may bridge
Sale of non-core assets, listing of:
insurance business will also aid val

HAMSINI KARTHIK
Mumbai, 21 March

ith 37 per cent year-
s N ; to-date gains,
Reliance Capital is

among the biggest gainers in
the category of BSE200 compa-
nies since the start of 2017. Its
stock price has almost doubled
in the past 12 months, thus
catching the attention of
investors. But its market capi-
talisation still staggers at 15,347
crore. This is despite two sig-
nificant stake sales, which val-
ued the life insurance business
at 310,000 crore and the asset
management company (AMC)
at38,500 crore. Reliance Capital
holds 51 per cent each in the
two businesses. So what’s hold-
ing back Reliance Capital’s
stock from mirroring the valua-
tions of its subsidiaries?

‘While some experts say that
the memories of Reliance
Power’s initial public offer con-
tinue to weigh on the group’s
stocks, others such as Santosh
Singh, head of research, India,
Haitong Securities, says it is
much more than just the per-
ception. “How the business of
Reliance Capital performs on
fundamental parameters is
more important,” he says.
Analysts say that freeing capital
from non-core assets will be the
most important move towards
realising the potential of the
core businesses. “Non-core
investments have been a key
problem. If they are able to sell
them, the balance sheet will
look better,” Singh says.

Reliance Capital’s manage-
ment, however, is optimistic
and expects a substantial reduc-
tion in non-core investments in
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RCap: Focus on core biz

FY18. They include stakes in
Yatra.com, Sula Vineyards,
Grover Vineyards and Mahindra
First Choice, apart from itsinter-
ests in the media and entertain-
ment businesses. Sloughing off
non-core activities will augment
capital allocation for the core
areas, as discussed in the ana-
lysts’ meet, in which the group’s
chairman, Anil Ambani, and his
son Anmol Ambani presented
the company’s plans. The core
businesses include insurance
(general, health and life), hous-
ing finance, commercial finance
and AMC, in which the
prospects are beginning to
brighten.
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Profit before tax
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For instance, the AMC busi-
ness fetched a net profit of 3506
crore in FY16 and is among the
profitable asset management
businesses in India. Likewise,
Reliance General Insurance,
which turned profitable in the
current financial year, has
improved its online presence
over what was three years ago,
and has also strengthened its
banking channel partnerships.
As for the 11-year-old life insur-
ance business, the embedded
value currently stands at ¥3,074
crore with an improving persis-
tency ratio at 61 per cent versus
56 per centayearago. Asthe lat-
ter improves to average levels of

aluation gap

me finance arm and stake sale in general
ation expansion

70 per cent plus for the top play-
ers, the valuations could also
improve. Currently, analysts val-
ue Reliance Capital’s insurance
business at 1.7 times the embed-
ded value, as compared to 2.5
times plus for larger peers.

In housing finance, asloans
for  affordable  housing
increased substantially, the
business posted 61 per cent
year-on-year growth in loan dis-
bursements to 34,376 crore in
nine months of FY17. Analysts
say the asset quality of the busi-
ness also appears decent with
gross non-performing assets at
less than 1 per cent. The com-
mercial lending business,
focused on small and medium
enterprise loans, apart from
education, health catre and oth-
er loans, has a 6 per cent net
interest margin, which, accord-
ing to analysts, is robust.

On the whole, analysts at
ICICI  Securities Y recently
upgraded the Reliance Capital
stock-from ‘hold’ to ‘buy’ as
they expect the lending, AMC
and general insurance busi-
nesses to grow at a healthy pace
0f13.7-18 per cent in FY18. :

Analysts at Edelweiss, who
increased their target price on
the stock from %661 to3754 after
the analysts’ meet, say that a
potential improvement in earn-
ings will narrow the discount
between the current price and
the inherent fair value of the
core businesses. A stake sale in
the general insurance business
and listingof the home finance
business would help unlock
value. For now, the stock now
trades at 0.8x FY18 price-to-
book and is among the least
expensive non-banking finance
companies.



