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Moderator Ladies and gentlemen good day and welcome to the IDFC Limited Q3 FY 18 

Earning Conference Call. As a reminder, all participants’ 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 ‘*’ and then ‘0’ on your touchtone phone. 
Please note that this conference is being recorded. I now hand the conference over 
to Mr. Bimal Giri. 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 9 months Fiscal 18. I have with me Sunil Kakar 
and Bipin Gemani who has joined us as a special invitee. 

I would like to say that some of the statements made in today's discussion will be 
forward-looking in nature and may involve risks and uncertainty. Documents 
relating to our financial performance have been e-mailed to all of you. These 
documents are also being posted on our corporate website. 

I now invite Sunil to provide key highlights of our performance for 9 months Fiscal 
18. 

Sunil Kakar Thank you Bimal. I will briefly take all of you through our progress in respect of 
IDFC consol financials and some highlights pertaining to the subsidiaries. 

The consolidated balance sheet of IDFC as on December 31, 2017 was 1,25,629 
crore. For the 9 months FY18 the consolidated PAT was Rs. 588 crore, the 
consolidated net worth was 11,321 crore. Performance of our Bank 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. The Bank now has 2.4 million customers, 127 branches, 356 corporate 
BC outlets and over 13,000 micro ATMs. We are focused on growing our corporate 
Banking and direct retail assets. Sequentially our corporate Banking assets grew 
by 16% and our direct retail assets grew by 27%. Our CASA increased by 33% 
quarter- on- quarter to Rs. 4,254 crore and our core deposits grew 13% 
sequentially to almost Rs. 8000 crore.  

IDFC Bank has shown strong momentum on fees, sequentially our fees and 
commissions grew by 30% to 138 crore. Our outstanding trade non- funded book 
as on December 31, 2017 was 27,258 crore. Our stressed assets have been stable 
over last many quarters. The Bank’s profit for 9 months FY 18 was 817 crore. 

 On to our mutual funds, our mutual fund has been doing well over the last 2 
quarters. Our AUM grew faster than the industry in the last 2 quarters. We have 
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now crossed 70,000 crore in average AUM in this last quarter. Overall, we 
witnessed the 7

th
 fastest AUM growth amongst the top 15 funds. In equity we were 

the 5
th
 fastest where as in fixed income we were the 6

th
 fastest. Our fund 

performance has been improving, 61% of our funds are now in Quartile 1 or 2 in 
respective peer groups as against 39% a year ago. Equity gross sales grew 3.4 
times on year- on- year basis. We witnessed at 2.3 times increase in the IFA and a 
6.7 increase in new investor folios. We now have 10 funds that are AUMs over 
2,000 crore. In July 17, we launched a Quant based PMS powered by artificial 
intelligence and big data analysis. We received the AIF license from SEBI and we 
will be launching an AIF soon.  

 We leveraged our marketing and PR initiatives to help build visibility and presence 
across a wider market segment. We will continue to invest in this business which 
will require up front expenses on sales and marketing. The benefits of these 
investments will accrue to us over a medium period of assets holding period. 
Although, the industry is witnessing margin compression due to aggressive pricing, 
regulatory change in product categorization and a growing high yield credit position 
to improve portfolio yield and fixed income we are confident of navigating these 
challenges and growing our mutual fund franchise. The mutual fund profit for the 9 
months FY 18 was 58 crore.  

As on December 17, our loan book in the IDFC Infrastructure Finance Limited was 
3,969 crore across a well-diversified portfolio of roads, renewables, education, 
healthcare, telecom, SEZ, transmission and others. The pipeline for disbursement 
continues to be healthy. Our debentures and CPs continue to command the 
highest domestic credit rating. Asset quality was strong with nil NPLs. Net profit for 
the 9 months Fiscal 18 was 64 crore. As you must be aware we own 81% of this 
business and over the next few quarters we need to bring it down to 49%. 

 In alternatives our AUMs were 17,000 odd crore in 9 funds across 3 asset classes 
in infrastructure, private equity and real estate. Our PAT for this business for 9 
months was 6 crore. In our securities business, notwithstanding the structural 
issues faced by the industry we continue to do reasonably well. We have 
strengthened our institutional sales and research to service domestic institutional 
investors and FIIs across the globe translating to a well-diversified growth in 
revenue mix across geographies. For the 9 months this business delivered a 
revenue of 85 crore and net profit of 29 crore. To summarize all our businesses 
delivered a strong performance and we are confident of maintaining the momentum 
for the rest of the year. 

 Before we open the floor to Q and A, I would like to share with you some thoughts 
on the possibilities for unlocking value for IDFC shareholders. I would like you to 
just focus on the next few sentences I am going to speak. Going forward, our focus 
will be on simplifying the structure to unlock value for our shareholders. In some 
businesses we are open to divesting to monetize value, in some we are keen to 
invest in growth, we are open to strategic partnerships also. We are keen to deliver 
on these in a tax efficient manner. It is our intent to eventually work towards 
collapsing the structure. Every quarter I will update all of you on the progress made 
in this regard. With this update I now open the floor to Q and A. 

Moderator Thank you very much sir. Ladies and gentlemen, we will now begin with the 
question and answer session. The first question is from the line of Anirudh Agarwal 
from AAA Investments. Please go ahead.  

Anirudh Agarwal My first question was actually on how are we going to fund the additional stake that 
will be required to acquire in the Bank? 
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Sunil Kakar Sure, we have internal accrual resources which will be adequate to take care of the 
investment required to meet the regulatory requirement. 

Anirudh Agarwal The question actually arose from the fact that as on September, I think our current 
investments were about 500 crore and as per today's prices we will need to spend 
about 750- 800 crore to acquire that additional stake. 

Sunil Kakar I understand your question so there are other cash equivalents which are there in 
the subsidiary. So let me put it the other way round, we will not raise the equity and 
I don't think we will need to raise or borrow any money to fund this. 

Anirudh Agarwal So will the IDF stake sale be part of the funding or? 

Sunil Kakar There are many opportunities and options so a combination of a few things here 
and there, and I don't need the money tomorrow, we have over 6 months at least. 

Anirudh Agarwal I think you spent some time on telling us how you plan to increase the value of 
IDFC shareholders, so could you like elaborate a little more on, could we see some 
stake sale in the mutual fund business or so on so forth? 

Sunil Kakar As you would appreciate these are event specific and it will be unfair to give you 
any specific data at this point in time and I have said as and when events are 
happening or have happened I will come back and share with you. But the intent 
and the direction has been clearly stated for all our shareholders to be in line or to 
be aware of the direction which we will be taking over the next few years or may be 
1 or 2 years and in line of that all options are on the table. Again, I would like to say 
we are keen to deliver this on a tax efficient manner and one has to work through 
the best option which will give you and all the shareholders the highest possible 
return with low tax risk. 

Anirudh Agarwal The last question was actually on the IDF so we have seen substantial growth this 
quarter. Do we see that continuing in the near-term? 

Sunil Kakar Yes, the objective is to take risk adjusted assets on your book and it depends on 
what we feel comfortable with. The key criteria of growth will always remain the 
amount of how we assess the risk in that stage. But yes, the objective is to 
continue growth over the next few quarters basis the kind of opportunities which 
come to us; diversified risk is the key to the answer. 

Anirudh Agarwal And on the quantum of growth would you specify a ball park number can we grow 
25- 30% per annum? 

Sunil Kakar Well it has always has to be a balanced growth. We don’t have any capital problem 
it is only a question of finding the right quality of assets. So yes, 20- 25 is possible. 

Anirudh Agarwal And what is the kind of leverage that we can take in this business? 

Sunil Kakar Maintaining a AAA rating, I guess 5 is not an unreasonable number. 

Anirudh Agarwal And the long term ROEs that we could see? 

Sunil Kakar As the size grows 15- 16% is possible. 

Moderator Thank you. The next question is from the line of Nishchint Chawathe from Kotak 
Securities. Please go ahead. 
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Nishchint Chawathe This pertains to the AMC business, just trying to understand what is happening out 
here in terms of margins and your earnings being down. So, I know you have given 
some explanations but maybe if you can just talk about it. 

Sunil Kakar So I would just like to give a one liner and you can interpret it. When you 
accelerate, the fuel efficiency goes down. So to that extent there is lot of 
investment being made at the grass root levels in terms of increasing our 
distribution network, strengthening our distribution network, focusing on the 
productivity, focusing on and ensuring that the fund performance is not 
concentrated, some of the key vectors at the grass root level. Now obviously the 
margin yes, from overall they are down to about 45- 50 basis points. But 
strategically, I would like to focus on the strategic portion one is (A) we are 
investing. (B) we continue to focus on growing our equity portfolio more granular 
and SIPs - our equity portfolio which was lowish I would say around 20- 21 is now 
(+26) and hopefully very soon we should cross the 30% figure.  

We are not focused on either cash funds or, not focused doesn't mean we are 
ignoring it but not that trying to pay out of pocket to just increase the AUM neither 
are we very focused on diluting the credit quality of the bond books so that we can 
get high yields. Approaching this in a conservative manner on the fixed income 
side is one part of the strategy. The second part is focusing on retailization, if I may 
borrow the word from our Banking strategy, so we are focusing on getting more 
retail investors in and focusing on getting the equity percentage, number of 
transactions, number of clients more into the system and broadly speaking now if 
some of us are aware of the concept of DAC which is used in the insurance world, 
deferred aquisition cost so on that basis our profits are still improving. But under 
Indian GAAP accounting this is obviously a large amount of investments we are 
making up front is causing a slight dip in profits. But the benefits of the same, one 
should see in over the next few years. 

Nishchint Chawathe So when you are referring to aggressive pricing, what are you exactly referring to? 

Sunil Kakar Aggressive pricing, not in terms of investment. I would rather put it as investment in 
the sense that the kind of growth in distributor network, acquisition costs. 

Nishchint Chawathe So I will just read out your margin compression due to aggressive pricing, 
regulatory change in product categorization and growing high yield credit position 
to improve portfolio yield, I mean these are some of the challenges, so I was just 
kind of little curious as to if you could specify each of them. I guess on the high 
yield side you didn’t make a point that you are moving more from cash to high yield 
funds. But just curious how does that put pressure on margin? 

Sunil Kakar No, I am saying the margin pressure is coming, this is from the market perspective, 
the first sentence is industry is witnessing. You have to manage these pressures 
and still continue to remain true to our objective of not taking high yield credit and 
managing the portfolio yields in a more risk mitigated manner. So that is what it 
was. We are confident of navigating these challenges and growing our mutual 
funds franchise. So, we are focusing on growing the franchise and distribution 
network. 

Moderator Thank you. The next question is from the line of Ashi Anand from Allegro Capital 
Advisors. Please go ahead. 

Ashi Anand The first question is with relation to the simplification of the holding structure. I just 
wanted to understand what are the regulatory conditions that we need to satisfy to 
be able to do this? Compared to our current shareholding structure what are the 
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changes we may require to make from a regulatory perspective to be able to do 
this?  

Sunil Kakar Obviously I hope you aware that this current structure is based upon the 2013 
Banking Guidance License conditions. so all of this is subject to RBI approval. But 
directionally if you read 2016 guidelines and 2013 guidelines, to be able to collapse 
the structure what it would require is that all non- Banking businesses are not in the 
form of an IDFC brand or a group structure. So, the businesses can exist 
independently either through listed, if they are in a position to get listed but with 
brand of course we will need to work with RBI, but most likely the branding will also 
not be allowed, common branding but whether it is a first name, second name, etc. 
So the structure could be collapsed subject to RBI blessing and approval provided 
we are in a corporate structure which basically is focused only Banking in the brand 
name of IDFC. 

Ashi Anand Does this like when we are speaking of the growth structure for the non- Banking 
businesses do we need to hold below 49% or any particular kind of shareholding 
limit we can have in these other businesses, can we hold them via IDFC Bank, if 
you could just kind of elaborate on any of that? 

Sunil Kakar No, so under IDFC Bank the 2013 license conditions do not allow even any 
holding. 

Ashi Anand So we would have to actually look at this systematically divesting each of these 
businesses to be able to collapse this structure? 

Sunil Kakar Yes, from an IDFC Group structure perspective, not necessarily from a shareholder 
perspective in the sense, the shareholders could have an opportunity of owning 
these businesses as is were…. 

Ashi Anand So as in case we have demergers, etc., we could look at those kinds of things, 
right? 

Sunil Kakar As I again want to repeat so that the direction is cleared. Direction is that it is our 
intent to eventually work towards collapsing the structure. But all these businesses 
will survive and thrive in their own individual respect. 

Ashi Anand The second question was with relation to IDFC Alternatives. Any plans on any new 
fund raises? 

Sunil Kakar No, not in the near future. 

Moderator Thank you. The next question is from the line of Rahul Marathe from Akash Ganga 
Investments. Please go ahead. 

Rahul Marathe I would like to know what are the fund inflows through our SIP book in mutual fund 
business, monthly inflows? 

Sunil Kakar About 100 crore a month? 

Rahul Marathe And has this quantum increased significantly due to demonetization or were there 
the same inflows pre-demonetization also? 

Sunil Kakar If you were to compare let us compare even Q4 17, it was 75-76 crore, a month. 
Even post-demonetization it was 78 crore a month. 
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Rahul Marathe So this 100 crore is a sustainable figure and it can grow also? 

Sunil Kakar Yes and this growth is primarily driven due to the investments we are making in the 
distribution network. 

Moderator Thank you. The next question is from the line of V. P. Rajesh from Banyan Capital 
Advisors. Please go ahead. 

V. P. Rajesh Just on the strategic direction that you have articulated, is it fair to conclude that 
among these various businesses we have in IDFC aside from the Bank, some are 
likely to be divested and some are likely to be spun off in a demerged entity and as 
a shareholder we may end up in some of those. Is that the way to think about it? 

Sunil Kakar Absolutely correct. You have summarized it very well. 

V. P. Rajesh The follow-up question is what are the businesses in your comment I heard you 
say that you are investing in some businesses and not investing in the others, so 
what are the businesses where the investment is going currently? 

Sunil Kakar You can draw your own conclusion, I don't think it would be fair from me to say, I 
did mention that AMC is one business where we have been investing, that has 
been mentioned to you. 

V. P. Rajesh Let me try the other way, what is the prognosis on IFL business, given it is a small 
book and I believe earlier we could not grow that book because of the conflict with 
the Banking structure or at least that was my understanding, which could be 
completely wrong. But assuming that is still the case, do you foresee because of 
the Capital First transaction that business starts to get more growth capital? 

Sunil Kakar The IFL specifically, we did mention that we are planning, it was more of function of 
getting appropriate level of risk-adjusted assets, loans which we are comfortable in 
that space and we did indicate 20-25% growth in that business. I don't think the 
merger, which we are talking of in the Bank has any direct co-relation to the same 
because that focus is primarily of retailization of our Banking book and so this 
business of IFL of course will be grown. But we also mentioned just for your 
information that we are currently holding 81% and as per regulatory requirements 
we need to come down to 49 or if not a bit lower. So you put all these pieces of 
information together the answer would come out that yes we will grow but the 
share holding pattern will change over a period of time. 

V.P. Rajesh Right, understood. And the IFL business is primarily, if I may say so wholesale 
business where you are buying bonds or loans to the infrastructure related assets. 
You are not going essentially in other kind of products which have grown, let us say 
for example in Capital First or other retail type of products. Is that the way to 
understand IFL business? 

Sunil Kakar Yes that is correct. IFL is an infrastructure debt fund based and highly-regulated so 
the investments can be made only in an infrastructure space and that also 
generally speaking, it has to be an operating asset. COD plus 1 criterion and if it is 
a PPP which is the Public Private Partnership then there is a risk-weighted 
advantage on that. So it is a highly regulated asset book which one can pick up 
and the fact is obviously since these are operating assets the risks are lower. Yes, 
this is large whole sale road, transmission, hospital those are the kind of assets we 
have and then of course it is because of its certain regulatory constraints they get 
status of tax-free profitability. Now if one were to change its nature then obviously 
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all those benefits disappear. But as we speak there is no intent, no such strategic 
thoughts, and it is basically focused on operating infrastructure assets only. 

Rahul Marathe Got it and in the others category there is a significant income shown for the 9 
months could you give a little bit more color on the source of that and if was sort of 
one of or some profits being booked, etc. 

Sunil Kakar Is this on stand alone or on consol? 

Rahul Marathe This is on consol Slide #5, NTT wise PML, operating income line item under the 
column others. Second last column from the right-hand side, 212 crore. 

Sunil Kakar That was eliminated. It is a dividend from financial holding company. Remember 
we have two layers. It gets eliminated in the ultimate consol. 

Rahul Marathe I am looking at the consol presentation. So this should be at the very top? 

Sunil Kakar Yes, the operative income of course this is summarized what we are seeing. 

Bipin Gemani At a standalone that is an income shown and it is part of tax, MI and other 
adjustments the dividends get eliminated. 

Rahul Marathe Last final question on the housekeeping side, so once IDFC Bank becomes less 
than 50% of IDFC Limited is it fair to assume that you will not be doing a 
consolidation, or it would be more a line item. 

Bipin Gemani  We will be doing consolidation because it will be still holding at least 40% in the 
Bank, so it will become from a subsidiary to an associate company of the group.   

Rahul Marathe But you will have to show consolidated financials? 

Bipin Gemani Yes we will have to show consolidated financials.  

Moderator  Thank you. The next question is from the line of Rajiv Pathak from GeeCee 
Investments. Please go ahead. 

Rajiv Pathak Just a couple of questions, one is, what will be the fully diluted shares in the Bank 
post-merger? What is it going to be, the total share capital? 

Sunil Kakar We have answered that question, the first gentlemen had asked from our IDFC 
Limited perspective, saying that we will need to invest something to get enough at 
current market prices about 750-odd crore. So yes, the word fully diluted is not 
necessarily the appropriate way to look at it because it is on the record date 
whatever are the shares outstanding. So basis our estimate for which it is possible 
that we may have some more information than what you have, so I am surprised 
we should end up at the same level of numbers which should be around 479- 480 
odd crore shares. 

Rajiv Pathak So going up to 40% again would require many of the approvals like shareholders 
and NCLT and SEBI approvals, so at what stage exactly can you actually initiate 
this by? 

Sunil Kakar You know that we will have to buy, Yes, over a period of time from between now till 
what effective date so let's say over the next 6 to 8 months. 



 
 

Transcript of IDFC’s Q3 FY18 Earnings Call   Page 8 of 9  

Rajiv Pathak Okay, but at what stage means you need all the three approvals and then only you 
can initiate? 

Sunil Kakar No, that is our call. We will do it, but I can't share exactly which time when I will 
wake up and say today I want to do? 

Rajiv Pathak No, not the time but the approval stage. So if you get a shareholders’ approval and 
the SEBI approval is through, then you can initiate timing may be as per your 
judgement. 

Sunil Kakar Yes, we will plan it accordingly. I guess basically just to keep everybody informed 
that our target is that to within 6- 8 months from now, probably maybe at worse 9 
months we plan to finish everything. I'm told it almost takes about 6-7 months in the 
NCLT so working backwards we should have all the regulatory approvals in the 
next 2- 3 months. 

Rajiv Pathak And on collapsing the structure, now since there will be a new team lead by Mr. 
Vaidyanathan so have you had talks on these structures with Mr. Vaidyanathan 
that how comfortable will be the new team, the head of the banking going towards 
that structure? 

Sunil Kakar It is a change in the shareholding pattern for the Bank it does not impact the Bank 
direct shareholders, so today we will own 40% through NOFHC. Tomorrow that 
40% will be held subject up to various regulatory approvals of course will be held 
by the more diversified shareholders so to that extent I don’t see any role they 
have. It is obviously the IDFC Limited Board and shareholders who have a say in 
this statement or in this direction. But from a Bank’s perspective since nothing is 
impacted except that instead of one entity holding 40% it will be more well-
distributed. If you were to ask me that a more distributed shareholding pattern is 
equally good, it is well-spread.   

Moderator Thank you. The next question is from the line of Prakash Bajpai from Blue Bull 
Stock Investor and Trader. Please go ahead. 

Prakash Bajpai I am also concerned about a little bit on the merger issue. What would be the book 
value post this merger and how it will basically affect our valuation?  

Sunil Kakar I think in the Bank’s call Dr. Lall h had clearly, and earlier also explained the 
strategic rationale for the merger and I just repeat the same that retailization is the 
strategic direction we have taken, and after considering the various factors we 
believe very strongly that a merger with Capital First will be value accretive in the 
medium-to-long term for all shareholders of the Bank. And we are effectively 
shareholders of the Bank, the total value; we just spoke about unlocking value. 
There are two parts to the value, one is of course the restructuring of the corporate 
structure, of course, I keep repeating so that there is no misunderstanding, subject 
to various regulatory approvals, specifically RBI. 

The other part of the story is the growth in the underlying business and the value 
created by business itself, in that respect, this merger and other businesses 
whether it is IFL or AMC or any other businesses we continue to focus on growing 
the business and hence growing the value. So growing the business in that space 
we all understand that Bank is a very critical driver of the overall growth of IDFC 
Limited even today it is 53%, tomorrow it will be 40% of a much larger capital base. 
We expect that the merger with the retail book of CFL along with the engine to 
grow they have 3 million customers, 280 outlets they are in the space where we 
would like to grow. Our internal calculations indicate that we will have a jumpstart 
of at least 3- 4 years of asset growth. So, if you put all the strategic elements 
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together you will find that this merger will be value accretive to all shareholders 
over a medium period of time. 

Prakash Bajpai But at the moment what is that because as IDFC shareholder we lose on the book 
value, that is right. 

Sunil Kakar Yes, your book value comes down we cannot deny that, but your multiple goes up. 
So if you look at the even without having had an opportunity because of the various 
constraints of regulatory approval, as long as your market value, not book value, 
market value it should improve and that is what the point is we are making, it will 
improve over when I say medium period, then it will improve much more. There is 
no reason to believe that the market value will drop. 

Prakash Bajpai But yes you are saying post-merger how the prices have moved? 

Sunil Kakar This, yes the prices are where they are and for whatever it is worth if you take a 90 
day average from October to December you have to ignore January spike because 
that was more because of speculative activity. We are still at those levels. 

Prakash Bajpai I think we hit 3 months low or 4 months low yesterday I am talking about IDFC not 
the Bank. That is why I am wondering that what is happening to our valuation state, 
from IDFC shareholder point of view at least in the short term it is definitely giving a 
negative value. 

Sunil Kakar I understand your question; I thought you were talking about the Bank value. But 
yes, IDFC Limited value will improve over a period of time. We have just shared 
with you our strategic direction.  

Prakash Bajpai  Okay. Let us see.    

Moderator Thank you. Ladies and gentlemen this was the last question for today. I now hand 
over the floor back to the management for your closing comments. Over to you sir. 

Sunil Kakar Thank you very much and we will get back in touch with you next quarter. Thank 
you.  

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

 


