Retail-NBFC Credit Trends
January 2020

Retail-NBFC credit growth slowed quite sharply in Q2FY2020; asset
quality weakening steadily
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Overall Private Non-Bank Funding Avenues

Q Incremental funding to private non-banks (NBFCs & HFCs) from key funding avenues, namely banks
loans, market instruments, securitisation and external commercial borrowings (ECBs; based on
approvals), grew by about 21% YoY during the 12-months ended September 2019. Increase in
securitisation and funding via the ECB route offset the reduction in the commercial paper (CP) share
in the overall borrowing outstanding of non-banks.

O ICRA estimates that private non-banks were able to secure about Rs. 9.0 trillion of long-term (LT)
funding between October 2018 and September 2019 via bank funding, bond issuances, and the
securitisation and ECB route (approvals).

O Retail focused entities and entities with strong parentage were able to raise adequate funds.

O Bank credit to the sector improved with PSU banks taking the lead in taking direct exposures. The
bank credit outstanding to the sector increased by about Rs. 1.7 trillion between October 2018 and
September 2019.

O Good interest from banks for retail loan-sell downs boosted the securitisation/assignment volume
substantially. Volumes jumped to Rs. 2.4 trillion between October 2018 and September 2019. Based
on the ICRA rated transactions, close to 85% of the loan sell-downs were subscribed by banks.

O Large-sized and better rated entities with strong parentage were also able to secure funding via
the debenture route with adequate interest for such papers from the insurance sector and asset
management companies (AMCs). Bond issuances by housing finance companies (HFCs) went up by
40% YoY during October 2018-September 2019, largely driven by two players. NBFC (overall) bond
issuances were down 20% YoY while NBFC (largely the retail focussed entities) were down by 27%
as these entities were able to raise funds via the loan sell-down route and, as growth slowed.

Q Entities took benefit of the relaxed norms for ECBs to diversify their borrowing profile and as
domestic funding flow remained subdued. ECB approvals worth about $17 billion were secured by
non-banks between October 2018 and September 2019 vis-a-vis S9 billion in the corresponding
period in the previous year. Private NBFCs and HFCs secured approvals of about 59.5 billion during
the above-mentioned period. The cost of ECBs was higher, ranging from 50 bps to up to 200 bps in
some cases, over the domestic borrowing rate.
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Retail-NBFC Growth and Outlook:

O The assets under management (AUM) of NBFCs retail segment (Retail-NBFC) grew by 15.5% YoY in
Q2 FY2020 to Rs. 9.4 trillion. This was the slowest since Q4FY2015 as a demand slowdown in the
vehicle segment, which contributes almost 50% to the overall Retail-NBFC AUM, impacted growth.
Further, the weaker offtake in the small and medium enterprises (SME) segment (22% of AUM) led
to slower growth with NBFCs also becoming more cautious towards SMEs/small businesses.

OQ The QoQ AUM growth was also the slowest in the last 4-5 years as all key segments, barring
personal credit and microfinance, witnessed a significant slowdown compared to past averages.
The microfinance and personal credit segment growth remained healthy and higher than most
other asset classes, notwithstanding a dip in Q1FY2020 in the microfinance segment and Q2FY2020
in the personal credit.

In view of the subdued demand outlook, ICRA expects Retail-NBFCs to grow 12-14% in FY2020, with
the expectation of some revival in H2 FY2021, depending on an improvement in demand and the
availability of timely funding to the segment.

Asset Quality

Q The 90+ dpd (excluding MFIs) inched up steadily to 4.1% in September 2019 from 3.9% in March
2019. The asset quality pressure is expected to increase as the credit flow to some key segments,
namely SME + loan against property (LAP), slowed down while borrowers in other segments,
including vehicle finance, are facing a weaker operating environment, thereby impacting their cash
flow and viability. ICRA continues to expect weakening in the asset quality of NBFCs in the current

fiscal.
Funding and Liquidity (excluding MFls)

Q The share of bank funding in the overall borrowing mix of Retail-NBFCs increased to 41% in
September 2019 from 38% in September 2018 while the share of loan sell-downs increased to 10%
from 7%. The share of CP dipped to 8% from 14% during this period.
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O The asset-liability maturity (ALM) profile of Retail-NBFCs is generally characterised by positive
cumulative ALM mismatches in the near-term bucket. This improved compared to March 2018 as
the entities maintained on-book liquidity while the credit growth slowed down.

O The cost of funds, however, continued to increase. The quarterly annualised average cost of
funding increased by about 40 bps in H1 FY2020 to 8.9%.

Profitability:

O The net profitability (Profit after tax[PAT]/average managed assets [AMA]) of Retail-NBFCs stood
at 2.7% in Q2 FY2020. This was supported by a lower tax rate. The average tax to PBT ratio of the
ICRA sample dipped to 29% (somewhat higher than the effective rate of 25% because of the DTA
impact for some players) vis-a-vis the average of 37% in the previous four quarters. The PBT/AMA
was like the levels witnessed in Q4 FY2019 (but higher than Q1 FY2020) as the credit cost dipped
with the dip in the provision coverage during the quarter. Moreover, some entities reported one-
time gains (additional finance charges, dividend incomes, fair value change income, etc), which
bolstered the overall profitability.

O ICRA, however, notes that the operating profitability would contract if the portfolio growth
remains more moderate than in the past and the credit cost would increase because of the
weaknesses in the operating/demand environment of the target borrower segments. ICRA
expects the Retail-NBFC RoMA to be about 2.3-2.5% in FY2020.
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ICRA Limited (formerly Investment Information and Credit Rating Agency of India Limited) was set up in 1991 by
leading financial/investment institutions, commercial banks and financial services companies as an independent
and professional investment Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange.

Alliance with Moody’s Investors Service

The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest shareholder. The participation of
Moody’s is supported by a Technical Services Agreement, which entails Moody’s providing certain high-value
technical services to ICRA. Specifically, the agreement is aimed at benefiting ICRA’s in-house research capabilities,
and providing it with access to Moody’s global research base. The agreement also envisages Moody’s conducting
regular training and business seminars for ICRA analysts on various subjects to help them better understand and
manage concepts and issues relating to the development of the capital markets in India. Besides this formal training
programme, the agreement provides for Moody’s advising ICRA on Rating-products strategy, and the Ratings

business in general.

The ICRA Factor

Our services are designed to

* Provide information and guidance to institutional and individual investors/creditors;

» Enhance the ability of borrowers/issuers to access the money market and the capital market for tapping a larger
volume of resources from a wider range of the investing public;

e Assist the regulators in promoting transparency in the financial markets;

* Provide intermediaries with a tool to improve efficiency in the funds raising process.




ICRA Research

Business Contacts

Mr. L. Shivakumar Mr. Jayanta Chatterjee
E-mail: shivakumar@icraindia.com E-mail: jayantac@icraindia.com
Tel: +91 22 6114 3406 / +91 98210 86490 Tel: +#91 80 4332 6401/ +91 98450 22459

Media and Public Relations

Ms. Naznin Prodhani
E-mail: communications@icraindia.com
Tel: #91 124 4545 860

Registered Office: Corporate Office: Ahmedabad Bengaluru 1
1105, Kailash Building, 11th Floor, Building No.8, 2nd Floor, 1809-1811, Shapath V, ‘The Millenia', Tower- B, Unit No. 1004,
26, Kasturba Gandhi Marg, Tower A, DLF Cyber City Phase II, Opposite Karnavati Club 10th Floor,1 & 2 Murphy Road,
New Delhi - 110 001 Gurgaon- 122 002 S.G. Highway, Ahmedabad - 380015 Bengaluru - 560 008
Tel: +91 11 2335 7940-45 Tel: +91 124 4545300 Tel: #91 79 4027 1500/01 Tel: +91 80 4332 6400
Bengaluru 2 Chennai Hyderabad 1 Hyderabad 2
2nd Floor, Vayudooth Chamber, 5th Floor, Karumuttu Centre, No. 7-1-58, 301, 3rd Floor, 'CONCOURSE’, 4A, 4th Floor, SHOBHAN,
15-16, Trinity Circle, M.G. Road, 634, Anna Salai, Nandanam Above SBI-HPS Branch, Ameerpet, 6-3-927, A&B Somajiguda,
Bengaluru - 560 001 Chennai - 600 035 Hyderabad - 500 016 Raj Bhavan Road,
Tel: +91 80 4922 5500 Tel: +91 44 4596 4300 Tel: 491 40 4920 0200 Hyderabad — 500082

Tel: 491 40 40676500
Kolkata Mumbai Pune
A-10 & 11, 3rd Floor, 3rd Floor, Electric Mansion S5A, 5th Floor, Symphony,
FMC Fortuna 234/3A, Appasaheb Marathe Marg, S. No. 210 CTS 3202 Range Hills Road,
A.l.C. Bose Road, Prabhadevi, Shivajinagar,Pune - 411 020
Kolkata -700 020 Mumbai - 400 025 Tel: #91 20 2556 0194, 020 6606 9999
Tel: +#91 33 7150 1100/01 Tel: +91 22 6169 3300

Email: infodicraindia.com
Helpdesk: 2354738909
Website: www.icra.in/ www.icraresearch.in

© Copyright, 2020, ICRA Limited. All Rights Reserved. All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable. Although reasonable care has been taken to ensure that the information herein is true, such information is
provided “as is" without any warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any such information. Also, ICRA or any of its group companies, while publishing or otherwise dissemi
nating other reports June have presented data, analyses and/or opinions that June be inconsistent with the data, analyses and/or opinions presented in this publication. All information contained herein must be construed solely as statements of opinion, and ICRA shall not be

lable for any losses incurred by users from any use of this publication or its contents

e et _




