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Disclaimers

• No current holdings in Edelweiss as of 16-June-2019

• This is not a BUY / SELL / HOLD recommendation

• I am a hobbyist not a SEBI Registered Advisor

• Views are personal



Edelweiss – A well run, agile but complicated NBFC

• Existing businesses are de-risking and 
becoming more efficient

• Growth businesses yet to fire
• Diversified with countercyclical businesses 

(no business line contribution more than 
20%)

• Management quality

For Investment Case Against Investment Case

• Unknown stress in existing businesses
• Liquidity, ALM, Credit Quality challenges
• Loss making insurance business
• Cost/Income higher than peers (LT Fin, Piramal)
• Increasing funding costs and deleveraging
• Exposure to all risks (currency, credit, liquidity, 

market, policy etc.)



But things have changed ..

2017 Plans 



Liquidity = Liquidity cushion + HQLA (liquid assets)

Banking Lines
43%

FDs and Bank 
Balance

17%

Government 
Securities, 

Mutual Funds 
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40%

Liquidity Sources

Banking Lines

FDs and Bank Balance

Government Securities, Mutual Funds etc.

Liquidity Cushion is 12% of borrowings

... Avg Mutual Fund contribution to funding mix of NBFCs is roughly 17%



Liquidity = Liquidity cushion + HQLA (liquid assets)

• Total Liquidity = 10050 + 5300 = 15,350 crores (35% of total Loan Book of 43000 cr)
• AMPLE LIQUIDITY !!



ALM situations looks good…

• All in all, Long Term Assets matched by a Long Term Borrowing profile
• 45% borrowing comes from banking relationships
• “We never used Commercial Paper for ALM arbitrage.” – Rashesh Shah, Q2FY19 concall

Only 32% liabilities have tenor of less than an 
year…



Rising Rates? Only 15 bps hit on lending margins..

Of 100 BPS incremental 
increase in borrowing cost,

35 BPS gross impact on 
margins, of which 25 BPS 
passed on to borrower

i.e. only 15 BPS net impact 
on margins

Price elasticity 



Real Risk #1 – Wholesale Real Estate Exposure 

• Gross NPA is a measure of underwriting quality
• Net NPA is roughly = Gross NPA – Provisioning expenses, trouble here is Provisioning expenses can seriously 

underestimate losses
• Loss Given Default calculations are far from perfect –> as real estate collateral is often not recoverable or 

enforceable



- Rather than write off the bad loans, as they occur, banks/nbfcs usually create provisions for losses that average 
out losses over time and charge this amount against earnings every year

- But if provisioning fails to meet shortfall upon a real loss –> there will be loss incurred in the same year
- A lot collateral and real estate appraisal and valuation is based on PSEUDO Cash flows

Prima Facie Provisioning/LGD seems adequate…

Two important factors that determine 
Losses in Real Estate
1) Loan to Value, 
2) Completion of the Project



Prima Facie Provisioning/LGD seems adequate…



Wholesale Book – De-risking but is it enough?

- Historically, < 20% Loss Given Default in wholesale book
- Real-estate crisis: Assuming 20% of accounts default (~2400 crore)
- 50% LGD for entire developer loan book (i.e. 1200 crore)
- That’s 1200 crore LOSS or Money Never Recovered – rest 50% will be recovered 

slowly after re-structuring and arbitration (recognized only on CASH BASIS only)
- Provisioning is currently only 1.5% of total loan book while losses can be 15% 

(0.3 x 0.5), i.e. 10 times

• About 60% of Lending Book is wholesale
• Concentration risk: 10 largest loans constitute 18-20% of the portfolio & there are 65 real estate accounts
• 50% exposure in wholesale book is to real estate assets – collateral here is land (LTV is 50-60%)
• About 1/3rd of the exposure is to MMR, Mumbai and Pune

Corporate Credit Cr

Structured 
Collateralized Credit

6,456 Customized credit solutions with robust risk 
management systems. Recovery rates are high

Wholesale Mortgage 11,599 Developer financing for primarily residential 
properties



- Only 1.5% voluntary provisioning as percentage of wholesale mortgage book

- 1200 crores in write down will not be covered by provisioning 

- If FY 20 profits are 1200 crore (1100 crore in FY19), company will make no profit

- Collections and funding will be impacted as foreclosure and settlement in real estate is a long term process

Impact of Real Estate defaults

“Our industry interactions 
indicate that 15-20% of real 
estate debt may be stressed. 
Signs of stress should be 
visible from 1HF20 onwards 
as liquidity gets tighter.“  

- CLSA



Real Risk #2 – Off Balance Sheet sensitive to Macros

- 39000 crore of distressed assets held via Trusts/SPVs 
- What is the consideration/control of Edelweiss in 39k crore of AUMs under Trusts/SPVs? What portion of these 

assets are consolidated on balance sheet?
- If economy goes bad, no management fee, only bad assets? (charity business instead of lottery business?)



Real Risk #2 – Off Balance Sheet sensitive to Macros

- Balance Sheet Assets are de-growing, while AUA/AUM based business is growing
- Edelweiss is primarily an Agency business and not a Capital business



Risks Summarized

Provisioning losses:
- Write offs will cause Edelweiss to be downgraded – but even assuming no more funding from MFs or off-

balance sheet  High Quality Liquid Assets of  10,000 crore should be sufficient to meet near term requirements
- Risks therefore are not of liquidity or solvency but of losses and deterioration of the credit book
- Makes sense to value based with no growth basis (EPS growth has already fallen from 50% yoy to 15% yoy)
- Makes sense to value at adjusted book value (Adjusted for impairment)

Increasing costs:
- Operating costs are already high ( C/I ratio has increased), Interest costs on Capital business may also add to it
- Already high Cost to Income ratio will shoot up with recovery costs in case of rising NPAs and defaults
- Interest costs may keep on increasing for NBFCs
- 100 crore cost and investment per year into General Insurance subsidiary

ARC assets and related party risk:
- Economic stress can trigger ARC assets owned by Edelweiss turning into liabilities. Liquidity of 15k crore and 

Regulatory Capital of 10k crore may prove inadequate to cover 76 crores of assets (36 + 40)
- Assets under Management including ARC are 4x the Balance Sheet
- ARC structures may hide complex intercompany relationships and risks (more on this later….)



Valuation

• Wealth Management, 
Alternate Investment

• M&A, Capital Markets 
Advisory

• (Low capital employed, 
High ROE)

Book/Asset Value or; 
Regulatory Capital

• Mutual Fund
• ARC
• (High risk, High ROE)



Management Quality – Meets and Exceeds 
Expectations

Meeting targets : Ventura projection in 2017 of 
changing loan book composition (currently 
Wholesale book share is around 53%)

Exceeds Targets: Regulatory Capital is 18%, way 
above expected 14% projected for 2019



Asset Reconstruction Company

Fees as % of AUM
to Edelweiss 
(Carry Income)

Security receipts
(Tranched) 

Debt + Collateral
Transfer to ARC

Debt from Bank

- Vega City Mall (Banerghatta road)
- Essar Steel, Binani Cement etc.

Cash to Bank



Asset Reconstruction Company

Fees Income 

Interest and Upside on Security 
Receipts



ARC: How it works - Vega City Mall
1. Distressed debt (NPA) of Rs 313 crore purchased from SBI and Bank of India in 2014

2. Collateral also transferred (Vega City Mall)

3. Structure 5:95, 5% paid upfront to banks, 95% as security receipts payable over 5-7 
years (Regulatory norms now require atleast 15:85 ratio)

4. Mall space leased out to PVR etc.

5. Mall became profitable, banks receive Rs 400 crore in security receipts – write-back 
loans

6. Receipts can be sold or converted into equity 

7. WIN WIN for ALL



ARC - Risks

• Distressed AUM: 42000 Crore – held under ECL Finance. How are they doing?

• Edelweiss ARC will also have to redeem a large number of security receipts (SRs) to 
banks for the 600-odd portfolio companies

• Once the company goes to NCLT, the stressed company is out of control of ARC or 
lenders

• No steep discount: As per RBI guidelines, banks are required to sell NPA at a reserve 
price, which should generally be not lesser than NAV based on the estimated net 
realization from the account. This leaves very less margin of safety for ARCs

• A large part of Security Receipt redemption will be due in the next two-three years 
as bulk of the assets were acquired after 2014 (5-7 year period)

Distressed Asset Business – Not Distressed Debt (heads I win, tails I don’t lose much)



ARC – Risks (continued..)

• Complex structure (300 Different Trusts) and Inter-party transactions (i.e. Trust 
borrowings from and NCDs held by loss-making Edelweiss Tokio Life & ECL Finance)

ECL Finance – Non-current investments



ARC – Triggers and Opportunities

• RBI norms for NPA resolution require mandatory creation of Resolution Plan (RP), 
which banks outsource to ARCs

• Distressed investing usually involves greater risk than turnaround investing, but can 
also offer higher returns

• IBC and arbitration laws
• Market for Security Receipts will deepen 
• Strategic shift from Distressed to Stressed Assets
• Auctions don’t find takers in down cycle – e.g. VR Mall
• Oaktree has earned 17% IRR since inception in 1995



Edelweiss - Competitive Advantage

• ARC: High barriers to entry due to nature of structure and payoff. 140 people in ARC 
team (need large teams)

• High ROE, low Capital Agency and Advisory businesses

• Balance Sheet Management team and its expertise

• Counter-cyclic, Diversified NBFC: No business contributes more than 20% 



Next Steps – FY22 Outlook

• Double Credit Book (Focus on Retail)

• Retail book from 50:50 to 70:30

• ARC and Wealth Management growth targeted at 25% per annum

• Growth opportunities: Home Loan book < 10,000 crore. SME Book < 4000 crore.



Key Questions for a Growth Investor

• ARC – Cash Cow or Growth business? Fees + Carry income on existing AUM or 
upside on consideration in Trusts?

• Further equity dilutions for fund raising to maintain gearing ratio?  

• Banking License?

• Possible listing of subsidiaries (Edelweiss Home Lending?) will unlock value?



Appendix



Thank you

Twitter: @anbhardvaj

https://twitter.com/anbhardvaj

