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Shriram Transport Finance (SHTF) is one of the key beneficiaries of 

cyclical rebound in rural economy and commercial vehicle upcycle. 

AUM growth, sharp recovery in earnings, better EPS trajectory and 

RoE improvement provides a case for further re-rating in the stock.  
 

Stronger cyclical CV demand to support AUM growth 

SHTF is a beneficiary of the on-going commercial vehicle ‘super-cycle’. 

Further, CV segment in FY18 has registered a growth of 19.9% on a yoy 

basis whereas; from Feb 2018 to April 2018 CV industry has registered 

~38% yoy volume growth. We expect strong AUM growth going ahead 

in both, used and new vehicle finance. With company’s increasing rural 

penetration and improvement in rural demand have led to improved 

used vehicle sales. This along with pre-buying expectation due to 

implementation of BS-VI augurs well for the new vehicle AUM growth 

(SHTF’s ~11% product portfolio). Its rural area concentration in FY18 of 

the total AUM has improved by 49.3% yoy to 32.5% of AUM. We are 

projecting an AUM CAGR of ~18.4% over FY18-20E vs. 14.4% AUM 

growth registered over FY16-18. 
 
 

 

Strong earnings growth to drive re-rating:  

We believe the company’s GNPA and credit cost would decline with 

improving collection efficiency, aiding earnings. Its GNPA is expected 

to decline by 202bps to 7.13% over FY18-20E (from 9.15% in Q4FY18). 

Better AUM growth, stable NIMs, controlled credit costs and 

moderating cost ratios would support our estimate of ~40.7% earnings 

CAGR over FY18-20E. We expect RoA to improve by 92bps to 2.8% over 

FY18-20E. At 1.9x FY20E P/BV, it trades at a discount to its peers. 

Considering multiple growth levers, we value the stock at 2.4x FY20E 

P/BV and recommend BUY with a target price of `1,851. 
 
 

 

Financial Summary 
Standalone `Cr. FY17 FY18 FY19E FY20E 
NII 5,521 6,735 8,336 10,042 
Total Income 5,597 6,982 8,418 10,126 
PPOP 4,368 5,494 6,593 7,927 
PAT 1,257 1,568 2,480 3,104 
Growth (%) yoy  6.7 24.7 58.1 25.2 
P/BV (x) 2.9 2.6 2.3 1.9 
RoE (%) 11.1 13.1 18.2 19.3 
RoA (%) 1.7 1.9 2.6 2.8 
Cost to Income Ratio (%) 22.0 21.8 21.9 21.9 
CAR (%) 16.9 16.9 14.3 14.3 

Source: Company,  IIFL Research
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 Balance sheet 
Standalone `Cr. FY17 FY18 FY19E FY20E 

Liabilities     

Networth 11,302 12,572 14,736 17,498 

Borrowings 38,681 48,052 57,235 68,184 

Other long term liabilities 1,405 1,633 1,715 1,801 

Long Term Provisions 3,894 5,445 2,841 3,232 

Other current liabilities 18,584 20,116 22,876 26,898 

Trade Paybles 134 220 222 224 

Short term provisions 402 432 436 441 

Total liabilities 74,403 88,470 100,062 118,277 

Assets     

Fixed assets 84 120 138 159 

Non-current investments 1,497 1,480 1,465 1,479 

Long term loans and advances 47,309 58,152 69,343 82,627 

Short-term loans and advances 20,526 24,588 26,403 30,703 
Differed tax assets 362 429 438 446 
Other current assets 134 64 112 102 
Cash and cash equivalents 4,441 3,638 2,164 2,761 

Total assets 74,403 88,470 100,062 118,277 
Source: Company, IIFL research 
 
Peer Comparison  

Companies  
 FY20E  

P/BV (x) RoA (%) RoE (%) 

Sundaram Finance Ltd 3.6 2.7 18.1 

M&M Financial Services Ltd 2.3 2.4 15.5 

Shriram Transport Finance Ltd 1.9 2.8 19.3 

Cholamandalam Investment & Finance 3.3 3.1 21.5 
Source: Company, IIFL Research 
 

Shriram Transport Finance is available at a cheaper valuation i.e. 1.9x 

FY20E P/BV, despite the higher return ratios expectation in FY20E.  

 

Falling credit cost to drive return ratios 

Credit costs for the company over FY15-18 have increased by 130bps 

to 4.2% due transition from 180 dpd to 90 dpd in FY18. We expect 

SHTF’s credit costs to decline to 2.5% and 2.4% in FY19E and FY20E 

respectively. During the previous CV up-cycle, the credit cost was 

~2.3%. SHTF’s asset quality is linked to broader economic recovery and 

pick up in industrial activity. 

We expect SHTF’s credit costs to decline to 

2.5% and 2.4% in FY19E and FY20E 

respectively 

Shriram Transport Finance is available at a 
cheaper valuation at 1.9x FY20E P/BV, 
despite the higher return ratios 
expectation in FY20E 
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 Management has also indicated that recoveries are strong due to 

better collection efficiency and delinquencies are coming off due to 

strong sector cyclicality. Vehicle re-sale rates are also steady across the 

products due to strong CV demand. The decline in credit cost would 

lead to higher return ratios. We project an improvement in the 

company’s RoA/RoE from the lows of 1.7%/11.1% in FY17 to 

2.8%/19.3% in FY20E.  

 
Exhibit 1: Falling credit costs to aid return ratios 

 
 

Source: Company, IIFL Research 
 

With the easing of infrastructure constraints, an improvement in 
transporters cash flows is being witnessed, which would lead to 
recovery in the company’s asset quality. SHTF’s GNPA ratio is expected 
to fall by 202bps to 7.13% over FY18-20E. 
 
Exhibit 2: Higher recoveries to improve asset quality 

 

 
 

Source: Company, IIFL Research 
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SHTF’s GNPA ratio is expected to fall by 

202bps to 7.13% over FY18-20E 
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AUM growth is expected to show strong demand backed by recovery 
in CV cycle and recovery in rural economy. Also company would be 
able maintain NIMs at ~7.5% over FY18-20. This will lead to ~22% CAGR 
growth in NII over FY18-20E. 
 
Exhibit 3: Higher AUM growth & stable NIMs to help NII growth 

 

 
 

Source: Company, IIFL Research 
 

The company is more of focusing in rural area, since it enjoys higher 
lending rates in rural region, which will help it to compensate 
increasing funding cost. 
 

Exhibit 4: SHTF rural focus to compensate rising funding cost 
 

 
 

Source: Company, IIFL Research 

8

21
19

18

7 8 7 8

 -

 2,000

 4,000

 6,000

 8,000

 10,000

 12,000

0

5

10

15

20

25

FY17 FY18 FY19E FY20E

NII (Rs cr) [RHS] AUM growth (%) [LHS]

10.1

9.3
9.7

10.1

7.2
7.5 7.4 7.5

13.8

15.4 15.4 15.1

13.0

13.5

14.0

14.5

15.0

15.5

16.0

2

3

4

5

6

7

8

9

10

11

FY17 FY18 FY19E FY20E

Cost of Funds (%) [LHS] NIMs (%) [LHS] Average yield on adv (%) [RHS]

Given the predominance of used vehicles in 

SHTF’s portfolio, moderate rise in cost of funds 

can be passed on to its rural customers, thus 

maintaining NIMs 
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 Snapshot of the company 

Shriram Transport Finance (SHTF) provides financing for vehicles such 

as CVs (both pre-owned and new), tractors and passenger vehicles. In 

addition, it also finances for loans like accidental repair loans, tyre 

loans and working capital finance, etc. Segment wise it has ~84% in 

used CV financing, ~11% in new CV financing and ~5% in other business 

segment. It is the largest financier of Commercial Vehicles (CVs) in 

India with AUM of `95,306cr as of March 2018. It has pan India 

presence with 1,213 branches and 862 rural centres as on March 31, 

2018. Banks and Institutional constituted 85.4% of its borrowing 

profile in FY18, whereas rest was contributed by retail. For FY18, GNPA 

and NNPA stood at 9.15% and 2.83% respectively on 90 dpd, net 

interest margin was 7.5%, capital adequacy ratio was at 16.15% and 

cost-to-income ratio stood at 20.6%.  

 

Exhibit 5: Loan Mix (%) 

 
 

Source: Company, IIFL Research 

 

 

 
 
 
 
 
 
 
 
 
 

0

10

20

30

40

50

60

HCVs M&LCVs Passenger
Vehicles

Tractors Others

FY18 FY19E FY20E

It is the largest financier of Commercial 

Vehicles (CVs) in India and enjoys a large 

market share of ~25% in the used-CV 

financing market  
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Rural area constitutes 32.5% of its total AUM, while the rest is in urban 
area. The company enjoys a large market share of ~25% in the used CV 
financing market and ~6% in the new CV financing segment. 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

Key Risks 
 

Rising fuel prices 

The rising global fuel price to have some pressure on the margins and 

business of commercial vehicle transporters. This scenario could affect 

SHTF’s recoveries and AUM growth and may hamper its asset quality 

and financials. 
 

Deficient monsoon 

India had two consecutive good monsoons, which created a good 

economic activity in the rural area and improved rural demand. The 

agri output also has been quite strong and that has created a lot of 

movement and demand for the used vehicle. Rural India normally buys 

used vehicle and LCVs, hence this forms most of the AUM for SHTF. 

However, in the case of deficient monsoon in the country, rural income 

would be impacted, which would subsequently affect the performance 

of the company. 
 

Rising bond yield 

India has been facing liquidity challenge since more than a year, which 

led to rise in bond yields and interest rates. If there is significant rise in 

The global fuel price increase to pressurize 

margins and business of commercial vehicle 

transporters and could affect AUM 

In the case of deficient monsoon, rural 

income would be impacted, which would 

subsequently affect the performance of SHTF 

 

Exhibit 6: Business Mix (%) 

 

 
 

Source: Company, IIFL Research 
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 interest rates, then it could exert some pressure on the borrowing cost 

for the company and may affect its financials.  
 

Old vehicle scrappage policy 

If the respective state governments announce old vehicle scrappage 

policy, then it could lead to decline in the asset on which financing has 

been done. This will result into deteriorating asset quality for SHTF and 

will hurt its profits. 
 

Industry Section 
 

Higher economic growth drives higher CV demand 

The IMF has forecast India’s GDP growth at 7.4% in CY 2018E and 7.8% 

in CY 2019E. Surging demand in the economy, which is supported by 

conducive factors such as moderate inflation, two consecutive good 

monsoons, pick up in core sector growth, improved investment 

climate, increasing demand from logistics companies catering to e-

commerce, government infrastructure push like Bharatmala and 

Sagarmala projects and structural reforms like GST. Further, steady 

revival in the global economy in 2018 should provide impetus to India’s 

exports further. 
 

All these factors lead to an uptick in economic activity, which bodes 

well for the demand of new and used Commercial Vehicles and 

improvement in freight rates (beneficial for the used vehicle CV 

operators). SHTF to benefit due to this increased CV demand, as ~84% 

of its AUM deals is in to used vehicle finance.  
 

Auto Finance Industry: Long term growth potential  

The profitability of the vehicle finance industry was on lower side in 

FY17 on account of pressure on yields due to short-term weakness in 

demand caused by slower economic activity. However, lower cost of 

funds and better funding mix will help marginal improvement in 

profitability over FY18-20E. Vehicle finance is expected to grow at a 

CAGR of 15% over FY18-20E. Considering the projected rise in 

population, vehicle penetration levels are expected to improve from 

currently 20 cars per 1,000 people to 25-27 cars per 1,000 people in 

the next five years. Moreover, new model launches and expectation of 

stable crude price coupled with government spending would support 

Vehicle finance is expected to grow at a 

CAGR of 15% over FY18-20E 
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 OEM volumes. CV segment in FY18 has registered a growth of 19.9% 

on a yoy basis. M&HCV has grown by 12.48% yoy and LCV has grown 

by 25.42% yoy.  
 

Passenger Vehicles Industry 
 

Overall demand drivers  
 

1. Higher rural income would drive rural sales, which in turn will 

boost the sales of small cars.  

2. Replacement demand will rise on the back of higher 

affordability, competitively priced launches and easy 

availability of finance.  

3. New model launches shall enhance demand. Improving 

demand outlook for PVs would aid SHTF to improve its loan 

book. 
 

Commercial Vehicles Industry 
 

Overall demand drivers  
 

1. Hub-spoke model, improved infra to drive sales of higher 

tonnage vehicle.  

2. ICV expected to grow at faster pace aided by e-commerce 

demand.  

3. Tipper sales to propel with improvement in mining/ 

construction in longer term.  

4. Government’s big bang road sector investment should propel 

demand for commercial vehicles. 

5. The near normal monsoon should revive rural demand. 

6. The prospects for the pre-owned CV financing remains strong 

given the large unorganized market and significant entry 

barriers. 
 

Tractors Industry 
 

Overall demand drivers  
 

1. Near normal monsoon over last two years has improved rural 

prospects. Income parameters (MSP; crop output) as well as   

New model launches shall enhance demand; 

improving demand outlook for PVs would aid 

SHTF to improve its loan book 

Government’s big bang road sector 

investment should propel demand for 

commercial vehicles 
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 demand indicators (infra development, sand mining) are 

expected to be favorable going ahead.  

2. India is amongst the lowest in farm mechanization compared to 

global peers – which presents a significant scope for SHTF to 

increase sales of tractor vehicles. 
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Disclaimer 

Recommendation Parameters for Fundamental/Technical Reports: 
 
Buy – Absolute return of over +10% 
Accumulate – Absolute return between 0% to +10% 
Reduce – Absolute return between 0% to -10% 
Sell – Absolute return below -10% 
 
Please refer to http://www.indiainfoline.com/research/disclaimer for recommendation parameter, analyst disclaimer and other disclosures.  
 
IIFL Securities Limited (Formerly ‘India Infoline Limited’), CIN No.: U99999MH1996PLC132983, Corporate Office – IIFL Centre, Kamala City, 
Senapati Bapat Marg, Lower Parel, Mumbai – 400013 Tel: (91-22) 4249 9000. Fax: (91-22) 40609049, Regd. Office – IIFL House, Sun Infotech 
Park, Road No. 16V, Plot No. B-23, MIDC, Thane Industrial Area, Wagle Estate, Thane – 400604 Tel: (91-22) 25806650. Fax: (91-22) 25806654 
E-mail: mail@indiainfoline.com Website: www.indiainfoline.com, Refer www.indiainfoline.com for detail of Associates. 
 
Stock Broker SEBI Regn.: INZ000164132, PMS SEBI Regn. No. INP000002213, IA SEBI Regn. No. INA000000623, SEBI RA Regn.:- INH000000248 
 
 
 
 
For Research related queries, write at research@iifl.com 
  
For Sales and Account related information, write to customer care: cs@iifl.com or call on 91-22 4007 1000 
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