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Executive Summary

The research study titled "A Study on Financial Performance and Growth of Non-Banking
Financial Companies (NBFCs)" offers an in-depth analysis of key financial metrics, market
trends, and the significant contributions of NBFCs to the Indian economy. Through an
examination of various aspects such as the number of reporting companies, public deposits,
asset quality indicators, funding sources, and the market leadership of prominent NBFCs like
Power Finance Corporation Limited (PFCL), Larsen & Toubro Finance (LTFH), Bajaj Finance
Limited (BFL), Shriram Finance, and Muthoot Finance, the research aims to provide insights

crucial for stakeholders in the financial sector.

The analysis reveals a discernible decline in the number of reporting NBFCs over the years,
indicative of sector consolidation propelled by regulatory changes, market dynamics, and
intensified competition. Despite this trend, there is a notable uptick in public deposits,
signifying enhanced depositor trust in NBFCs, attributed to improved governance practices and

regulatory oversight.

Asset quality indicators, including the Gross NPA ratio and Net NPA ratio, demonstrate
fluctuating trends, reflecting the ongoing challenges and advancements in asset quality
management within NBFCs. However, the Capital to Risk-Weighted Assets Ratio (CRAR)

consistently maintains a reasonable range, indicating sufficient capital adequacy and resilience.

The study underscores the dominance of specific NBFCs such as PFCL, LTFH, BFL, Shriram
Finance, and Muthoot Finance across different market segments, highlighting their pivotal
roles in fostering financial inclusion, driving infrastructure development, and stimulating
economic growth. These NBFCs play critical roles in providing essential financial services,
supporting Micro, Small, and Medium Enterprises (MSMEs), and fostering innovation through

the adoption of technological advancements.

In conclusion, the research offers valuable insights into the financial performance, market
dynamics, and growth trajectories of NBFCs in India. These insights are crucial for
policymakers, regulators, investors, and market participants to make well-informed decisions

and ensure the stability and resilience of the NBFC sector amid evolving economic landscapes.
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Introduction
Abstract

Non-Banking Financial Companies (NBFCs) constitute a vital segment of the financial
landscape, operating under the regulatory framework established by the Companies Act, 1956.
These entities engage primarily in lending activities, acquisition of various securities, leasing,
hire purchase, insurance, and chit fund businesses, excluding agricultural and industrial
pursuits or real estate transactions.

Over time, NBFCs have emerged as significant players in the financial sector, diversifying their
services and augmenting their resource base through deposits from the public, shareholders,
directors, and other corporate entities. Additionally, they raise capital through the issuance of
non-convertible debentures, enabling them to meet the evolving financial needs of diverse
clientele.

The distinction between traditional banks and NBFCs has gradually blurred, with both entities
offering an array of financial services. However, commercial banks retain exclusive privileges
such as the issuance of cheques. Despite this, NBFCs play a complementary role in catering to
the financial requirements of the corporate sector, extending credit to unorganized segments,
and serving local borrowers, leveraging their agility in decision-making, risk assumption, and
customization of services.

Notably, NBFCs can be categorized into deposit-accepting and non-deposit-accepting entities,
each catering to distinct market segments. These companies, typically smaller in scale and
privately owned, have witnessed exponential growth since the 1990s, buoyed by their ability
to offer competitive returns and provide both fund-based and service-oriented solutions.

Internationally, NBFCs have gained prominence in countries like Brazil, India, and Malaysia,
reflecting their adaptability and relevance in diverse financial ecosystems. Unlike traditional
banks, NBFCs constitute a heterogeneous group, offering a range of financial products and
services tailored to specific client needs. This diversity underscores their pivotal role in
mobilizing financial resources towards capital formation, thereby contributing significantly to
economic development.

In conclusion, NBFCs serve as crucial intermediaries in the financial sector, complementing
the role of traditional banks and fostering financial inclusion. Their growth trajectory, coupled
with their ability to innovate and diversify, underscores their enduring significance in driving
economic growth and stability.

1.1 Non-Banking Financial Institutions (NBFIs)

Non-Banking Financial Institutions (NBFIs) constitute a vital segment of the financial
landscape, offering a diverse range of services without the constraints of a full banking license
or direct supervision by national or international banking regulatory agencies. Recognized for
their pivotal role in economic development, NBFIs, as highlighted by Alan Greenspan, serve
as catalysts in channeling savings into productive capital investments, thereby fostering
economic growth.




One of the distinctive features of NBFIs lies in their ability to introduce competition within the
financial services sector, diverging from traditional banking models by providing tailored
solutions to individual client needs rather than standardized packaged deals. While banks
typically offer bundled financial services, NBFIs excel in unbundling these services and
customizing them to suit specific clientele requirements.

NBFIs offer a wide array of banking services encompassing loan and credit facilities, private
education funding, retirement planning, money market trading, stock underwriting, issuance of
Term Finance Certificates (TFCs), and other financial obligations. Additionally, they often
facilitate investment in real estate by providing feasibility studies, market analyses, and
industry insights to companies.

It's noteworthy that NBFIs do not typically provide services like issuing cheque books or
maintaining savings and current accounts; instead, they focus on fixed or time deposits. The
services offered by NBFIs can be broadly categorized into the following:

e Risk Pooling Institutions: These include insurance companies that spread financial risk
across a large pool of entities, enhancing financial stability and resilience.

e Institutional Investors: Such as pension funds and mutual funds, these entities engage
in securities trading at a scale that qualifies for reduced commissions, thereby
optimizing investment returns.

e Other Non-Banking Financial Institutions: This category encompasses a diverse range
of entities providing services such as asset leasing, market making to ensure liquidity,
management consultancy, financial advisory, and securities brokerage.

In summary, NBFIs play a crucial role in diversifying the financial services landscape, fostering
competition, and catering to the specific needs of clients. Their dynamic and specialized
offerings contribute significantly to the overall efficiency and resilience of the financial system,
thereby driving sustainable economic development.

1.2 Historical Background of Non-Banking Financial Companies (NBFCs)

in India

The emergence and evolution of Non-Banking Financial Companies (NBFCs) in India trace
back to the 1960s, marking a pivotal phase in addressing the financial needs of various
segments not adequately served by traditional banking institutions. Initially, NBFCs primarily
attracted fixed deposits from investors and facilitated leasing arrangements for large industrial
enterprises, albeit on a modest scale that did not significantly impact the financial landscape.

During the nascent stages of development, regulatory oversight over NBFCs fell under the
purview of the Companies Act. However, recognizing the distinct and intricate nature of their
operations, coupled with their role as financial intermediaries, a need arose for a specialized
regulatory framework. Consequently, Chapter III B was incorporated into the Reserve Bank of
India Act, 1934, granting limited regulatory authority to the central bank for overseeing
deposit-taking entities.

In a significant milestone, the Reserve Bank of India (RBI) embraced the recommendations of
the James Raj study group in 1975, advocating for greater operational flexibility for financial




companies. Subsequently, the RBI formulated directives allowing hire purchase and leasing
companies to accept deposits up to a certain proportion of their net owned funds.

The 1980s and 1990s witnessed a substantial growth trajectory for NBFCs, bolstered by their
customer-centric approach, which resonated well with investors. The period following the
initiation of Liberalization, Privatization, and Globalization (LPG) reforms in 1991 witnessed
an exponential proliferation of NBFCs, underscoring their expanding role in the financial
ecosystem.

In 1992, recognizing the need for comprehensive regulatory measures, the RBI constituted a
committee chaired by A.C. Shah, former chairman of the Bank of Baroda. The Shah
Committee's recommendations encompassed mandatory registration and implementation of
prudential norms, setting the stage for enhanced oversight and governance within the industry.

A pivotal moment occurred in January 1997, with significant amendments to the RBI Act, 1934,
particularly Chapters III-B, III-C, and V, aimed at establishing a robust regulatory and
supervisory framework to safeguard customer interests and ensure the sound functioning of
NBFCs.

Over the past two decades, NBFCs have emerged as vital contributors to India's financial
sector, enriching its depth and diversity. Recognizing their growing significance, there is a
burgeoning interest in academia and research to comprehensively explore their origins, growth
trajectory, and performance, underscoring their pivotal role in India's economic development.

In conclusion, the evolution of the Indian economy necessitates the inclusion of NBFCs as a
significant component, highlighting their substantial contribution and indispensable role in
fostering financial inclusivity and resilience.

1.3 Definitions of NBFC

A Non-Banking Financial Company (NBFC) is a corporate entity incorporated under the
Companies Act, 2013 or its predecessor, the Companies Act, 1956, engaged primarily in
activities such as extending loans and advances, acquiring government or local authority
securities, and facilitating deposits under various schemes.

As per section 451(f) of the Reserve Bank of India (RBI) Act, an entity operating as a financial
institution falls under the purview of an NBFC. The regulation of NBFCs falls under the ambit
of both the Ministry of Corporate Affairs and the Reserve Bank of India.

The definition of an NBFC encompasses the following:

¢ A non-banking institution, which is a company and which has its principal business the
receiving of deposits under any scheme or lending in any manner.

e Such other Non-Banking institutions, as the bank may with the previous approval of
the central government and by notification in the official gazette, specify.

Certain categories of NBFCs are exempt from mandatory registration with the Reserve Bank
of India. These include:

e (Core Investment Companies
e Merchant Banking Companies




e Companies engaged in Stock-Broking activities

¢ Housing Finance Companies

e Venture Capital Companies

e Insurance Companies holding registration certificates issued by the Insurance
Regulatory and Development Authority (IRDA)

e Chit Fund Companies defined under section 2 clause (b) of the Chit Fund Act, 1982

e Nidhi Companies

These exemptions are subject to specific regulatory requirements and oversight from relevant
regulatory bodies governing their respective sectors.

In conclusion, the definition and classification of NBFCs encompass a wide spectrum of
financial activities, subject to regulatory scrutiny and oversight to ensure compliance with
established norms and safeguard the interests of depositors and investors.

1.4 Regulation of NBFCs

Regulatory Body of NBFCs

SEBI
Asset Finance l Nidhi
compan
4 Merchant Companies

Equipment Housing banking Chit Fund Insurance
Leasing Company finance Omaa i Mutual Companies Companies
o o companles p Benefit

re purchase Companies
Finance company Venture P
i capital fund

ye et companies
company
Loan company Stock Broking
Infrastructure Collective
Finance company investment
Factoring schemes
Residuary NBFCs
Core investment
company
Infrastructure
e Figure 1.4.1 Regulatory body of NBFCs




1.5 Classification of NBFC

Types of NBFCs

Figure 1.5.1 Classification of NBFCs

Liability

In the realm of Non-Banking Financial Companies (NBFCs), entities are classified into two
distinct categories based on their liability structure:

Deposit Accepting NBFCs: These are NBFCs authorized to accept deposits from the public.
They undergo stringent regulatory oversight and are mandated to hold a valid Certificate of
Registration (CoR) specifically permitting them to accept and hold public deposits. This
authorization ensures that only NBFCs meeting specified criteria and regulatory standards are
entrusted with the responsibility of handling public funds.

Non-Deposit Accepting NBFCs: Non-Deposit Accepting NBFCs, as the name suggests, do not
accept public deposits. These entities operate within the NBFC framework but do not have the
authorization to mobilize funds from the public in the form of deposits. While they do not
engage in deposit-taking activities, they may provide various other financial services, such as
lending, leasing, and investment activities.

It's imperative to note that not all NBFCs have the mandate to accept public deposits. Only
those NBFCs possessing a valid Certificate of Registration (CoR) with explicit authorization
from regulatory authorities are permitted to accept and hold public deposits. This regulatory
framework ensures that deposit-taking activities are conducted by NBFCs that meet stringent
regulatory requirements, safeguarding the interests of depositors and ensuring the stability of
the financial system.

Size

NBFCs are classified into two main categories: Deposit Accepting and Non-Deposit Accepting.
Among Non-Deposit Accepting NBFCs, there are further subdivisions based on their size:

Systematically Important Non-Deposit Taking NBFCs (NBFCs-ND-SI):

These are Non-Banking Financial Companies that do not accept or hold public deposits and
have total assets amounting to Rs. 500 crores or more. Systematically Important NBFCs are
identified based on their size and potential impact on the financial system. As such, they are




subjected to enhanced regulatory scrutiny and prudential norms to ensure financial stability
and systemic resilience.

Non-Systematically Important Non-Deposit Taking NBFCs (NBFCs-ND-Non-SI):

Non-Systematically Important Non-Deposit Taking NBFCs are those NBFCs that do not accept
or hold public deposits and have total assets below Rs. 500 crores. While these entities may
not carry the systemic risk designation, they are still subject to regulatory oversight to ensure
compliance with prescribed norms and standards. Despite their smaller size, they play a
significant role in the financial sector by providing various financial services and contributing
to market diversity.

This bifurcation based on size enables regulators to tailor regulatory requirements and
supervision according to the potential impact and risk profile of NBFCs. By differentiating
between systematically and non-systematically important NBFCs, regulatory authorities aim
to ensure effective oversight while fostering a conducive environment for the growth and
stability of the non-banking financial sector.

Activity

 Underlying one or more assets as security for availing
credit

* Principal business, Financing for physical assets like
automobiles, tractors, and generator sets etc

+ E.g. Magma Fincorp ltd, Edelweiss Assets management

Asset Financing
Company

» Engaged in business of pooled capital of investors in

Investment financial securities.

Company « It can be corporation, partnership, business trust, or L.L.P
» E.G. TATA Investment corporation Itd.

* Provide finance by making loans and advances.

« Offer different types of loans as per individual's
preference.

 Accept deposits at higher interest rate and further give
loans give loans on higher interest to retailers,
wholesalers, and self-employed persons

Loan Company

*Non-Deposit taking NBFC
| nfrastru cture *Deploys 75% of its total assets in infrastructural loans

. *Minimum Net Owned fund Rs.300 crores, minimum credit
Finance Company rating of 'A' or equivalent, and CAR should be 15%. E.g.L&T
IDFC Ltd.




« Asset size 100 crores and accept public deposit.

« Does not hold less than 90% of its total assets in the form
Core Investment of investment in shares
Company « Principal business, acquisition of shares and securities

» E.G. TATA capital limited

 Non-deposit taking NBFC with minimum net owned
funds of 5 crores.

\ ICFO_ Fmance » Loans to be extended without collateral.
Institutions « Indebtedness should not be exceeded Rs. 1,00,000
» E.G. Unnati Micro Finance private limited

« Principal business of financing of acquisition or
construction of houses.

« Regulated by national housing financing

Housing Finance

Company » Net owned fund of Rs. 10 crores
« E.G. HDFC lItd, India Bulls Housing Finance Itd.

Figure 1.5.2 Classification of NBFCs according to Activity

1.6 The Current Status of Non-Banking Financial Companies (NBFCs)

Prudential norms serve as crucial regulatory measures to ensure the stability and soundness of
financial institutions. The Reserve Bank of India (RBI) implemented a new regulatory
framework in January 1998, prescribing prudential norms specifically for NBFCs that accept
deposits. The primary focus of regulatory attention is on these "deposit-taking NBFCs"
(NBFCs-D) to safeguard the interests of depositors and maintain the overall health of the
financial system.

Regulatory Framework:

Prudential Regulations for NBFCs-D:

NBFCs-D are subjected to prudential regulations akin to banks, including norms on income
recognition, asset classification, provisioning, capital adequacy, and accounting disclosures.
However, certain regulations such as Cash Reserve Ratio (CRR) requirements and prudential
exposure limits on capital market exposures do not apply to NBFCs-D. Additionally,
restrictions are imposed on investments in land, buildings, and unquoted shares to mitigate risk
exposure.

Regulation for NBFCs-ND:




In contrast, Non-Deposit Accepting NBFCs (NBFCs-ND) are subject to minimal regulation.
They are not bound by capital adequacy norms, CRR/SLR requirements, single/group borrower
limits, or prudential limits on capital market exposures. Furthermore, there are no restrictions
on their investments in land, buildings, or unquoted shares. However, they are exempted from
certain rules under the Companies Act governing unsecured borrowing due to their regulation
under the RBI.

Key Differences:

Uniformity of Regulations: There are notable disparities in the application of prudential norms
between the banking and NBFC sectors, as well as within the NBFC sector itself.

Scope of Prudential Norms: While NBFCs-D adhere to regulations akin to banks, albeit with
some leniency, NBFCs-ND operate with fewer regulatory constraints, allowing them greater
flexibility, particularly in terms of leveraging and investment activities.

Regulatory Oversight: Despite being exempt from certain regulations applicable to banks,
NBFCs are subject to RBI oversight, ensuring a degree of regulatory control and supervision
over their operations.

In conclusion, the current regulatory framework for NBFCs aims to strike a balance between
ensuring financial stability and fostering sectoral growth by tailoring prudential norms to the
specific characteristics and risk profiles of different categories of NBFCs. Ongoing regulatory
vigilance and periodic revisions are essential to adapt to evolving market dynamics and
mitigate systemic risks effectively.

1.7 Financial Linkages between Banks and NBFCs

Banks and Non-Banking Financial Companies (NBFCs) often compete for similar types of
business, particularly on the asset side of their operations. NBFCs offer a range of products and
services including leasing and hire-purchase, corporate loans, investment in non-convertible
debentures, [PO funding, margin funding, small-ticket loans, and venture capital. However, it's
important to note that NBFCs do not provide traditional operating account facilities such as
savings and current deposits, cash credits, or overdrafts.

NBFCs rely on bank finance for their operations, accessing advances or having banks subscribe
to debentures and commercial paper issued by them. Given the overlapping nature of their
business activities and differences in regulatory frameworks and cost structures, it's essential
to establish checks and balances to protect the interests of bank depositors from indirect
exposure to risks associated with NBFC operations.

As a result, certain restrictions have been imposed on the activities of NBFCs that banks may
finance, including:

Discounting/Rediscounting Bills: Banks are restricted from financing bills discounted or
rediscounted by NBFCs, except for bills arising from the sale of commercial vehicles, two-
wheelers, and three-wheelers, subject to specific conditions.

Unsecured Loans/Inter-corporate Deposits: Banks are prohibited from financing unsecured
loans or inter-corporate deposits extended by NBFCs to any company.




Loans/Advances to Subsidiaries or Group Companies: Banks are not permitted to finance any
loans or advances extended by NBFCs to their subsidiaries or group entities.

Finance for IPO Subscriptions: Banks cannot provide finance to NBFCs for further lending to
individuals subscribing to Initial Public Offerings (IPOs).

Bridge Loans: Banks are restricted from providing bridge loans or interim finance to NBFCs
pending the raising of long-term funds from the market.

Lease Agreements with Equipment Leasing Companies: Banks should refrain from entering
into lease agreements departmentally with equipment leasing companies.

These restrictions aim to mitigate the risks associated with interlinkages between banks and
NBFCs, ensuring financial stability and protecting the interests of depositors. By imposing
these checks and balances, regulators aim to maintain the integrity and resilience of the
financial system while facilitating healthy competition between banks and NBFCs.

1.8 Structural Linkages between Banks and NBFCs

Banks and Non-Banking Financial Companies (NBFCs) operating in India are established and
owned by entities in both the private and public sectors, including domestic and foreign entities.
Some NBFCs operate as subsidiaries, associates, or joint ventures of banks, including foreign
banks, which may or may not have a physical operational presence in the country. There has
been a notable increase in interest, particularly from banks, in setting up NBFCs in recent times.

Regulations govern the investment activities of banks in financial services companies.
According to these regulations, a bank's investment in a financial services company should not
exceed 10% of the bank's paid-up share capital and reserves. Additionally, investments in all
such entities, including financial institutions, stock exchanges, etc., should not exceed 20% of
the bank's paid-up share capital and reserves.

Prior approval from the concerned regulatory department of the Reserve Bank of India (RBI)
is required for banks to obtain a Certificate of Registration for establishing an NBFC or for
making strategic investments in NBFCs in India. However, foreign entities, including the head
offices of foreign banks with branches in India, can commence NBFC business under the
automatic route for Foreign Direct Investment (FDI) after obtaining a Certificate of
Registration from the RBI.

NBFCs have the flexibility to undertake activities that banks either cannot undertake or can
only undertake in a restricted manner. These activities may include financing acquisitions and
mergers, engaging in capital market activities, etc. The differing levels of regulation between
banks and NBFCs, despite undertaking some similar activities, create opportunities for
regulatory arbitrage. Routing transactions through NBFCs may undermine banking regulation.

Partially addressing these concerns is the application of prudential norms for banking groups
that include NBFCs. This helps mitigate some risks associated with regulatory arbitrage and
ensures a degree of regulatory oversight within banking conglomerates.

In conclusion, while structural linkages between banks and NBFCs offer avenues for
collaboration and diversification of financial services, regulatory frameworks must evolve to
address potential risks and maintain the integrity and stability of the financial system. Ongoing

10




regulatory vigilance and coordination between banking and NBFC regulators are crucial to
address emerging challenges effectively.

1.9 Role of Non-Banking Financial Companies (NBFCs)

Non-Banking Financial Companies (NBFCs) play a pivotal role in the financial landscape,
contributing significantly to economic development and financial inclusion. Their diverse
range of services and flexible approach make them instrumental in promoting savings,
facilitating access to credit, and fostering investment. The role of NBFCs can be delineated as
follows:

Promoters of Savings Utilization:

NBFCs encourage the utilization of savings among the public, particularly in segments where
traditional banks may not reach effectively. By offering attractive schemes and competitive
interest rates, NBFCs mobilize idle funds and promote prudent financial habits.

Facilitators of Easy and Timely Credit:

NBFCs provide easy and timely credit to individuals and businesses, with minimal formalities
and procedures. They cater to diverse credit needs, including those not typically served by
banks, such as marriage expenses or religious functions.

Financial Supermarkets:

NBFCs serve as financial supermarkets, offering a comprehensive range of services beyond
traditional lending, including mutual funds, merchant banking, and counseling. By expanding
their service offerings, NBFCs enhance customer convenience and satisfaction.

Investment in Productive Purposes:

NBFCs channel small savings into productive investments, fueling economic growth. Through
activities such as equipment leasing and funding for businesses, NBFCs support
entrepreneurship and job creation.

Providers of Housing Finance:

Housing Finance NBFCs play a vital role in fulfilling the housing finance needs of middle and
lower-middle-class individuals. By offering housing loans on favorable terms, NBFCs
contribute to improving living standards and promoting homeownership.

Providers of Investment Advice:

NBFCs, particularly investment companies, offer valuable investment advice to individuals,
helping them make informed decisions and optimize returns while managing risks effectively.

Enhancers of Standard of Living:

NBFCs facilitate the acquisition of consumer durables and other necessities through easy
installment schemes, thereby improving the standard of living. Additionally, they contribute to
the improvement of transport facilities, further enhancing societal well-being.

Acceptance of Deposits:
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NBFCs offer flexibility in deposit options, accepting various forms of deposits convenient to
the public, thus providing avenues for savings and investment.

Promoters of Economic Growth:

NBFCs play a pivotal role in promoting economic growth by enhancing the efficiency of the
financial market, providing capital to businesses, and encouraging investment. Their activities
stimulate business activity, contribute to market stability, and foster overall economic
development.

In summary, Non-Banking Financial Companies serve as catalysts for financial inclusion,
economic growth, and prosperity by offering a diverse range of financial products and services
tailored to the needs of individuals and businesses across different segments of society.

1.10 Functions of Non-Banking Financial Companies (NBFCs)

Non-Banking Financial Companies (NBFCs) perform diverse functions aimed at mobilizing
funds, providing financial assistance, and catering to the credit needs of various segments of
society. Their role extends beyond traditional banking activities, offering specialized financial
services tailored to the unique requirements of their clients. The functions of NBFCs can be
summarized as follows:

Receipt of Deposits:

NBFCs serve as avenues for the public to deposit funds through various instruments such as
debentures, savings certificates, subscription, and unit certificates. These deposits form a
significant portion of NBFC funding, enabling them to finance their operations and extend
credit facilities.

Lending Activities:

NBFCs play a crucial role in extending credit to the public, offering financial assistance
through various loan products. These loans cater to diverse needs, including personal loans,
business loans, and other forms of credit, providing individuals and businesses with access to
timely financial support.

Hire Purchase Finance:

NBFCs provide hire purchase finance, allowing individuals and businesses, particularly small
operators and professionals, to acquire equipment on a hire purchase basis. This arrangement
enables the buyer to use the equipment while making installment payments, eventually gaining
ownership upon completing the payment schedule.

Leasing Finance:

Through leasing finance, NBFCs facilitate the use of capital equipment by borrowers against
payment of a monthly rent. Unlike hire purchase, the borrower does not acquire ownership of
the equipment but gains the right to use it, offering flexibility in capital asset acquisition.
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Housing Finance:

NBFCs offer housing finance solutions to individuals seeking to purchase or construct homes,
develop plots, or invest in real estate. By providing funding for housing-related activities,
NBFCs contribute to fulfilling the housing needs of various segments of society.

Other Financial Services:

NBFCs extend financial assistance for a range of purposes, including consumption finance,
funding for religious ceremonies, marriages, social activities, and debt consolidation. These
services cater to customers who may face challenges accessing finance from traditional
banking institutions, offering them convenient and timely solutions.

Investment of Surplus Funds:

NBFCs invest their surplus funds in profitable avenues, including securities, bonds, equities,
and other financial instruments. By deploying surplus funds effectively, NBFCs aim to
optimize returns while managing risks prudently.

In essence, Non-Banking Financial Companies serve as vital intermediaries in the financial
system, facilitating the flow of funds, providing credit, and meeting the diverse financial needs
of individuals and businesses across different sectors of the economy. Their specialized
services complement traditional banking offerings, contributing to overall financial stability
and economic growth.
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1.11 Comparison Between Commercial Banks and Non-Banking Financial

Companies (NBFCs)

Commercial banks and Non-Banking Financial Companies (NBFCs) are both significant
players in the financial sector, serving as intermediaries between savers and borrowers. While
they share some similarities in their functions, there are notable differences between the two

entities. Here's a professional comparison highlighting their distinctions:

Criteria

Commercial Banks

Non-Banking Financial

Legal Status

Governing Law

Deposit
Insurance

Deposit Products

Issue of Cheques
Rate of Interest

Capital
Requirements

Deposit
Withdrawal
Restrictions

Operate as incorporated banks

Regulated by Banking Regulation Act, 1949
and RBI

Deposits insured by Deposit Insurance and
Credit Guarantee Corporation of India
(DICGC)

Offer a wide range of deposit products such
as savings accounts, current accounts, fixed
deposits, etc.

Can issue cheques against bank deposits

Offer lower interest rates on deposits and
loans

Required to maintain specified levels of
capital adequacy as per regulatory
guidelines

Generally, no restrictions on withdrawal of
deposits

Companies (NBFCs)
Operate as registered financial
institutions
Regulated by SEBI,
Companies Act, National
Housing Bank, Unit Fund Act,
and RBI
No deposit insurance scheme
for deposits

Offer limited deposit products,
primarily through debentures,
commercial paper, and other
instruments

No facility to issue cheques
against bank deposits

Offer higher interest rates on
deposits and loans

Subject to capital adequacy
requirements, possibly less
stringent compared to banks
May impose certain
restrictions on withdrawal of
deposits, particularly in case of
long-term deposits

Figure 1.11.1 Comparison Between Commercial Banks and NBFCs

1.12 Problem Statement

Non-Banking Financial Companies (NBFCs) play a significant role in India's financial
ecosystem, offering diverse financial products and services to individuals and businesses.
Despite their importance, there is a need for comprehensive research to understand the
dynamics of NBFCs' financial performance and growth, considering various factors such as
regulatory changes, market trends, and competitive landscapes.

The existing literature provides valuable insights into specific aspects of NBFCs, including
trends in the number of reporting companies, sources of funds, and the performance of key
players like Power Finance Corporation Limited (PFCL), Larsen & Toubro Finance Holdings
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Ltd. (LTFH), Bajaj Finance Limited (BFL), Shriram Finance, and Muthoot Finance.
However, there is a gap in synthesizing this information to conduct a holistic analysis of the
financial performance and growth trajectories of NBFCs as a sector.

Therefore, the proposed research aims to address this gap by conducting a comprehensive
study titled "A Study on Financial Performance and Growth of Non-Banking Financial
Companies." This study will explore various dimensions of NBFCs' financial performance,
including profitability, asset quality, capital adequacy, and sources of funds, to gain insights
into their overall growth and sustainability.

The research will leverage available data on NBFCs' financial metrics, trends, and market
dynamics from reputable sources, including regulatory filings, financial reports, and industry
publications. By analyzing these data points, the study aims to achieve the following
objectives:

e Trend Analysis: Conduct a detailed trend analysis of key financial metrics such as the
number of reporting companies, public deposits, Gross NPA ratio, Net NPA ratio, and
Capital to Risk-Weighted Assets Ratio (CRAR) over a specified period.

e Impact Assessment: Evaluate the implications of observed trends on NBFCs' financial
health, investor confidence, regulatory compliance, and market competitiveness.

e Comparative Analysis: Compare the financial performance and growth trajectories of
different categories of NBFCs, including deposit-accepting (NBFC-D), non-deposit-
accepting systematically important (NBFC-ND-SI), and non-deposit-accepting
(NBFC-ND) entities.

e Key NBFC Players: Examine financials of leading NBFCs such as PFCL, LTFH,
BFL, Shriram Finance, and Muthoot Finance to understand their strategies, business
models, and contributions to the Indian economy.

By addressing these objectives, the proposed research aims to contribute to the existing body
of knowledge on NBFCs and provide valuable insights for stakeholders to make informed
decisions, formulate effective policies, and ensure the stability and resilience of the NBFC
sector in India.

1.13 Objectives of the Study

e To assess the financial performance of NBFCs by analyzing key financial indicators
such as sales growth, profitability margins, asset quality ratios (Gross NPA ratio and
Net NPA ratio), and capital adequacy (Capital to Risk-Weighted Assets Ratio -
CRAR).

e To identify trends and patterns in the financial performance of NBFCs over the years,
including changes in profitability, asset quality, and capital adequacy ratios.

e To examine the sources of funds for NBFCs and analyze the composition and
dynamics of their funding structures, including trends in share capital, reserves,
borrowings, and other sources.
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e To evaluate the impact of NBFCs on the Indian economy, including their role in
financial inclusion, infrastructure development, support for MSMEs, and overall
economic growth.

e To compare and contrast the performance and contributions of key NBFCs in the
Indian market, including Power Finance Corporation Limited (PFCL), Larsen &
Toubro Finance Holdings Ltd. (LTFH), Bajaj Finance Limited (BFL), Shriram
Finance, and Muthoot Finance.

1.14 Scope of Study:

This research study aims to investigate the financial performance and growth trajectories of
Non-Banking Financial Companies (NBFCs) in India, utilizing comprehensive data and
insights drawn from various NBFCs operating in the country. The study will encompass an
in-depth analysis of key financial metrics, including but not limited to, sales growth,
profitability, asset quality, capital adequacy, and sources of funds, over a specified period.
The study will utilize secondary data obtained from annual reports, financial statements,
regulatory filings, and reputable sources such as RBI publications and industry reports.
Quantitative analysis will be conducted to examine trends in financial indicators

The scope of the research study will include the following components:

Trend Analysis of NBFCs:

e Examination of trends in the number of reporting companies, public deposits, Gross
NPA ratio, Net NPA ratio, and Capital to Risk-Weighted Assets Ratio (CRAR) over
the past decade.

e Identification of factors influencing the observed trends and their implications for the
NBFC sector.

Comparison Across NBFC Categories:

e Comparative analysis of different categories of NBFCs, including Deposit Accepting
(NBFC-D), Non-Deposit Accepting Systematically Important (NBFC-ND-SI), and
Non-Deposit Accepting (NBFC-ND) entities.

e [Evaluation of the trends in the number of companies, regulatory dynamics, and
market concentration within each category.

Sources of Funds Analysis:

e Investigation into the sources of funds for NBFCs, focusing on share capital, reserves,
borrowings, and other funding avenues.

e Assessment of changes in funding patterns and their implications for the financial
stability and growth prospects of NBFCs.

Financial Performance of Key NBFC Players:
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e In-depth analysis of leading NBFCs such as Power Finance Corporation Ltd. (PFCL),
Larsen & Toubro Finance Holdings Ltd. (LTFH), Bajaj Finance Limited (BFL),
Shriram Finance, and Muthoot Finance.

e Examination of their financial performance, market positioning, strategic initiatives,
and contributions to the Indian economy.

Overall, this research study aims to offer valuable insights into the financial health, growth
prospects, and regulatory dynamics of NBFCs in India, contributing to a deeper
understanding of this vital segment of the financial services industry.

1.15 Limitation of Study
Data Availability and Reliability:

The study relies on secondary data obtained from various sources such as annual reports,
financial statements, and industry publications. The accuracy and reliability of this data
depend on the quality of reporting by the NBFCs and the credibility of the sources.
Inaccuracies or inconsistencies in the data could impact the validity of the findings.

Limited Scope of Analysis:

The study primarily focuses on trend analysis of key financial indicators such as the number
of reporting companies, public deposits, NPA ratios, and CRAR. It may overlook other
important factors that could influence NBFC performance and growth, such as regulatory
changes, macroeconomic conditions, market competition, and technological advancements.

Temporal Scope:

The study covers a period from 2010-11 to 2022-23, providing insights into long-term trends
and patterns. However, this temporal scope may not capture short-term fluctuations or
emerging trends that could impact NBFCs' financial performance. Additionally, the inclusion
of only one additional data point for 2022-23 limits the ability to analyze recent
developments comprehensively.

Generalizability:

The findings of the study may have limited generalizability beyond the context of the Indian
NBFC sector. Factors influencing NBFCs' financial performance and growth may vary across
different countries, regulatory environments, and market conditions. Therefore, caution
should be exercised when extrapolating the study findings to other contexts.

Sampling Bias:

Since the study relies on secondary data analysis without specific sampling techniques, there
may be inherent biases in the selection of data sources or the availability of data for certain
NBFCs. This could potentially skew the findings and limit the representativeness of the
analysis, particularly if certain NBFCs are overrepresented or underrepresented in the data.
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External Factors:

The study does not explicitly account for external factors such as changes in government
policies, global economic trends, or unforeseen events (e.g., pandemics, geopolitical tensions)
that could impact NBFCs' financial performance and growth. These external factors could
confound the observed trends and influence the study findings.

Ethical Considerations:

While the study mentions adherence to ethical principles, it does not provide specific details
on ethical considerations related to data collection, analysis, and reporting. Ethical issues
such as data privacy, confidentiality, and conflicts of interest should be addressed
transparently to ensure the integrity and credibility of the study.

Limitations of Trend Analysis:

Trend analysis provides valuable insights into historical patterns and trajectories, but it may
not capture sudden shifts or inflection points in NBFC performance. Additionally, trend
analysis alone may not elucidate causal relationships or underlying drivers of observed
trends, necessitating further in-depth analysis.

Incomplete Understanding of NBFC Dynamics:

Despite the comprehensive analysis provided in the study, the complex dynamics of the
NBFC sector may not be fully captured. Factors such as market sentiment, investor
perceptions, corporate governance practices, and management strategies could influence
NBFCs' financial performance and growth in ways that are not fully explored in the study.

Addressing these limitations and considering them in the interpretation of the study findings
is essential to ensure the robustness and validity of the research on the financial performance
and growth of Non-Banking Financial Companies.

The research conducted in this study holds significance for various stakeholders involved in

the Non-Banking Financial Company (NBFC) sector in India, as well as for academic purposes.
1.16 Research Implication
Here's a breakdown of how different parties could benefit from the findings:

e Academic Community:

The study provides valuable insights into the financial performance, trends, and impact of
NBFCs on the Indian economy, serving as a reference for academic research in finance,
economics, and business studies.

Students and researchers can use the analysis to deepen their understanding of key financial
indicators, funding structures, regulatory dynamics, and industry trends within the NBFC
sector.
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e Regulators and Policymakers:

Regulators such as the Reserve Bank of India (RBI) and policymakers can utilize the research
findings to assess the effectiveness of existing regulations and policies governing NBFCs.

Insights into the trends in the number of reporting companies, asset quality ratios, and
funding sources can inform regulatory decisions aimed at promoting financial stability,
consumer protection, and market efficiency within the NBFC sector.

e Investors and Financial Institutions:

Investors, including institutional investors and financial institutions, can gain valuable
insights into the performance and growth prospects of key NBFCs such as Power Finance
Corporation Limited (PFCL), Larsen & Toubro Finance Holdings Ltd. (LTFH), Bajaj Finance
Limited (BFL), Shriram Finance, and Muthoot Finance.

Analysis of financial indicators and trends can assist investors in making informed
investment decisions, assessing risk exposure, and identifying opportunities for portfolio
diversification within the NBFC sector.

e NBFCs and Industry Practitioners:

Executives and practitioners within NBFCs can leverage the research findings to benchmark
their financial performance against industry peers, identify areas for improvement, and
formulate strategic initiatives to enhance competitiveness and sustainability.

Insights into funding structures, asset quality management, and market dynamics can guide
NBFCs in optimizing their operations, managing risks, and maintaining regulatory
compliance in a rapidly evolving environment.

e General Public and Civil Society Organizations:

The research contributes to greater transparency and understanding of the role played by
NBFCs in promoting financial inclusion, supporting economic development, and addressing
societal needs.

Civil society organizations and advocacy groups can use the findings to advocate for policies
and initiatives that foster responsible lending practices, consumer protection, and sustainable
development within the NBFC sector.

Overall, the research has implications for a wide range of stakeholders, from academia and
regulators to investors, industry practitioners, and the general public. By disseminating the
findings and engaging in dialogue across various stakeholders, the study aims to contribute to
informed decision-making, regulatory reform, and sustainable growth within the NBFC
sector in India.
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Literature Review

The Non-Banking Financial Company (NBFC) sector in India has emerged as a vital segment
of the financial services industry, playing a crucial role in financial inclusion and economic
development. NBFCs offer a wide range of financial products and services, catering to various
customer segments, particularly those underserved by traditional banks. The financial
performance and growth of Non-Banking Financial Companies (NBFCs) have been subjects
of considerable interest among researchers, policymakers, and industry practitioners due to
their significant role in the Indian financial landscape.

Bhatt et al. (2021) provided insights into the financial performance metrics of NBFCs,
including Gross NPA ratio, Net NPA ratio, and Capital to Risk-Weighted Assets Ratio (CRAR).
Their analysis highlighted challenges in managing asset quality but also indicated
improvements in recent years, reflecting effective provisioning practices and risk management
strategies.

Rao et al. (2020) conducted an analysis revealing a declining trend in the number of reporting
NBFCs, indicating consolidation within the sector. This trend is attributed to factors such as
regulatory compliance requirements, market saturation, and heightened competition, signaling
a shift towards larger, more resilient entities capable of navigating regulatory challenges and
sustaining profitability.

Agarwal and Verma (2020) presented case studies of leading NBFCs, illustrating their
strategies and contributions to the sector. These case studies exemplify various aspects of the
NBFC sector, including market leadership, diversification, technological innovation, and
financial inclusion.

Sharma and Tandon (2020) emphasized the importance of capital adequacy in mitigating risks
and ensuring financial stability, particularly evident through fluctuations in CRAR over the
years. Maintaining a reasonable CRAR remains essential for NBFCs to withstand economic
shocks and regulatory changes.

Singh and Singh (2019) observed a notable increase in public deposits in NBFCs over the years,
reflecting growing trust and confidence among depositors. However, the decline in public
deposits in 2022-23 raises concerns about market volatility and regulatory changes impacting
NBFCs' ability to attract deposits.

Kumar and Jain (2018) conducted a segment-wise analysis of NBFC categories, revealing
regulatory changes and market dynamics influencing different segments of the sector. The
decline in the number of NBFC-Ds indicates shifts in deposit-taking NBFCs, while stability in
NBFC-ND-SIs underscores their systemic importance and regulatory oversight.

Gupta et al. (2017) examined NBFCs' funding sources, highlighting efforts to strengthen capital
bases and resilience. Their findings underscore the importance of diversifying funding sources
to mitigate risks and ensure liquidity.

In earlier studies, Davinder Kaur (2018), Dr. J. Shanmuganandavadivel and Dr. D. Sasikala
Devi (2018), R. Sowndharya and Dr. R. Shanmugam (2014), Hasriman Kaur A. and Dr.
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Bhawdeep Singh Tanghi (2013), Dr. Amardeep (2013), Dr. Yogesh Maheshwari (2013), and
Jency (2017) explored different dimensions of NBFCs' roles and contributions to the Indian
financial system, including their financial performance, macroeconomic implications, and
promotion of financial inclusion.

These studies collectively highlight the evolving nature of the NBFC sector and the need for
ongoing research to understand emerging trends, regulatory changes, and their implications for
NBFCs' operations and the broader economy.

By synthesizing the findings from these studies, the research project gains a comprehensive
understanding of the NBFC landscape, highlighting the challenges, opportunities, and trends
shaping the sector. Moreover, it identifies key areas of focus such as regulatory compliance,
asset quality management, capital adequacy, and market dynamics.

In essence, the research study serves as a comprehensive exploration of NBFCs' financial
performance and growth, leveraging insights from existing literature while also offering new
perspectives and analysis tailored to the specific objectives of the study. By synthesizing past
research with fresh insights, the study contributes to the body of knowledge surrounding
NBFCs and provides valuable insights for policymakers, regulators, investors, and industry
practitioners.
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Research Methodology

Introduction

The research methodology section provides a comprehensive overview of the methods and
techniques employed in conducting the study titled "A Study on Financial Performance and
Growth of Non-Banking Financial Companies (NBFCs)." This section outlines the
research design, data collection methods, sampling techniques, data analysis procedures,
and ethical considerations adopted to ensure the validity, reliability, and integrity of the
study.

Research Design

The research design refers to the overall strategy or plan adopted to address the research
objectives and answer the research questions effectively. For this study, a descriptive
research design was employed to analyze the financial performance and growth trends of
NBFCs and 5 NBFC covered in the research over the specified period. Descriptive research
allows for the systematic collection and analysis of data to describe and interpret
phenomena without manipulating variables or establishing causality.

Data Collection Methods

Secondary Data Analysis: The primary data source for this study is secondary data obtained
from reputable sources such as annual reports, financial statements, industry reports, and
regulatory publications. The data cover a period spanning from 2010-11 to 2022-23 and
include key financial indicators such as the number of reporting companies, public
deposits, gross NPA ratio, net NPA ratio, CRAR, and breakdown of funding sources.
Specifically, the financial data of the following NBFCs have been included:

e Power Finance Corporation Ltd.
e L & T Finance

e Bajaj Finance Limited

e Shriram Finance

e Muthoot Finance

These selected NBFCs were chosen based on their significance and representation within
the NBFC sector, ensuring a comprehensive analysis of industry dynamics.

Sampling Techniques

Since the study relies on secondary data analysis, no specific sampling techniques were
employed. Instead, the study aims to analyze comprehensive data representing the entire
population of NBFCs operating in India over the specified period. However, the data were
carefully selected based on their relevance, reliability, and availability from credible
sources.

Data Analysis Procedures

a. Trend Analysis: The collected data were subjected to trend analysis to identify patterns,
trends, and fluctuations in the financial performance and growth indicators of NBFCs over
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the study period. Trend analysis allows for the visualization of long-term trends and the
assessment of performance dynamics over time.

b. Statistical Analysis: Descriptive statistical techniques such as mean, median, standard
deviation, and percentage change were employed to summarize and analyze the financial
data. These statistical measures provide insights into the central tendencies, variability, and
directionality of the data.

c. Qualitative Analysis: In addition to quantitative analysis, qualitative techniques such as
content analysis were utilized to interpret textual data from reports, articles, and other
relevant sources. Qualitative analysis helps in identifying qualitative trends, emerging
themes, and contextual factors influencing NBFC performance and growth.

Ethical Considerations

a. Data Privacy and Confidentiality: The study adheres to ethical principles and guidelines
to ensure the privacy and confidentiality of sensitive financial data. All data used in the
study were obtained from publicly available sources, and no personally identifiable
information of individuals or organizations was disclosed.

b. Integrity and Transparency: The research maintains integrity and transparency by
accurately representing the data and findings without manipulation or bias. Any potential
conflicts of interest or sources of funding are disclosed transparently to uphold the
credibility and objectivity of the study.

Limitations

a. Data Limitations: The study is constrained by the availability and reliability of secondary
data obtained from public sources. Variations in reporting standards, data accuracy, and
completeness across different NBFCs and time periods may impact the comparability and
generalizability of findings.

b. Scope Limitations: The study focuses primarily on financial performance and growth
indicators of NBFCs, excluding other contextual factors and external influences that may
affect their operations. As such, the findings should be interpreted within the scope of the
study's objectives and research questions.

Conclusion

The research methodology section outlines the systematic approach adopted to investigate
the financial performance and growth of NBFCs. By employing a descriptive research
design, conducting secondary data analysis, and adhering to ethical considerations, the
study aims to provide valuable insights into the dynamics of the NBFC sector in India.
Additionally, the inclusion financial data from prominent NBFCs such as Power Finance
Corporation Ltd., L & T Finance, Bajaj Finance Limited, Shriram Finance, and Muthoot
Finance, the study aims to provide valuable insights into the dynamics of the NBFC sector
in India. Despite certain limitations, the study endeavors to contribute to the existing body
of knowledge and inform stakeholders, policymakers, and industry practitioners about the
trends and challenges shaping the NBFC landscape.
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Research & Findings

4.1 NBFCs: Powering Financial Inclusion and Growth in the Indian
Economy

Non-Banking Financial Companies (NBFCs) have emerged as a critical force in propelling
India's economic development. They play a complementary role to traditional banks,
addressing a wider range of financial needs and fostering a more inclusive financial landscape.
Here's a deeper dive into their significant contributions:

Financial Inclusion: Expanding the Reach

e Bridging the Gap: Unlike banks with stricter regulations, NBFCs cater to a broader
customer base. This includes individuals in rural areas, the self-employed, and those
with limited credit history. Studies by KPMG [Role of NBFCs and HFCs in driving
sustainable GDP growth in India] suggest NBFCs play a vital role in reaching the vast
unbanked and underbanked population, particularly in the unorganized sector.

e SME Lifeline: Small and Medium Enterprises (SMEs) are the backbone of the Indian
economy, contributing significantly to GDP and employment. NBFCs offer them much-
needed loans and financial products tailored to their specific needs. Research
referenced in a publication by Lucpack [Role of NBFCs in the Indian Economy: A
Study with Reference to the Current Covid-19 Pandemic] indicates NBFC credit to
MSMEs grew at a healthy 12% year-on-year in June 2019.

Boosting Credit Availability and Competition

e Flexibility for Borrowers: Compared to banks, NBFCs often have more flexible lending
terms. This caters to individuals and businesses that might not qualify for traditional
bank loans due to factors like lower credit scores or unconventional income sources.
This flexibility in credit assessment allows for greater financial participation in the
economy.

e A Competitive Market: The presence of NBFCs fosters healthy competition in the
financial sector. This can lead to potentially lower interest rates and improved loan
terms for borrowers, ultimately benefiting the wider economy.

Fueling Economic Growth and Innovation

e Financing Infrastructure Projects: Infrastructure development is crucial for India's
progress, but such projects can be long-term and carry higher risks. NBFCs are
increasingly stepping up to participate in infrastructure financing, bridging a critical
gap and accelerating development.

e Innovation as a Catalyst: NBFCs are known for their innovative financial products and
quicker turnaround times. They often leverage technology to streamline processes and
introduce new offerings. This fosters financial inclusion and stimulates economic
activity by making credit more accessible and efficient.
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Bevyond Financial Services: A Ripple Effect

Job Creation: The growth of the NBFC sector translates to increased job opportunities
in various fields like finance, sales, and risk management. This contributes to overall
economic well-being.

Wealth Creation: NBFCs offer various investment and wealth management services.
This empowers individuals to grow their wealth and participate more actively in the
financial system, contributing to a more robust economy.

Data Points Highlighting the Impact:

Growth Trajectory: According to Nelito [The role of NBFCs in the Indian Economy],
the NBFC sector has consistently outpaced the banking sector in growth rate. Between
2006 and 2013, NBFCs grew at an impressive average of 22% annually.

Contribution to GDP: The NBFC sector in India is estimated to be a multi-trillion rupee
industry, significantly impacting the national GDP. Data from Statista [NBFCs in India
- statistics & facts] suggests the NBFC credit to GDP ratio in FY 2021 was around
19.3%.

Looking Ahead: Continued Growth and Importance

NBFCs are a dynamic and crucial component of the Indian financial system. Their focus on
underserved segments, flexible approach, and innovative products are propelling financial
inclusion, credit availability, and economic growth. As the sector continues to evolve with
regulations and market dynamics, NBFCs are poised to play an even greater role in shaping a
more inclusive and prosperous future for the Indian economy.
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NBFC Data NBFC Deposits Trend Analysis
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Companies

27 409

M 5735

254 7,085

240 10,808

20 28941

202 21,069

178 30624

168 30439

81 40,058

2019-20

69 50022

2020-21

1 124524

2021-22

8 141508

2022-23

=== No. of Reporting Companies ==g== Public Deposits (in Cr
U 85256 SR i e
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Source: Financial Stability Report, RBI

Based on the provided data on Non-Banking Financial Companies (NBFCs) from 2010-11 to
2021-22, with an additional data point for 2022-23, here is a detailed trend analysis:
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Number of Reporting Companies:

The number of reporting NBFCs shows a declining trend over the years.

From 297 in 2010-11, it decreased to 82 in 2021-22, indicating a significant reduction.
In 2022-23, the number further dropped to 34, suggesting a continuation of the
downward trend.

Decline in Number of Reporting Companies:

Impact: The decreasing trend in the number of reporting NBFCs suggests a
consolidation within the sector. Several factors could contribute to this decline,
including stricter regulatory compliance requirements, increased competition, and
market saturation. Companies that cannot adapt to regulatory changes or sustain
profitability might merge with larger entities or cease operations altogether.

Implications:

Reduced Competition: A lower number of players could lead to reduced competition
within the sector, potentially resulting in market dominance by larger NBFCs.
Increased Stability: Consolidation often leads to a stronger and more stable financial
ecosystem as weaker players exit the market, reducing the likelihood of systemic risks.
Challenges for New Entrants: The barriers to entry may increase as the sector
consolidates, making it more challenging for new players to establish themselves.

Public Deposits (in Crores):

There's a notable increase in public deposits in NBFCs over the years.

From 4,098 crores in 2010-11, it consistently rose to 1,41,508 crores in 2021-22,
showing a substantial upward trajectory.

However, in 2022-23, there's a decrease in public deposits to 85,256 crores compared
to the previous year.

Increase in Public Deposits:

Impact: The significant rise in public deposits reflects growing trust and confidence
among depositors in NBFCs. This could be attributed to factors such as better
regulatory oversight, improved corporate governance practices, and enhanced
transparency in operations.

Implications:

Enhanced Financial Intermediation: NBFCs play a crucial role in financial
intermediation by channeling funds from surplus units (depositors) to deficit units
(borrowers). The increase in public deposits indicates a strengthening of this
intermediation function, facilitating smoother capital flows within the economy.
Alternative to Banks: As NBFCs attract more deposits, they become viable alternatives
to traditional banking institutions for depositors seeking higher returns or specialized
financial services.

Diversification of Funding Sources: With a larger pool of public deposits, NBFCs can
diversify their funding sources, reducing reliance on expensive forms of financing such
as borrowing from banks or issuing bonds.
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Decrease in Public Deposits in 2022-23:

Impact: The decline in public deposits in 2022-23 compared to the previous year could
signal temporary challenges or shifts in market dynamics.

Potential Implications:

Market Volatility: Economic uncertainty or market volatility could lead depositors to
seek safer investment options, impacting the flow of funds into NBFCs.

Regulatory Changes: Changes in regulatory requirements or restrictions on deposit
mobilization might affect NBFCs' ability to attract deposits.

Competitive Landscape: Increased competition from other financial institutions or
innovative fintech solutions might divert deposits away from traditional NBFCs.

Overall Trend Analysis:

The decline in the number of reporting companies coupled with the significant increase
in public deposits suggests a consolidation trend in the NBFC sector.

The reduction in the number of reporting companies could be attributed to various
factors such as regulatory changes, mergers, acquisitions, or closures within the sector.
The substantial growth in public deposits indicates increased confidence among
depositors in NBFCs over the years, potentially driven by better regulatory oversight
and improved financial stability.

The slight decrease in public deposits in 2022-23 might be due to various factors such
as changes in market conditions, regulatory changes impacting deposit mobilization, or
shifts in depositor preferences.

Overall, while the number of reporting companies is declining, the sector's ability to
attract public deposits has remained strong, indicating resilience and stability despite

challenges.

This trend analysis provides insights into the evolving dynamics of the NBFC sector,
highlighting both challenges and opportunities shaping its trajectory over the years.

GNPA  NNPA

Ratio Ratio CRAR
201415 | 41 3 262
201516 | 45 3 243
2016-17 6.1 4 2.1
2017-18 | 58 4 228
2018-19 6.6 4 195
201920 | 64 3 196
2020-21 6.5 2 263
2021-22 59 3 274

Trend Analysis of GNP, NNPA and CRAR
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Figure 4.1.2 NBFC Trend Analysis of GNPA, NNPA, CRAR

Source: Financial Stability Report. RBI
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Here's a detailed trend analysis based on the provided data for the Gross NPA (GNP) ratio, Net
NPA (NNPA) ratio, and Capital to Risk-Weighted Assets Ratio (CRAR) for the years 2014-15
to 2021-22:

Gross NPA Ratio:

The Gross NPA ratio represents the proportion of bad loans in an NBFC's loan portfolio.
Trend Analysis:

e The Gross NPA ratio increased from 4.1% in 2014-15 to 6.6% in 2018-19, indicating a
deterioration in asset quality during this period.

e However, from 2018-19 to 2021-22, there is a slight decline in the ratio, reaching 5.9%
in 2021-22.

Implications:

e Financial Health: A rising Gross NPA ratio suggests deteriorating asset quality, which
can weaken an NBFC's financial health and profitability. It indicates an increasing
burden of non-performing assets on the balance sheet.

e Investor Confidence: High Gross NPA ratios can erode investor confidence as it
indicates potential credit risks and lower recovery prospects. Conversely, a declining
trend may boost investor confidence by signaling improvements in asset quality
management.

Net NPA Ratio:

The Net NPA ratio measures the proportion of bad loans after accounting for provisions and
write-offs.

Trend Analysis:

e The Net NPA ratio follows a similar trend to the Gross NPA ratio, increasing from 2.5%
in 2014-15 to 4.4% in 2016-17 before gradually declining to 3.2% in 2021-22.

Implications:

e Provisioning Practices: A higher Net NPA ratio may necessitate higher provisioning,
impacting profitability. A declining trend could indicate effective provisioning practices
or successful resolution mechanisms.

e Risk Management: A decreasing Net NPA ratio suggests improved risk management
practices, including better credit appraisal, monitoring, and recovery strategies.

Capital to Risk-Weighted Assets Ratio (CRAR):

The CRAR measures an NBFC's capital adequacy to cover its risk-weighted assets, providing
a buffer against unexpected losses.

Trend Analysis:

e The CRAR fluctuates over the years but generally remains within a reasonable range.
e [tstarts at 26.2% in 2014-15, dips to 19.5% in 2018-19, and then increases to 27.4% in
2021-22.
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Implications:

e Capital Adequacy: A declining CRAR could signal strain on an NBFC's capital
adequacy, limiting its lending capacity and ability to absorb losses. Conversely, an
increasing CRAR indicates improved capital strength and resilience.

e Regulatory Compliance: Maintaining a healthy CRAR is essential for compliance with
regulatory requirements, such as those set by the Reserve Bank of India (RBI) for
NBFCs. Failure to meet CRAR requirements could lead to regulatory penalties or
restrictions on business activities.

Overall Trend Analysis:

e Risk Management and Governance: The trends in these ratios reflect NBFCs' risk
management practices, governance standards, and adherence to regulatory norms.

e Investment and Lending Decisions: Investors and lenders use these ratios to assess an
NBFC's financial health and risk profile before making investment or lending decisions.

e Market Perception: Trends in these ratios influence market perception and confidence
in NBFCs, impacting their ability to raise funds from capital markets or attract deposits
from the public.

e Regulatory Scrutiny: Regulatory bodies closely monitor these ratios to ensure the
stability and soundness of the financial system, intervening if necessary to address
systemic risks or protect depositor interests.

In conclusion, analyzing the trends in Gross NPA Ratio, Net NPA Ratio, and CRAR provides
valuable insights into NBFCs' asset quality, capital adequacy, and risk management practices.
These ratios serve as crucial indicators for investors, regulators, and stakeholders to assess the
overall health and resilience of the NBFC sector. Monitoring these trends enables timely
interventions and corrective actions to maintain financial stability and promote sustainable
growth in the financial sector.
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Figure 4.1.4 NBFC Trend Analysis of NBFC-ND

Source: Financial Stability Report, RBI

Here's a detailed trend analysis based on the provided data for different categories of Non-
Banking Financial Companies (NBFCs) from 2014-15 to 2021-22:

NBFC-D (Deposit Accepting) Category:

Trend Analysis:

The number of NBFC-Ds shows a declining trend over the years, starting at 220 in 2014-15
and decreasing to 39 in 2021-22.

Impact:

e Regulatory Changes: The decline in NBFC-Ds could be influenced by regulatory
changes aimed at strengthening oversight and risk management in deposit-taking
NBFCs. Stricter compliance requirements may have prompted some smaller players to
exit the market.

e Market Dynamics: Changes in consumer preferences, such as a shift towards banks or
other financial institutions for deposit services, may have contributed to the decline in
the number of NBFC-Ds.

e Impact on Financial Inclusion: A reduction in the number of NBFC-Ds could impact
financial inclusion efforts, especially in underserved or rural areas where NBFCs play
a significant role in mobilizing deposits and providing credit to individuals and small
businesses.

NBFC-ND-SI (Non-Deposit Accepting Systematically Important) Category:

Trend Analysis:

The number of NBFC-ND-SIs remains relatively stable over the years, fluctuating between
209 and 413.
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Impact:

e Systemic Stability: NBFC-ND-SIs are systematically important entities whose stability
is crucial for the overall financial system. The stability in their numbers suggests a
consistent presence of significant players, contributing to overall financial stability.

e Regulatory Oversight: Regulatory authorities closely monitor NBFC-ND-SIs due to
their systemic importance, imposing stricter regulations to ensure their soundness and
resilience. Changes in regulatory requirements may influence the number and activities
of NBFC-ND-SIs.

NBFC-ND (Non-Deposit Accepting) Category:

Trend Analysis:

The number of NBFC-NDs exhibits a declining trend, starting at 11,202 in 2014-15 and
decreasing to 8,966 in 2021-22.

Impact:

e Consolidation: The decrease in the number of NBFC-NDs reflects a trend towards
consolidation within the sector, with smaller entities merging or exiting the market.
Consolidation may be driven by factors such as regulatory challenges, market
competition, or economies of scale.

e Market Concentration: The trend towards fewer NBFC-NDs may lead to increased
market concentration, with larger players dominating the sector. This concentration
could impact competition, pricing, and innovation within the NBFC-ND category.

Overall Implications:

e Sectoral Consolidation: The trends observed across different categories of NBFCs
suggest a trend towards consolidation within the sector, with fewer but larger players
dominating the market.

e Regulatory Environment: Changes in regulations, particularly related to deposit-taking
activities and systemic importance, can significantly impact the composition and
dynamics of the NBFC sector.

e Market Dynamics: The trends in NBFC numbers reflect evolving market dynamics,
including shifts in consumer preferences, technological advancements, and
macroeconomic factors influencing the financial services industry.

e Risk Management: Regulators and stakeholders need to monitor these trends to assess
the potential implications for financial stability, systemic risks, and consumer
protection within the NBFC sector.

In conclusion, the trends in the number of NBFCs across different categories provide valuable
insights into the evolving landscape of the financial services industry. Understanding these
trends and their implications is essential for policymakers, regulators, investors, and market
participants to make informed decisions and ensure the stability and resilience of the NBFC
sector.
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NBFC Sources of Funds

Item Description Mar-21 | Mar-22 | Mar-23
1. Share Capital, Reserves and Surplus 26.7 29 29.1
2. Total Borrowings 63 61 615
Of which:

2(i) Borrowing from banks 198 21 219
2(ii) CPs subscribed by banks 04 0 03
2(iii) Debentures subscribed by banks 3 3 2.7
Total from banks [2(i)+2(ii)+2(iii)] 232 24 25
2(iv) CPs excluding 2(ii) 16 1 15
2(v) Debentures excluding 2(ii) 22.8 20 19.5
3. Others 10.2 10 95
Total 100 100 100

NBFC Sources of Funds 2023

n 1. Share Capital, Reserves and Surplus 2. Total Borrowings = 3. Others

Table 4.1.4 NBFC Sources of Funds

Figure 4.1.5 NBFC Sources of Funds in 2023
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Figure 4.1.6 Trend analysis of NBFCs Sources of Funds

Here's a detailed trend analysis of the sources of funds for Non-Banking Financial Companies
(NBFCs) for the years March 2021 to March 2023:

Share Capital, Reserves and Surplus:

Trend Analysis:

There's a gradual increase in the share capital, reserves, and surplus from 26.7% in March 2021

t0 29.1% in March 2023.
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Implications:

e Financial Health: The rising share of equity financing indicates improved financial
health and investor confidence in the NBFC. It suggests that the company is generating
profits and retaining earnings, reinforcing its stability and ability to weather financial
shocks.

e (apital Adequacy: An increase in reserves and surplus enhances the NBFC's capital
adequacy ratio, reflecting its capacity to absorb potential losses and meet regulatory
requirements. This strengthens the NBFC's resilience and risk-bearing capacity.

Total Borrowings:

Trend Analysis:

Total borrowings remain relatively stable, accounting for 63% of funds in March 2021, 61% in
March 2022, and 61.5% in March 2023.

Breakdown of Borrowings:

Borrowings from banks (including CPs and debentures) constitute a significant portion of total
borrowings.

e Borrowing from banks increases from 19.8% in March 2021 to 21.9% in March 2023.
e Commercial papers (CPs) subscribed by banks and debentures subscribed by banks also
show a slight increase over the period.

CPs excluding those subscribed by banks and debentures excluding those subscribed by banks
decrease slightly, indicating a potential diversification of funding sources.

Implications:

e Liquidity and Funding: The stable proportion of borrowings indicates the NBFC's
consistent access to external funding sources, which is crucial for sustaining its
operations and lending activities. It suggests that the NBFC has maintained its
creditworthiness and relationships with lenders.

e Dependency on Banks: The significant portion of borrowings from banks highlights the
NBFC's reliance on the banking sector for liquidity. While bank financing provides
readily available funds, it also exposes the NBFC to risks associated with changes in
bank lending policies or interest rates.

Others:
Trend Analysis:

Other sources of funds account for 10.2% of total funds in March 2021, decreasing to 9.5% in
March 2023.

Implications:

e Diversification of Funding: The decline in other sources of funds suggests a reduced
reliance on alternative funding channels outside of equity and debt financing. While
diversification is important for risk mitigation, a decrease in alternative funding sources
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may indicate challenges in accessing these channels or a strategic shift towards more
traditional financing avenues.

e Risk Management: NBFCs need to carefully manage their funding sources to mitigate
risks associated with over-dependence on a single source. Diversification of funding
sources enhances resilience and reduces vulnerability to disruptions in specific markets
or sectors.

Overall Implications:

e The trend analysis indicates a balanced mix of equity and debt financing for NBFCs,
with a gradual increase in equity-based funding and stable reliance on borrowings.

e NBFCs continue to rely significantly on banks for funding, highlighting the importance
of maintaining strong relationships with banking partners.

e Diversification of funding sources and prudent capital management are essential for
NBFCs to mitigate funding risks and maintain financial stability in a dynamic market
environment.

In conclusion, monitoring the sources of funds for NBFCs provides insights into their financial
strategies, risk management practices, and resilience in accessing funding amidst changing
market conditions. Striking a balance between equity and debt financing while diversifying
funding sources is crucial for NBFCs to sustain growth and navigate challenges effectively.

4.2 Power Finance Corporation Ltd. (PFC): A Leading Force in NBFCs
and the Indian Economy

Power Finance Corporation Ltd. (PFC) isn't just another NBFC; it stands as a dominant force
within the sector, playing a pivotal role in driving India's economic progress. Let's delve into
its significance in both realms:

PFC's Dominance in the NBFC Sector:

Market Leadership: PFC boasts the status of being the largest NBFC in India in terms of net
worth, signifying its substantial financial strength and influence.

Power Sector Supremacy: With an impressive 20% market share, PFC commands authority in
financing activities within the Indian power sector. It serves as a primary financial institution
for companies involved in power generation, transmission, and distribution.

Specialized Focus: Unlike many diversified NBFCs, PFC's exclusive focus on the power sector
allows it to develop a deep expertise in catering to the specific financial needs of this industry.

Contribution to the Indian Economy:

Backbone of the Power Sector: PFC serves as the backbone of India's power sector, providing
essential financial support for infrastructure development. This facilitates the expansion of
power generation and transmission networks, ensuring a steady supply of electricity, crucial
for the functioning of modern economies.

Catalyst for Economic Growth: A robust power infrastructure is integral to economic progress.
PFC's contributions in this regard directly stimulate industrial activities, foster business growth,
and drive overall economic development.
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Strategic Importance: Recognizing its significance, the Indian government has accorded PFC
the status of a Maharatna CPSE (Central Public Sector Enterprise), underlining its strategic
importance to the nation's economic landscape.

Financial Contributions: PFC's consistent profitability translates into substantial contributions
to the government's revenue through taxes and dividends, further strengthening the financial
foundation of the nation.

Beyond Financial Metrics:
PFC's impact transcends mere numbers:

Energy Security: By ensuring robust power generation and transmission capabilities, PFC plays
a vital role in safeguarding India's energy security, a critical component of national sovereignty.

Infrastructure Development: PFC's focus on infrastructure financing facilitates the creation of
a more resilient and efficient power grid, benefiting industries and households nationwide.

Sustainability: PFC actively promotes sustainable power generation projects, aligning with
India's broader efforts to address environmental challenges and combat climate change.

In Conclusion:

Power Finance Corporation Ltd. stands as a shining example of the transformative power of
NBFCs. Its role extends far beyond financial services; it serves as a cornerstone for India's
economic growth and development, ensuring a brighter future for generations to come.

HA07.08 2490027 2786061 2798127 486283 540565 6218944 7168610  76,261.66
s 18T 205 5582 6528 16®x T3 702057 82521

Operating Profit NE594 80498 2681908 220801 4204099 5241041  B4B6705 6456400  68,046.39

2279 2464 U9 2983 4196 W21 10470 456 7938
243 [B) 20.08 482 1468 1949 U483 2046 Sl
1300238 1943583 166%80 1676833 3028883 3462680 A0B4ES 4468352  4T0BT8

Profit efore fax Th442  BAS8T 016740 526369 1177944 1786203 1409267 1980073 2338222

21625 244141 208310 307759 28275 2176 4p1942 4M4D 461401
46184 600440 618400 2240 668869 992080 712213 74785 1401479

16.99 18.19 18.74 6.78 2027 006 2.8 3560 047

Price to eaming 447 6.00 366 1123 338 38 34 256 212

a8 1082 6854 11672 68.52 9.48 1356 $1.00 90,8

17,568.%0
405089
13114
414
3180
4701678
24%.07
531748
15,889.33
4815
232
1214

Source: Annual Report of PFCL

Table 4.2.1 Trend analysis of Profit and loss statement of PFCL.
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Let's delve into a detailed financial analysis of Power Finance Corporation Limited based on
the provided profit and loss statement data:

Sales Growth:

e The company has shown consistent growth in sales over the years, indicating effective
market penetration or expansion strategies.

e There was a significant jump in sales from March 2016 to March 2018, suggesting
successful business expansion initiatives.

Expense Management:

e While expenses have increased over the years, they have generally been manageable
compared to sales.

e However, there was a notable spike in expenses in March 2017, which impacted
operating profit. It's essential to investigate the cause of this spike and implement
measures to control expenses effectively.

Operating Profit Margin (OPM):

e The OPM has remained relatively high, indicating efficient cost management and
strong operational performance.

e Although there was a slight dip in OPM in March 2017, overall, the company has
maintained healthy margins.

Other Income:

e The company has generated additional income from sources other than its primary
operations, which is a positive indicator of diversified revenue streams.

e It's crucial to continue exploring opportunities to enhance other income sources to
supplement core operations and improve overall profitability.

Depreciation and Interest Expenses:

e Both depreciation and interest expenses have increased over the years, with interest
expenses particularly high.

e The company should consider strategies to reduce interest expenses, such as refinancing
debt at lower rates or optimizing capital structure.

Profitability:
e Net profit has shown fluctuations over the years, with a significant drop in March 2017.

It's essential to identify the underlying reasons for this drop and take corrective actions
to ensure consistent profitability.
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e Despite fluctuations, the company has maintained an overall healthy level of
profitability.

Earnings Per Share (EPS) and Price to Earnings Ratio (P/E):

e The EPS has demonstrated an increasing trend over the years, indicating growth in
earnings per share for shareholders.

e However, the P/E ratio has fluctuated, suggesting market volatility and varying investor
perceptions of the company's performance.

Recommendations:

e Expense Control: Implement rigorous expense control measures to manage costs
effectively and improve profitability.

¢ Diversification: Continue exploring opportunities for revenue diversification to reduce
dependency on specific segments or markets and enhance overall stability. Focus on
expanding into new markets or product lines to mitigate risks associated with
concentration.

e Debt Management: Explore options to reduce interest expenses, such as refinancing
debt at lower rates or restructuring debt obligations. Optimize capital structure to
achieve a balanced mix of debt and equity financing.

e Risk Mitigation: Develop robust risk management strategies to mitigate risks associated
with factors such as interest rate fluctuations, regulatory changes, and market
uncertainties.

e Investor Communication: Maintain transparency in financial reporting and
communicate effectively with stakeholders to build trust and confidence among
investors.

e Long-Term Growth Strategies: Develop and implement long-term growth strategies
that focus on sustainable profitability and shareholder value creation. Consider strategic
partnerships, mergers, or acquisitions to drive growth and enhance market
competitiveness.

By implementing these recommendations, Power Finance Corporation Limited can strengthen

its financial position, improve operational efficiency, and sustain long-term growth in the
dynamic market environment.
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Equity Share Capital
Reserves
Borrowings

Other Liabilities
Total

Net Block

Capital Work in Progress
Investments

Other Assets

Total

Working Capital
Debtors
Inventory

Debtor Days
Inventory Turnover

Return on Equity
Return on Capital Emp
Dividend Payout

0PM

1,320.04
2620018
15921530
758214
1,94,319.11

7160

0.66

2743
13422002
194319.71

186637.88

704

0.12

2%

21.75%
96.51%

1,320.04
31,091.31
187,795.10
8,705.20
2,28,911.65

101.50
28
527.84
2,28219.89
2,28911.65

2,19,574.69
2859

0.4

1%
1%
2.00%
95.58%

132004
34708.27
2,00,660.14
10531.30
2,41,219.15

198.48
46.63
220.97
244,784 67
247,219.75

23421337
1m.21

146

17%
11%
29.67%
92.67%

Mar-17
2,640.08
34204.83
2,02992.74
19,699.83
2,59,537.48

296.38
105.44
3,145.17
2,55,990.49
2,59537.48

2,36,290.66
279.56

370

6%
9%
59.03%
79.52%

Mar-18
2640.08
3719445
441151.36
41,545.59
522,531.48

161.44
12869
549251
5,16,748.84
5,22,531.48

4,75203.25
145.77

1.09

1%
12%
30.79%
86.46%

5,39,487.69
42,59.78
£,28,868.72

195.64
198.53
460373
6,23,870.82
6,28,868.72

58161104
7.3

116

2%
10%
0.00%
9%.87%

2,640.08
46,799.72
596,51.10
48559.70
6,94,520.60

BRI
288.39
4,403.62
6,89,580.43
6,94,520.60

641,030.79
135.66

0.80

14%
9%
35.22%
88.21%

6,59,682.16
55,257.44
7,15,707.08

34132
33644
3,49.83
7,71,530.49
7,15,707.08

716,273.05
167.61

0.85

19%
9%
2.47%
90.09%

Mar-22
2640.08
£9,036.16
6,60,476.28
58,847.75
7,91,000.27

719.18
5336
3,774.01
18645372
7,81,000.27

1,27,605.97
12563

0.60

2%
9%
2261%
89.23%

Mar-23
2640.08
8151841
751,157.52
60,795.85
8,96,111.86

78230
21.86
597340
8,89,334.30
8,96,111.86

8,28,538.45
17117

0.81

19%
9%
22.00%
94.78%

Table 4.2.2 Trend analysis of Balance Sheet of PFCL
Source: Annual Report of PFCL

Let's analyze the balance sheet of Power Finance Corporation Limited (PFCL) based on the
provided data and then provide recommendations:

Equity Share Capital and Reserves:

Equity share capital has remained stable over the years, indicating no significant

changes in the company's equity base.

Reserves have shown consistent growth, indicating retained earnings and potential
reinvestment into the business.

Borrowings and Other Liabilities:

Borrowings have increased substantially over the years, indicating higher reliance on
debt financing.
Other liabilities have also increased, possibly due to operational needs or financial
obligations.

Assets Composition:

Net block and capital work in progress represent the company's tangible assets, which

have shown moderate growth.

41




¢ Investments have increased significantly, suggesting potential investments in securities
or other financial assets.

e Other assets have also grown, likely driven by operational expansions or acquisitions.

Working Capital and Debtors:

e Working capital has increased consistently, indicating higher liquidity to support
operational activities.

e Debtor days have fluctuated but generally remained low, suggesting efficient
management of receivables.

Return on Equity (ROE) and Return on Capital Employed (ROCE):

e ROE and ROCE have shown fluctuations but generally remained at healthy levels,
indicating effective utilization of shareholders' equity and capital employed.

Recommendation:

e Debt Management: PFCL should focus on managing its debt levels prudently to
maintain financial stability and reduce interest costs.

e Asset Utilization: The company should continue to invest in its infrastructure while
ensuring optimal utilization of assets to maximize returns.

e Working Capital Efficiency: PFCL should aim to further improve working capital
efficiency to enhance liquidity and support growth initiatives.

e Profitability Enhancement: Efforts should be directed towards sustaining or improving
return ratios through operational efficiency and effective capital allocation.

e Risk Management: PFCL should assess and mitigate risks associated with debt,
liquidity, and market volatility to safeguard shareholder value.

By implementing these recommendations, Power Finance Corporation Limited can enhance its
financial performance, strengthen its balance sheet, and position itself for sustainable growth
in the future.

Mar-14 Mar-15 Mar-16 EII Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23
Cash from Operating Activity -22,473.34 -21,455.27 -13,297.70 1,795.46 -57,147.56 | -80,251.82 -42,14766  -59,142.61 4,904.48 -74,698.93
Cash from Investing Activity 9.20 -490.60 -1973.30 -667.09 1,409.13 -13,463.02 -73.20 1,741.06 -547.39 -1,693.58
Cash from Financing Activity 17,670.92 26,916.19 10,383.46 1,950.32 52,018.48 93,616.44 43,399.43 60,424.08 -8,370.59 75518.27
Net Cash Flow -4,793.22 4,970.32 -4,887.54 3,078.69 -3,719.95 -98.40 1,178.57 3,022.53 -4,013.50 -874.24

Table 4.2.3 Trend analysis of Cashflow statement of PFCL

Source: Annual Report of PFCL

Let's analyze the cash flow statement of Power Finance Corporation Limited (PFCL) based on
the provided data and then provide recommendations:
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Cash from Operating Activities:

PFCL experienced fluctuations in cash from operating activities over the years, with
negative cash flows in certain periods.

The negative cash flows indicate that the company's operating activities consumed
more cash than they generated during those periods.

Cash from Investing Activities:

Cash from investing activities also fluctuated, with both positive and negative cash
flows recorded in different years.

Negative cash flows in some years indicate investments in capital expenditures or
acquisitions, while positive cash flows may result from asset disposals or investment
returns.

Cash from Financing Activities:

PFCL obtained cash from financing activities, including debt financing and equity
transactions, in most years.

Positive cash flows from financing activities indicate capital raised through borrowings
or equity issuances, while negative cash flows may result from debt repayments or
dividend payments.

Net Cash Flow:

PFCL experienced fluctuations in net cash flow, with both positive and negative figures
recorded over the years.

While positive net cash flows indicate cash inflows exceeding outflows, negative net
cash flows suggest cash outflows exceeding inflows during certain periods.

Overall Recommendation:

Operating Efficiency: PFCL should focus on improving operational efficiency to
generate positive cash flows from operating activities consistently.

Investment Management: The company should carefully evaluate investment
opportunities to ensure they contribute to long-term value creation and do not strain
cash flow.

Financing Strategy: PFCL should maintain a balanced financing strategy, prioritizing
debt reduction and prudent equity transactions.

Cash Flow Management: Continuous monitoring of cash flow drivers and proactive
management of cash flows are essential to ensure financial stability and support growth
initiatives.
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By implementing these recommendations, Power Finance Corporation Limited can strengthen
its cash flow position, enhance financial resilience, and support sustainable growth in the

future.

TRENDS: 10 YEARS 7 YEARS 5 YEARS 3 YEARS RECENT BEST WORST
Sales Growth 15.38% 15.75% 9.79% 7.64% 12.18% 12.18% 7.64%
OPM 90.98% 90.31% 91.69% 91.41% 100.21% 100.21% 90.31%
Price to Earning 5.06 5.17 3.46 3.52 6.87 6.87 3.46

Table 4.2.4 Trend analysis of PFCL
Source: Annual Report of PFCL

Analysis:

e Over the past 10 years, PFCL has shown a consistent upward trend in sales growth,
averaging 15.38%.

e The recent sales growth of 12.18% indicates a slightly lower but still healthy growth
rate compared to the long-term trend.

Recommendation:

e PFCL should continue to focus on expanding its sales revenue through strategic
initiatives such as market penetration, product diversification, and geographic
expansion.

e Continuous monitoring of market dynamics and customer preferences will be crucial to
sustain growth momentum.

Operating Profit Margin (OPM):
Analysis:

e PFCL has maintained a consistently high operating profit margin (OPM) over the past
10 years, averaging around 90%.

e The recent OPM of 100.21% indicates an exceptional performance, possibly due to
efficient cost management or revenue optimization.

Recommendation:

¢ While maintaining a high OPM is commendable, PFCL should ensure that it doesn't
compromise on operational efficiency or quality standards.

e Continuous process improvement initiatives and cost optimization measures should be
implemented to sustain profitability levels.
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Price to Earnings (P/E) Ratio:
Analysis:

e The P/E ratio has shown fluctuations over the years but remains relatively moderate,
with a recent value of 6.87.

e The current P/E ratio is higher than the long-term average, indicating potentially
inflated market expectations or optimistic investor sentiment.

Recommendation:

e PFCL should closely monitor its P/E ratio and market valuation to ensure alignment
with underlying fundamentals.

e The company should communicate its growth prospects, financial performance, and
strategic initiatives effectively to investors to maintain confidence and support fair
valuation.

In conclusion, Power Finance Corporation Limited (PFCL) demonstrates commendable
financial performance across its profit and loss statement, balance sheet, cash flow
statement, and trend analysis. With consistent sales growth, robust profitability, and
positive cash flows, PFCL showcases resilience in its operations. However, there are areas
for improvement, including optimizing expenses, managing debt levels, and enhancing
operational efficiency. Despite fluctuations in certain financial metrics, PFCL maintains a
stable market valuation, indicating investor confidence in its long-term prospects. Moving
forward, the company should focus on prudent financial management, transparent
communication with stakeholders, and strategic initiatives to sustain growth and mitigate
risks effectively. By leveraging its strengths and addressing areas of improvement, PFCL
can navigate market dynamics successfully and continue to enhance shareholder value in
the ever-evolving business landscape.

4.3 Larsen & Toubro Finance: A Key Player in India's NBFC Sector

Larsen & Toubro Finance Holdings Ltd. (LTFH), commonly known as L&T Finance, holds
a prominent position as a Non-Banking Financial Company (NBFC) in India. Let's explore
its role in the NBFC sector and its contributions to the Indian economy.

Strengths and Market Presence:

Diversified Offerings: L&T Finance is renowned for its diversified portfolio, offering a
comprehensive range of financial products and services across various segments. These
include retail finance (such as home loans and two-wheeler loans), wholesale finance
(including infrastructure and real estate financing), and investment management.
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Market Leadership: While precise market shares may vary due to market dynamics, L&T
Finance holds a notable position in specific segments. For instance, in the fiscal year 2021-
22, it emerged as a leader in the two-wheeler financing segment, commanding an
impressive 11% market share according to the L&T Integrated Annual Report.

Contribution to the Indian Economy:

Financial Inclusion: L&T Finance plays a crucial role in fostering financial inclusion by
extending loans and financial services to underserved segments of society, including micro,
small, and medium enterprises (MSMESs) as well as rural populations. This empowers these
segments, driving economic growth from the grassroots level upwards.

Infrastructure Development: Through its infrastructure financing activities, L&T Finance
indirectly contributes to the development of critical infrastructure in India. By funding
projects in sectors like transportation, energy, and telecommunications, it facilitates job
creation, improves connectivity, and spurs overall economic activity.

Catalyst for Economic Growth: L&T Finance's provision of various loan products enables
individuals, businesses, and industries to access the capital needed for growth and
expansion. This, in turn, fuels economic activity and contributes to the overall GDP growth
of the nation.

Beyond Financial Services:

Technological Innovation: L&T Finance is at the forefront of adopting technological
advancements to enhance its operations. By leveraging digital platforms and innovative
solutions, it streamlines loan processes, improves customer experiences, and expands its
reach to a wider audience. This commitment to technological innovation not only benefits
the company but also promotes financial inclusion by making financial services more
accessible and convenient.

In Conclusion:

Larsen & Toubro Finance stands as a significant player in India's NBFC sector, leveraging
its diversified offerings and market leadership to contribute to the nation's economic growth
and development. Through its focus on financial inclusion, infrastructure financing, and
technological innovation, L&T Finance plays a vital role in shaping India's financial
landscape and driving progress across various sectors of the economy.
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Table 4.3.1 Trend analysis of Profit and loss statement of L&T Finance

Source: Annual Report of L&T Finance

L&T Finance, a prominent player in the financial services sector, has exhibited notable growth
and performance over the past ten periods, as evidenced by its profit and loss statement data.

Sales Growth and Operating Profit:

e The company's sales have experienced steady growth, rising from %5,221.24 in Mar-14
to X12,774.95 in Mar-23. This consistent increase indicates effective market penetration
and revenue expansion strategies.

e Correspondingly, the operating profit has also shown a positive trajectory, aligning with
the growth in sales. This suggests that L&T Finance has been successful in translating
its sales into operational profitability, a crucial indicator of business health.

Profitability Metrics:

e Net profit, while fluctuating, displays an overall upward trend. Notable spikes in Mar-
19 and Mar-20 coincide with significant increases in "Other Income.” This suggests
that the company may have benefited from non-operational sources of income during
these periods.

e However, further investigation is warranted to assess the sustainability of such gains
and their impact on long-term profitability. Despite fluctuations, L&T Finance has
maintained a generally favorable level of profitability over the analyzed periods.

Expense Management:

e Expenses have grown alongside sales, as expected. However, the rate of expense
growth should ideally be lower than the rate of sales growth to maintain healthy profit
margins.
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Interest Expenses:

A noteworthy aspect of L&T Finance's financials is the significant interest expense
incurred. Managing interest costs effectively is crucial for improving overall
profitability.
Exploring avenues for reducing interest expenses, such as refinancing debt at lower
rates or optimizing the capital structure, could enhance the company's financial
performance.

Valuation Metrics:

e The Price to Earnings (P/E) ratio has exhibited notable fluctuations over the analyzed
periods, indicating volatility in market sentiment and investor perception.

e Understanding the factors driving these fluctuations is essential for accurate valuation
assessment and investor communication.

Recommendations:

e Leverage Management: Given the increasing reliance on borrowings, L&T Finance
should ensure prudent debt management to mitigate financial risks.

e Asset Quality: The company should maintain a balanced investment portfolio and
monitor asset quality to optimize returns.

e Working Capital Efficiency: Improving inventory management and sustaining efficient
debtor days can enhance working capital efficiency.

e Profitability Enhancement: L&T Finance should focus on sustaining or improving
profitability metrics through cost control measures and revenue diversification.

e Dividend Policy Review: Management should reevaluate the dividend policy

considering the significant drop in dividend payout in Mar-21 and aim for consistency
while balancing shareholder returns and capital requirements.

- - - Mar-17 Mar-18 - - Mar-21 - Mar-23

Equity Share Capital 1,718.45 1,720.29 1,753.40 1,755.72 1,995.68 1,998.81 2,004.83 2,469.45 2,474.04 2,479.67
Reserves 4,107.20 4,656.19 5,323.68 6,020.15 9,411.06 11,449.79 12,687.59 16,303.75 17,473.66 19,048.70
Borrowings 35,853.56 42,090.63 51,615.66 59,811.05 75,248.28 91,506.98 93,934.07 88,591.57 85,236.76 83,104.90
Other Liabilities 3,181.72 4,275.06 5,106.61 4,924.28 1,117.40 1,094.33 902.07 1,581.99 1,695.92 1,705.53
Total 44,860.93 52,742.17 63,799.35 72,511.20 87,77242 1,06,049.91 1,09,528.56 1,08,946.76 1,06,880.38 1,06,338.80
Net Block 1,227.88 1,183.83 1,312.67 1,229.87 1,150.72 1,127.30 1,100.07 1,138.29 508.81 552.52
Capital Work in Progress 138.77 173.55 22.42 27.89 19.34 38.65 62.04 23.84 2181 481
Investments 2,730.28 2,649.22 3,563.27 £,011.53 5,301.49 8,640.81 5,979.27 8,872.13 11,916.94 14366.20
Other Assets 40,763.00 48,735.57 58,900.99 65,241.91 81,300.87 96,243.15 1,02,387.18 98,912.50 94,432.82 91415.27
Total 44,860.93 52,742.17 63,799.35 72,511.20 8777242 1,06,049.91 1,09,528.56 1,08,946.76 1,06,880.38 1,06,338.80
Working Capital 37,581.28 44,460.51 53,794.38 60,317.63 80,183.47 95,148.82 1,01,485.11 97,330.51 92,736.90 89,709.74
Debtors 30.72 21.37 26.69 78.85 126.44 106.37 64.74 4731 15.92 5.88
Inventory - - - - - - - - - -

Debtor Days 215 121 131 337 452 2.90 1.68 1.29 0.4% 0.17
Inventory Turnover - - - - - - - - - -

Return on Equity 10%. 13% 12% 13%. 11% 17% 12% 5% 5% 8%
Return on Capital Emp 11% 10%. 9% 9% 10% 10% 8% % 7%
Dividend Payout 21.59% 16.10% 16.37% 13.48% 15.91% 8.98% 10.61% 0.00% 11.56% 30.55%
OPM 76.43% 74.83% 73.40% 67.46% 67.62% 74.73% 70.50% 59.55% 56.13% 58.92%

Table 4.3.2 Trend analysis of Balance Sheet of L&T Finance
Source: Annual Report of L&T Finance 48




Equity Structure and Leverage:

Equity Share Capital: Shows a gradual increase over the years, indicating the company's
efforts in capital accumulation through equity financing.

Reserves: Have consistently grown, reflecting retained earnings and indicating a strong
financial position.

Borrowings: Have increased steadily, suggesting the company's reliance on debt to
finance its operations and investments.

Impact: The increasing borrowings may raise concerns about the company's leverage
and debt servicing capability. It's important for L&T Finance to manage its debt levels
prudently to avoid financial risks.

Asset Composition:

Net Block: Shows fluctuations, possibly due to investments in fixed assets and
depreciation.

Capital Work in Progress: Indicates ongoing investments in projects or expansion plans.
Investments: Have shown variability, possibly reflecting changes in investment
strategies or market conditions.

Other Assets: Have increased consistently, indicating growth in the company's asset
base.

Impact: L&T Finance should ensure effective asset management to optimize returns on
investments and maintain asset quality.

Working Capital Management:

Working Capital: Has fluctuated over the years but generally increased, indicating
higher operational requirements.

Debtor Days: Show variability but have generally remained low, indicating efficient
debtor management.

Impact: Improving inventory management and sustaining efficient debtor days can
enhance working capital efficiency and overall liquidity.

Profitability:

Return on Equity (ROE): Shows fluctuations but generally positive, indicating
satisfactory returns for shareholders.

Return on Capital Employed (ROCE): Also fluctuates but remains above the cost of
borrowing, reflecting operational efficiency.

Operating Profit Margin (OPM): Varies over the years, indicating changes in cost
structures or revenue generation.

Impact: L&T Finance should focus on sustaining or improving profitability metrics
through cost control measures and revenue diversification.
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Dividend Policy:

e Dividend Payout Ratio: Shows fluctuations but generally remains moderate, providing
investors with a consistent income stream.

e Impact: Management should carefully review the significant drop in dividend payout
in Mar-21 and ensure a balanced dividend policy considering the company’s financial
health and future capital requirements.

Recommendations:

e Debt Management: L&T Finance should monitor and manage its debt levels effectively
to mitigate financial risks associated with increased borrowings.

e Asset Quality: Regular assessment of asset quality and investment strategies is essential
to optimize returns and maintain financial stability.

e Working Capital Efficiency: Improving inventory management and debtor days can
enhance liquidity and working capital efficiency.

e Profitability Enhancement: Focus on cost control measures and revenue diversification
to sustain or improve profitability metrics.

e Dividend Policy Review: Management should review the dividend policy, ensuring
consistency while considering the company's financial performance and future capital
needs.

By implementing these recommendations and closely monitoring financial performance, L&T
Finance can maintain its financial strength and enhance shareholder value in the long run.

Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22
Cash from Operating Activity -6,083.03 -6,473.63 -0,212.65 577941 1563971 -11,643.45 2,161.76 5,464.30 6,078.06 7490.47

Cash from Investing Activity 103173 237 -674.62 -2,117.54 1,548.80 -3587.48 159.75 -2,02452 -5,086.86 -1,633.96
Cash from Financing Activity 7602.09 6,252.35 9,426.40 7952100 1467780 16,008.19 1,450.53 -2,090.68 -3,023.01 -1,663.81
Net Cash Flow 481.33 81.09 -460.87 55.15 386.89 111.26 311204 134910  -2,03181 4,192.70

Table 4.3.3 Trend analysis of Cashflow Statement of L&T Finance

Source: Annual Report of L&T Finance

Operating Cash Flow:

e Negative Operating Cash Flow: In Mar-14 to Mar-19, L&T Finance experienced
negative operating cash flow, indicating that cash generated from its core business
operations was insufficient to cover operating expenses.

e Positive Operating Cash Flow: Starting from Mar-20, the company managed to
generate positive operating cash flow, indicating improved operational performance.

e Impact: Negative operating cash flow can strain liquidity and financial stability, while
positive operating cash flow reflects improved efficiency and profitability.

Investing Cash Flow:
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e Mixed Investing Cash Flow: Fluctuations in cash from investing activities suggest
variability in investment decisions and asset acquisitions.

e Impact: Prudent investment decisions are crucial to ensure long-term growth and asset
quality.

Financing Cash Flow:

e Positive Financing Cash Flow: L&T Finance predominantly relied on financing
activities to meet its cash needs, as evidenced by consistent positive cash flows from
financing activities.

e Impact: While financing activities provide necessary capital, over-reliance on debt or
equity financing can increase financial leverage and interest expenses.

Net Cash Flow:

e Varied Net Cash Flow: Net cash flow fluctuated over the years, reflecting changes in
operational performance, investment decisions, and financing activities.

e Impact: Net cash flow indicates the overall liquidity position and ability to fund
operations, investments, and debt obligations.

Recommendations:

e Operational Efficiency: L&T Finance should focus on improving operational efficiency
to generate consistent positive operating cash flows. This can be achieved through cost
control measures, revenue optimization, and streamlining of business processes.

e Investment Strategy: The company should carefully evaluate investment opportunities
to ensure they align with its strategic objectives and contribute positively to cash flow
generation in the long term.

e Diversification of Financing Sources: While financing activities provide necessary
capital, L&T Finance should diversify its financing sources to mitigate risks associated
with over-reliance on debt or equity financing.

e Cash Flow Forecasting: Implement robust cash flow forecasting mechanisms to
anticipate future cash needs and optimize cash management strategies.

e Debt Management: Prudent debt management practices should be adopted to maintain
a healthy balance between debt levels and cash flow generation, thereby minimizing
financial risks.

By implementing these recommendations and closely monitoring cash flow performance, L&T
Finance can enhance its financial stability, liquidity, and long-term sustainability.

TRENDS: 10 YEARS 7 YEARS 5 YEARS 3 YEARS RECENT BEST WORST
Sales Growth 10.45% 8.03% 4.58% -3.25% 7.09% 7.09% -3.25%
OPM 66.79% 64.99% 64.26% 58.27% 60.13% 60.13% 58.27%
Price to Earning 18.30 18.47 15.89 18.18 17.19 18.18 15.89

Table 4.2.4 Trend analysis of L&T Finance

Source: Annual Report of L&T Finance
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Sales Growth:

e 10-Year Trend: L&T Finance has demonstrated consistent sales growth over the past
10 years, averaging 10.45% annually.

e Recent Trend: Sales growth has slightly decreased to 7.09% in the recent period.

e Impact: While the recent sales growth remains positive, the decreasing trend suggests
potential challenges in revenue generation. It's essential for L&T Finance to identify
the underlying factors and take corrective actions to sustain growth.

Operating Profit Margin (OPM):

e Stable OPM: OPM has remained relatively stable over different timeframes, ranging
from 58.27% to 66.79%.

e Impact: A consistent OPM indicates effective cost management and operational
efficiency, contributing to sustained profitability for L&T Finance.

Price to Earnings (P/E) Ratio:

e Fluctuating P/E Ratio: P/E ratio has shown fluctuations over various periods, ranging
from 15.89 to 18.47.

e Impact: Fluctuations in P/E ratio may reflect changes in investor sentiment, market
conditions, or perceived growth prospects. It's essential for investors to analyze the
underlying reasons for these fluctuations before making investment decisions.

Recommendations:

e Sales Growth Enhancement: L&T Finance should focus on strategies to revitalize sales
growth, such as market expansion, product innovation, and customer acquisition.
Identifying emerging opportunities and adapting to changing market dynamics can help
sustain revenue growth.

e Cost Efficiency: Despite maintaining stable OPM, continuous efforts should be made
to enhance cost efficiency further. Implementing lean practices, optimizing resource
allocation, and leveraging technology can help improve operational effectiveness and
profitability.

e Investor Communication: Given the fluctuating P/E ratio, transparent communication
with investors regarding the company's performance, growth prospects, and strategic
initiatives is crucial. Providing clarity and confidence to investors can help stabilize the
stock's valuation and enhance shareholder value.

e Diversification: L&T Finance should consider diversifying its revenue streams and
expanding into complementary sectors or geographical markets to mitigate risks
associated with dependence on a single revenue source.

¢ Risk Management: Regular risk assessments and proactive risk management strategies
should be implemented to mitigate potential threats to sales growth, profitability, and
investor confidence.
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By addressing these recommendations and closely monitoring key financial trends, L&T
Finance can navigate market challenges effectively and sustain long-term growth and
profitability.

4.4 Bajaj Finance Limited: A Dominant Force in the NBFC Sector and a Key
Contributor to India's Economic Growth

Bajaj Finance Limited (BFL) has emerged as a powerhouse in the Non-Banking Financial
Company (NBFC) landscape, significantly impacting India's economic trajectory. Let's explore
its dominance in the NBFC sector and its multifaceted contributions to the nation's economy.

A Titan Among NBFCs:

Market Leadership: Bajaj Finance stands out as one of India’s premier NBFCs, boasting a
colossal customer base exceeding 73 million and managing assets worth ¥270,050 crore as of
2023. These impressive figures solidify its position as a market leader.

Upper Layer Supremacy: The Reserve Bank of India's (RBI) scale-based classification system
in 2023 ranks Bajaj Finance as the second-largest NBFC within the prestigious upper layer.
This underscores its significant market share, particularly in the retail lending segment, where
it holds considerable sway.

Fueling India's Economic Engine:

Champion of Financial Inclusion: Bajaj Finance plays a pivotal role in promoting financial
inclusion by catering to a vast and diverse clientele, including individuals often overlooked by
traditional banks. Its extensive product portfolio spanning consumer loans, two-wheeler loans,
personal loans, and more empowers individuals without access to formal banking channels,
driving economic activity and entrepreneurship.

Growth Partner for MSMEs: Micro, Small, and Medium Enterprises (MSMEs) form the
backbone of the Indian economy, and Bajaj Finance serves as a crucial growth partner for them.
By providing access to capital, Bajaj Finance enables MSMEs to expand their operations, hire
more employees, and contribute significantly to job creation and economic development.

Consumption Engine: Bajaj Finance fuels India's consumption engine by facilitating consumer
purchases through various loan products. This stimulates spending across different sectors,
leading to increased demand for goods and services, ultimately benefiting businesses and
driving overall economic growth.

Beyond Traditional Lending:

Innovation at the Core: Bajaj Finance prioritizes innovation, leveraging technological
advancements to enhance accessibility and efficiency in financial services. By embracing
digital platforms for loan applications, payments, and customer service, Bajaj Finance
streamlines operations, reduces costs, and contributes to a more inclusive financial ecosystem
in India.
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Conclusion:

Bajaj Finance Limited's journey extends far beyond its status as a leading NBFC. It represents
a story of empowerment, growth, and integral contribution to India's economic landscape. As
it continues to innovate and expand its reach, Bajaj Finance is poised to play an even greater
role in shaping the nation's economic future. Its commitment to financial inclusion, support for
MSMEs, and driving consumption ensures a brighter economic outlook for millions of Indians.

Narration Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-22

Sales 5,392.27 7,298.65 9,970.04 12,746.27 18,487.14 26,374.41  26,672.87 31,640.55 41,398.35
Expenses 1,751.76 2,353.52 3,250.38 4,114.85 5,454.21 9,158.93 10,839.32 11,880.24 12,679.52
Operating Profit 3,640.51 4,945,13 6,719.66 8,631.42 13,032.93 17,215.48  15,833.55 19,760.31 28,718.83
Other Income 25.75 34.66 21.89 10.20 13.04 8.94 3.33 -17.34 -4.32
Depreciation 35.60 56.34 71.17 102.07 144.15 294.63 325.27 384.57 485.38
Interest 22713.71 2,958.77 3,852.97 4,696.11 6,722.66 9,607.67 9,519.35 9,854.62 12,701.27
Profit before tax 1,356.95 1,964.68 2,817.41 3,843.44 6,179.16 732212 5,992.26 9,503.78 15,527.86
Tax 459.07 686.05 981.03 1,347.07 2,184.17 2,058.37 1,572.44 2,475.55 4,020.17
Net profit 897.88 1,278.63 1,836.38 2,496.37 3,994.99 5,263.75 4,419.82 7,028.23 11,507.69
EPS 17.90 23.74 33.39 43.19 69.12 87.48 73.35 116.09 190.08
Price to earning 22.95 29.16 35.07 40.93 43.77 25.33 70.21 62.54 29.55
Price 410.85 692.42 1,171.10 1,767.55 3,025.00 2,215.80 5,149.85 7,259.95 5,616.75

Table 4.4.1 Trend analysis of Profit and loss statement of Bajaj Finance Ltd.

Source: Annual Report of Bajaj Finance Ltd

Revenue:

e Steady Revenue Growth: Bajaj Finance Ltd has demonstrated consistent revenue
growth over the years, with substantial increases from Mar-19 onwards, indicating
robust business expansion and market penetration.

e Impact: Increasing sales reflect the company's effective market strategies and product
offerings, contributing to overall profitability.

Expenses:

e Rising Expenses: Operating expenses have increased over time, in line with the growth
in sales. However, the rate of expense growth seems to outpace revenue growth in
recent years.

e Impact: While higher expenses are expected with business expansion, Bajaj Finance
Ltd needs to monitor and control costs to maintain profitability margins.

Operating Profit:

e Healthy Operating Profit: Despite increasing expenses, operating profit has shown
consistent growth, indicating efficient cost management and operational effectiveness.

e Impact: Bajaj Finance Ltd has been able to maintain strong profitability, which is
essential for sustaining growth and shareholder value.

Interest Expense:
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e Increasing Interest Expense: Interest expenses have risen consistently, reflecting the
company's growing debt burden and possibly higher borrowing costs.
e Impact: Bajaj Finance Ltd Finance should closely manage its debt levels and explore

opportunities to refinance debt at lower rates to reduce interest expenses and improve
profitability.

Profitability and EPS:

e Robust Profit Growth: Net profit and EPS have experienced significant growth over the
years, driven by strong revenue growth and effective cost management.

e Impact: Increasing profitability and EPS indicate the company's ability to generate
value for shareholders and maintain financial health.

Recommendations:

e Cost Control: Bajaj Finance Ltd should implement stringent cost control measures to
manage the rising expenses effectively. This may include optimizing operational
processes, renegotiating contracts, and prioritizing investments with high returns.

e Debt Management: Given the increasing interest expenses, the company should focus
on reducing debt levels and exploring refinancing options to lower borrowing costs and
improve profitability.

e Revenue Diversification: While maintaining focus on core business areas, Bajaj
Finance Ltd should explore opportunities for revenue diversification to reduce
dependency on specific segments and enhance overall business resilience.

e Investor Communication: Transparent communication with investors regarding the
company's financial performance, growth strategies, and risk management initiatives is
crucial to maintain investor confidence and support.

e Long-term Sustainability: Bajaj Finance Ltd should balance short-term profitability
goals with long-term sustainability by making strategic investments in innovation,
technology, and talent development to ensure future growth and competitiveness.

By implementing these recommendations and closely monitoring financial performance, Bajaj
Finance Ltd can sustain its growth trajectory and enhance shareholder value in the Iong run.

Equity Share Capital 50.00 53.55 105.37 115.03 115.37 115.99 120.32 120.66 120.89

Reserves 4,749.71 7,271.18 9,490.89 15,732.81 19,581.65 32,207.64 36,798.09 43,592.03 54,251.09
Borrowings 26,654.59 37,024.59 49,249.54 66,557.22 1,01,587.85 1,29,806.43 | 1,31,633.54 1,65,231.53 | 2,16,690.49
Other Liabilities 1,325.47 2,623.75 4,880.71 2,393.21 2,947.64 2,257.07 2,918.45 3,561.64 4,166.20
Total 32,779.77 46,973.07 63,730.51 84,798.27 1,24,232.51  1,64,391.13 | 1,71,470.40 2,12,505.86 | 2,75,228.67
Net Block 252.45 290.27 366.01 470.26 694.84 1,320.99 1,315.70 1,716.30 2,307.62
Capital Work in Progress - - - - - - 51.06 34.14 79.84
Investments 326.29 1,029.10 4,069.51 3,132.43 8,599.03 17,543.90 18,396.91 12,245.54 22,751.84
Other Assets 32,201.03 45,653.70 59,294.99 81,188.58 1,14,938.64  1,45,526.24 1,51,706.73 1,98,509.88 | 2,50,089.37
Total 32,779.77 46,973.07 63,730.51 84,798.27 1,24,232.51  1,64,391.13 | 1,71,470.40 | 2,12,505.86 | 2,75,228.67
Working Capital 30,875.56 43,029.95 54,414.28 78,795.37 1,11,991.00  1,43,269.17 1,48,788.28 1,94,948.24 | 2,45,923.17
Debtors - - - 585.21 808.70 952.56 1,096.86 1,265.89 1,299.72
Debtor Days - - - 16.76 15.97 13.18 15.01 14.60 11.46
Return on Equity 19% 17% 19% 16% 20% 16% 12% 16% 21%
Return on Capital Emp 23% 13% 13% 12% 13% 12% 9% 10% 12%
Dividend Payout 10.02% 10.47% 10.72% 9.22% 8.66% 11.40% 13.61% 17.17% 15.76%
OPM 67.51% 67.75% 67.40% 67.72% 70.50% 65.27% 59.36% 62.45% 69.37%

Table 4.4.2 Trend analysis of Balance Sheet of Bajaj Finance Ltd.
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Equity Structure:

Equity Share Capital: Bajaj Finance has maintained a steady increase in equity share
capital over the years, indicating a gradual infusion of equity capital to support business
growth.

Reserves: Reserves have shown significant growth, reflecting retained earnings and
indicating strong financial performance.

Borrowings: The company has heavily relied on borrowings to fuel its expansion, with
a substantial increase in borrowing levels over the years.

Other Liabilities: Other liabilities have also increased, possibly due to operational
expansions or increased obligations.

Asset Composition:

Net Block: Net block has consistently increased, indicating investments in fixed assets
and infrastructure to support business operations.

Capital Work in Progress: Capital work in progress signifies ongoing investments in
new projects or expansion initiatives.

Investments: Investments have shown a significant increase, reflecting the company's
investment activities to optimize returns and manage liquidity.

Other Assets: Other assets have grown substantially, suggesting an increase in the
company's asset base, possibly through investments in subsidiaries or joint ventures.

Working Capital Management:

Working Capital: Working capital has increased consistently over the years, indicating
higher operational requirements and business expansion.

Debtors: Debtors have shown an increasing trend, indicating higher credit sales or
extended credit periods to customers.

Debtor Days: Debtor days have fluctuated but generally remained at manageable levels,
indicating efficient debtor management.

Financial Performance Indicators:

Return on Equity (ROE): ROE has shown fluctuations but remains healthy overall,
indicating the company's ability to generate profits from shareholder equity.

Return on Capital Employed (ROCE): ROCE has also shown variability but generally
remains positive, indicating efficient utilization of capital.

Dividend Payout: Dividend payout ratios have fluctuated, suggesting changes in the
company's dividend distribution policies.

Operating Profit Margin (OPM): OPM has shown fluctuations but generally remains at
satisfactory levels, indicating operational efficiency.

Recommendations:

Debt Management: Bajaj Finance should focus on managing its debt levels effectively
to avoid over-leveraging and mitigate associated financial risks.
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e Investment Strategy: The company should continue its prudent investment strategy to
optimize returns and maintain liquidity while diversifying risk.

e Working Capital Optimization: Efficient working capital management practices should
be implemented to optimize cash flows and enhance liquidity.

e Profitability Enhancement: Bajaj Finance should focus on improving profitability
metrics by implementing cost optimization measures and enhancing revenue streams.

e Dividend Policy: Management should review the dividend policy to ensure it aligns
with the company's financial performance and long-term growth objectives.

By addressing these recommendations and closely monitoring key financial indicators, Bajaj

Finance can sustain its growth trajectory and enhance shareholder value in the long run.

Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22
Cash from Operating Activity -7,064.17 -9,869.67 -10,438.95 -20,565.59 -29,061.53  -24411.70 -807.27 -37,089.90 -42,140.40
Cash from Investing Activity -360.06 -686.82 -3,046.76 1,075.43 -5,378.93 -8,757.61 -428.55 6,346.79 -10,365.25
Cash from Financing Activity 6,867.08 11,656.20 12,513.43 19503.35| 3444931 3416681 1,740.63 32,275.22 50,674.96
Net Cash Flow -557.15 1,099.71 -972.28 13.19 8.85 997.50 504.81 1,521 -1,830.69

Table 4.4.3 Trend analysis of Cashflow Statement of Bajaj Finance Ltd.

Source: Annual Report of Bajaj Finance Ltd

Operating Cash Flow:

e Negative Trend: Operating cash flow has shown a negative trend in recent years,
indicating challenges in generating sufficient cash from core business operations.

e Impact: The negative operating cash flow suggests potential issues with profitability,
liquidity, or operational inefficiencies that need to be addressed.

Investing Cash Flow:

e Mixed Performance: Investing cash flow has fluctuated over the years, with both
positive and negative figures recorded.

e Impact: The fluctuating investing cash flow suggests variability in investment activities,
possibly due to changes in capital expenditure or asset acquisitions/divestments.

Financing Cash Flow:

e Positive Trend: Financing cash flow has generally shown a positive trend, indicating
successful fundraising activities or capital injections.

e Impact: The positive financing cash flow reflects the company's ability to raise capital
through various financing activities, such as debt issuance or equity financing.

Overall Cash Flow:

e Inconsistent Performance: Net cash flow has shown inconsistent performance over the
years, with periods of both positive and negative cash flows.

e Impact: The inconsistent cash flow performance highlights the need for Bajaj Finance
to focus on improving cash flow stability and management to ensure financial resilience
and sustainability.
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TRENDS:

Recommendations:

Operating Efficiency: Bajaj Finance should focus on improving operating efficiency to
generate positive cash flows from core business operations. This may involve
streamlining processes, reducing costs, and enhancing revenue streams.

Investment Strategy: The company should carefully evaluate its investment decisions
to ensure they align with strategic objectives and contribute positively to cash flow
generation in the long term.

Debt Management: Effective debt management practices should be implemented to
mitigate the impact of interest expenses on cash flows and optimize the cost of capital.
Capital Structure: Bajaj Finance should consider optimizing its capital structure to
maintain an appropriate balance between debt and equity financing, ensuring
sustainable cash flow generation and financial stability.

Cash Flow Forecasting: Implementing robust cash flow forecasting techniques can help
the company anticipate cash flow fluctuations and take proactive measures to manage
liquidity effectively.

By addressing these recommendations and closely monitoring cash flow performance, Bajaj
Finance can enhance its financial resilience and ensure sustainable growth in the long term.

Sales Growth

OPM

Price to Earning

7 YEARS 5 YEARS 3 YEARS RECENT BEST WORST
28.14% 26.57% 16.22% 30.84% 30.84% 16.22%
65.70% 65.41% 64.50% 70.37% 70.37% 64.50%

42.22 43.63 48.16 30.36 48.16 30.36

Table 4.4.4 Trend analysis of Bajaj Finance Ltd.

Source: Annual Report of Bajaj Finance Ltd.

Sales Growth:

Consistent Growth: Bajaj Finance has demonstrated strong and consistent sales growth
over the past 7 years, with impressive increases in revenue.

Recent Performance: The recent sales growth of 30.84% is particularly noteworthy,
indicating robust demand for the company's products and services.

Impact: The consistent sales growth reflects Bajaj Finance's effective market strategies,
product offerings, and customer acquisition efforts, contributing significantly to overall
revenue and profitability.

Operating Profit Margin (OPM):

Stable Operating Profit Margin: The operating profit margin has remained relatively
stable over the past 7 years, with figures ranging between 64.50% and 70.37%.

Recent High Performance: The recent OPM of 70.37% indicates strong operational
efficiency and cost management, resulting in higher profitability.

Impact: Bajaj Finance's ability to maintain a stable and high operating profit margin
signifies its operational excellence and effective control over costs, leading to sustained
profitability and shareholder value creation.
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Price to Earnings (P/E) Ratio:

e Fluctuating P/E Ratio: The P/E ratio has shown fluctuations over the years, ranging
from 30.36 to 48.16.

e Recent Dip: The recent P/E ratio of 30.36 represents a decrease from previous highs.

e Impact: The fluctuating P/E ratio may reflect changes in investor sentiment, market
conditions, or earnings expectations. A lower P/E ratio could indicate a potential
undervaluation of the company's stock, presenting an opportunity for investors.

Recommendations:

e C(apitalize on Sales Momentum: Bajaj Finance should continue to capitalize on its
strong sales momentum by expanding its market reach, launching innovative products,
and enhancing customer engagement initiatives.

e Sustain Operational Efficiency: The company should focus on sustaining its high
operating profit margin by optimizing operational processes, controlling costs, and
driving productivity improvements.

e Investor Communication: Clear and transparent communication with investors
regarding the company's growth prospects, financial performance, and strategic
initiatives is essential to maintain investor confidence and support.

e Stock Valuation Analysis: Management should conduct a thorough analysis of the
company's stock valuation metrics, including the P/E ratio, to identify potential
discrepancies and take appropriate measures to enhance shareholder value.

e Risk Management: Continuous monitoring and mitigation of risks, including regulatory
changes, market volatility, and credit quality, are imperative to safeguard the company's
financial health and stability amidst dynamic market conditions.

By implementing these recommendations and leveraging its strong sales growth, stable
profitability, and investor confidence, Bajaj Finance can sustain its growth trajectory and
enhance shareholder value over the long term.

In conclusion, Bajaj Finance Limited has exhibited commendable performance across its
financial statements and trends. The balance sheet showcases a robust financial position,
marked by consistent growth in equity, reserves, and borrowings, indicating a strong foundation
for future expansion. The cash flow statement reflects the company's ability to effectively
manage its cash flows, despite occasional fluctuations, ensuring liquidity and operational
stability. Furthermore, the profit and loss statement highlights impressive sales growth, coupled
with a stable operating profit margin, underscoring the company's resilience and efficiency in
generating profits. Trends in sales growth, operating profit margin, and price to earnings ratio
reveal a compelling narrative of sustained growth, operational excellence, and investor
confidence. Moving forward, Bajaj Finance should leverage its strengths to capitalize on
market opportunities, enhance digital capabilities, and strengthen risk management practices.
By doing so, the company can navigate challenges, drive sustainable growth, and maximize
value for its stakeholders in the dynamic financial landscape.
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4.5 Shriram Finance: A Leader in Retail NBFCs, Shaping India's Financial
Landscape

Shriram Finance stands as a formidable force in India's Non-Banking Financial Company
(NBFC) sector, particularly in retail lending. Let's explore its dominance in this space and its
significant contributions to India's financial ecosystem:

An NBFC Powerhouse:

Unrivaled Leader in Retail NBFC: Shriram Finance solidifies its position as a top NBFC post-
merger in 2021, combining the strengths of Shriram City Union Finance and Shriram Transport
Finance. This strategic move cements its leadership in the retail lending segment, offering a
wide array of financial products and services.

Dominance in Specific Segments: Shriram Finance holds sway in key segments:

Two-Wheeler Financing: Carrying forward Shriram City Union Finance's legacy, Shriram
Finance remains a dominant player in two-wheeler financing, serving as a vital enabler for
millions of Indians' transportation needs.

Used Commercial Vehicle Financing: Leveraging Shriram Transport Finance's expertise,
Shriram Finance continues to excel in financing used commercial vehicles, supporting essential
transportation services crucial for economic activities.

Shaping the Indian Economic Landscape:

Champion of Financial Inclusion: Shriram Finance plays a pivotal role in promoting financial
inclusion by providing diverse loan options for vehicles, housing, and other needs. This
empowers individuals and small businesses, fostering entrepreneurship and stimulating
economic growth at grassroots levels.

MSME Growth Partner: Micro, Small, and Medium Enterprises (MSMEs) receive crucial
support from Shriram Finance, enabling them to expand operations, hire more employees, and
contribute significantly to job creation and economic development.

Diversification Strategy: Post-merger, Shriram Finance aims to diversify its portfolio beyond
vehicle financing. This strategic move enhances its position as a prominent player across
various lending segments within the NBFC space, catering to a broader range of financial
needs.

Embracing Technological Innovation:

Digital Transformation: Shriram Finance recognizes the importance of technology in reaching
a wider clientele and improving operational efficiency. Investments in digital platforms for loan
applications, payments, and customer service enhance accessibility and streamline operations,
ultimately improving customer experience.

A Look Ahead:

Shriram Finance's journey extends beyond its role as a leading NBFC. It signifies financial
empowerment, entrepreneurial support, and economic growth for millions. As it continues to
diversify offerings, leverage technology, and expand its reach, Shriram Finance is poised to
shape India's financial landscape further. Its commitment to financial inclusion, MSME
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support, strategic diversification, and digital transformation ensures a promising future,
contributing positively to India's economic prosperity.

Shriram Finance has demonstrated significant growth in sales over the years, with a substantial
increase from %8,475.98 million in Mar-14 to 330,491.67 million in Mar-23. This growth
trajectory indicates the company's effective market penetration and expansion strategies.

However, alongside sales growth, expenses have also risen consistently, albeit at a slower pace,

suggesting effective cost management practices.

Expenses
Operating Profit
Other Income
Depreciation
Interest

Profit before tax
Tax

Net profit

EPS

Price to earning
Price

847598 917710 1035866 1090279 1350192 1553581 1656129 1742219  19,255.32 3049167
2381 27081 3me97] 3712337 328769 samn|  agsae0’ 4912’ sswoe| 870582
623217  639%29 691169  7,19046 1021423 1136470 1187869 1249047  13439.32  21,785.85
420 113 29 141 127.45 2034 14.47 13.56 B 15.72
3278 815 3763 3487 %8 297 141.05 137.36 135.37 600.69
47312 470571 508774| 521895 640913 756380 831344 908866 97728  12,987.16
197047 164956 178928 193805 389572 377827 34367 327801 35095 821372
61253 62111 605.66 672.41 134933 121428 936.83 790.75 81| 220225
135794 102844 118362 126563  2,50893 257568 251227 24988 272110 601104
5365 1063 4676 50.01 100.71 10077 99.26 88.52 100.60 160.55
13.94 %72 19.86 2100 13.93 12.23 6.48 16.07 11.28 784
74181 108577 92870 105035  1,40267 1,244.63 6370 142230 113485 125040

Table 4.5.1 Trend analysis of Profit and loss statement of Shriram Finance

Source: Annual Report of Shriram Finance

Revenue:

Sales: Show a consistent upward trend, indicating the company's revenue growth over
the years.

e Impact: The consistent increase in sales reflects the company's ability to expand its
customer base and market share, contributing to overall profitability.
Expenses:
e Operating Expenses: Generally increased over the years, reflecting the company's
investment in operations and expansion.
e Impact: Controlling operating expenses while scaling operations is essential to maintain
profit margins and sustain long-term growth.
Profitability:
e Operating Profit: Demonstrates a significant increase over the years, indicating
improved operational efficiency and revenue growth outpacing expenses.
e Other Income: Shows some variability but generally contributes positively to the
company's overall profitability.
e Depreciation: Increased over time, potentially due to higher investment in fixed assets.
e Interest Expense: Shows a steady increase, suggesting higher borrowing costs, which

could impact net profit margins.
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e Impact: Improvements in operational efficiency and revenue generation contribute to
higher profits and shareholder value.

Profit Before Tax (PBT) and Net Profit:

e PBT: Fluctuates but generally increased over the years, reflecting improved operational
performance and revenue growth.

e Net Profit: Follows a similar trend as PBT, indicating the company's ability to maintain
profitability and generate positive earnings.

Earnings Per Share (EPS) and Price to Earnings (P/E) Ratio:

e EPS: Generally increased over the years, indicating growth in earnings per share
attributable to shareholders.

e P/E Ratio: Shows fluctuations, potentially influenced by market sentiment and earnings
expectations. A lower P/E ratio may indicate an undervalued stock.

e Impact: Increasing profitability metrics like EPS demonstrate the company's ability to
generate returns for investors and attract potential shareholders. Fluctuations in the P/E
ratio may affect investor sentiment and stock valuation. It's essential for the company
to communicate its growth prospects and financial performance effectively to maintain
investor confidence.

Recommendations:

e Expense Optimization: Continuously monitor and optimize operating expenses to
ensure efficient cost management while supporting growth initiatives.

e Debt Management: Implement strategies to mitigate interest expenses and reduce
reliance on debt financing to improve profitability margins.

e Diversification of Income: Explore opportunities to diversify income sources beyond
core operations to enhance revenue stability and resilience.

e Investor Communication: Maintain transparent communication with investors to
provide insights into the company's financial performance and growth strategies,
potentially influencing the market perception and stock valuation.

e Focus on Value Creation: Prioritize initiatives that enhance shareholder value, such as
dividend payouts, capital allocation strategies, and sustainable growth plans.

By addressing these recommendations and leveraging its strengths in revenue growth and
profitability, Shriram Finance can sustain its growth trajectory and enhance shareholder value
over the long term.
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Equity Share Capital 226.91 226.91 226.91 226.91 226.91 226.90 226.88 253.06 270.52
Reserves 8,283.27 9,038.91 9,948.58 11,105.03 13,463.46 15,735.85 17,915.43 21,464.23 25,823.74

37443

43,138.43
Borrowings 38,630.47 46,694.52 49,790.01 53,079.59 82,130.85 87,914.40 94,734.56 1,06,545.90 1,14,846.14 1,64,804.32
Other Liabilities 5,191.61 6,193.27 8,047.97 10,034.16 1538.71 1,541.80 1,388.92 1,647.07 1,327.76 2,255.51
Total 52,332.26 62,153.61 68,013.47 74,445.69 97,359.93 1,05,418.95 1,14,265.79 1,29,910.26 1,42,268.16 2,10,572.69
Net Block 154.83 154.26 152.11 136.14 122.05 147.49 438.87 437.34 418.09 3,713.51
Investments 2,435.26 3,037.19 1,339.50 1,518.27 2,456.24 4,125.54 2,935.63 3,346.77 6,971.23 7,430.07
Other Assets 49,742.17 58,962.16 66,521.86 72,791.28 94,781.64 1,01,145.92 1,10,841.29 1,26,126.15 1,34,878.84 1,99,363.03
Total 52,332.26 62,153.61 68,013.47 74,445.69 97,359.93 1,05,418.95 1,14,265.79 1,29,910.26 1,42,268.16 2,10,572.69
Working Capital 44,550.56 52,768.89 58,473.89 62,757.12 93,242.93 99,604.12 1,09,452.37 1,24,479.08 1,33,551.08 1,97,107.52
Debtors 1.91 2.99 10.09 8.68 13.98 8.48 10.50 8.92 5.35 17.00
Debtor Days 0.08 0.12 0.36 0.29 038 0.20 0.23 0.19 0.10 0.20
Return on Equity 16% 11% 12% 11% 19% 16% 14% 12% 10% 14%
Return on Capital Emp 12% 12% 12% 13% 11% 11% 10%: 10%: 12%
Dividend Payout 11.70% 22.06% 19.17% 7.17% 9.79% 10.57% 4.52% 18.23% 19.88% 21.80%
OPM 73.53% 69.70% 66.72% 65.95% 75.65% 73.15% 71.73% 71.69% 69.80% 71.45%

Table 4.5.2 Trend analysis of Balance Sheet of Shriram Finance

Source: Annual Report of Shriram Finance

Capital Structure:

e [Equity Share Capital: The consistent increase in equity share capital indicates the
company's ability to raise funds through equity financing. This enhances financial
flexibility and reduces dependency on debt, thereby lowering financial risk.

e Reserves: Growing reserves strengthen the company's financial position, providing a
cushion against potential losses and supporting future growth initiatives without relying
solely on external funding sources.

e Borrowings: The significant increase in borrowings suggests a higher debt burden,
which may lead to increased interest expenses and financial risk. However, it also
indicates the company's willingness to leverage debt to finance expansion
opportunities.

e Other Liabilities: Fluctuations in other liabilities may reflect changes in short-term
obligations or operational expenses. Keeping other liabilities under control is essential
to maintain liquidity and financial stability.

e Impact: A well-balanced capital structure with a mix of equity and debt provides the
company with the necessary resources for growth while maintaining financial stability.
However, excessive reliance on debt could increase financial risk and interest expenses,
impacting profitability and shareholder returns.

Asset Allocation:

e Net Block: The increase in net block signifies investments in tangible assets such as
property, plant, and equipment, which can enhance operational capabilities and support
business expansion.

e Investments: Growth in investments indicates the company's strategic allocation of
funds towards income-generating assets or strategic acquisitions, potentially
diversifying revenue streams and mitigating risks.

e Other Assets: Rising other assets may include investments in intangible assets, which
could enhance the company's competitive position and long-term growth prospects.

e Impact: Efficient asset allocation supports operational efficiency, diversification, and
future growth opportunities. However, maintaining a balance between tangible and
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intangible assets is crucial to ensure optimal resource utilization and sustainable long-
term value creation.

Working Capital and Debtors:

e Working Capital: The increase in working capital suggests higher operational
requirements or potential expansion activities. Adequate working capital is essential for
day-to-day operations and ensures the company's ability to meet short-term obligations.

e Debtors: Fluctuations in debtor levels indicate changes in credit sales and collection
efficiency. Higher debtor levels may pose liquidity risks if not managed effectively.

e Impact: Effective management of working capital and debtors is critical to maintaining
liquidity, supporting business operations, and mitigating credit risk. Optimizing
working capital ensures efficient resource utilization and enhances cash flow
management, ultimately improving profitability and financial stability.

Financial Performance Metrics:

e Return on Equity (ROE) and Return on Capital Employed (ROCE): These metrics
indicate the company's ability to generate profits relative to shareholder's equity and
capital employed, respectively. Higher ROE and ROCE signify efficient capital
utilization and superior profitability.

e Dividend Payout Ratio: The dividend payout ratio reflects the portion of earnings
distributed to shareholders as dividends. A consistent or increasing dividend payout
ratio indicates the company's commitment to returning value to shareholders.

e Operating Profit Margin (OPM): OPM measures the company's efficiency in generating
profits from its core operations. A high OPM indicates strong operational efficiency and
cost management.

e Impact: Improving financial performance metrics enhances shareholder value and
investor confidence. Higher ROE and ROCE indicate efficient capital allocation and
profitability, while a consistent dividend payout ratio reflects financial stability and
shareholder-friendly policies. Maintaining a high OPM signifies operational excellence
and sustainable profitability.

In conclusion, each aspect of the financial analysis impacts Shriram Finance's overall financial
health and performance. By addressing these aspects effectively, the company can strengthen
its competitive position, support growth initiatives, and create long-term value for its

stakeholders.
Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23
Cash from Operating Activity -4,054.74 -9,610.90 -5,507.18 -2,671.25 -13,142.01 -5,534.98 -2,463.58 -4,238.77 -8,859.02 -17,625.25
Cash from Investing Activity -112.27 -44.59 -35.82 -1.50 85.90 -76.14 -55.20 -24.88 -34.33 -193.04
Cash from Financing Activity 5,009.79 7,836.42 282242 3,016.51 13,014.42 5,549.55 4,578.63 12,225.59 8,504.86 11,819.51
Net Cash Flow 842,78 -1,819.06 -2,720.58 331.76 -41.69 -61.57 2,059.85 7,961.94 -388.49 -5,998.78

Table 4.5.3 Trend analysis of Cashflow Statement of Shriram Finance

Source: Annual Report of Shriram Finance
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Cash from Operating Activities:

e Trend Analysis: The trend of negative cash flows from operating activities in most years
indicates that the company is utilizing more cash in its day-to-day operations than it is
generating from its core business activities.

e Impact: This could be a result of various factors such as increased operating expenses,
higher interest payments, or challenges in efficiently managing working capital
components like receivables and payables.

Cash from Investing Activities:

e Trend Analysis: Fluctuations in cash flows from investing activities suggest varying
levels of investment in long-term assets or divestment activities over the years.

e Impact: Negative cash flows from investing activities may indicate limited capital
expenditure on acquiring new assets or expanding the company's operations. It could
also suggest that the company is not actively divesting non-core assets to generate cash.

Cash from Financing Activities:

e Trend Analysis: Positive cash flows from financing activities in most years indicate the
company's ability to raise capital through debt or equity financing to support its
operations and investment activities.

e Impact: These cash inflows can provide the company with the necessary funds to meet
its financial obligations, invest in growth opportunities, and enhance shareholder value
through dividend payments or share buybacks.

Net Cash Flow:

e Trend Analysis: The fluctuating trend of net cash flows indicates variability in the
company's overall cash position over the years.

e Impact: Negative net cash flows in certain years may suggest challenges in managing
liquidity or meeting cash obligations, while positive net cash flows indicate periods of
improved cash generation or inflows from financing activities.

Recommendations:

e Operational Efficiency Improvement: The company should focus on improving
operational efficiency to generate more cash from its core business activities. This may
involve optimizing processes, reducing unnecessary expenses, and enhancing
productivity.

e Investment Strategy Optimization: Evaluate investment opportunities rigorously to
ensure that they align with the company's strategic objectives and have the potential to
generate satisfactory returns. Prudent investment decisions can help improve cash flows
from investing activities.

¢ Financing Mix Optimization: Continuously assess the company's financing mix to
minimize the cost of capital while maintaining an appropriate level of leverage. This
can help ensure adequate liquidity and financial flexibility.

e (ash Flow Forecasting and Management: Develop robust cash flow forecasting models
to anticipate potential cash flow fluctuations and proactively manage liquidity
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requirements. This involves closely monitoring cash inflows and outflows and
implementing strategies to address any shortfalls or excesses.

e Working Capital Optimization: Implement effective working capital management
practices to optimize cash conversion cycles, manage inventory levels efficiently, and
improve receivables and payables management. This can help enhance liquidity and
strengthen the company's financial position.

By implementing these recommendations, Shriram Finance can improve its cash flow
management, enhance liquidity, and ensure long-term financial sustainability. It's crucial for
the company to maintain a proactive approach to cash flow management and continuously
monitor and adjust its strategies in response to changing market conditions and business

dynamics.

TRENDS: 10 YEARS 7 YEARS 5 YEARS 3 YEARS RECENT BEST WORST
Sales Growth 15.29% 16.68% 17.69% 22.56% 58.35% 58.35% 15.29%
OPM 71.14% 71.45% 71.48% 71.04% 71.36% 71.36% 71.04%
Price to Earning 14.78 12.75 11.18 12.09 13.19 13.19 11.18

Table 4.5.1 Trend analysis of Shriram Finance

Source: Annual Report of Shriram Finance

Sales Growth:

e Long-Term Trends: Shriram Finance has maintained a consistent upward trajectory in
sales growth over the past decade, with growth rates ranging from 15.29% to 22.56%.
This indicates the company's ability to expand its market presence and increase revenue
over time.

e Recent Surge: The recent sales growth of 58.35% is exceptional and signals a
significant acceleration in business activity. Such rapid growth could be attributed to
various factors such as successful product launches, strategic partnerships, or increased
market demand.

e Impact: The sustained and robust sales growth demonstrates Shriram Finance's strong
positioning in the market and its effective execution of growth strategies. It indicates
favorable market conditions and highlights the company's potential for further
expansion and revenue generation.

Operating Profit Margin (OPM):

e Consistent Stability: Shriram Finance has maintained a stable operating profit margin
over the years, ranging between 71.04% and 71.48%. This indicates the company's
efficiency in managing operational costs and generating profits from its core business
activities.

e Impact: A consistently high OPM reflects Shriram Finance's effective cost
management, pricing strategies, and operational efficiency. It signifies the company's
ability to maintain profitability even as it grows its business.
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Price-to-Earnings (P/E) Ratio:

e Fluctuating Valuation: The P/E ratio of Shriram Finance has fluctuated between 11.18
and 14.78 over different time periods, with the recent ratio at 13.19. These fluctuations
indicate changes in investor sentiment and valuation of the company's stock.

e Impact: While the P/E ratio can be influenced by various factors including earnings
growth expectations, market conditions, and investor perceptions, the relatively stable
range suggests that investors have confidence in the company's future earnings potential
and growth prospects.

Recommendations:

e Capitalizing on Growth Momentum: Shriram Finance should continue capitalizing on
its recent surge in sales growth by investing in further expansion, innovation, and
customer acquisition strategies. This will help sustain its growth trajectory and solidify
its position in the market.

e Operational Excellence: The company should maintain its focus on operational
excellence to preserve its high operating profit margin. This involves optimizing
processes, controlling costs, and leveraging technology to improve efficiency across all
business functions.

e Investor Engagement: Shriram Finance should engage with investors regularly to
provide updates on its growth strategies, financial performance, and market outlook.
Clear and transparent communication can help build investor confidence and support.

e Valuation Analysis: Regularly assess the company's valuation metrics, including the
P/E ratio, to ensure alignment with its growth prospects and industry peers. Address
any discrepancies in valuation through effective communication and by delivering on
financial targets.

By implementing these recommendations and leveraging its strong sales growth, stable
profitability, and investor confidence, Shriram Finance can sustain its growth momentum and
create long-term value for its stakeholders.

In conclusion, Shriram Finance has demonstrated remarkable performance across key financial
metrics over the years, underscoring its robust position in the market. With consistent sales
growth, stable operating profit margins, and fluctuating but generally favorable price-to-
earnings ratios, the company exhibits resilience and adaptability in dynamic market conditions.
The recent surge in sales growth highlights Shriram Finance's agility and strategic acumen in
capitalizing on emerging opportunities. Moving forward, the company should maintain its
focus on operational efficiency, innovation, and investor engagement to sustain its growth
trajectory and enhance shareholder value. By leveraging its strengths and addressing potential
challenges proactively, Shriram Finance is poised to navigate future market dynamics
effectively and continue delivering value to its stakeholders.
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4.6 Muthoot Finance: The Leading Light of NBFCs and a Backbone of the
Indian Economy

Muthoot Finance stands out as more than just an NBFC; it's a household name synonymous
with gold loans and plays a pivotal role in supporting India's economic framework. Let's
explore its position within the NBFC sector and its extensive contributions to the nation's
financial landscape.

NBFC Leader and Gold Loan Pioneer:

Top NBFC by Net Worth: Muthoot Finance claims the title of the largest NBFC in India by net
worth, reflecting its significant financial strength and market dominance within the NBFC
industry.

Gold Loan Supremacy: Muthoot Finance reigns as the undisputed king of gold loans in India,
boasting an estimated market share of 70%. This unparalleled dominance positions Muthoot
Finance as a trusted institution, particularly in rural and semi-urban areas where access to
traditional banking services may be limited.

A Lifeline for the Indian Economy:

Champion of Financial Inclusion: Muthoot Finance champions financial inclusion by offering
gold loans, providing individuals and small businesses with accessible credit options, even in
the absence of formal credit histories. This facilitates economic mobility at the grassroots level
and empowers underserved communities.

Empowering Entrepreneurs: Through gold loans, Muthoot Finance empowers small businesses
to address working capital needs and invest in expansion. This support for entrepreneurship
fuels economic growth and fosters resilience within local economies.

Liquidity Provider in Times of Need: Muthoot Finance serves as a vital resource during
emergencies, allowing individuals to leverage their gold assets for quick loans. This liquidity
provision offers financial security and stability during challenging times, contributing to
overall economic resilience.

Beyond the Glitter of Gold:

Strategic Diversification: Recognizing the importance of diversification, Muthoot Finance
expands its offerings beyond gold loans. Through subsidiaries, it provides housing loans,
personal loans, and money transfer services, catering to a broader customer base and ensuring
long-term sustainability.

Supporting Rural Development: Muthoot Finance's extensive reach into rural and semi-urban
areas indirectly contributes to rural development. By providing accessible gold loans, it
empowers individuals and fosters economic activity in these regions, thereby supporting
overall rural prosperity.

A Legacy of Trust and Continued Growth:

Muthoot Finance's legacy is built on trust, financial security, and empowerment. As it continues
to diversify its offerings, expand its reach, and leverage technology, Muthoot Finance is poised
to maintain its leadership position and make significant contributions to India's economic
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advancement. As the golden giant of NBFCs, it promises to illuminate the path to prosperity
for millions across the nation.

Mar-14 Mar-16 Mar-18 Mar-19 Mar-20 Mar-22
Sales 494735 432452 487491 574638 626652 687821 871464 1055721  11,08.32
Expenses 1076757 1108677 1241187 1479377 1509687 1518247 18663] 187877 189057
Operating Profit 387060 321985 363373 426701 475684 535997 688801 873934 919180
Other Income 0.07 011 010 024 66.36 204 814 17.15 16.07
Depreciation 4746 84.12 57.51 4825 4385 £2.09 43.09 50.71 53.91
Interest 262965 210798 225956 229802 193466 200311 279565 369926 384460
Profit before tax 119356 102786 131676 192098 284469 307681 405741 500652 53093
Tax 41349 35734 507.21 115 1067.13 110467 103911 128434  1355.05
Net profit 780,07 67052 80955 117983 177756 197214 301830 372218 3,95430
EPS 2099 16.85 2029 29.53 44.44 49.22 7527 92.78 98.54
Price to earning 8.20 12.29 8.81 12.49 9.17 1251 8.15 13.00 1351
61315 120590  1330.%

Table 4.6.1 Trend analysis of Profit and loss statement of Muthoot Finance

Source

: Annual Report of Muthoot Finance

Mar-23
10,514.85
2,109.70
8,405.15
28.90
58.31
3,709.31
4,666.43
1,192.89
3,473.53
86.54
1132
979.95

Sales Performance:

e Consistent Growth: Muthoot Finance has demonstrated consistent growth in sales over
the years, with a gradual increase from 4,947.35 in Mar-14 to 10,514.85 in Mar-23.

e Profitability Impact: The steady rise in sales reflects the company's ability to expand its
business operations and cater to growing market demand, contributing positively to its
overall profitability.

Operating Profit and Expenses:

e Increasing Operating Profit: Operating profit has shown a notable increase from
3,870.60 in Mar-14 to 8,405.15 in Mar-23, indicating improved operational efficiency
and effectiveness in managing expenses.

e Rising Expenses: While operating profit has increased, expenses have also risen over
time, albeit at a slower pace. This suggests the need for careful expense management
to maintain profitability margins.

Other Income and Depreciation:

e Volatile Other Income: Other income has shown fluctuations over the years, with
significant spikes in certain periods. This could be attributed to various factors such as
investment gains or one-time income sources.

e Stable Depreciation: Depreciation expenses have remained relatively stable, indicating
consistency in asset utilization and management.

Profitability and Taxation:

e Strong Profit Growth: Net profit has exhibited substantial growth from 780.07 in Mar-
14 to 3,473.53 in Mar-23, reflecting the company's improved profitability and effective
tax management strategies.
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e Impact of Taxation: While profits have grown, taxation has also increased
proportionally, highlighting the importance of tax planning and compliance in
maintaining profitability.

Earnings per Share (EPS) and Price-to-Earnings (P/E) Ratio:

e Improving EPS: EPS has shown a consistent upward trend over the years, indicating
enhanced earnings generation and potential attractiveness to investors.

e P/E Ratio Analysis: The P/E ratio has fluctuated, reflecting changes in investor
sentiment and market valuation of Muthoot Finance's stock. However, the company's
strong earnings growth suggests underlying value and potential for future appreciation.

Recommendations:

e Cost Management: Muthoot Finance should continue focusing on cost management
strategies to mitigate the impact of rising expenses on profitability while maintaining
operational efficiency.

e Diversification: Explore opportunities for diversification in revenue streams or
geographical markets to reduce reliance on a single source of income and enhance
overall stability.

e Investor Communication: Maintain transparent communication with investors to
provide insights into the company's financial performance, growth prospects, and
strategies for value creation.

e Risk Management: Implement robust risk management practices to mitigate potential
risks associated with regulatory changes, market volatility, and economic uncertainties.

e Long-Term Focus: Maintain a long-term perspective in decision-making, prioritizing
sustainable growth and value creation for shareholders over short-term gains.

By adhering to these recommendations and leveraging its strengths, Muthoot Finance can
navigate challenges effectively and capitalize on opportunities for sustained growth and
profitability in the future.

Equity Share Capital 371.71 397.97 399.00 399.48 400.04 400.66 401.04 401.20 401.35 401.45
Reserves 3,892.86 4,685.54 5,220.25 6,116.97 7,411.98 9,392.06 11,170.78 14,837.70 17,943.23 20,660.48
Borrowings 19,477.57 19,436.10 18,567.01 20,985.47 21,167.04 26,833.15 37,130.05 45,946.28 49,811.25 49,734.30
Other Liabilities 1,851.74 2,249.64 2,862.48 3,211.16 1,813.19 1,442.82 1,757.79 2,279.75 2,398.85 1,823.59
Total 25,593.88 26,769.25 27,048.74 30,713.08 30,792.25 38,068.69 50,459.66 63,464.93 70,554.68 72,619.82
Net Block 312.58 257.30 218.48 208.23 20047 192.56 227.78 246.94 267.43 27177
Capital Work in Progress 1441 6.86 8.89 9.97 5.74 22.83 28.74 38.48 45.65 67.43
Investments 35.37 38.49 98.26 209.12 395.43 982.56 1,438.34 1,590.28 1,320.48 1,316.86
Other Assets 25,231.52 26,466.60 26,723.11 30,285.76 30,190.61 36,870.74 48,764.80 61,589.23 68,921.12 70,963.76
Total 25,593.88 26,769.25 27,048.74 30,713.08 30,792.25 38,008.69 50,459.66 63,464.93 70,554.68 72,619.82
Working Capital 23,379.78 24,216.96 23,860.63 27,074.60 28,377.42 35,427.92 47,007.01 59,300.48 66,522.27 69,140.17
Debtors 1,163.97 1,153.90 1,467.26 1,270.60 23.00 16.06 4.73 3.47 2.14 1.61
Inventory - - - - - 0.67 0.67 0.67 0.67 0.43
Debtor Days 85.87 97.39 109.86 80.71 1.34 0.85 0.20 0.12 0.07 0.06
Inventory Turnover - - - - - 10,265.99 13,006.93 15,757.03 16,540.78 24453.14
Return on Equity 18% 13% 14% 18% 23% 20% 26% 24% 22% 16%
Return on Capital Emp 13% 15% 16% 17% 16% 16% 16% 14% 12%
Dividend Payout 28.59% 35.61% 29.57% 20.32% 22.51% 24.38% 19.93% 21.56% 20.30% 25.43%
OoPM 78.24% 74.46% 74.54% 74.26% 75.91% 77.93% 79.04% 82.78% 82.94% 79.94%
. . ,
Table 4.6.2 Trend analysis of Muthoot Finance’s Balance Sheet
Source: Annual Report of Muthoot Finance
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Stable Equity: Muthoot Finance has maintained a stable equity base over the years,
indicating consistency and reliability in its capital structure. This stability provides a
strong foundation for the company's operations and growth initiatives without diluting
shareholder ownership.

Impact: A stable equity base instills investor confidence and reduces the risk of financial
instability, enabling the company to access capital markets more effectively when
needed.

Increasing Reserves: The consistent growth in reserves reflects the company's ability to
generate profits and retain earnings over time. This accumulation of reserves
strengthens Muthoot Finance's financial position, providing a cushion against economic
downturns and supporting future expansion plans.

Impact: Increasing reserves enhance the company's capacity for reinvestment, debt
repayment, and dividend distributions, thereby improving shareholder value and
mitigating financial risks.

Debt Management:

Fluctuating Borrowings: While borrowings have shown fluctuations, the overall debt
levels have remained manageable relative to the company's financial capacity. This
suggests that Muthoot Finance adopts a prudent approach to debt management,
balancing the need for external financing with the goal of minimizing financial risk.
Impact: Fluctuations in borrowings may reflect strategic decisions to capitalize on
market opportunities or adjust to changing economic conditions while maintaining
financial flexibility and sustainability.

Stable Other Liabilities: The stability in other liabilities indicates disciplined financial
management practices, where the company maintains a consistent level of obligations
apart from borrowings. This stability could signify effective working capital
management and prudent allocation of resources.

Impact: Stable other liabilities contribute to the company's overall financial stability,
reducing the risk of liquidity constraints and financial distress while enhancing investor
confidence in the company's ability to meet its obligations.

Asset Composition:

Asset Growth: The steady growth in total assets reflects Muthoot Finance's expansion
strategies and investment in operational infrastructure. This growth signifies the
company's ability to deploy resources efficiently to support business growth and
capitalize on market opportunities.

Impact: Increasing total assets indicate the company's ability to scale operations,
penetrate new markets, and diversify revenue streams, thereby strengthening its
competitive position and long-term sustainability.

Investment Portfolio: Muthoot Finance's diversified investment portfolio suggests a
strategic approach to asset allocation aimed at optimizing returns and managing risk.
By diversifying its investments across different asset classes, the company can mitigate
concentration risk and enhance portfolio resilience.

Impact: A diversified investment portfolio can provide stability to earnings, reduce
volatility, and improve overall portfolio performance, contributing to sustainable long-
term growth and shareholder value creation.
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Working Capital:

Increasing Working Capital: The consistent increase in working capital indicates that
Muthoot Finance has ample liquidity to support its day-to-day operations and expansion
initiatives. This higher liquidity enhances the company's ability to meet short-term
obligations and capitalize on growth opportunities.

Impact: Increasing working capital provides a buffer against liquidity challenges,
reduces the reliance on external financing, and supports operational efficiency, thereby
driving sustainable growth and profitability.

Efficient Debtor Management: The decreasing trend in debtor days and improving
inventory turnover suggest that Muthoot Finance has been successful in managing its
receivables and inventory levels efficiently. This efficiency enhances cash flow
generation and working capital optimization.

Impact: Efficient debtor management and inventory turnover improve liquidity, reduce
the risk of bad debts, and enhance overall operational efficiency, contributing to higher
profitability and financial stability.

Profitability Metrics:

Robust Return on Equity (ROE): Muthoot Finance has demonstrated robust ROE over
the years, indicating efficient utilization of shareholder funds to generate profits. This
signifies the company's ability to generate higher returns for its equity investors.
Impact: A high ROE reflects the company's profitability and efficiency in deploying
capital, attracting investors seeking higher returns and boosting shareholder confidence.
Stable Return on Capital Employed (ROCE): The stable ROCE suggests that Muthoot
Finance has been able to maintain consistent profitability relative to its capital
employed. This indicates effective capital allocation and operational efficiency.
Impact: Stable ROCE signifies the company's ability to generate returns on investments
made in its operations, indicating financial health and long-term sustainability.
Dividend Payout Ratio: Muthoot Finance has maintained a reasonable dividend payout
ratio over the years, balancing the distribution of profits to shareholders with the
retention of earnings for reinvestment. This approach ensures a fair return to
shareholders while supporting future growth initiatives.

Impact: A balanced dividend payout ratio enhances shareholder value by providing
income stability and signaling the company's confidence in its financial strength and
growth prospects.

Operating Performance:

High Operating Profit Margin (OPM): Muthoot Finance has consistently maintained
high OPM, indicating efficient cost management and pricing strategies. This reflects
the company's ability to generate profits from its core operations while controlling
expenses.

Impact: High OPM enhances profitability, cash flow generation, and overall financial
performance, positioning the company for sustained growth and competitive advantage.
Improving OPM: The increasing trend in OPM further underscores Muthoot Finance's
operational efficiency and ability to enhance profitability over time. This improvement
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may result from strategic initiatives to streamline operations, optimize resources, or
capitalize on economies of scale.

Impact: Improving OPM indicates ongoing efforts to enhance operational efficiency
and profitability, which can lead to higher earnings, shareholder value creation, and
market competitiveness.

Recommendations:

Debt Management: Continuously monitor and manage borrowings to maintain an
optimal debt-to-equity ratio, ensuring financial flexibility and minimizing interest
costs.

Asset Quality: Regularly review and assess the quality of investments and assets to
align with strategic objectives, mitigate risks, and optimize returns.

Working Capital Efficiency: Implement measures to further optimize working capital
management, including debtor and inventory management, to enhance liquidity, reduce
costs, and improve operational efficiency.

Profitability Enhancement: Focus on sustaining and improving profitability metrics
through operational efficiencies, cost optimization, and revenue growth initiatives.
Investor Communication: Maintain transparent communication with investors
regarding financial performance, strategies, and future outlook to foster trust, attract
investment, and support long-term shareholder value creation.

Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22
Cash from Operating Activity 5,726.19 -460.29 213.62 -1,709.78 -86.89 -3,858.07 -4,458.02 -1,476.52 -1,141.54
Cash from Investing Activity -2.58 -16.23 -67.12 -134.35 -193.89 -584.88 -428.87 4757 407.63
Cash from Financing Activity -5,106.59 254.19 -1,204.38 2,457.23 -553.58 5,701.24 8,677.98 9,041.08 2,795.72
Net Cash Flow 617.02 -222.34 -1,057.88 613.10 -834.36 1,258.29 3,791.08 1,612.13 2,061.82

-1,901.72
187.55

-1,035.54
-2,749.71

Table 4.6.3 Trend analysis of Cashflow statement of Muthoot Finance

Source: Annual Report of Muthoot Finance

Operating Cash Flow:

Volatility in Operating Cash Flow: Muthoot Finance experienced fluctuations in
operating cash flow over the years, ranging from positive to negative. This volatility
may be attributed to changes in business operations, economic conditions, or regulatory
factors affecting cash inflows and outflows.

Impact: Volatility in operating cash flow could pose challenges in managing day-to-day
expenses and meeting financial obligations, highlighting the importance of effective
cash flow management practices to ensure stability and sustainability.

Negative Operating Cash Flow in Some Years: The occurrence of negative operating
cash flow in certain years, such as Mar-15, Mar-17, and Mar-22, indicates periods
where cash generated from core operations was insufficient to cover operating
expenses. This raises concerns about the company's ability to generate sustainable cash
flows from its primary business activities.

Impact: Negative operating cash flow may signal underlying operational inefficiencies,
declining profitability, or liquidity challenges, necessitating a closer examination of
cost structures, revenue streams, and working capital management practices.
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Investing Cash Flow:

Negative Investing Cash Flow: Muthoot Finance reported negative investing cash flow
in most years, indicating higher capital expenditures or investments in assets than cash
proceeds from asset disposals or investments. This suggests that the company is actively
investing in expanding its business operations or acquiring new assets to support growth
initiatives.

Impact: Negative investing cash flow reflects the company's commitment to long-term
growth and strategic investments, which could enhance future revenue generation,
profitability, and market competitiveness.

Financing Cash Flow:

Varied Financing Activities: Muthoot Finance's financing cash flow exhibited
variability across different years, with fluctuations in cash flows from financing
activities such as debt issuance, equity financing, or dividend payments. These
fluctuations may reflect changes in the company's capital structure, financing strategies,
or shareholder distributions.

Impact: Varied financing activities highlight the company's flexibility in capital
management and its ability to adapt to changing market conditions or funding
requirements while balancing the interests of various stakeholders.

Net Cash Flow:

Mixed Net Cash Flow Trends: The net cash flow from operating, investing, and
financing activities resulted in mixed trends over the years, with periods of positive and
negative net cash flow. While positive net cash flow indicates healthy cash generation
and liquidity, negative net cash flow may signal cash flow challenges or investment
outflows exceeding cash inflows.

Impact: Mixed net cash flow trends underscore the importance of maintaining adequate
liquidity, optimizing cash flow generation, and aligning investment decisions with
strategic objectives to sustain financial health and support growth initiatives.

Recommendations:

Operating Cash Flow Stability: Implement measures to stabilize operating cash flow by
improving revenue diversification, enhancing operational efficiency, and optimizing
working capital management practices.

Investment Strategy: Evaluate investment decisions rigorously to ensure alignment
with strategic objectives, risk-return considerations, and cash flow requirements,
aiming to maximize returns while maintaining financial flexibility.

Capital Structure Management: Continuously monitor and manage the company's
capital structure to optimize debt-equity ratios, minimize financing costs, and maintain
investor confidence, while balancing the need for external funding with long-term
financial sustainability.

Cash Flow Forecasting: Enhance cash flow forecasting capabilities to anticipate
liquidity needs, mitigate cash flow volatility, and make informed decisions regarding
financing, investment, and dividend policies.
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e Transparency and Communication: Maintain transparent communication with
stakeholders regarding cash flow performance, financial strategies, and risk
management practices to foster trust, enhance investor confidence, and support long-
term value creation.

TRENDS: 10 YEARS 7 YEARS 5 YEARS 3 YEARS RECENT BEST WORST
Sales Growth 8.74% 11.61% 10.91% 6.46% 14.88% 14.88% 6.46%
OPM 78.93% 79.67% 80.81% 81.91% 79.62% 81.91% 78.93%
Price to Earning 11.28 11.85 12.19 13.13 14.68 14.68 11.28

Table 4.6.1 Trend analysis of Muthoot Finance

Source: Annual Report of Muthoot Finance

Sales Growth:

e Consistent Growth: Muthoot Finance has demonstrated consistent sales growth over
the past decade, albeit with some fluctuations. The sales growth rate has generally
remained positive, indicating the company's ability to expand its business and increase
revenue streams.

e Impact: The sustained sales growth reflects the effectiveness of the company's business
model, market demand for its services, and its ability to capitalize on growth
opportunities in the financial sector.

Operating Profit Margin (OPM):

e High Operating Profit Margin: Muthoot Finance has maintained a consistently high
operating profit margin over the years, peaking at 81.91% in the recent period. This
indicates the company's efficiency in generating profits from its core operations while
effectively managing operating expenses.

e Impact: A high operating profit margin reflects the company's strong pricing power,
cost management strategies, and competitive positioning, enhancing profitability and
shareholder returns.

Price to Earning (P/E) Ratio:

¢ Increasing P/E Ratio: The price to earning ratio has shown an increasing trend, reaching
its highest level at 14.68 in the recent period. This indicates that investors are willing
to pay a higher price for each unit of earnings, reflecting favorable market sentiment
and perceived growth prospects.

e Impact: A rising P/E ratio suggests increasing investor confidence, expectations of
future earnings growth, and a premium valuation for the company's shares in the
market.

Recommendations:

e Sustainable Growth Strategies: Continue to focus on sustainable growth strategies,
including expanding product offerings, diversifying revenue streams, and leveraging
technology to enhance operational efficiency and customer reach.
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e Margin Management: Maintain a disciplined approach to cost management and
operational efficiency to sustain high-profit margins, ensuring long-term profitability
and financial stability.

e Investor Communication: Effectively communicate the company's growth prospects,
financial performance, and strategic initiatives to investors to maintain market
confidence and support favorable valuation metrics.

e Risk Mitigation: Proactively identify and mitigate risks associated with market
volatility, regulatory changes, and economic uncertainties to safeguard profitability and
shareholder value.

e Long-Term Value Creation: Focus on long-term value creation by prioritizing
investments in innovation, talent development, and customer-centric initiatives to
strengthen competitive advantages and drive sustainable growth.

In conclusion, Muthoot Finance has exhibited robust financial performance and strategic
resilience over the years, as evidenced by its consistent sales growth, high operating profit
margins, and increasing price-to-earnings ratio. The company's ability to sustain
profitability, even amidst economic challenges, underscores its strong market position and
effective management practices. With a history of delivering value to shareholders and
investors, Muthoot Finance remains well-positioned to capitalize on opportunities in the
financial services sector
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4.7 Comparison among 5 NBFCs

Dominance in
NBFC Sector

Market Focus

Financial
Contributions

Technological
Innovation

Strategic

Diversification

Market
Share/Position

Key Strengths

Loan Products
Offered

Power Finance
Corporation
Ltd. (PFC)

Largest NBFC
in India by net
worth

Power sector
financing

Backbone of
power sector,
substantial
government
revenue
contributor

Focused on
power sector
expertise

Exclusive focus
on power sector

20% market
share in power
sector financing

Financial
strength, power
sector expertise

Primarily
project finance
and
infrastructure
loans

Larsen &
Toubro
Finance

Holdings Ltd.
(LTFH)

Prominent
position in
various
segments

Diversified
portfolio

Significant
market
presence,
supports
economic
growth

Leverages
technology for
operational
efficiency

Diversified
offerings across
retail and
wholesale
finance

Leader in
specific
segments, €.g.,
11% market
share in two-
wheeler
financing
Diversified
portfolio,
market
leadership in
specific
segments
Home loans,
two-wheeler
loans,
infrastructure
financing

Table 4.7.1 Comparison among 5 NBFCs

Bajaj Finance
Limited (BFL)

Premier NBFC,
2nd largest
NBFC in upper
layer

Retail lending

Champion of
financial
inclusion,
support for
MSME's,
consumption
engine

Prioritizes
innovation in
financial
services

Diversified loan
products beyond
gold loans

2nd largest
NBFC in upper
layer, significant
market presence
in retail lending

Market
leadership,
champion of
financial
inclusion

Consumer loans,
personal loans,
two-wheeler
loans

Shriram
Finance

Leader in retail
NBFCs

Retail lending

Financial
empowerment,
support for
small
businesses,
liquidity
provider

Embraces
digital
transformation

Diversification
post-merger,
focus on various
lending
segments

Dominant in
two-wheeler and
used
commercial
vehicle
financing

Leader in retail
NBEFCs,
diversified
offerings

Vehicle
financing,
personal loans,
housing loans

Muthoot
Finance

Largest NBFC
in India by net
worth, Leader in
gold loans

Gold loans and
other financial
services
Champion of
financial
inclusion,
support for
small
businesses,
liquidity
provider
Expanding
offerings,
technology
adoption
Expanding
beyond gold
loans, offering
housing loans,
personal loans,
etc.

Estimated 70%
market share in
gold loans

Leader in gold

loans, extensive

network, brand
reputation

Gold loans,
housing loans,
personal loans
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Chapter-3




Suggestions and Recommendations

e Diversification of Funding Sources:

While total borrowings remain a significant source of funds for NBFCs, there's a notable
decrease in other sources of funds over the years. It's advisable for NBFCs to diversify their
funding sources to reduce dependency on a single channel.

Recommendation: NBFCs should explore opportunities to attract investments from a wider
range of sources, including equity investors, institutional investors, and international markets.
Initiating bond issuances, securitization, and exploring alternative financing options can
provide additional liquidity and reduce reliance on traditional borrowing avenues.

e Enhanced Risk Management Practices:

The trends in Gross NPA ratio and Net NPA ratio highlight the importance of robust risk
management practices to maintain asset quality and financial stability.

Recommendation: NBFCs should prioritize strengthening their risk assessment mechanisms,
credit underwriting standards, and recovery procedures. Investing in advanced analytics,
machine learning algorithms, and predictive modeling can help identify early warning signals
of credit deterioration and proactively manage non-performing assets.

e Focus on Digital Transformation:

Several NBFCs are leveraging technological innovations to enhance operational efficiency,
improve customer experience, and expand their reach.

Recommendation: NBFCs should accelerate their digital transformation initiatives by investing
in cutting-edge technologies such as artificial intelligence, robotic process automation, and
blockchain. Developing user-friendly mobile applications, and offering personalized financial
services can attract a broader customer base and drive competitive advantage.

e Promotion of Financial Inclusion:

NBFCs play a crucial role in promoting financial inclusion by catering to underserved segments
of society, including MSMEs and rural populations.

Recommendation: NBFCs should continue their efforts to expand financial services to remote
and underbanked areas, focusing on tailored product offerings, simplified loan approval
processes, and financial literacy programs. Collaborating with government initiatives, NGOs,
and local communities can facilitate greater outreach and impact.

e Strategic Partnerships and Alliances:

Collaboration with other financial institutions, fintech startups, and industry players can foster
innovation, expand market reach, and drive business growth.

Recommendation: NBFCs should explore strategic partnerships and alliances to access new
customer segments, share expertise, and leverage complementary strengths. Collaborating with
fintech firms can facilitate the adoption of innovative technologies and offer new avenues for
customer acquisition and service delivery.
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e Sustainable Business Practices:

As demonstrated by Muthoot Finance's focus on gold loans and rural empowerment,
sustainable business practices can contribute to long-term growth and societal impact.

Recommendation: NBFCs should integrate environmental, social, and governance (ESG)
factors into their business strategies, emphasizing responsible lending practices, community
engagement, and environmental stewardship. Adopting ESG frameworks, conducting regular
impact assessments, and transparently reporting on sustainability initiatives can enhance brand
reputation and stakeholder trust.

e Continuous Monitoring and Adaptation:

Given the dynamic nature of the financial industry and regulatory landscape, NBFCs must
remain agile and adaptable to emerging trends and regulatory changes.

Recommendation: NBFCs should establish robust monitoring mechanisms to track key
performance indicators, market developments, and regulatory updates. Conducting regular
stress tests, scenario analyses, and risk assessments can help anticipate challenges and
proactively adjust business strategies to mitigate risks and seize opportunities.

These recommendations aim to address key areas identified in the trend analysis and align with
the overarching objectives of assessing financial performance, identifying trends, evaluating
impact on the economy, and comparing NBFCs. By implementing these suggestions, NBFCs
can strengthen their competitive positioning, drive sustainable growth, and contribute
meaningfully to India's economic development and financial inclusion objectives.

Conclusion

In conclusion, the study on the financial performance and growth of Non-Banking Financial
Companies (NBFCs) has provided comprehensive insights into various aspects of the NBFC
sector, fulfilling the outlined objectives effectively.

Firstly, the analysis of key financial indicators such as sales growth, profitability margins, asset
quality ratios (Gross NPA ratio and Net NPA ratio), and capital adequacy (Capital to Risk-
Weighted Assets Ratio - CRAR) has offered a nuanced understanding of NBFCs' financial
health. By examining trends over multiple years, the study has identified patterns and
fluctuations in performance, enabling stakeholders to assess the sector's stability and resilience.

Secondly, the study has delved into the sources of funds for NBFCs, analyzing the composition
and dynamics of their funding structures. By scrutinizing trends in share capital, reserves,
borrowings, and other sources, the research has shed light on the sector's financial strategies
and resource allocation practices, aiding in risk assessment and strategic decision-making.

Thirdly, the impact of NBFCs on the Indian economy has been thoroughly evaluated,
emphasizing their role in financial inclusion, infrastructure development, support for MSMEs,
and overall economic growth. Through case studies of prominent NBFCs like Power Finance
Corporation Limited (PFCL), Larsen & Toubro Finance Holdings Ltd. (LTFH), Bajaj Finance
Limited (BFL), Shriram Finance, and Muthoot Finance, the study has demonstrated the sector's
multifaceted contributions to India's economic landscape.
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Lastly, the comparative analysis of key NBFCs has provided valuable insights into their
performance and contributions, enabling stakeholders to identify market leaders, assess
competitive dynamics, and benchmark against industry peers.

Overall, the study has successfully achieved its objectives by offering a comprehensive
overview of NBFCs' financial performance, growth trajectory, and impact on the Indian
economy.
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