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MFI pain impacts performance; better placed among peers

About the stock: L&T Finance Holding (LTFH) is a leading NBFC catering to the
diverse financing needs of underserved customers in urban and rural areas.

e LTFH is engaged in consumer loans, 2 wheeler loans, home loans, MFI,
farm & SME loans.

¢ Distribution network remains strong with substantial dealer penetration
(2500+ dealers in farm equipment & 6500+ tie-ups in 2-wheeler segment)

Q3FY25 performance: L&T Finance reported a subdued performance in Q3FY25.
Stress in rural finance segment impacted business growth, margins as well as led to
higher credit cost thereby impacting profitability. Retail book expanded 23% YoY
(4% QoQ) to 92,224 crore, and consolidated AUM increased 16% YoY (2% QoQ) to
X95,120 crore. Rural business finance faced a sharp decline of 16% YoY (15% QoQ),
given stress in micro-finance segment. Margins remained under pressure, with
NIMs+Fees declining 60 bps YoY (53 bps QoQ) to 10.33%, reflecting an unfavourable
shift in asset mix. Profitability was impacted (2% YoY & 10% QoQ) at X626 crore,
while RoA contracted ~25 bps YoY (33 bps QoQ) to 2.27%, underscoring lower
margins and rising credit costs amid stress in rural finance. Credit costs saw a
notable increase, standing at 2.91% before utilization of X100 crore macro-
prudential provisions, up from 2.59% in Q2FY25, marking a 32 bps rise.

Investment Rationale

e Stress in rural finance book limits growth; gradual shift towards prime
segment: Slowdown in rural finance (sharp decline in disbursement of 15%
QoQ) has impacted credit growth (23%), margins (-44 bps QoQ decline)
and credit cost (2.49%). Expect further deceleration in 2 wheeler and rural
finance segment in coming quarters, which is to be offset by traction in
personal loans, primarily to the prime category customers. Expect credit
growth at ~24-25% in FY25-27E. Gradual shift towards prime segment is
seen to impart some pressure on yields, though expected to be offset by
lower opex and credit cost, thus aiding RoA. Expect RoA at 2-2.2% in
FY25-27E.

e Collection efficiency gaining traction, provision seen to peak: Credit cost
remained elevated at 2.49% (post utilization of X100 crore from prudential
provision buffer). Management expects overall pain in microfinance
segment at X950-1000 crore. Expect relatively faster revival in MFI
portfolio owing to 1) No disbursal to overleveraged borrowers in last 3
quarters leading to exposure to borrowers (4+ lenders) at ~4%, 2)
employing dedicated 900 personals in collections, 3) X875 crore of
prudential provision of which X300-350 crore could be utilized in Q4FY25.

Rating and Target Price

e Relatively better quality of MFI book, provision buffer and gradually
increasing proportion of prime customers bodes well. Current valuation
remains attractive on risk reward basis.

e Thus, we maintain our target to X180, valuing the stock at ~1.5x FY27E
ABV. Maintain Buy rating.

Key Financial Summary

2 year CAGR

Fy22 FY23 FY24 (FY22-Fv24) FY25E
NII (R crore) 5589.0 6368.0 7115.4 13% 8124.3
Net Profit (X crore) 1070.0 1623.0 2320.0 47 % 2644.9
EPS (R) 4.3 6.5 9.3 47 % 10.6
P/E (x) 32.4 21.4 15.0 13.2
P/BV (x) 1.7 1.6 1.5 1.4
P/ABV (x) 1.9 1.7 1.6 1.4
RoE (%) 5.4 7.5 9.9 10.3
RoA (%) 1.0 1.5 2.3 2.2
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3 year CAGR

FY26E FY27E (FY24-FY27E)
9500.3 11846.4 19%
3146.0 4065.1 21%

12.6 16.3 21%
11.1 8.6
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1.3 1.1
11.1 12.9

2.1 2.2
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Con-call highlights and outlook

Growth guidance and NIMs expectations

¢ Management to exercise caution over growth amid stress in rural finance,
clearer guidance on retail loan growth is expected to be provided at the
end of Q4, depending on how collection efficiencies pan out in Jan, Feb,
and March

e The company expects 2-3 quarters of turbulence at the market and
industry levels

e Positive impact expected from increasing productivity and reduced credit
costs, reflected in P&L from H2 next financial year.

¢ Directionally, NIM plus fee may trend slightly downwards due to a strategic
shift towards prime segment, though impact on RoA to be neutral, amid
lower opex and credit cost.

Project Cyclops

e Project Cyclops, a next-gen credit underwriting engine, was extended to
100% dealerships in two-wheeler finance and launched for farm
equipment finance.

e Scaling up new product initiatives, including Microlab, warehouse finance
and supply chain finance products.

e Company is also working on Project Nostradamus, an Al-driven
automated portfolio management engine, with a beta version expected to
be released in Q2FY26.

Prime Segment

e 69% of disbursements in December 2024 were to the prime segment. In
January 2025 (till date), 75% of disbursements have been to the prime
segment

e  Currently, 49%-50% of the overall book comprises prime customers.

e  Monthly disbursements of X550-600 crore in PL segment; gradual scaling
with a focus on prime salaried business.

Collection Efficiency and credit cost

e Projected total credit cost for FY25E in the rural group loans and MFI
business is estimated at X950-1,000 crore (before macro-prudential
provision utilization). Audit Committee and Board approved X100 crore
utilization from macro-prudential provisions in Q3FY25.

e Advanced estimates for provision buffer utilization in Q4FY25: X300-350
crore.

e The company is planning to opt for Credit Guarantee Scheme in specific
geographies and segments to mitigate unforeseen risks in RBF segment,
with further details to be provided in upcoming quarter.

e Company added 5.8 lakh new customers during the quarter, focusing on
under-leveraged customer acquisition.

e Opex increased during the quarter due to festive related spending,
expansion of collections workforce and technology investments for
implementation of Project Cyclops across various business lines.

e Strong focus on new markets such as Andhra Pradesh, Telangana, and
Western Maharashtra, where collection efficiency trends well specially for
JLG & RBL segment.

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

ICICI Direct Research

NIl

NIM (%)
Other Income (Incl

Fees)

Total income
Operating expenses

Operating income

Credit losses/
provisions

PBT
Tax

PAT

Key Metrics

Loan Book

Q3FY25

2041

8.5%

439

2480
1058

1882

598

825
199

626

95120

Q3FY24

1833

9.0%

399

3585
894

1718

514

824
184

640

81780

YoY (%)
11.3

-47 bps

10.0

-30.8
18.3

16.3

0.1
8.2

Q2FY25

2051

8.9%

440

2491
958

1896

595

938
241

697

93015

QoQ (%)

-0.5
-44 bps

-0.2

-12.0
-17.5

-10.1

2.3

Comments
Flattish QoQ growth amid slowdown in
rural finance
NIMs compressed due to an adverse asset
mix shift and a slight rise in funding costs

Credit cost elevated owing to pain in MFI
segment. Utilized X100 crore macro-
prudential provision

PAT declined due to margin compression
and higher credit costs

AUM grew steadily, driven by strong retail
growth despite challenges in rural finance
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Financial Summary

Exhibit 3: Key ratios

Exhibit 2: Profit and loss statement

(Year-end March) FY24 FY25E FY26E FY27E (Year-end March) FY24 FY25E FY26E FY27E

Interest Earned 12,492.4 13,975.0 16,538.8 20,349.4 Valuation

Interest Expended 5,377.0 5,850.8 7,038.4 8,503.0 No. of Equity Shares (Crores) 248.9 248.9 248.9 248.9

Net Interest Income 7,115.4 8,124.3 9,500.3 11,846.4 EPS R) 9.3 10.6 12.6 16.3

growth (%) 11.7% 14.2% 16.9% 247% BV R) 94.2 103.5 114.1 126.8

Non Interest Income 1,609.0 1,689.5 18584 2,044.2 ABV (%) 89.4 99.8 111.2 123.2

Net Income 8,724.4  9,813.7 11,3587 13,890.6 P/E 15.0 13.2 11.1 8.6

Opex 36079 3,959.1 44320 5,070.9 P/BV 1.5 1.4 1.2 1.1

Operating Profit 7,0229 79385 93307 115928 P/ABV 1.6 1.4 1.3 1.1

Provisions 2,006.0 2,3745 2,787.3 3,470.9

PBT 3,210.5 3,480.2 4,1395 534838 Yields & Margins (%)

Taxes 715.5 835.2 993.5 1,283.7 Net Interest Margins 8.6 8.6 8.2 8.2

Exceptional item 175.0 - - - Yield on assets 15.0 14.8 14.3 14.2

Net Profit 2,320.0 2,644.9 3,146.0 4,065.1 Avg. cost on borrowings 6.8 6.9 6.7 6.5

growth (%) 42.9% 14.0% 18.9% 29.2%

EPS () 9.3 10.6 12.6 16.3 Quality and Efficiency (%)

Source: Company, ICIC| Direct Research Cost to income ratio 40.2 40.3 39.0 36.5
Loan to borrowing (%) 107.6 103.3 103.3 103.3
GNPA 4.0 3.0 2.7 2.7
NNPA 1.2 0.7 0.7 0.7
RoE 9.9 10.3 11.1 12.9
RoA 2.3 2.2 2.1 2.2
RoAUM 2.8 2.8 2.7 2.8

Source: Company, ICICI Direct Research

Exhibit 4: Balance sheet X crore JM Exhibit 5: Growth ratios

(Year-end March) FY24 FY25E FY26E FY27E (Year-end March) FY24 FY25E FY26E FY27E
Sources of Funds Total assets 5.0% 20.0% 20.0% 20.0%
Capital 2489 2489 2489 2489  Advances 6.2% 20.7% 23.5% 25.4%
Reserves and Surplus 20950 23270 25914 29060 Net interest income 11.7% 14.2% 16.9% 24.7%
Networth 23438 25758 28403 31549 Operating expenses 11.7% 10.2% 8.2% 13.3%
Borrowings 75583 94004 116099 145533 Net profit 42.9% 14.0% 18.9% 29.2%
Other Liabilities & Provisions 27135 28851 33955 42061 Net worth 8.9% 11.3% 12.1% 13.9%
Total 102718 122855 150054 187594  Source: Company, ICICI Direct Research
Application of Funds
Fixed Assets 555 610 672 739
Investments 12385 13429 15310 19191
Advances 81359 97103 119926 150331
Other assets 21358 25752 30127 37263
Total 102718 122855 150054 187594
Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to
its stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl direct.com| N0
Invonncnu,o,::aulhngunp' BROKER
ICICI Securities Ltd. |@ 755 akmins
N Analyst Award 2012
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Vishal Narnolia, MBA, Parth Parmeshwar Chintkindi, Chartered Accountant, Research Analysts, authors and the names subscribed to this report, hereby
certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of
our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not
serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and
distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered
Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance,
asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
None of the research recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Bhavish Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading
volume etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may
visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of
the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information
contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part
or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update
the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory,
compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be
acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously,
not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in
this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes
in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of
the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements
are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the
subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months
from the date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking,
brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with
preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time
of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in
the report as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or
actual/beneficial ownership of one percent or more or other material conflict of interest various companies including the subject company/companies mentioned
in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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