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Aavas Financiers is an affordable housing finance company, primarily 

serving low & middle income self-employed customers in semi-urban and 

rural areas in India. They offer customers home loans for the purchase or 

construction of residential properties and for extension and repair of 

existing housing units with AUM of | 4,359 crores as on June 30, 2018. 

 

As on June 30, 2018, the company has 166 branches across 95 districts in 

eight states with significant exposure to Rajasthan, Gujarat, Maharashtra 

and Madhya Pradesh. The company employs 1996 personnel and have 

57,049 loan accounts. 

Key business aspects 

Customer-centric business model with complete in house souring 

The company does not involve any intermediary and sources the 

customer in-house, with the branches acting as a single point of contact 

for them. The ability to directly control the end-to-end process has helped 

reduce the average turnaround-time from 21 days in FY14 to 13 days in 

FY18, and were able to achieve a turnaround-time of 10 days in 54.22% of 

cases in FY18. This helps maintain an ongoing relationship, mitigate 

underwriting and default risks with FY18 GNPA ratio at 0.3%. 

Deep penetration in rural areas characterised by low competition 

Aavas Financiers has a deep footprint in India's rural and semi urban 

areas, putting it in a strategic position to tap into significant growth 

opportunities that exist in this financially weaker and low customer 

segment earnings, characterised by lower competition. Also, 61.22% of 

gross loan assets were from customers who belonged to the 

economically weaker section and low income group, earning less than | 

50,000/month while 36.27% of gross loan assets were from customers 

who were new to credit. As of Q1FY19, it covered 95 districts in eight 

states in India (Rajasthan, Gujarat, Maharashtra, Madhya Pradesh, etc) 

through 166 branches and 1996 loan officers. The same led to loan 

growth at ~78% CAGR from FY14-18 and NIMs at 7.25% as on FY18. 

Robust, comprehensive credit assessment, risk management & 

technology 

The company follows a systematic methodology in selection of new 

geographies. Robust customer selection by way of customer profiling, 

effective credit risk management is reflected in portfolio quality indicators 

such as robust repayment rates, stable PAR and low rates of GNPA and 

NNPA. Adoption of digital service delivery mechanisms enables it to be 

more efficient, customer friendly and over time perform more reliable 

data analytics, resulting in target customer profiling, tailor made products 

to improve customer satisfaction and aim for higher market share. 

Concerns 

 High concentration in western India 

 Self-employed borrowers more vulnerable to economic cycle 

 Competition from banks & financial institutions 

 Inability to recover full value of collateral could affect performance  

Priced at 4.3x P/ABV (post issue FY18 ABV) on higher band 

At the IPO price band of | 818-821, the stock is available at a multiple of 

4.3x FY18 ABV (post issue) at the upper end of the price band. Post issue 

market capitalisation is at ~| 6450 crore. 

Aavas Financiers Ltd 

Price band | 818-821 

Rating matrix 

 

Rating : Unrated 

 

Issue Details 

Issue Opens 25-Sep-18

Issue Closes 27-Sep-18

Issue Size (| Crore) 1729-1734

Price Band (|) 818-821

No of Shares on Offer (crore) 4.9

QIB (%) 50

Non-Institutional (%) 15

Retail (%) 35

Minimum lot size (No. of shares) 18
 

 

Objects of issue 

The objects of the offer is to carry out the sale of equity shares

offered for sale by the investor and to raise fresh issue of | 400

crores to augment our Company’s Tier I capital base to meet our

future capital requirements which are expected to arise out of

growth of our business and assets.
 

 

Shareholding Pattern                         Pre-Issue  Post-Issue 

Promoter & promoter group 71.1% 50.0%

Others 28.9% 50.0%
 

 

Financial Summary 

| Crore FY14 FY15 FY16 FY17 FY18

Net Interest Inc. 20.2 42.9 75.7 126.9 197.3

Non Interest Inc. 3.9 8.1 18.4 35.4 70.0

Operating profit 10.8 32.3 54.9 97.8 148.5

Net Profit 6.7      19.0      32.9      56.9      92.2        
 

 
 

Valuation Summary (at | 821; upper price band) 

(x) FY15 FY16 FY17 Pre Post

P/E 148.2 99.6 74.0 54.0 70.0

P/BV 26.6 15.5 8.4 5.2 4.3

P/ABV 26.9 15.6 8.5 5.2 4.3

 FY18 
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Company Background 

Aavas Financiers is an affordable housing finance company based out of 

Jaipur, primarily serving low and middle income self-employed 

customers in semi-urban and rural areas in India with limited access to 

formal banking credit. 

 

The company offers customers home loans for purchase or construction 

of residential properties along with extension and repair of existing 

housing units. As of June 30, 2018, a majority of home loans were 

disbursed for single-unit properties, to be self occupied. In addition to 

home loans, the company offer other mortgage loans including loans 

against property, which accounted for 24.18% of gross loan assets as of 

June 30, 2018. As of June 30 2018, 61.22% of gross loan assets were 

from customers who belonged to the economically weaker section and 

low income group, earning less than | 50,000/month while 36.27% of 

gross loan assets were from customers who were new to credit. As of 

June 30, 2018, 64.21% of gross loan assets were from self-employed 

customers. The average sanctioned amount of home loans and other 

mortgage loans was | 8.7 lakh and | 8 lakh, respectively, on gross loan 

assets, as of June 30, 2018. As of June 30, 2018, gross loan assets had an 

average loan-to value of 50.33% at the time of the sanctioning of the loan. 

Since the commencement of operations in March 2012, the company has 

served more than 62,500 customers. The weighted average tenure of 

gross loan assets is 169.48 months with average EMI of ~| 12,000 per 

month. 

 

Exhibit 1: Break up of loan book  

Gross loan Assets FY14 FY15 FY16 FY17 FY18

Home loan 406.22 791.15 1478.049 2205.2 3158.8

Other Mortgage loans 0 51.73 201.81 488 914.1

Disbusement :

Home Loans 279.94 485.3 885.6 1064.49 1479.46

Other mortgage loans 51.6 164.7 327.11 571.68 209.31

Average Ticket size(in lakhs)

Home Loans 8.8 8.8 8.8 7.7 6.4

Other Mortgage Loans 8 7.9 6.7 7 0

Loan Profile

Number of loan accounts 7044 12117 21666 34512 52788

Self employed loan accounts(%) 56.5 59.42 61.96 61.55 62.65

Salaried Loan accounts(%) 43.5 40.58 38.04 38.45 37.35

New to credit loan accounts (%) 62.42 51.74 42.68 37.55 40.77
 

Source: RHP, ICICI Direct Research 

 

As on June 30, 2018, the company conducted operations through 166 

branches across 92 districts in eight states with a significant presence in 

the four states of Rajasthan, Gujarat, Maharashtra and Madhya Pradesh. 

The customers are sourced directly by the company and as of June 30, 

2018, the company employed 1,996 personnel and had 57,049 loan 

accounts including securitised and assigned cases. 
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Exhibit 2: Geographical break-up of business matrix 

States Branches Tehsils covered Total Tehsils AUM (in | crore)

Rajasthan 72 192 244 2033

Maharashtra 34 196 357 842

Madhya Pradesh 24 164 342 431

Gujarat 27 159 225 727

Others 9 46 562 327

Total 166 757 1730 4359
 

Source: RHP, ICICI Direct Research 

 

 

Exhibit 3: High capital adequacy 

Company Name

FY16 FY17 FY18 FY16 FY17 FY18 FY16 FY17 FY18

Gruh 12.4 10.9 10.2 17.8 18.3 18.9 31.5 30.4 29.1

Repco 6.9 6.7 6.4 20.8 21.3 23 17 17.4 16.6

Aspire 5.3 6.3 5.4 33.7 31.3 NA 16 16.7 4.4

Aadhar NA 11.3 10 NA NA 18.5 17.2 19.4 18.5

Aavas 7.3 3.2 2.4 30.4 46.7 61.6 21.1 15

RoEGearing(x) CAR(%)

 

Source: RHP, ICICI Direct Research 

 

About promoters 

Aavas Financiers was initially promoted by Au Financiers (India) Ltd, (now 

known as AU Small Finance Bank Ltd), which sold 90.10% of the 

outstanding equity interest of the company in connection with its 

conversion to a small finance bank, to Lake District Holdings Ltd (a 

subsidiary of Kedaara Capital I Limited), Kedaara Capital Alternative 

Investment Fund - Kedaara Capital AIF 1, Partners Group ESCL Ltd and 

Partners Group Private Equity Master Fund LLC in June, 2016. The name 

of the company was changed from ‘AU Housing Finance Ltd’ to ‘Aavas 

Financiers Ltd’ in March 2017. The company is led by a professional 

management team. The key managerial personnel and directors hold an 

8.4% stake in the company’s equity, as of the date of filing of the red 

herring prospectus. 
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Financial Performance 

As of March 2018, gross AUM was at | 4073 crore, a CAGR of 78% in 

FY14-18. Net interest margins have remained at ~6-7% in FY14-18, at 

7.3% in FY18. PAT growth remained robust at 92.6% CAGR in FY14-18 to 

| 92.2 crore. The asset quality has been steady with GNPA at ~0.3% in 

FY18 and NNPA at ~0.26%. 

 

Exhibit 4: AUM posts 78% CAGR in FY14-18 
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Source: RHP, ICICI Direct Research 

 

Exhibit 5: Trends in net interest income 
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Source: RHP, ICICI Direct Research 

 

Exhibit 6: Margin trends 
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Source: RHP, ICICI Direct Research 

 

 

Exhibit 7: Trend in profits (| crore) 
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Source: RHP, ICICI Direct Research 

 

Exhibit 8: Return ratios 
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Source: RHP, ICICI Direct Research 
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Housing finance sector in India 

The total housing credit outstanding was approximately | 16.7 trillion as 

of March 31, 2018 (| 14.4 trillion as of March 31, 2017). The Indian 

housing finance market has grown at a five year CAGR of 18% with the 

pace of growth of HFCs and NBFCs higher at a five year CAGR of 20% 

compared to a five year CAGR of 16% for banks. Over the last five years 

(fiscals 2013 to 2018), housing credit growth has remained steady despite 

a tough operating environment, subdued real estate demand and low 

affordability levels. This could be attributed to construction linked housing 

loans (and thus disbursements being linked to construction stages), 

secondary sales and low mortgage penetration in India. 

 

HFCs have been gaining market share due to their focus on niche 

segments such as self employed and affordable housing segments, which 

have been largely served by HFCs and have a higher growth potential. 

While housing credit growth was lower than the five year CAGR of 18% in 

fiscals 2017 and 2018, due to demonetisation, some disruptions caused 

by GST implementation and the RERA, long term growth outlook for the 

housing finance segment remains positive with higher growth expected 

over the medium term. 

 

Exhibit 9: Housing shortage in India (In million units) 

Category Urban Rural

Economically weaker section (Annual Inc < |3L) 10.5 39.3

Low income group (Annual Income |3L-6L) 7.4

Middle Income group (Annual Income |6L-18L) 0.8 4.4

High Income group (Annual Income > 18L) 0.8
 

Source: RHP, ICICI Direct Research 

 

Growth outlook for housing finance industry 

HFCs reported an overall portfolio growth of 24% in FY18 supported by a 

higher 29% year-on-year growth in the non-housing loan segment. The 

home loan portfolio grew 21%. Though HFCs would continue to face 

competition from banks given their relatively lower cost of funds and nil 

prepayment penalties that could encourage loan transfers, HFC home 

loan growth in FY19 is expected to be around 20-22%, while non-housing 

loan growth is expected to be higher at 22-26%, leading to overall 

portfolio growth of HFC of 21-23% in FY19. 

 

Despite the high ownership rates of houses, there is a significant housing 

shortage in India. The overall housing shortage is due to changing social 

and demographic patterns in India, such as rising urbanisation and 

nuclearisation of families. For the twelfth plan period (2012-17), shortage 

of housing units in India has been estimated to be 18.8 million and 43.7 

million in urban areas and rural areas, respectively. The Indian housing 

finance market has grown at a CAGR of 18% over the last five years and is 

expected to grow at a CAGR of 18-20% over the next five years. 
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Exhibit 10: Industry size to grow at 18-20% CAGR in next five years 
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Source: RHP, ICICI Direct Research 

 

The share of HFCs in overall housing loan disbursements has been ~50% 

of overall industry disbursements. HFCs and NBFCs are expected to 

benefit from their focus on the housing finance market, their focus on the 

relatively high growth segments like affordable housing and self-

employed customer’s segments and their comparatively better service 

levels. Banks will nevertheless have a sizeable share of the market, given 

their competitive interest rates, extensive branch network and customer 

base, access to stable low-cost funds and their requirement to meet 

priority sector lending targets. 

 

Key segment of Indian housing finance sector 

 

 The various borrower profiles, which an HFC typically caters to, 

are the prime salaried segment, self-employed segment and low-

income segment. HFCs compete with banks in the housing 

finance space. Though some of the larger HFCs are focused on 

the salaried home loan segment, most other HFCs target special 

customer segments such as the self-employed segment or 

affordable housing segment to optimise their yields and capitalise 

on higher growth potential 

 

 Within the home loan segment these could be for under 

construction builder apartments, for self-construction, home 

improvements and extensions 
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Key strengths and strategies 

Customer-centric business model with complete in house souring  

The company controls the end-to-end process that has reduced the 

average turnaround time from 21 days in FY14 to 13 days in FY18, with 

turnaround time of 10 days in 54.22% of cases in FY18. The end-to-end 

control of the collections process has reduced one day past due from 

14.51% as of March 31, 2014 to 4.65% as of June 30, 2018 of gross 

advances. 

 

The company believes that maintaining direct contact with customers 

helps mitigate underwriting and default risks, and enables personalised 

services resulting in a satisfied customer base, increased customer 

connect and loyalty, which leads to referrals. For instance, in FY18, only 

6.90% of disbursements were through balance transfer for existing 

customers of other financial institutions, while the rest of the 

disbursements were for new customers. 

 

Deep penetration in rural areas characterised by low competition 

The company’s branches are predominantly in rural and semi-urban areas 

and as of June 30, 2018, of total 166 branches, 134 branches were located 

in towns with a population of less than one million people. The company 

conducts operations in 757 tehsils across 95 districts in eight states with a 

presence in 78.69%, 70.67%, 54.90% and 47.95% of tehsils in Rajasthan, 

Gujarat, Maharashtra and Madhya Pradesh, respectively. 

 

A large segment of India’s rural and semi-urban population is currently 

unserved and underserved by formal financial institutions. As of June 30, 

31, 2018, 61.22% of gross loan assets were from customers who 

belonged to the economically weaker section and the low income group, 

earning less than | 50,000 per month and 36.27% of gross loan assets 

were from customers who were new to credit. The same has helped in 

achieving 78% CAGR loan book growth in FY14-18. 

 

Exhibit 11: Branch reach 

States Number of tehsils covered Total Tehsils Penetration(%)

Rajasthan 192 244 78.7

Gujarat 159 225 70.7

Maharashtra 196 357 54.9

Madhya Pradesh 164 342 48.0

Delhi 6 27 22.2

Haryana 10 74 13.5

Uttar Pradesh 3 312 1.0

Chhattisgarh 27 149 18.1
 

Source: RHP, ICICI Direct Research 

Robust, comprehensive credit assessment & risk management framework 

The company follows a systematic methodology in selection of new 

geographies and robust customer selection by way of customer profiling, 

risk management policies like cash flow analysis of the customer 

business. Also, robust collection infrastructure comprising tele-calling, 

field collection, legal recovery and settlement enables the company to 

maintain prudent asset quality with lower credit cost. 

 

Thus, the effective credit risk management is reflected in the company’s 

portfolio quality indicators such as robust repayment rates, stable PAR 

and low rates of GNPA and NNPA are 0.3% and 0.26%, respectively, as 

on March 31, 2018. 

The company does not lend to developers and follow a conservative 

approach. It avoids customers whose income is derived from agriculture 
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and dairy business due to the volatile nature of business. As of March 31, 

2018, a majority of the home loans disbursed were for single-unit 

properties, almost all of which were to be occupied by the borrowers 

themselves. As of March 31, 2018, the home loans and other mortgage 

loans had an average loan-to-value of 51.71% and 45.81%, respectively, 

at the time of the sanctioning of the loan, resulting in gross loan assets 

with an average loan-to-value of 50.38% at the time of the sanctioning of 

the loan. The company conducts an analysis of the existing cash flow of a 

customer’s business to assess their repayment abilities. The credit team 

has been set up as a separate vertical and does not report to the business 

team across levels. 

Use of technology and data analytics to increase market share 

The company has developed certain products and customer retention 

strategies, which is used for analytics to grow business. Through product 

‘Aavas Plus’, they offer incremental loans, with a low turnaround time, to 

existing customers who have been servicing their loans regularly and 

have low LTVs. ‘Aavas Refresh’ is a customer retention strategy for 

customers who regularly service their loans and whose repayments are 

reaching completion. ‘Aavas Winback’ targets customers whose loans are 

either foreclosed or closed on maturity, or those who did not avail a 

previously sanctioned loan. 

As the company develops and integrates technology into business, they 

can further capitalise on the reach of offices and increase market share. 

 

Between FY14 and FY18, the company invested | 15 crore in IT systems 

and has around 42 personnel. The same helps it in several functions 

including origination, underwriting, collections and customer service and 

retention. 
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Key risks and concerns 

Highly concentration in western India 

As of June 30, 2018, the company conducted operations through 166 

branches across 95 districts in eight states, of which 157 branches were in 

western India in Rajasthan, Maharashtra, Madhya Pradesh and Gujarat. As 

of the same date, 92.5% of the gross loan assets was in these four states, 

with Rajasthan accounting for 46.63% of gross loan assets. The real 

estate and housing finance markets in these states may perform 

differently from, and may be subject to market conditions that are 

different from, the housing finance markets in other regions of India. 

Consequently, any significant social, political or economic disruption, or 

natural calamities or civil disruptions in this region, or changes in the 

policies of the state or local governments of this region or the 

Government of India, could disrupt business operations and require 

significant expenditure and change in business strategies. The occurrence 

of or inability to effectively responding to any such event, could have an 

adverse effect on business, results of operations, financial condition and 

cash flows. 

Self-employed borrowers are more vulnerable to economic cycle 

As of March 31, 2018, 63.81% of gross loan assets were from self-

employed customers. Self-employed customers are often considered to 

be higher credit risk customers due to their increased exposure to 

fluctuations in cash flows and to adverse economic conditions. Catering 

to self-employed customers requires a special skill set. In the absence of 

requisite income proofs, lending to them is based on an assessment of 

their income through various methods, including their cash flows. 

Inability to manage risks associated with lending to such self-employed 

customers, it may become difficult to make recoveries on these loans. 

 

Exhibit 12: NPA salaried vs .self employed 

HFC Mar-17 Sep-17 Mar-17 Sep-17

NPA 0.4% 0.6% 1.6% 1.9%

Self employedSalaried

 

Source: RHP, ICICI Direct Research 

Competition from banks & financial institutions 

The company faces significant competition from banks, other HFCs, small 

finance banks and NBFCs who have entered these markets as well as 

private unorganised lenders who typically operate in rural and semi-urban 

markets. For example, as of March 31, 2018, the number of HFCs 

registered with the NHB is 92. Many competitors may have more 

resources, a wider branch and distribution network, and access to 

cheaper funding, superior technology and may have a better 

understanding of and relationships with customers in these markets. This 

may make it easier for competitors to expand and achieve economies of 

scale, to a greater extent. In addition, the competitors may be able to rely 

on the reach of the retail presence of their affiliated group companies or 

banks. Competition in this market segment has also increased as a result 

of interest rate deregulation and other liberalisation measures affecting 

the housing finance industry in India and expects competition to increase 

in future. 
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Inability to recover full value of collateral 

The company offer home loans and other mortgage loans to customers, 

where the primary collateral is real estate. The value of the collateral, 

however, may decline during the term of the loan for a variety of reasons, 

including due to adverse market conditions prevalent in the real estate 

sector or an economic downturn leading to a downward movement in 

real estate prices. As a result, if customers default, the company may 

receive less money from liquidating collateral than is owed under the 

relevant financing facility, and, in turn, incur losses. Company may also 

encounter difficulties in repossessing and liquidating collateral. In the 

event of any inability or delay in the repossession and liquidation of the 

collateral securing loans in default, company may incur losses, which 

could adversely affect the results of operations. 
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Financial Summary 

Exhibit 13: Profit and Loss Statement   

(| Crore) FY14 FY15 FY16 FY17 FY18

Interest Earned 50.4      95.6      172.5    269.7 386.3

Interest Expended 30.2 52.7 96.8 142.8 189.0

Net Interest Income 20.2      42.9      75.7      126.9     197.3     

growth (%) 112.1 76.3 67.8 55.4

Non Interest Income 3.9 8.1 18.4 35.4 70.0

Net Income 24.1 51.0 94.1 162.3 267.3

Staff cost 10.8 15.2 29.4 43.0 73.3

Other Operating expense 2.5 3.5 9.8 21.5 45.5

Operating profit 10.8 32.3 54.9 97.8 148.5

Provisions 1.0 3.4 4.9 10.5 7.5

PBT 9.7 28.9 50.0 87.3 141.0

Taxes 3.1 9.9 17.2 30.4 48.8

Net Profit 6.7 19.0 32.9 56.9 92.2

EPS (|) 2.0        5.5        8.2        11.1       15.2       
 

Source: RHP, ICICI Direct Research 

 

 

 

 

 

 

 

 

 

Exhibit 14: Balance Sheet 

(| Crore) FY14 FY15 FY16 FY17 FY18

Sources of Funds

Capital 29.9 32.9 38.4 58.2 69.1

Reserves and Surplus 25.5 68.5 165.4 508.2 1029.1

Networth 55.4 101.4 203.8 566.3 1098.2

Borrowings 301.0 612.2 1309.0 1588.7 2265.0

Provision 2.4 4.4 8.4 13.8 16.0

Other Liabilities 59.0 134.0 189.1 281.2 438.0

Total 417.7 852.0 1710.2 2450.0 3817.1

Applications of Funds

Fixed Assets 5.4 5.4 6 10.2 18.4

Investments 0.0 0.0 0 0.9 13.8

Advances 384.7 789.7 1402 2059.5 3067.9

Other Assets 27.6 45.8 68.0 103.7 152.0

Cash  with RBI & call money 0.0 11.1 235 275.7 565.0

Total 417.7        852.0        1,710.2     2,450.0     3,817.1     
 

Source: RHP, ICICI Direct Research 

 

Exhibit 15: Key Ratios 

(Year-end March) FY14 FY15 FY16 FY17 FY18

Valuation

No. of Equity Shares (Crore) 3.0 3.3 3.8 5.8 6.9

EPS (Rs.) 2.0 5.5 8.2 11.1 15.2

BV (Rs.) 18.5 30.8 53.1 97.4 158.9

ABV (Rs.) 18.4 30.5 52.7 97.0 158.7

P/E 402.5 148.2 99.6 74.0 54.0

P/BV 44.3 26.6 15.5 8.4 5.2

P/ABV 44.5 26.9 15.6 8.5 5.2

Yields & Margins (%)

Net Interest Margins 6.7 6.8 6.1 6.6 7.3

Yield on Gross Aum 18.1 16.5 15.1 14.7 14.0

Cost of borrowing 12.3 11.4 10.5 9.6 8.7

Quality and Efficiency (%)

GNPA 0.2 0.5 0.6 0.8 0.3

NNPA 0.2 0.4 0.4 0.6 0.3

ROE 24 24 22 15 11

Return on Gross AUM 1.6            3.1            2.6            2.6            2.7            
 

Source: RHP, ICICI Direct Research 
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RATING RATIONALE 

ICICI Direct Research endeavours to provide objective opinions and recommendations. ICICI Direct Research assigns 

ratings to its stocks according to their notional target price vs. current market price and then categorises them as Strong 

Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock. 

 

Subscribe: Apply for the IPO 

Avoid: Do not apply for the IPO 

Subscribe only for long term: Apply for the IPO only from a long term investment perspective 
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