Farm Loan Waivers May Hurt NBFCs

SIDE EFFECT Valuations of some players set tocome under strain as recovery of loans have already started getting delayed
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Mumbai: Rich wvaluations of
some of the non-banking finance
companies (NBFCs) lending to
farmers could come under strain,
as expectations of farm loan
walvers delay the recovery of ad-
vances in some of the important
states that are at the forefront of
mechanizsed plonghing inIndia.
Uttar Pradesh, India's most
populous state, recently an-
nounced a conditional loan
waiver, setting off araft of simi-
lar demands from large states
such a5 Karnataka, Maharash-
tra and Tamil Nadu. Together,
these states account for a third
of tractor loans advanced by
companies such as M&M Fi-
nance, Magma Fincorp, Sunda-
ram Finance, Cholamandafam

and Shriram Transport. Stocks
of these companies are current-
Iy trading at 50:70% premium to
their historical averages,
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NBFCs in the states where the
waivers are announced or antiel-
pated are getting delayed as bor-
rowers hope the waiver to be ap
plicable even to non-PSU bank

lenders,” said Aadesh Menta,
analyst at Ambit Capital. "Given
that such states account for one-
third of the tractor loan market
in the country, delayed collec-
tions in these states can have a
meaningful impact on the credit
cost of tractor loans.™

Intheauto NBFC space, tractor
Ivans account for 18% of the
Ioan book of M&M Finance and
20% for Magma Corp.

Muoreover; with these two firms
already seeing high delinguen-
cies in tractor loans, thelr non-
performing assets could rise fur-
ther with simultaneous increase
in losses, stemming from slower
recoveries. Shriram Transport
and Cholamandalam Investment
have 37% of their loan books ex-
posed to the farm sector

So far, the stocks have defied
the rules of gravity M&M Fi-
nance has risen 25% this year,
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compared with a 12% rise in the
Sensex. [tis currentlytradingat
a forward PE of 20, compared
with its five-year average PE of
14. Mapgma Fincorp, with a vear-
to-date gain of 20%, lstradingat
22times its FY18 estimated earn-
ingsasagainstfive-vear avarage
of 12, Sundaram Finance has
surged 45% this year while
Shriram Transportgalned 25%.

“The recent NBFC rally likely
ignores various risks and, hence,
we would maintain our cautious
stanee, and wecontinue to belleve
that risk-return trade-off is not
In favour of investors," said MB
Mahesh, analvst, Kotak Securi-
tiez, “We expect demonetisation
to temper growth in FYIE, largely

3 for NEFCs operating deep In the
= cash ecosysterm. For others, in-
% creasing competition from banks
@ will spoll profitability over the
= next four-six quarters.”



