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 Ticker Reco CMP TP 
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Axis Bank AXSB IN Restricted 953 NA 
HDFC Bank HDFCB IN OP 594 625 
ICICI Bank ICICIBC IN OP 946 955 
Kotak Bank KMB IN N 583 535 
YES Bank YES IN OP 330 415 
PSU banks     
BOB BOB IN N 646 635 
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PFC POWF IN OP 163 190 
REC RECL IN N 190 190 
Shri Trans Fin. SHTF IN N 627 600 
M&M Fin MMFS IN UP 803 525 
LIC HF LICHF IN UP 244 190 
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India non-bank Financials 
Construction Equipment lending 
growth slowing down  
Event 

 We met the management of SREI Infra (SREI IN, CMP Rs23, not rated) and 

present our takeaways below.  

Impact 

 Construction Equipment (CE) lending industry to grow at sub-15% in 

FY13: As per the management, SREI Infra (SREI) commands a ~30% market 

share (total loan book of Rs175bn) in CE loans in India. The new CE loan 

market is dominated by organised players (90%+ market share), and it is 

difficult for them to take any of the remaining market share from the 

unorganised players.  Decelerating growth in infrastructure projects is hurting 

new CE sales and manufacturers’ high inventory level is not an encouraging 

sign. According to the company, the CE loan market in India is expected to 

grow at sub-15% in FY13 and SREI is likely to maintain its market share at 

~30%.  

 Rationale for buying out Kingfisher debt from ICICI Bank: SREI had an 

exposure of Rs1.4bn to Kingfisher Airlines Ltd (KAIR IN, CMP Rs9.8, not 

rated) in its book which was secured against aircraft. Management stated that 

recovery could have been an issue as many of Kingfisher’s aircraft were 

grounded (the value of grounded aircraft depletes very quickly) and there 

could be a problem in finding a buyer. SREI therefore floated a debt fund 

which took over the Rs1.4bn of its own exposure and ICICI Bank’s Rs4.3bn 

exposure. In return, the promoter of Kingfisher provided the equity shares of 

United Spirits Ltd (UNSP IN, CMP Rs925, not rated) as collateral to the debt 

fund.  SREI has the first right to sell the UNSP shares to any company which 

buys out UNSP or in the market if the deal does not go through before March 

2013. The debt fund is likely to earn an IRR of 16% and the value of collateral 

is ~1.4x of underlying loans (at UNSP’s CMP of Rs925). 

 Regulatory hangover on off-book transactions; higher tier 1 requirement 

to bring down RoE: Off-book loans account for 20% of SREI’s equipment 

lending portfolio as of June 2012. Changes in regulations are likely impact the 

volume of off-book transactions despite demand being adequate. If the Usha 

Thorat Committee recommendations are accepted, structural RoE could come 

off by ~100bps due to reduced leverage. Tier 1 of the CE lending subsidiary 

stood at 10% as of June 2012.  

 Comfortable on asset quality: SREI is one of the few NBFCs in India which 

recognises NPA on a 90 DPD (days past due) basis for CE loans, as compared 

to the regulatory requirement of 180 DPD. Management does not expect a 

material rise in delinquency levels as LTV ratios are low and a large proportion 

of the book constitutes standardised equipment that can be put to multiple uses. 

The historical loss rate for equipment financing is less than 1.5%.  

Outlook 

 We maintain our cautious stance on retail NBFCs (MMFS IN and SHTF IN) 

because of their expensive valuations, slower growth and shrinking margins. 
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Recommendation proportions – For quarter ending 30 June 2012 
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