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About the Company  

Objects of the Issue 

Incorporated in 2011, Aavas Financiers Ltd (AFL) is Jaipur based retail, 
affordable housing finance company, primarily serving low and middle  
income self-employed customers in semi-urban and rural areas in India. 
The company is registered with NHB as an HFC. It offers customers home 
loans for the purchase or construction of residential properties, and for 
the extension and repair of existing housing units. In addition to this, it 
also offers its customers other mortgage loans including loans against 
property, which accounted for 24.18% of its Gross Loan Assets. As of June 
30, 2018, 61.22% of Gross Loan Assets were from customers who                
belonged to the economically weaker section and low income group,   
earning less than Rs 50,000 per month and 36.27% of Gross Loan Assets 
were from customers who were new to credit. The company conducts its 
operations through 166 branches covering 95 districts in eight states of 
which, it has a significant presence in Rajasthan, Gujarat, Maharashtra and 
Madhya Pradesh. Almost all its customers are sourced directly by the         
company, and as of June 30, 2018, it had 57,049 loan accounts including 
securitized and assigned cases. Further, as per ICRA, AFL had the lowest 
Gross NPAs as of March 31, 2018 and the second highest growth rate of 
assets under management for the last three financial years among     
affordable housing finance companies that had assets under management 
between Rs 25-200bn.  

Valuation  

 To carry out the offer for sale 

 To increase Tier I capital base to maintain the minimum capital          
adequacy ratio  

 To enhance the visibility and brand image among its existing and     
potential customers.  

The Indian housing finance market is estimated to grow by 18-20% CAGR 
over FY18-23E, led by Government’s initiatives like 'Housing For all by 
2022' scheme, tax incentives and increased budgetary allocation, rising 
urbanization and nuclearization. A significant housing shortage in rural & 
urban areas, especially among the economically weaker section and low 
income groups provides significant growth opportunity for players like 
AFL to scale up their operations. 
 
AFL's past financial track record has been impressive. Its Net Interest        
Income & PAT have grown by 82.4% & 95.7% CAGR over FY14-18, while its 
NIMs have improved from 6.71% in FY14 to 7.25% in FY18. Further, the 
growth in Gross Loan Assets and disbursements remained strong at 78% & 
64.5% over the same period. The asset quality has also remained healthy 
with Gross & Net NPAs at 0.34% & 0.26%. With robust industry growth 
outlook and the company's constant efforts towards focusing on low and 
middle income self-employed customers, expanding the product portfolio 
& branch network and optimizing borrowing cost, the growth momentum 
for AFL could remain healthy going forward. However, some key concerns 
which cannot be ignored for the housing finance industry in the near term 
include intensifying competition and rising bond yields. At the upper price 
band of Rs 821, the company is valued at 69x PE on FY18 EPS and at 4.1x 
P/BV (on post IPO Book Value).   
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Strengths  

Strong reach with deep penetration serving underserved customers  
 
The company commenced its operations in March 2012 with a focus on serving low 
and middle income self employed customers in the rural and semi-urban markets 
and is currently present in eight states in India. It commenced its operations in rural 
areas and small towns and have followed an approach of targeting geographies with 
low credit penetration. Its branches are predominantly located in rural and           
semi-urban areas and as of June 30, 2018, of its 166 branches, 134 branches were 
located in towns with a population of less than one million people. Its                      
understanding of the local characteristics of markets has allowed it to address the 
unique needs of its customers and enabled it to penetrate deeper into such         
markets.  
 
In-house sourcing model leading to superior business outcomes 
 
The company believes in sourcing its customers directly, and maintaining on-going 
relationships and contact with them. A majority of its customers are borrowers who 
have been referred by existing or former customers and its branches act as a single 
point of contact for them. The personnel at its branches are responsible for      
sourcing loans, carrying out preliminary checks on the credit worthiness of a          
prospective customer, providing assistance in documentation, disbursing loans and 
in monitoring repayments and collections. The company primarily recruits locally, 
which provides with better understanding of customers in those regions and their 
specific requirements.  
 
Robust and comprehensive credit assessment, risk management 
 
The company has implemented a robust and comprehensive credit assessment, risk 
management and collections framework to identify, monitor and manage risks     
inherent in its operations. As part of its credit policy, it finances primarily retail       
customers and do not provide finance to builders, which helps in maintaining its   
asset quality. Further, an effective credit risk management is well reflected in its 
portfolio quality indicators such as high repayment rates, one day past dues and low 
rates of Gross NPAs and Net NPAs across business and economic cycles. 
 
Access to diversified and cost-effective long-term financing 
 
The company's treasury department is responsible for its capital requirements and 
asset liability management, minimizing the cost of its borrowings, liquidity            
management and control, diversify fund raising sources, managing interest rate risk 
and investing surplus funds. Over the years, it has secured financing from a variety 
of sources including term loans and working capital facilities, proceeds from loans 
assigned and securitized, proceeds from the issuance of NCDs, refinancing from the 
NHB and subordinated debt borrowings from banks, mutual funds, insurance      
companies and other domestic and foreign financial and multi-lateral institutions to 
meet its capital requirements. Its average cost of borrowings has reduced from 
12.3% as of March 31, 2014 to 8.6% as of June 30, 2018. 
 
Effective use of technology and analytics to build a scalable operating model 
 
The company has made significant investments in its information technology         
systems and implemented automated, digitized and other technology-enabled       
platforms and proprietary tools, to strengthen its offerings and derive greater      
operational, cost and management efficiencies. Between FY14 and FY18, the          
company invested Rs 15cr in its information technology systems and as of June 30, 
2018, its IT and data science teams comprised 36 and 6 personnel, respectively. 
 
Experienced management team 
 
The management team has extensive knowledge and understanding of the housing 
finance business and the expertise and vision to organically scale up the business. It 
also has diverse experience in a range of financial products and functions related to 
its business and operations. The founder, Whole Time Director and CEO, Sushil        
Kumar Agarwal, has been associated with the financial services industry for the past 
17 years. Further, the co-founder and CFO, Ghanshyam Rawat, has over 23 years of 
work experience in finance, fund raising, treasury management, forex and interest 
risk management and mergers and acquisitions.  
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Strategy  

Expand branch network to achieve deeper penetration 
 
While historically most of the company's operations were focused in Rajasthan,        
Maharashtra, Gujarat and Madhya Pradesh, it has grown its operations in relatively 
newer markets such as Delhi, Haryana, Uttar Pradesh and Chhattisgarh. Its current 
operating model is scalable, which will assist in expanding its operations with lower 
incremental costs to drive efficiency and profitability. It intends to continue to        
expand in an on-ground contiguous manner, to drive greater and deeper                    
penetration in the eight states in which it operates and set up an additional 70 
branches during FY19. Its expansion strategy would continue to grow contiguously 
by rolling-out new branches in tehsils with low mortgage penetration levels. It        
intends to achieve a tehsil level penetration of ~85% in all its operating states. 
 
Continue to focus on low and middle income self employed customers 
 
The company plans to continue to focus on low and middle income self employed 
customers and increase the market share of its existing products in the rural and 
semi-urban markets of India. A large segment of India’s rural and semi-urban          
population is currently unserved or underserved by formal financial institutions 
comprising customers without any credit history and such customer segment offers 
significant growth opportunities and customer loyalty. According to ICRA, the         
housing shortage in rural areas among the economically weaker section was for 
39.3mn units constituting 89.93% of the total rural housing shortage, and 99.84% of 
the urban housing shortage was found among the economically weaker sections 
and low income groups, which provides AFL significant opportunity to scale up the 
operations. The company intends to cross-sell its products to its existing customers 
and develop long-term relationships with them. 
 
Diversify borrowing profile to optimize borrowings costs 
 
The company secures funding from a variety of sources to meet its capital               
requirements. It believes that it has been able to access cost-effective debt             
financing and reduced its average cost of borrowings over the years due to several 
factors, including its financial performance and improving credit ratings. As it        
continues to grow the scale of its operations, it seeks to reduce its dependence on 
expensive term loans from banks and financial institutions, optimize its cost of 
funds and continue to improve its credit ratings. A lower average cost of borrowing 
enables it to competitively price its loan products and helps it grow its business and 
operations and increase its NIMs. 
 
Increase product portfolio and improve cost efficiency  
 
The company has made significant investments in its information technology            
systems to improve its cost efficiency and as it continues to expand its geographic 
reach and scale of operations, it intends to further improve and leverage such            
systems to support its growth and reduce its operational expenditures. Its                 
application scorecard, use of a mobile application for recording and monitoring 
leads and geo tagging of properties, and the use of data analytics, enables it to           
mitigate risks and improve its operational efficiencies. Its use of technology will also 
allow it to continue providing streamlined approval and documentation procedures 
and reduce turnaround times. Further, all its branches and corporate office are 
linked through a central data base platform that enhances data management, 
strengthens service delivery and serves customers in an efficient manner. 
 
Enhance brand recall to attract new customers 
 
Having a strong recognizable brand is a key attribute in its business, which helps it 
attract and retain customers, increases customer confidence and influences                
purchase decisions. This has also assisted in recruiting and retaining employees. The 
company intends to continue to undertake initiatives to increase the strength and 
recall of its ‘Aavas’ brand to attract new customers. It seeks to build its brand by  
engaging with existing and potential customers’ through customer literacy           
programs, sponsor popular events in the regions it operates and advertise in        
newspapers, hoardings, television, radio and in other advertising media. 
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IPO Note 

Risks  

 The company's business requires substantial capital and any disruption in its 

sources of capital could have an adverse effect on its business, results of           
operations, financial condition and cash flows. 

 The risk of non-payment or default by borrowers may adversely affect the           

business operations and financial performance. 

 The company is affected by changes in interest rates for its lending and treasury 

operations, which could cause its net interest income to decline and adversely 
affect its business and results of operations. 

 The cost and availability of capital depends in part on short-term and long-term 

credit ratings. Hence, any downgrade in credit ratings could increase its              
borrowing costs and affect its ability to obtain financing. 

 At present, the company's operations are concentrated in four states of        

western India, particularly Rajasthan and any adverse developments in this         
region could have an adverse effect on its business, results of operations,           

financial condition and cash flows. 

 The Indian housing finance industry is highly competitive and the company's 

inability to compete effectively could adversely affect its business and results of 

operations. 

 The company faces a potential liquidity risks because its assets and liabilities 

mature over different periods. Going forward, it could face asset-liability            

mismatches, which could affect its liquidity and business operations.  
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Profit & Loss Account   

Financial Performance  

Source: Company Data, RHP 

Particulars (cr) FY14 FY15 FY16 FY17 FY18 Q1FY19 

 Net Interest Income    24.1   50.9   94.0   162.3   267.3   87.9  

 Other income   0.0   0.1   0.0   0.4   0.9   0.0  

 Total Net Income   24.1   51.0   94.0   162.7   268.2   88.0  

 Employee benefit expenses   10.8   15.2   29.4   43.1   73.4   25.9  

 Other expenses   2.5   3.5   9.8   21.5   45.5   13.5  

 Total Operating Expenses   13.4   18.7   39.2   64.6   118.9   39.4  

 Pre-provisioning Profits   10.8   32.3   54.8   98.1   149.3   48.6  

 Provisions and write offs   1.0   2.3   3.6   7.8   1.9   2.4  

 Depreciation and amortisation   0.4   1.0   1.3   2.8   5.6   1.7  

 PBT   9.4   29.0   50.0   87.6   141.8   44.5  

 Tax expense   3.1   9.9   17.2   30.4   48.8   15.5  

 PAT   6.3   19.1   32.8   57.1   92.9   29.0  
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Balance Sheet  

Financial Performance  

Source: Company Data, RHP 

Particulars (cr)  FY14 FY15 FY16 FY17 FY18 Q1FY19 

ASSETS       

Non-current assets  390.3   795.3   1,407.8   2,071.4   3,101.7   3,387.6  

Property, Plant & Equipment  5.3   5.4   5.6   8.7   15.5   16.5  

Capital Work-in-progress  -     -     -     -     -     -    

Intangible Assets  0.1   0.0   0.0   1.5   3.0   3.1  

Intangible Assets under development  -     -     -     0.1   0.0   0.1  

Non current Investments  -     -     -     0.8   13.8   13.4  

Loans and advances  384.9   789.9   1,402.2   2,060.3   3,069.5   3,354.5  

Current assets  27.6   57.1   303.0   379.3   715.7   622.6  

Current investments  -     -     -     0.0  0.3 0.3 

Inventories  -     -     -     -     -     -    

Trade receivables  -     -     -     -     -     -    

Cash & Bank Balances  2.3   11.1   234.9   275.8   565.0   441.3  

Loans and Advances   21.5   38.8   54.2   74.4   107.4   127.1  

Other current assets  3.7   7.2   13.9   29.1   43.1   53.9  

Total Assets  417.9   852.4   1,710.8   2,450.7   3,817.5   4,010.1  

EQUITY and LIABILITIES       

Shareholders' Funds  55.4   101.4   203.8   566.3   1,098.5   1,177.7  

Share Capital  29.9   32.9   38.4   58.2   69.2   70.8  

Reserves & Surplus  25.5   68.5   165.4   508.2   1,029.3   1,106.9  

Minority Interest  -     -     -     -     -     -    

Non-current liabilities  259.6   533.5   1,217.4   1,529.7   2,259.3   2,378.2  

Long-Term Borrowings  257.3   523.9   1,196.4   1,509.7   2,232.5   2,347.6  

Deferred Tax Liabilities (Net)  0.3   1.0   2.3   6.2   11.8   13.5  

Other Long Term liabilities  -     4.1   10.4   0.1   0.3   0.3  

Long Term Provisions  2.0   4.4   8.4   13.7   14.8   16.9  

Current liabilities  102.9   217.4   289.5   354.7   459.7   454.2  

Short Term Borrowings  43.7   88.3   112.8   79.0   32.5   37.2  

Trade Payables  -     -     -     -     -     -    

Other current liabilities  58.8   128.9   176.4   274.9   426.0   412.1  

Short Term Provisions  0.5   0.2   0.3   0.7   1.2   5.0  

Total  417.9   852.4   1,710.8   2,450.7   3,817.5   4,010.1 
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Research Disclaimer:  http://www.religareonline.com/disclaimer 

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 : http://www.religareonline.com/disclaimer 

Specific analyst(s) specific disclosure(s) inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014 

is/are as under: 

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

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

questions under F (a) to F(j) below , are given separately] 

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    

Interest  is given below this table] 

  No 

  I/we or any of my/our relatives, have actual/beneficial ownership of one per cent. or more securities of the subject 

company, at the end of the month immediately preceding the date of publication of the research report or date of 

the public appearance? 

  No 

  I / we or any of my/our relative, has any other material conflict of interest at the time of publication of the        

research report or at the time of public appearance? 

  No 

  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 

months? 

  No 

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

  I/we have received any compensation for products or services other than brokerage services from the subject  

company in the past twelve months? 

  No 

  I/we have received any compensation or other benefits from the subject company or third party in connection with 

the research report? 

  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 

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 multiple RAs and  if the answers differ inter-se between the RAs, then RA specific answer with respect to         

questions under F (a) to F(j) above , are  given below] 

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.  
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