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Moderator Ladies and gentlemen, good day and welcome to IDFC Limited Q2 FY'18 Earnings 
Conference Call. As a reminder, all participant lines will be in the listen-only mode. 
And there will be an opportunity for you to ask questions after the presentation 
concludes. Should you need assistance during the conference call, please signal 
an operator by pressing * then 0 on your touchtone telephone. Please note that this 
conference is being recorded. 

I would now like to hand the conference over to Mr. Bimal Giri of IDFC Limited. 
Thank you, and over to you, sir. 

Bimal Giri Good morning, everyone. I welcome you to this conference call organized to 
discuss our financial results for H1 fiscal '18. I have with me Sunil Kakar and Bipin 
Gemani. Vishal Kapoor, who heads our Mutual Fund business has joined us as a 
special invitee. 

I would like to state that some of the statements made in today's discussions 
maybe forward-looking in nature and may involve risks and uncertainties. 
Documents relating to our financial performance have been emailed to all of you. 
These documents have also been posted on our corporate website. 

Before I hand over to Bipin, as all of you must be already aware, we are 
discontinuing discussions with the Shriram Group with regards to a potential 
merger, as despite best efforts from both side, we are unable to reach an 
agreement on a mutually acceptable swap ratio. 

I now invite Bipin to provide key highlights of our performance for fiscal '18. 

Bipin Gemani Thank you, Bimal. I will now briefly take all of you through our progress in respect 
of IDFC consolidated financials, IDFC Bank, Mutual Fund, Infrastructure Finance 
Limited, which is IDF Alternatives and IDFC Securities. 

The consolidated balance sheet of IDFC as on September 30, 2017 was  
`1,26,720 crore. In H1 FY'18, the consolidated PAT after minority interest 

adjustment was `480 crore. The consolidated net worth as on September 30th was 
`11,217 crore. 

Performance of our Bank in Q2 FY'18 has been shared with all of you. Briefly the 
retail bank is shaping up well, and the wholesale bank is doing a good job, 
notwithstanding the challenges in the corporate landscape. Our retail bank is now 
doing over `650 crore of gross disbursements and over `400 crore of net 
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disbursements every month. Year-on-year, our direct retail multiplied 2.6 times 
from `1,824 crore as on September '16 to `4,733 crore as on September '17. We 

now have close to 2 million customers and acquiring over 1 lakh customers a 
month. We are expanding the network at a brisk pace. We now have over 14,000 
points of presence in 25 states, 325 districts, over 650 cities and towns, and about 
45,000 villages. 

Our non-fund business has grown exponentially year-on-year September '16 to 
September '17, it has grown about 2.5 times from `10,724 crore to over `25,000 

crore. The contribution of franchise-based fee income to total operating income is 
now close to 15%. 

Our Mutual Fund average AUM in September 2017 was `68,000 crore. Revenues 
and net profit from our Mutual Fund business during first half were `158 crore and 

`43 crore respectively. During the quarter, our AMC was the 7th fastest-growing 

AMC amongst the top 15. In the month of September, we have achieved a record 
equity gross sales of over `750 crore. We added over 1,000 active IFAs during the 

quarter and our new client's folios increased by 90% over last quarter. 

The AUMs of Corporate Bond Fund has crossed `10,000 crore, of our Classic 

Equity Fund crossed `1,500 crore and of our Balanced Fund crossed `1,000 crore. 

We also leveraged our marketing and PR initiatives to help build visibility and 
presence across a wide market segment. Vishal, who has joined us for the call will 
provide us more details on the business and the year ahead. 

As on September 30th, our loan book in IDFC Infrastructure Finance Limited was 
`3,297 crore across a well-diversified portfolio of roads, renewables, education, 

healthcare, telecom, SEZs and others. The pipeline for disbursements continues to 
be healthy. Our debentures and CPs continued to command the highest domestic 
credit ratings; asset quality was strong with nil NPLs as on 30

th
 September. Net 

profit after minority interest in H1 was `35 crore. As you must be aware, we own 

81% of this business. 

In Alternatives, our AUM were over `17,700 crore in nine funds across three asset 

classes in infrastructure, private equity and real estate. Our PAT from these 
business was `3 crore. In our Securities business, notwithstanding the structural 

issues faced by the industry, we continued to do well, we have strengthened our 
institutional sales and research to service domestic institutional investors and FIIs 
across the globe translating to a well-diversified broking revenue mix across 
geographies. For H1, this business delivered revenue of `59 crore and a net profit 

of `22 crore. 

To conclude, we witnessed a good quarter for all businesses owned by IDFC, and 
we are confident of maintaining the momentum for the rest of the year. 

With this update, I now invite Vishal to give an update on our Mutual Fund 
business. 

Vishal Kapoor Thank you, Bipin, and hi, everyone. The mutual fund industry continues to see a 
steady growth. We believe it is a combination of structural factors as well, including 
the fact that demonetization and the real estate outlook may have helped move 
real assets to financial assets and that's clearly coming into the fund industry as 
well. There is a growing SIP culture among the retail classes, SIP in itself is 
considered by many in the industry to have become a brand in itself. And there is 
an awareness campaign both at a player level like IDFC Mutual Fund, as well as 
the AMFI, which is helping get more distribution reach as well as new customers 
into the industry. And of course, all of this is supported by a market, which has 
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been performing well and therefore the investor experience has largely been quite 
strong. And the liquidity in the system is also helping flow. So all this put together, 
at IDFC Mutual Fund, we presented a clear plan to our Board in March and where 
we focused on quality execution of key initiatives. The plan targets market share 
growth and wants to build a diversified sustainable business, which creates value 
for all stakeholders. 

In line with this plan, I am happy to share some of the progress that we've been 
making. The first thing has been around augmenting the talent on the team. This is 
a very people-driven business and we have been adding key talent both on the 
fund management side as well as on the sales side. This includes adding five fund 
managers, who've joined us just over the last one year. 

Additionally, we have been focused on building a product suite. We have 
recognized that the market had expanded and we had some product gaps. And we 
work with our regulators to have launched two open-ended funds over the last one 
year, one being the Balanced Fund, the other one was the Credit Opportunities 
Fund. We also sharpened and repositioned four or five existing funds, so in all now 
we've got a much more competitive product array. Of course, these products have 
been launched in conjunction with SEBI and our trustees and therefore they're 
broadly aligned to the product classification that SEBI has recently asked all AMC's 
to implement. So we are largely in good shape there. 

Very importantly our fund performance especially on the equity side has been 
improving steadily. Many of you will note that we had a change in fund 
management on the equity side sometime back, but now with the new team, funds 
like Classic Equity, Sterling focused, infrastructure balanced tax, all of these are 
seeing very good sales momentum and are being accepted by our distributor 
partners to be recommended on their platforms. 

On the fixed income side as well, our performance continues to be very strong and 
during the last quarter, we were the fastest-growing AMC in the non-cash fixed 
income space among the top 15 players and this has been done without diluting 
our focus on very good credit quality across our portfolios. 

So overall, just to give a sense of the move versus having three funds ranked in the 
top quartile within their peer set in September last year, we now have 14 funds, 
which are ranked in quartile one as of September this year. So this will give you a 
sense of the variety that we've now got within the suite that we offer to our clients. 

Another area of key focus has been expanding and deepening our sales channel 
and presence, especially with an eye to build on retail sales momentum and 
channels. Now, we have been activating our sales partners and Bipin mentioned 
that we've got significant momentum there. To give you a rough sense, we've 
almost doubled the number of active partners over the last quarter. We have seen 
similar traction in equity gross sales, which tends to be a good indicator of how 
much sales traction in retail we are getting. Equity sales traction has again doubled 
over the last quarter. Our productivity is looking very well as well, and this is also 
borne out through our SIP book and other indicators that we track. So on the retail 
sales area of expansion, we've been making good progress. 

With our channel partners, we have also been focusing on adding value through 
training and investor awareness, and this is an area where we have been carving a 
niche for ourselves. So some of our work has been well appreciated by the industry 
and the network because it is creative and differentiated, a case in point is a very 
unique movie that we launched for our channel partners to do investor awareness 
in a very different way. 
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We have also been focusing on building new capabilities and capturing emerging 
opportunities as they come up. And we recently launched a unique PMS, which 
draws on the power of artificial intelligence. We are also working on plans with the 
regulator to get an AIF license, which we will hopefully be able to launch in the 
coming half. 

Our combination of, I think, good strategy, focused execution has seen us catch up 
with the rest of the industry which has been already growing very strongly. And in 
the last quarter, we are happy to note that we grew at 8.1% in average assets 
versus the industry, which grew 7.3%. So we did grow faster than the industry. We 
are just beginning to clawback some market share. 

In summarizing, I think our team is focused on a quality execution of a well laid-out 
plan and we are finding the right balance between growth without compromising on 
credit quality and managing risk while we do this. 

With that, if we can open up for any questions that you may have. 

Moderator Thank you. Ladies and gentlemen, we will now begin with the question-and-answer 
session. We take the first question from the line of Anirudh Agarwal from AAA 
Investment. Please go ahead. 

Anirudh Agarwal My first question is actually regarding the SIP flows. So what kind of monthly SIP 
flows are we currently getting? 

Vishal Kapoor So like I mentioned, we have increased the book quite significantly. Our new flows 
have more than doubled from an average of about 4 crore now to almost 9 crore, 
which is new flows. So the book is now close to getting to a 100 crore mark. 

Anirudh Agarwal Okay. And what do you view the sustainability of these flows as? The large mutual 
fund inflows that we have seen over the last two or three months, do you see them 
as sustainable going forward? 

Vishal Kapoor Like I mentioned, I think the retail side of it has been benefiting from some 
structural changes, like we mentioned demonetization, the outlook for real estate 
and real assets in general and therefore the flow towards financial assets does 
seem quite strong and stable, awareness, new channels, all of that has been 
helping, but one cannot rule out any volatility led, I guess, changes. Another part of 
the market that we must keep in mind that has been helping growth is the 
institutional market and as we all understand, there have been steady liquidity 
building up over there, some part has, of course, come into the mutual fund 
industry as well. So that part is something we have to be watchful of. 

Sunil Kakar So if I may just add, Vishal, and this thing is that, one is also deepening our 
distribution network, and we are not relatively on the small to middle size. So once 
we deepen more players come into the industry and new investors, so that can 
continue to lead the growth. So it's possible that the flows may be a little bit volatile, 
but the deeper we penetrate the overall size, I expect that the industry has a long 
way to go before it kind of starts saturating. 

Vishal Kapoor Absolutely. And just as a case in point, the total size of mutual fund assets even 
today is just a quarter of the banking industry deposits. As the developed markets 
like US, it is 1.5 times banking industry deposit. So this gives us an indication of 
headroom. 



 

 

Transcript of IDFC’s Q2 FY18 Earnings Call   Page 5 of 9  

Anirudh Agarwal Right. And so going further on that, growth is coming from which geographical 
areas? So is it more from the metros and Tier 1s or are we really seeing growth in 
the Tier 2, 3, 4 cities? 

Vishal Kapoor So for the industry B15 seems to be growing faster than T15, part of that is, of 
course because of a base effect as well. As in AMC, we have focused on both 
because we do think there are opportunities in both pockets, so clearly no part of 
the market seems to be something that we can neglect at this stage. 

Anirudh Agarwal Right. And does having a bank over your head, so can you have like a bank led 
distribution model in the mutual fund industry also or does that not work out? 

Sunil Kakar These were open platforms. 

Vishal Kapoor Yes. So most banks would have unbiased process for selecting any fund that they 
offer to their customers. And we do work with IDFC Bank as well and we are happy 
that they offer our products as well, like most of the banks who are their peer 
groups. 

Sunil Kakar So, Yes. There is a synergy, if I may add that, as the Bank penetrates more into 
the distribution in the top 15, if I may use that word. And you will be aware that the 
Bank has plans to increase its branch network to almost 50 by the end of this fiscal. 
So there will be some synergies, but this business has been developed to be 
agnostic of any kind of bank parent relationship, in-house relationship, if I may say 
so. It is banks are open architecture platform, and so we'll compete with everybody 
and as long as your products are good, your distribution and your advise is good, 
we should be able to meet the customers' expectation irrespective of the platform 
from which it is being distributed. 

Anirudh Agarwal Right. And one more question on the IDF, so what is the two or three your outlook 
for this business? 

Sunil Kakar So IDF is growing as we mentioned, we are at about 3,200 odd crore and the 
growth rate is about 20% odd per annum. So see, IDF by definition can take in 
completed projects, COD plus one. So in between there was a gap or hiatus of 
where the project financing overall had come to a little bit of a slowdown. Therefore 
the supply side of the projects which are completing had come down a little bit. But 
I think that's changing, the infrastructure landscape is changing. So over a slightly 
medium term, I would say, over a three to five-year period, I see an average growth 
of at least 25% per annum should be possible. 

Anirudh Agarwal Okay. And what about the holding company structure as a whole? Have we seen 
any progress on that front in order to resolve the complex holding structure? 

Sunil Kakar Yes. So, I think you are asking questions on behalf of everybody, I presume. 

Anirudh Agarwal Yes. 

Sunil Kakar So the point is look, what I can share and I would like to assure all of you is that I 
personally will be focused on unlocking value for IDFC Limited shareholders. This 
unlocking of value can happen in two, three ways. One of them obviously, is by 
growing the business, and seeing how we can become much more relevant and 
the best example of that right now would be the investments we are making in the 
Asset Management Company. Another part is got to do with the structure, the 
change in structure, which is actually dependent upon the regulations. So the only 
thing I can assure you is that we will continue to have a dialogue with the regulator 
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and make a convincing case to them. But you would appreciate that's not in my 
hands of control, but even without that there are many small things we can do to 
unlock value and push some value up to the shareholders. So, yes, that's my 
assurance to all the people, all my shareholders that we will continue to work hard 
to see what are the best possible ways of unlocking value within the regulatory 
requirements and continue dialogue with the regulator to see if some changes can 
be made. 

Moderator Thank you. Next question is from the line of Amit Premchandani from UTI Mutual 
Fund. Please go ahead. 

Amit Premchandani Sir, from a mutual fund point of view, what percentage of AUM in the equity part is 
direct? And from a profitability point of view, how profitable is your direct equity 
AUM as compared to equity AUM raised through IFAs or bank channel? 

Sunil Kakar So I hope we're not taking competitive information. But having said that… 

Amit Premchandani Many mutual funds are getting listed, sir. 

Vishal Kapoor What I would like to share is that our proportion of direct is quite, I think, below 
average for the industry. So we're not a very major player on the direct side. Now, 
clearly there are growth opportunities across every channel including direct, where 
if customers come online and they want to invest directly with us, that is local and 
that is related to the margin although it has a cost of transaction for us. So I think 
we're looking at all opportunities. Direct today is relatively lower than industry 
average. 

Sunil Kakar Industry absolute amount, the AHP itself is small, right? 

Vishal Kapoor It's small. 

Sunil Kakar Even industry is small. 

Vishal Kapoor So, industry is growing. Industry is growing, especially on the equity side, it's as 
high as 13%-14% now for equity. And of course, in fixed income, as many of us will 
be aware, a fair amount of the institutional flows come in through the direct 
channel, that is rightly accepted as the practice. That doesn't tend to have any 
better benefits or economies because the margins there are very small. So it's only 
impacting the equity flow which comes under direct, which is about 13%-14% today 
of AUM. 

Amit Premchandani Sir, in terms of profitability, what can be the difference between a direct flow in 
equity as compared to channel led flows? 

Vishal Kapoor See, as in technically the difference between the regular plan and the direct plan is 
whatever brokerage we pay out. So therefore it may not be very different. Having 
said that, there can always be some accounting lumps here or there depending on 
how much is upfront, how much is trailer. But on the average, I think, it evens out. 

Amit Premchandani So, from a AMC point of view, the profitability is same for direct, as well as the 
regular plan? 

Vishal Kapoor I would say it's similar, it's not richly different. 
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Amit Premchandani And sir, you've just pointed out that unlocking value of IDFC shareholders is the 
primary responsibility. So can we look at listing of some of the subsidiaries or what 
are the ways can you look at for unlocking value? 

Sunil Kakar Yes, including what you mentioned, but at the right time, at the right value, it has to 
be of a particular size. So I'm seeing nothing is outside the scope. 

Moderator Thank you. We take the next question from the line of Arun R, Individual Investor. 
Please go ahead. 

Arun R I was looking at this IPO, which closed few days ago, the Reliance Nippon and they 
are demanding a valuation of around 7% of AUM. So I think they'll get listed more 
than 7% of AUM. So why can't we go ahead and list it, do a due diligence and give 
a stock to IDFC Limited shareholders, so that the holding company discount can be 
counteracted in some form? 

Sunil Kakar So, I just answered that to the last question also that at the right time we will take 
the right decision. It's not outside, it is part of the overall plan. 

Arun R Okay. The other thing is that when Mr. Vikram Limaye was around, we used to see 
some of the Board representatives in the business channels. Nowadays, we don't 
see anybody in any channel, sir. How do you will communicate? Nowadays, 
nobody attends the conference calls anymore. How do you communicate with 
small investors? They are in the dark, they don't know what is happening with the 
retail bank and what are the plans for the future. When Mr. Vikram was around, 
every result quarter after the call, he used to appear on business channels. Why 
aren't we doing those things these days, sir? Because we are not communicating 
according to me in a right passion, that's my opinion. 

Sunil Kakar Yes. Your point is noted, but I would just suggest that if you can go to our website, 
that's a channel we are promoting. You have a look at our data points and etc. on 
the website of IDFC and IDFC Bank. I think we have given very much granular 
details of where it is heading, what is being done. But your point is noted. 

Arun R Okay. And the other thing is that, at any point in time did the government intervene 
and talked about valuation, which was not acceptable, so that the merger didn't go 
through? At any point in time there is some reporting in the press that the 
government had a different point of view of the valuation of IDFC Limited, is that 
true? 

Sunil Kakar You can't go by just what the media reports? If you just read, there are at least 
three or four, Dr. Lall has given interviews, where a lot of details have been given. 
We have been in sync with all our Board Members and Directors. So don't believe 
anything and everything which is given in the media. 

Arun R Obviously, sir. The last thing is that in the mutual fund industry is actually the equity 
part is much more profitable than the debt part. So why are we not growing the 
equity part, we are still sitting at around 23% of the AUM? 

Sunil Kakar That is the approximate average industry and the focus is in the equity space as 
Vishal had mentioned. 

Vishal Kapoor That is close to 25 now, almost 25. 

Sunil Kakar Yes, 23 is moving up to 24%, 25% and given the size, that is, I think slightly it's at 
par with the industry. 
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Moderator Thank you. Next question is from the line of Prakash Bajpai from Blue Bull Stock. 
Please go ahead. 

Prakash Bajpai Sir, I have basically a couple of questions. First question is as usual on the merger 
issue. So any more light you can give for example, if it was stuck-up for the 
valuation front? So you have some guidance on what you think should be a correct 
valuation for IDFC or? 

Sunil Kakar So let me say this for all present on the call. This is not the first time a merger does 
not go through because of valuation differences, and this will not be the last time 
that the valuation differences will come in any merger discussions. So I really don't 
know how to respond, and I can't give you specific details, but what is the fair 
value, fair value is equally an art as much of a science, for listed companies, it's 
relatively easier, for unlisted companies, it's a judgment call. And on top of it, what 
is the fair value of IDFC Limited, there are enough analysts' reports, I don't need to 
add to that. The major issue, which obviously, which came into the play was we are 
a listed HoldCo, they were unlisted HoldCo, so the holding company discount is 
only to be discovered in the market. We also believe that the market is not fairly 
valuing us as far as the HoldCo discount goes, but market is supreme. So these 
challenges are always were a part of the difficulty in arriving at a relative valuation. 
It's not the absolute valuation, which met our own expectations of what is fair value. 
So anyway, as I said, this is nothing unusual at least in my mind. There will 
hundreds, which have not gone through in the past and there will be hundreds 
more in the future, which may not go through because of valuation differences. I'm 
obliged and responsible, me and Dr. Lall, to ensure that the shareholder value is 
protected. And we go forward and relatively grow faster on that. So things just 
didn't work out on the valuation front, so be it. 

Prakash Bajpai And a clarification on a media report, which said that Alternatives is something 
which you are about to, the out of the ideas, say fall in some form, there were 
something in the media, do you have any comment on that? 

Sunil Kakar As I have said, don't believe everything you see in the media as and when 
something concrete happens, we will keep you informed. 

Prakash Bajpai Okay. And third question is that this is maybe more related to Bank, but maybe you 
can say something. That is now the bond yields are going up, both the government 
bond yields and corporate bond yields also hopefully. So how do you see the 
impact on our bond portfolio, is it adequately protected or you will see some impact 
coming in from this. What is the strategy to handle this? 

Sunil Kakar Yes. So we have changed our duration positions, we were very long durations. We 
have ridden the curve and made lots of profit, you would be aware, almost 600 
crore to 1,000 crore over the last 12 months. 

Prakash Bajpai Yes. 

Sunil Kakar So to that extent, the duration of the excess bonds, which we are carrying has 
been adjusted appropriately to take into view the expected rates which may rise. 
Having said that, we really don't know because there is enough pressure or I would 
talk from an overall industry perspective to see if the rates can be lowered a bit 
further. Our personal view is that we'll see within a range rate movement and there 
is not going to be any sharp increase in rates, that's the view of even of our fixed 
income. But we have active management of bond duration, which will ensure that 
we do not suffer significant or any losses hopefully. 
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Moderator Thank you. Well, that was the last question. I now hand the floor back to the 
management for their closing remarks. Please go ahead. 

Sunil Kakar Thank you, everybody and we hope to see you next quarter. 

Moderator Thank you. Ladies and gentlemen, on behalf of IDFC Limited, that concludes this 
conference. Thank you all for joining us and you may now disconnect your lines. 
Thank you. 

 


