%



7%



3,047



9%



Total (Cars + UVs) 2,788



16% – 18% 8% – 10% 8% – 10%



8% – 10%



Source: CRISIL Research, Cars & UV – December 2017
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Tractor Industry: Overall Demand Drivers 



In FY17, near normal monsoon (95% of LPA) improved rural prospects. Upcoming monsoon is expected to be normal



(at 100% LPA) 



Income parameters (MSP; Crop Output) as well as Demand Indicators (Infra development, Sand mining) projected to be Neutral to Favourable







India is amongst the lowest in farm mechanization compared to global peers – a significant scope for growth



Regional spread to improve over FY17-22CAGR



Improved rural prospects to drive growth



20% FY16



Volume



Tractors



493,764



FY17



Growth



-10%



Volume



582,844



Growth



18%



FY18 (P)



FY17 – FY22(P)



Growth



Growth



15–17%



8–10%



17%



16% 12%



12-14% 11%



8-10% 10%



8% 4%



2% India



8-10%



6-8%



7%



0%



0%



North



West



0% FY07-FY12 CAGR



16%



FY12-FY17 CAGR



East



3-5% 5%



3%



South



FY17-FY22 CAGR



Source: CRISIL Research, Tractors – November 2017, IMD, Axis Securities
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Industry wise Auto volumes on the rise; momentum to continue 



FY17 was a dull year for the CV space, with sales of Medium and Heavy Commercial Vehicles (M&HCV) remaining flat, versus a growth of 30% in the previous year, while sales of Light Commercial Vehicles (LCV) registered a modest growth of 7.4% Weak replacement buying, subdued freight off-take and uncertainty surrounding the implementation of BS-IV emission norms were amongst the factors contributing to the tepid growth.







However, for FY18, M&HCV/LCVs witnessed good volume growth of 13/25% respectively with underlying momentum expected to continue on expectations of a normal monsoon this year, led by pick-up in rural demand.







Sales of Passenger Cars (3.9% YoY) and Utility Vehicles (23.6% YoY) registered a reasonable growth in FY17, largely on account of the introduction of several new models, notably in the Utility vehicle segment. Tractor sales



registered a healthy growth of ~18% against a decline of 11.5% in the previous year, clearly reflecting the positive effects of a near normal monsoon in most parts of the country. 



For FY18, volume growth in PV/UV were slightly lower at 3/18% YoY. Tractors grew 22% during the period.







Over the next couple of years, pick up in higher tonnage vehicles due to GST and infra push, pre-buying due to shift to BS VI norms, possible implementation of scrappage policy leading to increase in replacement demand will continue to drive momentum in the segment. 10
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Domestic Sales Momentum expected to continue… Domestic Sales (Volume in '000)



FY18 (Nos.)



FY17 (Nos.)



Y-o-Y Growth (%)



FY16 (Nos.)



Y-o-Y Growth (%)



Passenger Cars / Vans



2,173



2,103



3.0%



2,025



3.9%



UVs



1,114



944



18.0%



764



23.6%



M&HCVs



340



302



13.0%



302



0.0%



LCVs



516



412



25.0%



383



7.4%



Three Wheelers



640



512



25.0%



538



-4.8%



Tractors



711



583



22.0%



494



18.0%



Passenger Vehicles (PVs)



Commercial Vehicles (CVs)



Source: CRISIL Research
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Auto Financing Industry: Demand drivers in place



Sector: BFSI



Automobile Finance Market 



By FY22, penetration levels are expected to increase to 79% for cars and 77% for utility vehicles from 77% and 73% respectively (FY 2018E) as a result of a moderation in interest rates and better availability of credit information







Loan-to-value (LTVs) expected to increase marginally to 77% for cars and 75% for UVs from 76% and 73% respectively over the same period



(% growth YoY) Cars Utility Vehicles







FY12E



FY13E



FY14E



FY15E



FY16E



FY17E



FY18P



5 year CAGR (FY22P)



8%



-7%



-6%



3%



17%



12%



15%



16–18%



16%



39%



-6%



1%



12%



32%



23%



18–20%



Finance penetration in cities (excluding top 20) are expected to grow with NBFCs expanding reach and better availability of credit information



Car & UV Loan Portfolio



Top 20 Cities



Other Cities



Outstanding Loan Composition



55–60%



40–45%



Finance Penetration Ratio



80.00%



65.00%



Source: CRISIL Research, Retail Finance - Auto, July 2017
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Well entrenched product portfolio



Diversification led by CV



Disbursement in Tractors and CE pick-up



Moderation in PV share
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Well entrenched product portfolio



Sector: BFSI



SUF Standalone



Asset Financing AUM Rs 24,338cr FY17PAT - Rs 495cr



Sundaram AMC AAUM Rs 35,764cr Equity 49%, Debt 51% FY17 PAT - Rs 31cr



Company Report



Commercial Vehicle Cars Tractors Construction Equipment



Diverse Product Portfolio



Sundaram BNP Paribas Home Finance AUM Rs 8,100cr FY17 PAT - Rs 154cr



Royal Sundaram



General Insurance GWP – Rs 1,944cr FY17 PAT –Rs 43 cr Source: Company, Axis Securities
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Well entrenched product portfolio



Sector: BFSI



Diversified though skewed towards CV…



SUF Product Portfolio Break-Up



 SUF’s AUM stands at Rs 24,388cr, having grown at CAGR of 14% over FY15-FY17 led primarily by growth in the CV segment



7.9



 Over half of its product portfolio comprises of the CV portfolio, Cars is 30%, Construction Equipment 7.9%, Tractors 4.1% while Others is 4.8%.  The company’s major contribution to its AUM comes from South (67%) , followed by North (18%), West (14%) and East (3%)



AUM CAGR 14% FY15-FY17 30,000



20,000



24,338



17,895



16,261



15,000



10,000 5,000 0



FY15



FY16 AUM (Rs cr)



Source: Company, Axis Securities



53.2



30



CV



Cars



CE



Tractors



Others



Source: Company, Axis Securities



AUM led by CV segment 20,735



25,000



4.1 4.8



FY17 Growth (%)



9MFY18



20



16,000



15



12,000



10



8,000



5



4,000



0



0 CVs



Cars FY15



FY16



CE FY17



Tractors



Others



9MFY18



Source: Company, Axis Securities
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Well entrenched product portfolio



Sector: BFSI



Disbursements pick up in CE and tractors…



South constitutes major pie



 Disbursements over FY14-FY16 were led primarily by the growth in the CV segment. However, in the last 2years, between FY17-9MFY18, the pace of growth has slightly slowed down 



3.2



13.1 17.1



Traction in growth was visible in CE and Tractor segment at 7.9/ 4.1% YoY while Cars remained steady at 31.4% in FY17



 South constitutes 67% of followed by North at 17%



company



South



North



East



West



Source: Company, Axis Securities



Traction visible in CE and tractors



16,000



13,196 10,012



66.6



disbursements,



Double digit growth in last 2 years 12,000



Company Report



11,444



15.31



20



8,000



15



6,000



10



4,000



5



2,000



0



0



14.30



8,000 4,000 3.01 0



FY15



FY16 Disbursments



Source: Company, Axis Securities



FY17 Growth (%)



CVs



Cars FY15



FY16



CE FY17



Tractors



Others



9MFY18



Source: Company, Axis Securities
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Well entrenched product portfolio



Sector: BFSI



 Over FY15-9MFY18, the share of car loans in overall AUM has declined to 30% (37% in FY15) following competitive intensity.  CV share has sustained at more than 50% of portfolio over past two-three years.  CE share or the Construction Equipment space has witnessed higher growth in 9MFY18 increasing its AUM share to almost 8% from 6.6% in FY15.



CV Share in AUM ~50% 16,000 51.7



12,000 8,000



53.1



53.2



56 52



46



48



4,000



44



0



40 FY15



FY16 CV



FY17



9MFY18



Share(%)



Source: Company, Axis Securities



Car loan share declined to 30% 37



8,000



CE share improved to ~8%



32.9



30.9



6,000



30



40



2,500



30



2,000



4,000



20



2,000



10



0



0 FY15



FY16



FY17



Car



Growth



9MFY18



6.6



6.4



10 8



1,500



6



1,000



4



500



2



0



0



FY15



FY16 CE



Source: Company, Axis Securities



6.9



7.9



FY17



9MFY18



Growth



Source: Company, Axis Securities



17



Borrowing profile



Optimal liability franchise ….



Better credit ratings…



Leads to lower cost of funds
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Borrowing profile



Sector: BFSI







The borrowing profile of SUF includes Debentures (35%), Securitisation (23%), Commercial Paper (20%), Deposits (11%) and Others (12%). Debentures constituted 48% in FY15 and has come down to 34% in FY17.







SUF's liability franchisee is optimally spread whereby it has a higher proportion of NCDs and FDs (~46-60%). The cost of these deposits being lower, the company is able to maintain its borrowing costs. Also, SUF enjoys a higher credit rating than its peers due to better asset quality which further lowers its funding cost on term loans.







SUF’s cost of funds have ranged between 8.8%-9.6% over FY15-FY17. We expect the company to benefit from repricing which will result in moderation in cost of funds over FY18-FY20E.



High proportion of NCDs/FDs



Borrowing trend sustained over FY14-FY17 60 48



50



11.5 10.8



40



34.9



30 20



20.2



39



45 34 21



24 17



7



10



22.6



28 13 6



Securitisation



Source: Company, Axis Securities



Commercial Paper



11



1514



12



8



12



7



0 Debentures Securitisation Commercial Paper



Debentures



22
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Deposits



Others



FY14



FY15



FY16



Deposits



Others



FY17



Source: Company, Axis Securities
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Best In Class Asset Quality



Cautious strategy in uncertain business environment….



Asset quality best among peers
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Best In Class Asset Quality



Sector: BFSI







GNPA at 1.7% / NNPA at 0.8%, on a 90-dpd recognition (Q3FY18) remain industry best and is an outcome of superior controls, adequate monitoring and effective recovery mechanism. Also a product-wise cautious strategy, geographical presence and timely withdrawal from markets in the event of uncertainties have enabled SUF report best in-class asset quality.







The lower NPA levels have also enabled provisioning / credit cost to remain low. FY17 provisioning stood at 29bps (average AUM) which is the lowest amongst its peers.







SUF’s Q3FY18 GNPA at 1.7% compares with 2.8% for MMFS (11.6% at 120-dpd norms) and SHTF (8% - 120 dpd norms).



Stable and sustained asset quality 2.5



1.0 0.5



(CV



business



–



90dpd



norms);



Asset quality best among peers (Q3FY18) 16



2.08



2.0 1.5



Chola



1.74



1.54



1.45



11.6



12



7.98



8



0.92 0.55



0.52



0.81



4



2.78



1.74



0



0.0 FY15



FY16 GNPA



Source: Company, Axis Securities



FY17



9MFY18



SUF



Cholamandalam (VF)



NNPA



MMFS



Shriram Transport



Q3FY18 (%) Source: Company, Axis Securities
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Subsidiaries performance – Steady improvement on the anvil



Home Finance – Focus on Asset Quality than loan growth



Insurance – Strong performance over FY17-9MFY18



AMC – Pick up in retail investors
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Subsidiaries performance – Steady improvement on the anvil



Sector: BFSI



Home Finance - Sundaram BNP Paribas Home Finance 



SUF has been guiding for lower loan growth for the past several quarters, unlike other housing finance players that have talked about growth slow-down only in the recent past.







Over FY15- FY17 its AUM has gone up marginally by 1.2% CAGR while PAT has gone up by 2.7% to Rs 154cr. The slower pace of growth is following increased focus at containing asset quality. As at Q3FY18, GNPA stood at 3.65% (vs. 2.9% in FY17). The elevated GNPA is on the back of increased delinquencies from non-housing portfolio.







While asset quality headwinds prevail and will impact the near-term provisioning and profitability, we draw comfort in SUF’s Home Finance subsidiary given its strong business understanding and areas of operation and increased focus at housing portfolio.



Growth paced down in housing portfolio… 120% 100% 80%



7,486



7,510



32%



31%



7,663 31%



Focus on maintaining asset quality…. 8,100



4



31%



3



60% 40% 20%



3.65 2.94



2.82



2.46



1.77



2 68%



69%



69%



69%



FY15



FY16



FY17



9MFY18



0% Housing Source: Company, Axis Securities



1



0.75



0.98



0.98



0



FY15



Non Housing



FY16 GNPA (%)



FY17



9MFY18



NNPA (%)



Source: Company, Axis Securities
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A look at the Housing Finance Industry ….



Sector: BFSI







High government support and increasing demand/ penetration in Tier II/ smaller towns to fuel loan growth over the medium to long term.







Loan Book growth expected to expand at 18% - 20% CAGR from Rs. 14.3 trillion (2016-17) to Rs. 33.5 trillion (2021-22).







Disbursements to grow @ 18% – 20% CAGR over FY 17 – 22 on the back of higher finance penetration, demand for affordable housing and increasing urbanisation







Mortgage penetration in India is 9 – 11 years behind other regional emerging markets like China and Thailand







Despite mortgage penetration improving by 300 – 400 bps over the last six years (now at 10%), the same is still low when compared to other developed countries like USA, Denmark etc.







Long term growth to remain intact as the real estate industry becomes more transparent, affordability improves and prices stabilize in major markets.



Mortgage Penetration (as % of GDP) 88%



80% 60% 40% 20%



52% 56%



67%



Denmark



Hong Kong



0%



Taiwan



2021-22



18% 20%



Germany



Rs Bn



2016-17



2015-16



2014-15



2010-11



0



10%



45% 38% 40% 34% 31%



Malaysia



4074



Korea



2006-07



1563



3587



Thailand



866



3032



China



522



2003-04



4000



India



6000



2000



100%



UK



8000



USA



9519



10000



Singapore



Housing Disbursements on the rise



Source: Crisil Retail Finance – Housing,Company, Axis Securities
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Subsidiaries performance – Steady improvement on the anvil General Insurance - Royal Sundaram



Sector: BFSI



AMC - Sundaram Asset Management







General insurance business has delivered strong performance in FY17 and 9MFY18







The AMC business has picked up in the last couple of years.







Gross Written Premium was up 29.5% YoY to Rs 2,205cr while profitability doubled to Rs 43cr in FY17.







AUM CAGR over FY15-FY17 stood at 18%. Of the Average AUM size of Rs 35,764cr, 49% constituted Equity while 51% constituted Debt.







Its combined operating ratio has also improved from 112% to 111% in FY17 and 109.1% in 9MFY18.







Retail investors in the last nine months ended Dec ‘17 have gone up by 10% compared to earlier growth of 5-6%.



Uptick in Insurance business



AMC strong performance



2,500 2,000



2,205 1,573



1,703



1,500



43



1,000



500



1,944 67



22



27



0



80



40,000



60



30,000



40



20,000



20



10,000



0 FY15



FY16



FY17



Gross Written Premium (Rs cr) Source: Company, Axis Securities



9MFY18



35,764 28,312 23,336



20,267



38



31



22



40



30 20 10



4



0 FY15



PAT



FY16 Average AUM



0 FY17



9MFY18



PAT
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Demerger of non financial businesses



Ring fence financial services assets….



Reduce complexity of SUF B/S….



Value unlocking



26



24 May 2018



Demerger of non financial businesses 



Company Report



Sundaram Finance Ltd Sector: BFSI



Under SUF’s restructuring plan, it has envisaged to demerge its non Financial Services (non-FS) investments into a



separate listed entity Sundaram Finance Holdings Ltd.







The restructuring intends to ring-fence the financial services assets and businesses of the group.







It will also reduce the complexity of SUF balance sheet structure with all non FS businesses merged into one entity.







It will also create a structure that will maintain SUF’s primary role as a co-promoter in its non – FS investments







The demerged entities are a mix of manufacturing investments really sitting inside an NBFC balance sheet, carried at historical cost. Separating them and moving these entities into a separate balance sheet will result to better evaluation of these entities and lead to value discovery.
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Demerger of non financial businesses



Sector: BFSI



SUF’s Investment Portfolio*



Financial Services Investments (~1024cr)



Royal Sundaram General Insurance (Rs 641cr)



Sundaram AMC (Rs 185 cr) Sundaram BNP Paribas Home Finance (Rs 152cr) Sundaram BNP Paribas Fund Services (Rs 18 cr)



Non FS Investments (~Rs 150 cr)



Automotive Investments (Rs 120cr)



Flometallic, Sundaram Hydraulics, Axles India IMPAL, Transenergy, Vishnu Forge,Delphi TVS Dunes Oman,Sundaram Clayton, Wheels India, Turbo Energy, Sundaram Dyncast, Lucas TVS, Brakes India



Other FS Investments (Rs 28 cr) Sundaram Trustee Company



BPO Investments (Rs 26 cr)



Sundaram Finance Investments



SBSL, SBIL



Sundaram Insurance Broking



Other Investments (Rs 3cr)



LGF Services



TVS Investments, Techtran Polylenses



Equifax, Experian *As per demerger announcement on Feb’17. Figures in brackets indicate Book value of investments on SUF balance sheet as on FY16
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SUF’s Operational Performance Better loan growth sustained NIMs, lower COF ...



Sustained asset quality, Lower C-I…



Improved NII and PAT..



High ROA
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SUF’s Operational Performance



Sector: BFSI



Better loan growth, lower COF, sustained NIM….



Overall loan growth to be led by CV, CE and tractors



 We expect loan CAGR of 19% over FY17-FY20E led by strong growth in CV, CE and tractor space, and renewed focus on car segment following favourable domestic factors and much expected pick-up in demand in these segments.  While yields may moderate marginally, we expect the company to benefit from lower cost of funds on account of re-pricing. C-I ratio is expected to trend in the range of 37-36% . This will translate into 18/19/17% CAGR in NII/PPOP/PAT over FY17-20E.
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SUF’s Operational Performance



Sector: BFSI



Stable asset quality, lower C-I , attractive ROAs sustained…  We are sanguine over SUF’s asset quality over FY17FY20E and expect GNPA/NNPA to be maintained at 1.5/0.5% .  ROAA have been maintained at 2.7% reflecting its conservative approach though due to lower leverage its ROAE at 14% may not be equally attractive. We expect this to improve over FY17-FY20E. ROA to sustain in the 2.7-2.8% during this period.



C-I to be lower over FY17-20E 39.0 38.0 37.0



39.6



39.2



40.0 37.7
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Valuation - SOTP



Sector: BFSI



Deeper product understanding, diversified product portfolio and strong branch franchise remain key strengths for SUF. A favourable underlying trend in the auto-industry space, in addition to management’s renewed thrust at lending towards cars, LCV, CE and tractor segment and while continuing to retain market share in M&HCV space will enable the company report higher growth. Strong capital position, marquee management and superior returns profile reaffirm future performance. We value the standalone business of SUF at 3.5x FY20E P/ABV owing to its superior business model characterized by consistently higher ROAs and best in class asset quality. The other business are valued as follows: SOTP based fair valuation Company



Stake (%)



Valuation Basis



Value/Share



100



3.5x FY20ABV



1,590



50



2.75x FY20E ABV



165



Sundaram AMC



100



4% FY20E AUM



153



Royal Insurance



75.9



Buyout price from Royal in Jul 2015



118



Other Investments



100



20% holding co discount



64



SUF Sundaram BNP Paribas Home Finance



Target Price



2,090



Our SOTP valuation does not factor in any potential upside following the demerger of non- financial investments into a separate entity.
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Peer Comparison & Key Risks



Sector: BFSI



Peer Comparison MCap Rs cr



PAT Rs cr



GNPA (%)



ROA (%)



ROE (%)



BVPS



P/BV



SUF



19,287



495



1.5



2.7



14.0



337



5.1



Cholamandalam



24,062



719



5.2



2.5



18.0



276



5.3



Shriram Transport



32,786



1,258



8.2



2.0



12.9



532



3.0



Mahindra Finance



28,927



400



9.8



0.9



6.4



138



3.7



Company



Source: Company, Axis Securities, Capitaline



P/ABV SD Chart



Key Risks & Concerns



5.30







Regional concentration: While asset quality risks have been low, a sudden shock in any of the southern states (~65% of business) could result in an increase in GNPAs. Further, dominant southern focus limits growth opportunities as well.







Portfolio concentration: While the company has diversified its business profile to some extent, it still maintains significant market share in the CV finance segment in southern India.







Asset quality deterioration: SUF has maintained prudent asset quality so far, and attuned itself to the cyclical vagaries in the asset financing space. However, any deterioration in the asset quality may affect profitability of the company going forward.



4.80 4.30 3.80 3.30 2.80 2.30



Fwd P/ABV



Mean



+1 STDDEV



-1 STDDEV



Apr-18



Oct-17



Apr-17



Oct-16



Apr-16



Oct-15



Apr-15



Oct-14



Apr-14



1.80



Source: Company, Axis Securities
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Financials - Standalone



Sector: BFSI



Income Statement



(Rs Cr)



Particulars



FY16



FY17



FY18E



FY19E



FY20E



Interest Earned



2,312



2,357



2,752



3,162



3,763



Interest Expended



1,218



1,165



1,298



1,501



1,787



Net Interest Income



1,095



1,192



1,454



1,661



1,976



Other Income



163



101



101



101



101



Total Income



1,257



1,294



1,555



1,762



2,078



Total Operating Exp



493



512



575



638



750



PPOP



764



782



980



1,124



1,328



81



61



104



106



108



Provisions & Contingencies



Company Report



PBT



683



720



876



1,018



1,220



Provision for Tax



206



225



307



356



427



PAT



477



495



569



662



793



Balance Sheet Particulars



(Rs Cr) FY16



FY17



FY18E



FY19E



FY20E



111



111



111



111



111



Reserves and surplus



3,202



3,635



4,035



4,503



5,057



Shareholders' funds



3,313



3,746



4,147



4,614



5,168



16,323



19,424



23,115



1,900



2,336



2,794



17,392 19,167



22,369



26,375



31,077



14,417 15,950



18,980



22,586



26,878



Sources of Funds Share capital



Total Borrowings Other Liabilities, provisions Total



12,587 13,870 1,493



1,552



Application of Funds Advances Investments



1,836



1,883



2,071



2,279



2,507



Fixed assets



278



277



279



282



285



Other Assets



861



1,057



1,038



1,227



1,408



22,369



26,375



31,077



Total assets



17,392 19,167



Source: Company, Axis Securities
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Key Metrics Particulars



(%) FY16



FY17



FY18E



FY19E



FY20E



Valuation Ratios EPS



Company Report



Key Metrics Particulars



(%) FY16



FY17



FY18E



FY19E



FY20E



Loan Growth (%)



3.3



10.6



19.0



19.0



19.0



Borrowing Growth (%)



0.4



10.2



17.7



19.0



19.0



Equity/Assets (%)



19.0



19.5



18.5



17.5



16.6



Equity/Loans (%)



23.0



23.5



21.8



20.4



19.2



CAR (%)



18.4



17.9



21.6



20.6



19.7



Tier I



14.8



14.4



18.0



17.0



16.1



Balance Sheet Structure Ratios



43.0



44.6



51.2



59.6



71.4



5.1



3.8



14.9



16.3



19.8



BVPS



298.2



337.1



373.2



415.3



465.1



Adj. BVPS



286.2



329.2



364.7



406.2



454.2



ROAA (%)



2.8



2.7



2.7



2.7



2.8



ROAE (%)



15.2



14.0



14.4



15.1



16.2



P/E (x)



39.8



38.3



33.4



28.7



24.0



P/ABV (x)



6.0



5.2



4.7



4.2



3.8



Asset Quality



P/PPOP (x)



25.2



24.7



19.7



17.2



14.5



Gross NPL (%)



2.1



1.5



1.5



1.5



1.5



0.6



0.7



0.7



0.9



1.1



Net NPLs (%)



0.9



0.6



0.5



0.5



0.5



Provision/Avg. AUM (%)



0.6



0.4



0.6



0.5



0.4



Net Interest Income



7.7



7.9



8.3



8.0



8.0



Non Interest Income



1.1



0.7



0.6



0.5



0.4



Operating Cost



3.5



3.4



3.3



3.1



3.0



Provisions



0.6



0.4



0.6



0.5



0.4



Tax



1.5



1.5



1.8



1.7



1.7



ROAA



3.4



3.3



3.3



3.2



3.2



Leverage (x)



4.5



4.3



4.4



4.7



5.1



15.2



14.0



14.4



15.1



16.2



Earnings Growth (%)



Dividend Yield (%) Profitability Yield on Advances (%)



16.3



15.5



15.2



15.0



15.0



Cost of Funds (%)



9.7



8.8



8.6



8.4



8.4



Core Spread (%)



6.6



6.7



6.6



6.6



6.6



NIM (%)



7.7



7.9



8.3



8.0



8.0



Operating Efficiency Cost/Avg. Asset Ratio (%) Cost-Income Ratio (%)



2.9



2.8



2.8



2.6



2.6



39.2



39.6



37.0



36.2



36.1



ROAA Tree



ROAE



Source: Company, Axis Securities
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Sundaram Emerging Small Cap Series III - NSE 

7 days ago - the National Stock Exchange (Capital Market segment) with effect from May 18, 2018 and the designated ... Face Value per unit. Rs.10/-.
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Initiate Coverage: SCC 

Oct 3, 2016 - BUY. TP: Bt638.00. Closing price: 516.00. Upside/downside +23.6% ... Figure 2: SCC's net profit contribution from each business (2012-15 and 1H16) .... High Speed Train - standard gauge .... Cash Flow Statement (Btmn).
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Initiate Coverage: EPG 

May 31, 2016 - EPG à¹€à¸›à¹‡à¸™à¸šà¸£à¸´à¸©à¸±à¸—à¸—à¸µà¹ˆà¸¥à¸‡à¸—à¸¸à¸™à¹ƒà¸™à¸šà¸£à¸´à¸©à¸±à¸—à¸à¸·à¹ˆà¸™ (holding company) ... Source: Company data, fiscal year ending 31 Mar. Figure 2: .... SOLAR SORKON SPA.
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Abbott Laboratories Initiating Coverage.pdf 

Sign in. Loadingâ€¦ Whoops! There was a problem loading more pages. Retrying... Whoops! There was a problem previewing this document. Retrying.
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Initiate Coverage: BDMS 

Jul 4, 2016 - PTT. PTTEP PTTGC QTC. RATCH ROBINS SAMART. SAMTEL SAT. SC. SCB ..... use of such information or opinions in this report. Before ...
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Initiate Coverage: STEC 

May 3, 2016 - Types of work. Infrastructure Building. Power &. Energy. Industrial ... Khanom Combined Cycle Power Plant Project ..... SOLAR SORKON SPA.
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Initiating quality management in a small company 

â€œA small business is not a little big businessâ€�, as Welsh and White (1981, p. 18) said in the ... capacity and double its profits, establishing itself as a market leader in its niche. ... persuasion, the owner-manager yielded and has not looked b
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Watch Server Sundaram (2017) Full Movie Online Free ... 

Watch Server Sundaram (2017) Full Movie Online Free .Mp4______________.pdf. Watch Server Sundaram (2017) Full Movie Online Free .
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High Coverage leaflet.pdf 

V REVLON PROFESSIONALÂ®. jsme si dali vÃ½zvu: vytvoÅ™it TAKOVOU BARVU,. KTERÃ� VLASY OMLAZUJE. a po kterÃ© SE Å½ENY MOHOU. CÃ�TIT ZNOVU MLADÃ‰.
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Heath Coverage Flyer.pdf 

Yes / No How many people live with you? How should we contact you? Phone Call ( ) OR E-Mail: Child's Name: Age: School: Insured? Yes / No. Child's Name: Age: School: Insured? Yes / No. Child's Name: Age: School: Insured? Yes / No. 2017 MaineCare Mont
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High Coverage leaflet.pdf 

V REVLON PROFESSIONALÂ®. jsme si dali vÃ½zvu: vytvoÅ™it TAKOVOU ... High Coverage leaflet.pdf. High Coverage leaflet.pdf. Open. Extract. Open with. Sign In.
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BGG: A Testing Coverage Tool1 

currently Assistant Professor of Computer Science at North Carolina State University ... Robert E. Coyle received the B.S. degree in mechanical engineering from ...
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SQUEAC Coverage Survey Consultant Location 

Design the survey and develop comprehensive tools for data collection. ... Analyze data and compile a comprehensive coverage survey report (3 reports for ...
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SQUEAC Coverage Survey Consultant Location 

Analyze data and compile a comprehensive coverage survey report (3 reports for each of ... proven experience with the SQUEAC/LQAS methodology. (provide ...
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High Coverage leaflet.pdf 

KRÃ�SNÃ‰,. V REVLON PROFESSIONALÂ®. jsme si dali vÃ½zvu: ... CÃ�TIT ZNOVU MLADÃ‰. Page 3 of 10. High Coverage leaflet.pdf. High Coverage leaflet.pdf. Open.
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Singapore Exchange Ltd - PhillipCapital 

Jul 7, 2014 - securities business succeed in lifting volumes. Key re-rating catalyst ... Analyst. Benjamin Ong [email protected]. +65 65311535.
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