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Executive Summary 
About the company: We like Repco Home Finance (RHFL) as a well-run NBFC-HFC strong in 
small ticket size (avg. Rs 12.1 Lakhs) mortgage loans (housing) to salaried (42% of loan book) & 
self-employed (58%) segment. Repco Bank (65% held by GOI & State Govts.) holds 37% in RHFL.  
 
Repco has strong concentration in South India (Tamil Nadu, Karnataka & Andhra Pradesh 
together are 83% of loan book). RHFL has maintained strong asset quality (50-160bps in last 15 
qtrs). The HFC enjoys AA- ratings (Stable) from ICRA, CARE which has improved from A+ and we 
expect it to improve further, with better appreciation of its stable asset quality. 
 
Why we like it:  

 Attractive business model of housing mortgages (relatively safe, immovable 
collateral) to under-served segment (high yield unsalaried segment, requires close 
servicing)  

 While NBFCs do have presence in the smaller ticket size housing loan to below-the-
radar segment, we believe that experience & knowledge are key differentiators for 
NBFCs and difficult to be challenged by Banks.  

 Since its IPO, in Mar-2013, Repco has grown its networth by 40%, its loan book by 
55%, PAT by 80% and is still well capitalized (25.5% tier1 CRAR) indicating effective & 
efficient use of capital.  

 
Attractive performance in last 5 years: 

 High NIMs (range 4.0% - 4.9%) maintained despite interest rate cycles 

 Has written-off only Rs 4.3 crs aggregate loans (6bps of total disbursals) since 2000 

 Seasoned loans (avg. ~10yrs duration) with ~15-18% repayment/prepayment p.a. 

 Consistent and attractive Avg. ROE of 16% & Avg. ROA of 2.4% since IPO,  
 
GoI thrust: Interest subvention schemes (viz. 6.5% on EWS/LIG section), Union Budget 
announcements like addnl interest deduction of Rs 50K for first time home-buyer; 100% 
deduction of profit on affordable homes etc are indicative of present Govt.’s focus & thrust on 
affordable housing  especially for EWS/LIG segment. Programs like “Housing for All/PMAY” offer 
market expansion opportunities which, coupled with lower unit costs, interest subvention 
benefits offers a large universe for HFCs to cherry pick from.   

 
Key Risks:  

 Geographical concentration risk as ~80% of the loan book is to four southern states 

 Unfavorable Regulatory stance may impact profitability 
 
Valuation: We have valued RHFL on average of 2-Stage DDM model and Relative Valuation 
which we believe helps iron out biases. With stable ROE & ROA, we believe return ratios will 
continue to be attractive and growth momentum has headroom potential from our estimates. 
At 2.7x FY18E ABVPS, we find valuations attractive and opine long term investors may BUY the 
stock. 
 
 

 
Key  Share Data  

Market M  M   Market Cap (Rs.Crs) 3700 

Market Cap (US$ mn) 5,606 

No of o/s shares (mn) 62.4 

Face Value 10 

Mthly Avg. vol 
(BSE+NSE) Nos’000 

57,352 

BSE Code 535322 

NSE Code REPCOHOME 

Bloomberg REPCO IN  
 

Price performance 

 

  
 

 
 
 
 
 

% Shareholding  Dec-15 Sep-15 

Promoters 37.15 37.25 

Public 62.85 62.75 

Others 0       0 

Total  100 100 

Promoters’ Pledged shares            ZERO 

Key Financials 
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Company Overview: 
Repco Home Finance (RHFL), is a NHB registered housing finance company 

(HFC) promoted by Repco Bank (37.15% holding in RHFL) which in-turn is held 

by GOI & Govt. of Tamil Nadu (hold 58.5% & 5.5% respectively in Repco Bank).  

RHFL has, since inception in April 2000, grown to have 113 branches and 38 

satellite centers located in Tamil Nadu (51%), Karnataka (13%), Andhra 

Pradesh (10%), Kerala (6%), Maharashtra (8%), Odisha, West Bengal, Gujarat 

and the Union Territory of Puducherry with a strategy focus on Tier 2 and Tier 

3 cities where ~2/3rd of its centers are located. RHFL has built its strength in 

the underpenetrated segment of low ticket mortgage lending to the lower 

income group.  

It is well capitalized (25.5% tier1 CRAR) and its robust asset quality (<1.5% 

NNPAs as on Q3 FY15) indicate well managed franchise having a strong 

business profile. The HFC has improved credit ratings to AA- from ICRA and 

CARE, from A+ earlier, which we believe can improve further as longer track 

record, leverage benefits and attractive asset quality play out resulting in 

lower borrowing costs. 

While several strong NBFCs have presence in the smaller ticket, unsalaried 

housing loan segment, we believe that the market is large and expanding and 

size of existing players is small which makes us believe that the segment has 

significant growth opportunities.  

Despite last capital issue done in Mar-2013, Repco, since then has grown its 

net worth by 40% and loan book size by 55%, and is well capitalized at 25.5% 

tier1 CRAR indicating effective & efficient use of capital. 

RHFL has steadily increased its exposure to the LAP segment and the same 

comprised 19.21% of the loan book as on 31st March, 2015. The balance 
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consisted of individual home loans (80.79%). The company has stated that 

exposure to LAP segment will be capped at 20% of the total outstanding loan 

book. As on Mar-2015, RHFL had no exposure to builder loans.                                                           

Company performance snapshot 

 

Source: Company, Dalal & Broacha Research 

 

Source: Company, Dalal & Broacha Research Source: Company, Dalal & Broacha Research 
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Detailed Investment Rationale 
The “Housing for all by 2022” plan can be a positive trigger: To give a 

background, India’s urban population registered a decadal growth of 32% 

rising from 285 million to 377 million between 2001 and 2011 and the trend 

is estimated likely to persist. According to the technical committee report 

submitted to the Ministry of Housing and Urban Poverty Alleviation 

(MHUPA), India’s urban housing shortage is estimated at nearly 18.78 million 

households. Out of that, EWS & LIG category are estimated to be 95% of the 

housing shortage.  

Urban Housing shortage estimates in India  

Report of the Technical Group on Urban Housing Shortage during 2012-17 

Category Shortage in Mn Units Percentage 

EWS 10.6 56.2% 

LIG 7.4 39.5% 

MIG 0.8 4.4% 

Total 18.8 100% 

Source: NHB presentations, Dalal & Broacha Research 

Understandably, the “Housing for All” scheme is targeted to primarily address 

the need in the EWS (economically weaker sections) and LIG (lower income 

groups) by facilitating access to financing and availability of affordable 

housing. Challenges like absence of effective financing plans for EWS/LIG 

segment, low availability of institutional credit, high land acquisition & 

construction costs are key issues for GoI to address so as to bridge the 

demand-supply gap.  

Another positive development for the affordable housing was that the 

government accepted the recommendations of an inter-ministerial 

committee to increase the interest subsidy to 6.5% for loans up to Rs 6 lakh 

for EWS and LIG beneficiaries. This step, along with incremental interest 

deduction of Rs 50,000 per annum for first-time home buyers (loan to be 

taken in FY17 & can be max Rs 3.5 Mn) in Income Tax provisions are some of 



Repco Home Finance March 28, 2016 

              
      

8 
 

Re - Initiating Coverage @ Dalal & Broacha 

Analyst:  Lalitabh Shrivastawa (022) 67141450 
Sales:  Sandeep Shah (022) 67141420/ Nilay Dalal  (022)   67141443 

  

the initiatives taken to promote Housing, especially affordable housing in the 

country.  

Under the Housing for all Mission, the PM Awas Yojana (PMAY) aims to cover 

18 mn slums and 2 mn non-slum urban poor households in India, over 2015-

2022 by providing interest subvention, faster clearances, tax benefits etc. 

Passing of the Real Estate Bill is also an important reform in the housing 

sector, aimed to boost demand in the sector. 

According to estimates, total finance requirement of USD 2 Trillion or USD 

250 Billion pa (till 2022) will be required to achieve the housing shortfall 

target.  

While maintaining, that Government initiated plans, seldom realize in the 

promised amount and within the time frame, we believe that the acute 

housing shortage in India, and the need to address it will ensure supportive 

regulation and conducive environment which will further help expand 

markets for HFCs, especially in the LIG/EWS category. The residential unit 

shortage will be imperative to address for any party in power.  

The large names in HFCs segment have already signed up for the PMAY and 

similar schemes. We believe, that the thrust on EWS & LIG borrower segment, 

which is area of expertise for HFCs like Repco is a significant opportunity for 

RHFL.  
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NPL spike due to seasonal, one-off factors, should recover: NPA spiked 

during Q3 FY16 to 2.3% from 1.8% in Q2 FY16 mainly due to the impact of 1) 

Q3 being seasonally weak quarter, and 2) the impact of TN flooding which 

affected collection efforts. 

 

Source: Company, Dalal & Broacha Research 
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Strong operations, strategy; NPL recognition already at 90dpd: Repco’s 

marketing strategy consists of advertising via loan camps, word of mouth and 

referrals from existing customers. Hence, as a result, most of its customers 

are walk‐ins and the company does not use marketing intermediaries.  

Not only the branches source loans and carry out the preliminary checks on 

credit worthiness of the borrower, post which the application is sent to the 

centralized processing unit for approval, to provide a check on the quality of 

cases coming in, the Branches are also made responsible for assistance in 

documentation, disbursing loans and in monitoring repayments and 

collections.  

This we believe, is important for any lending business to maintain asset 

quality. Repco already is on 90dpd NPL recognition norm and hence, investors 

needn’t worry about the impending tightening of norms for the industry. 

Also, the fact that the company has had to write-off only Rs ~4 crs since 

inception, is a significant indication of asset quality.  

Credit growth momentum expected to pick up: REPCO management is 

confident that they will be able to post 25+% growth on loan book for the 

next 2-3 years. Despite the inventory pileup in the cities, we believe that the 

pace of house ownership in the Tier2, Tier3 cities should continue where 

~2/3rd of RHFL’s centers are located. 

The spread of branches is still largely Southern India geography heavy, but 

the aspirations are there for expansion in the Northern and Central India. The 

approach will be a prudent, slow and cautious one where geographical 

expansion will be depended on the customer profile and credit quality profile.  

The “Housing for All” scheme can be significant market development which 

should see players like Repco benefit from the additional credit demand.  
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Stable NIMs expected: On the borrowing costs side, while the COF has 

trended down as the Bank rates have fallen. Also, with rise in share of NCD + 

CPs in the overall borrowing mix also helped bring down the rates.  

While, these instruments can have tenor mismatch, REPCO has decided to 

cap CPs (5-7% of borrowing) and NCDs (max 1500 crs). Hence, we believe 

Repco’s costs of Funds to remain steady, even if liquidity improves since NHB 

funding helps cushion against COF rises.   

However, if rates decline. REPCO seeks to take advantage of the same. We 

believe that the margins are expected to be steady with Spread at 3+% and 

NIMs at 4+%. 

Risks 

 Over 90% of the loan book coming from four southern states, indicates 

existence of significant concentration risk 

 Significant exposure to non-salaried segment can cause problems if any 

systemic risk affects the livelihood of self-employed segment of the 

population. 

 Higher NPAs and lower provision coverage compared to industry 

 Adverse or strict Regulatory view on the HFC business can be a negative 
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Valuation & Outlook 
Repco Home finance has been maintaining a strong growth momentum with 

well-run operations and stable ROEs. New schemes like “Housing for 

All/PMAY” can be significant positive for Repco as the lending market will 

expand, as well as interest subvention would be helpful for borrowers. The 

increased market, and subvention benefit allows HFCs to have large universe 

to cherry pick from.  

We believe that RHFL should be evaluated with a view on its growth potential, 

and a sustainable and low competitive intensity business model. We have 

used a two state DDM model and Relative Valuation approach taking equal 

weights to arrive at a value for RHFL. 

 
 

Keeping equal weights, we arrive at the target price of Rs 709 and we opine 

long term investors may BUY the stock which is at 2.7x FY18E ABPVS. 
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Two Stage DDM Valuation 
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 Relative Valuation 
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Disclaimer 

This document has been prepared and compiled from reliable sources. While utmost care has been taken to ensure that the facts stated are 

accurate and opinions given are fair and reasonable, neither the Company nor any of its Directors, Officers or Employees shall in any way be 

responsible for the contents. The Company, its Directors, Officers or Employees may have a position or may otherwise be interested in the 

investment referred in this document. This is not an offer or solicitation to buy, sell or dispose off any securities mentioned in this document. 
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