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Aavas Financiers Ltd 
Efficiencies to drive superior profitability  

■ We upgrade Aavas Financiers to ADD (HOLD earlier) with a higher target price 
of Rs2,000, as we believe the company is back to profitable growth trajectory.  

■ We are building in ~31.6% CAGR in PAT over FY24-27F led by NII CAGR of 
~27.4% and operating leverage kicking in amid improved efficiency.  

■ With expanding presence in new states (Karnataka/UP) as well as deepening 
presence in Rajasthan/Gujarat/Maharashtra, the growth remains sustainable. 

Momentum in disbursements amid improving geographic presence 
Aavas Financiers (Aavas) reported disbursements amounting to Rs18.8bn 

(+19.1%yoy/+37.4%qoq) amid its improving presence in new geographies like Karnataka 

and Uttar Pradesh or UP as well as deepening presence in existing strongholds like 

Rajasthan, Gujarat and Maharashtra. The top four states at present contribute more than 

80% to its business, but we expect a gradual diversity in AUM in the coming years. The 

company has invested in various tech-related initiatives which will enhance overall 

efficiency and contribute towards AUM growth. We are building ~27.5% CAGR in 

disbursements over FY24-27F which, in turn, will translate into ~24.7% CAGR in AUM.   

Spreads close to bottom; recent rise in yields to aid margins  
Aavas witnessed ~6bp decline in spreads sequentially to ~506bp amid a consistent rise in 

the cost of funds as well as stagnant yield on advances. This resulted in a ~3bp decline in 

margins to ~791bp. Though the margins may remain volatile in the near term, the recent 

hike of ~25bp in the prime lending rate (PLR) will support yields for ~60% of the variable 

loan book. Management has highlighted that in case of expansion into new geographies, 

the company prefers low risk/low yield customers. However, gradually with the rise in 

comfort, the company will increase its dominance in superior-yield products. Thus, the 

recent expansion in southern and eastern India will eventually generate better yields. 

Management also intends to increase the share of low-ticket home loans (less than Rs1m) 

with superior yields, which will aid margins in the coming years.  

Operating leverage to boost profitability further  
Post change in management, Aavas witnessed a steep rise in operating expenses, which 

were initially pertaining to employee costs amid higher attrition followed by elevated tech-

driven expenses to improve overall efficiency. We believe such tech investments will 

improve overall efficiency at branch and employee levels. We expect the cost-to-average 

assets for the company to improve to ~3.1% by FY27F against ~3.6% in FY24.  

Outlook & valuation 
We have upgraded Aavas’ rating to ADD (from HOLD earlier) with a higher target price of 

Rs2,000 (Rs1,650 earlier), corresponding to ~2.9x FY26F, as we expect overall RoA to 

improve ~3.8% and RoE to improve to ~18% in FY26F led by improving margins & superior 

operating efficiency. Downside risks: Attrition in top management and growth slowdown. 

Financial Summary    Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F 

Net Interest Income (Rsm) 6,487 7,971 9,063 12,285 15,222 

Total Non-Interest Income (Rsm) 1,768 2,220 2,856 3,620 4,378 

Operating Revenue (Rsm) 8,255 10,191 11,919 15,905 19,600 

Total Provision Charges (Rsm) (226) (124) (245) (467) (579) 

Net Profit (Rsm) 3,542 4,301 4,907 7,036 8,958 

Core EPS (Rs) 45.12 54.78 62.51 89.62 114.11 

Core EPS Growth 22% 21% 14% 43% 27% 

FD Core P/E (x) 35.58 29.30 25.68 17.91 14.07 

DPS (Rs) 0.00 0.00 0.00 0.00 0.00 

Dividend Yield 0.00% 0.00% 0.00% 0.00% 0.00% 

BVPS (Rs) 357.8 416.5 480.6 576.6 697.1 

P/BV (x) 4.49 3.85 3.34 2.78 2.30 

ROE 13.6% 14.2% 13.9% 17.0% 17.9% 

% Change In Core EPS Estimates      

InCred Research/Consensus EPS (x)      

SOURCE: INCRED RESEARCH, COMPANY REPORTS 
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Figure 2: Our revised earnings estimates 

Y/E Mar (Rs m) FY25F FY26F FY27F 

  Earlier Revised 
% 

change 
Earlier Revised 

% 
change 

Earli
er 

Revised 
% 

change 

Net interest income 10,703 12,285 14.8% 12,827 15,222 18.7% NA 18,750 NA 

PPOP 7,700 9,545 24.0% 9,799 12,137 23.9% NA 15,399 NA 

PAT 5,576 7,036 26.2% 6,788 8,958 32.0% NA 11,186 NA 

EPS (Rs) 71 90 26.2% 86 114 32.0% NA 142 NA 

BV (Rs) 553 577 4.4% 637 697 9.5% NA 846 NA 

           

AUM (Rs bn) 209 214 2.7% 254 268 5.5% NA 335 NA 

GNPA (%) 1% 1% -7.5% 1% 1% -4.9% NA 1% NA 
 

SOURCES: INCRED RESEARCH, COMPANY REPORTS 

4QFY24 earnings conference-call highlights 

• The home loan rate is around 12.5% and for MSME loans it is around 15%. 

• During the quarter, there was balance transfer of loans and to retain customers, and 

the rates were trimmed which had a hit on NIM. The balance transfer rate continues 

to be at 5bp per month on outstanding loans. In balance transfer cases, the company 

looks at case-by-case considering whether it is its focus area and whether it is getting 

overleveraged by taking a call. There is nothing to worry about this aspect as of now. 

• Borrowing across multiple sources has aided in keeping the cost of borrowing low. 

For instance, the company has tied up with large all India financial institutions which 

provide concessional rates, like the National Housing Bank provides concessional 

rate to housing finance companies, pass-through certificate transaction, etc. 

• The 1+DPD is at 3.12%, which has has improved due to the quality of sourcing, quality 

of underwriting and constant efforts of the company’s risk and collection team.  

• Credit cost for the quarter is 11bp and for the full year it is 16bp. 

• Management gave guidance that the spreads will improve by 25bp from 5.06% next 

quarter. 

• Rajasthan’s share in the loan book is at 35%. The company remains focused on 

building its loan book in Uttar Pradesh and Karnataka. 

• The branch expansion is set to be at 10%. Additional branches to go deeper in 

Karnataka, Uttar Pradesh and other regions. 

• The assignment of loans to witness a strong growth of 15-20% as due to quality 

assets, there is an interest from banks. The loan book comprises 17-18% MSME 

loans where the company has made 23-27% disbursements, which adds to the 

interest of banks. 

• Employee costs are higher due to ESOPs and long-term incentive cost plans. 

• The tax rate was lower due to adjustments made on account of the final assessment 

order. 

• The digital channel had 13% of the disbursements, which was historically at 10%. 

Rest of the disbursements are hybrid, with digital and physical touch, and an opex-

light model.  

• The tech transformation is on track, and it will not impact the business going ahead.  

  

Figure 1: Quarterly earnings summary 

Particulars (Rs m) Q4FY22 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 YoY (%) QoQ (%) 

Net Interest Income         1,804         1,802          1,877          2,082          2,213         2,262          2,223          2,208          2,371  7.1% 7.4% 

NIM (% of AUM) 8.2% 7.7% 8.2% 8.2% 8.3% 8.0% 8.0% 7.9% 7.9%     

Other Income             143             143              140              149              155             174              201              206              285  83.6% 38.1% 

Operating Expenses         1,059         1,026          1,147          1,201          1,204         1,339          1,308          1,349          1,434  19.2% 6.3% 

Operating Profit         1,357         1,156          1,394          1,415          1,650         1,464          1,631          1,577          1,818  10.2% 15.3% 

                        

Provisions           -104                 9                16                35                64               57                65                80                43  -32.4% -45.8% 

Exceptional Items                     

PBT         1,461         1,147          1,378          1,380          1,587         1,407          1,565          1,497          1,775  11.9% 18.5% 

Tax             264             254              310              307              318             310              348              331              349  9.6% 5.4% 

Tax Rate (%)                       

                        

PAT         1,197             892          1,068          1,073          1,268         1,097          1,217          1,167          1,426  12.4% 22.2% 

                        

AUM(Rs bn) 113.5 118.9 125.4 130.9 141.7 146.5 153.2 160.8 173.1 22.2% 7.7% 

Disbursements (Rs bn)   10.9 11.5 12.0 15.8 10.7 12.6 13.7 18.8 19.1% 37.4% 

GNPA (%) 0.99% 1.08% 1.10% 1.1% 0.9% 1.0% 1.0% 1.0% 0.9% 0.0% 0.0% 
 

SOURCE: INCRED RESEARCH, COMPANY REPORTS 
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BY THE NUMBERS   
 
 

  
 

Profit & Loss    

(Rsm)      Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F 

Net Interest Income 6,487 7,971 9,063 12,285 15,222 

Total Non-Interest Income 1,768 2,220 2,856 3,620 4,378 

Operating Revenue 8,255 10,191 11,919 15,905 19,600 

Total Non-Interest Expenses (3,506) (4,577) (5,430) (6,360) (7,462) 

Pre-provision Operating Profit 4,749 5,614 6,489 9,545 12,137 

Total Provision Charges (226) (124) (245) (467) (579) 

Operating Profit After Provisions 4,523 5,490 6,245 9,078 11,559 

Pretax Income/(Loss) from Assoc.      

Operating EBIT (incl Associates) 4,523 5,490 6,245 9,078 11,559 

Non-Operating Income/(Expense)      

Profit Before Tax (pre-EI) 4,523 5,490 6,245 9,078 11,559 

Exceptional Items      

Pre-tax Profit 4,523 5,490 6,245 9,078 11,559 

Taxation (981) (1,189) (1,337) (2,043) (2,601) 

Consolidation Adjustments & Others      

Exceptional Income - post-tax      

Profit After Tax 3,542 4,301 4,907 7,036 8,958 

Minority Interests      

Pref. & Special Div      

FX And Other Adj.      

Net Profit 3,542 4,301 4,907 7,036 8,958 

Recurring Net Profit      
 

 

Balance Sheet Employment   

(Rsm)       Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F 

Gross Loans/Cust Deposits      

Avg Loans/Avg Deposits      

Avg Liquid Assets/Avg Assets 96.2% 96.0% 95.8% 95.8% 96.0% 

Avg Liquid Assets/Avg IEAs 116.2% 114.4% 112.5% 114.3% 116.0% 

Net Cust Loans/Assets      

Net Cust Loans/Broad Deposits      

Equity & Provns/Gross Cust Loans      

Asset Risk Weighting      

Provision Charge/Avg Cust Loans      

Provision Charge/Avg Assets      

Total Write Offs/Average Assets      
 

SOURCE: INCRED RESEARCH, COMPANY REPORTS 
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BY THE NUMBERS…cont’d 
 
 

Balance Sheet    

(Rsm)     Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F 

Total Gross Loans 90,534 114,763 140,044 171,372 214,405 

Liquid Assets & Invst. (Current)      

Other Int. Earning Assets      

Total Gross Int. Earning Assets 90,534 114,763 140,044 171,372 214,405 

Total Provisions/Loan Loss Reserve      

Total Net Interest Earning Assets 90,534 114,763 140,044 171,372 214,405 

Intangible Assets      

Other Non-Interest Earning Assets 3,365 3,734 4,191 4,610 5,071 

Total Non-Interest Earning Assets 3,692 4,295 5,351 6,002 6,742 

Cash And Marketable Securities 15,669 13,816 17,978 26,626 35,213 

Long-term Investments 675 1,231 1,822 2,550 3,443 

Total Assets 110,570 134,105 165,195 206,551 259,802 

Customer Interest-Bearing Liabilities      

Bank Deposits      

Interest Bearing Liabilities: Others 80,120 98,873 123,365 154,722 196,541 

Total Interest-Bearing Liabilities 80,120 98,873 123,365 154,722 196,541 

Banks Liabilities Under Acceptances      

Total Non-Interest Bearing Liabilities 2,360 2,536 4,097 6,561 8,535 

Total Liabilities 82,480 101,408 127,462 161,283 205,076 

Shareholders Equity 28,086 32,697 37,732 45,268 54,726 

Minority Interests      

Total Equity 28,086 32,697 37,732 45,268 54,726 
 

 

Key Ratios   

     Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F 

Total Income Growth 25.2% 22.9% 13.7% 35.6% 23.9% 

Operating Profit Growth 21.6% 18.2% 15.6% 47.1% 27.2% 

Pretax Profit Growth 28% 21% 14% 45% 27% 

Net Interest To Total Income 78.6% 78.2% 76.0% 77.2% 77.7% 

Cost Of Funds 6.64% 6.60% 7.45% 6.70% 6.30% 

Return On Interest Earning Assets 13.6% 13.5% 13.6% 13.9% 13.6% 

Net Interest Spread 6.95% 6.92% 6.16% 7.17% 7.33% 

Net Interest Margin (Avg Deposits)      

Net Interest Margin (Avg RWA)      

Provisions to Pre Prov. Operating Profit 5% 2% 4% 5% 5% 

Interest Return On Average Assets 6.48% 6.52% 6.06% 6.61% 6.53% 

Effective Tax Rate 21.7% 21.7% 21.4% 22.5% 22.5% 

Net Dividend Payout Ratio      

Return On Average Assets 3.54% 3.52% 3.28% 3.79% 3.84% 
 

SOURCE: INCRED RESEARCH, COMPANY REPORTS 
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DISCLAIMER  
 

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research 
Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with 
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its 
trademark for use in this report. 

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related compan ies. This report is not 
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, 
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing 
requirements within such jurisdictions. 

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, 
stored or reproduced in any form by any means; or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any 
purpose without the prior written consent of IRSPL. 

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.  

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity 
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this 
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant; 
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy, 
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their 
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences ( including 
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.  

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market 
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market. 
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies),  information 
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is 
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other 
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are 
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of 
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose 
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any 
person to buy or sell any investments. 

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of 
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their 
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among 
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request. 

The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or 
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India. 
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intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other 
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests. 

IRSPL may have issued other reports (based on technical analysis, event specific, short term views etc.) that are inconsistent with and reach different 
conclusion from the information presented in this report. 
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