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SKS Microfinance – a Magical Mix  
Date: 01st Sept, 2015  
CMP: Rs 457     
Mid Cap - with Mkt Cap of Rs 5800 crores 

Advice: High risk, high return stock, BUY  
Target: Rs 844 by Mar 2017, an 85% appreciation  

Overview: SKS Microfinance is a leader in small business loans for low income people in rural and 
village areas. State policy changes in AP in 2010 affected operations and SKS plunged into losses. But 
now the recovery is complete. Total income, NII (Net Interest Income) and Net Profit have grown at 
24%, 22% and 36% CAGR over the last 7 years. NPA levels are quite low.  
Why buy now: 1) SKS has a magical mix of Social Service and Good Business. 2) It’s a turnaround 
opportunity that is stabilizing now, and the firm should be able to grow at 40% CAGR over the next 2 
years 3) In a recent correction, it has fallen 22% in the last month from a recent high.  

Here is a note on SKS Microfinance (SKS).  

Description and Profile 
 SKS is a microfinance firm (NBFC-MFI) based in Hyderabad that distributes small loans.  

 In FY15, Income was Rs 724 crores and Profits Rs 188 cr. on a Loan Portfolio of Rs 4,185 cr.  

 Loans range from Rs 2,000-12,000 for low income women to start and expand a small business. Also 

loans upto 30,000 are disbursed provided customers complete 2 loan cycles.  

 SKS has a very efficient business model, where groups are formed to act as a guarantor, instead of 

an individual and they are educated by well trained staff of SKS in weekly meetings and updates. 

This has proved very efficient and the credit collection rate is over 99%.   

 SKS caters to 5.8 million clients with 1,268 branches across 16 states centers, 9000 plus workforce 

and 3.6 million Non–AP borrowers. Loan Portfolio by Economic activity is given in Fig-1.  

`  
Fig 1 – SKS Loans by Purpose and Region 

 Current shareholding is Promoters 9.2%, FII 42.7%, DII 18.4%, Bodies Corporate 7.2%, Individuals 

9.3% and others 13.2%.  
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 The MD & CEO of SKS is Mr M.R. Rao, a career Banker with 25 years’ experience in Profit Centre 

Management, Insurance distribution, Retail Banking and Consumer Finance. Rao joined SKS in 2006. 

Other leaders are Mr S. Dilli Raj, President and Mr K. V. Rao, Chief Operating Officer. 

Recent News and Updates  
 SKS issued Commercial Papers of 25 crore in Aug, which were rated 'A1+' by a rating agency. 

 It has applied to the RBI for a small finance bank license. This is still pending.  

 SKS cut their interest rates by 1.55%, from 23.55% to 22% with effect from 1 July, citing better 

operational performance and lower cost of funds.  

 SKS had a strong presence in Andhra Pradesh, but since the change in Microfinance policy in 2011, 

they have re-established their operations in other states.  

 Eleven firms got Payments Bank Approvals from RBI recently. Approvals were given to: Mobile firms 

(Airtel, Idea, Reliance, Vodafone, Uninor), prepaid issuer (Paytm, Tech Mahindra and one other), 

agent or business correspondent company (FINO), NBFC (Cholamandalam) and govt. (Dept of Post). 

 Recent RBI guidelines increased individual loans limit to Rs 1 lakh from Rs 50,000. It also revised 

upwards the eligible incomes and loan to be disbursed by cycle. This is a positive for MFI industry.  

Unique Strengths of SKS 
 Microfinance is considered by many industry watchers as a social service, a business activity that is 

un-remunerative and needs donations to survive. However SKS has developed the processes that 

ensure it earns a good margin while delivering credit to this target segment, at a massive scale of 

operations. This is a stunning achievement, a magical mix of social service and good business.  

 We believe that SKS charges one of the lowest interest rates among non-banking financial company 

— microfinance institutions (NBFC-MFIs), an advantage in a competitive situation.  

 SKS has robust payment, credit and collection systems in place. Due to their unique and 

sophisticated business model, they have a very high credit collection rate. 

 The company reaches out to under-banked people, and it has a huge potential for growth in India. 

About 40% of the new branches are to be located in villages with population of less than 10,000.  

 SKS follows the Joint Liability group model, where they lend to individual women, utilizing a 5 

member group who serve as the ultimate group guarantor for each member.  

Industry Note  
 The MFI sector total loan outstanding is Rs 33,500 (Sa-Dhan report, as on Mar 2014). 

 The disbursements and loan portfolios increased by 55% and 61% in 2015 in the MFI industry. 

 Microfinance has witnessed good growth over 15 years and is now set to grow at 30-40%. These are 

now growing faster than home loan portfolios for commercial banks. 

 The top 4-5 companies have close to 85-90% share of the Loan Portfolio. These firms are Bandhan 

Financial, SKS, Janalakshmi Finance Corporation and SKDRPD.  

 Today SKS may have a market share of 12.5% in this industry (based on Sa-Dhan data).  

 Microfinance sector addresses a market segment that is relatively low income and rural. This is a 

large and underserved market. There is a massive pent up demand for Microfinance.  

 It caters to a segment of society that has no access to credit, or so far has been exploited by high 

cost, unorganized, local moneylenders, and they do not have access to banks.  
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Fig 2: Microfinance Industry top 10 by Loans Portfolio and Disbursal in FY14  

Stock Evaluation, Performance and Returns  
 SKS had its IPO in Aug 2010, was oversubscribed 13.7 times and rose from IPO price of 1050 to 1490.  

 However, it dropped to a low of 54.4 in May 2012 after the Andhra Pradesh microfinance fiasco. 

After consolidating, it rose to a recent high of 589 in early Aug 2015, rising 10X in 3 years.  

 But in a recent correction, it has fallen 22% in the last month from this high. Fig 3.  

Fig 3: Price History of SKS  

Fig 4 Quarterly Financials  
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 SKS has shown good performance over the years, with Total income, NII (Net Interest Income) and 

Net Profit growing at 24%, 22% and 36% CAGR over the last 7 years. See Fig 4. 

 This is in spite of a dip in performance in 2011-13 where we saw losses and negative EPS. This was 

due to suspension of microfinance business by the AP state government. SKS was primarily 

operating in AP state at that time, so SKS suffered massive losses.  

 The price and PE too show massive volatility in this period. Fig 5. We peg the historical PE average at 

40 times, with a historical (normal periods) PE variation from 20 to 60 times.  

Fig 5 Price and PE  

Fig 6 - Price and EPS Graph  

 The EPS has recovered by Aug 2013, and is in a steady improvement thereafter. See Fig 6.  

 Gross NPAs are 0.1% and Net NPAs are 0.06% (Q1FY16), which are very good numbers.   

 The capital adequacy ratio is 27.2%, well above RBI norms. The Return on Average Assets and Equity 

post Q3FY13 have been positive and growing.  

 The stock has a beta of 1.7. Thus it is volatile and a high risk, high return type of stock. 

 The PEG is calculated at 1.06, indicating fairly valued current pricing levels.  
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*ROAA- Return on Average Assets                  Fig 7 – Key Financial Metrics for SKS 
  ROAE – Return on Average Equity  
  CAR –Capital Adequacy Ratio  

Risks  
 Intensifying competition: A microfinance firm Bandhan recently got a banking license, and 11 firms 

have got a payment bank license from RBI. These firms over the next few years will be able to extend 

small loans and payment services, and competition will intensify.  

 A recent scheme like the Jan Dhan Yojana driven through PSBs has targeted first time bank account 

customers, and has also grown the banking network, and can affect SKS business.  

 So far SKS has succeeded as it was able to pick (credit worthy) customers. However it is now growing 

in a lot of new states, with different cultures, and attitudes to loans. There is higher competition. It 

may not be able to sustain its high growth and low NPAs in future.  

o SKS has a robust, scalable operating model and should be able to execute in new locations.  

 A big external event (like the AP crisis) can occur again, and impact the business operations. 

o SKS has de-risked against such an event by now building a multi-state operation.  

 Rural consumption has been recently affected by the new central govt., which has since 2014 been 

reviewing a number of subsidy schemes, to reduce funds leakage and improve effectiveness. Rural 

consumption has visibly reduced. These events may affect SKS business growth.  

Peer benchmarking and Financial Estimates 
We benchmark SKS against other NBFC firms, as there are no other listed MFI’s. See exhibit 8.  

 Based on the PE and PB ratios, SKS looks overvalued. The 3 year sales and profit growth look poor. 

But SKS leads in the recent year sales and profit growth. In the context of the 2011-13 losses at SKS, 

we can see that the ratios reflect the firm’s turnaround.  

 The debt equity ratio of SKS is low. This indicates good funds availability for growth over the next 1-2 

years. SKS also leads in terms of the net profit margin.  
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Exhibit 8 – Benchmarking 

Financial Projections 
Financial projections of SKS indicate that post consolidation there will be rapid growth, Fig 9.  

 
Fig 9 – Financial Projections 

Opinion, Outlook and Recommendation 
 There exist massive inequalities in India. The affluent urban resident lives with vastly different work 

opportunities compared to the low income rural/ village resident.  

 In 2012, the Indian government stated that 21.9% of its population is below its official poverty limit. 

This roughly translates into 27 crore people today. A majority of them are fit and of working age. 

Microfinance solutions help these people to start working and build financial independence.  

 In this industry SKS stands out as a well-managed organization that blends social objectives with 

robust operations and profitable financial performance.  It has overcome a state government caused 

crisis in 2011 in AP to recover, repair its balance sheet and resume growth in 16+ other states.  

 We are confident that SKS will grow pan India, raise market share and continue its turnaround.  

 The target price of SKS is Rs 844 by Mar 2017, a price appreciation of 85% in 18 months.  

Disclaimer: 
This document has been prepared by JainMatrix Investments Bangalore (JM), and is meant for use by the recipient only as information and is not for 
circulation. This document is not to be reported or copied or made available to others without prior permission of JM. It should not be considered or 
taken as an offer to sell or a solicitation to buy or sell any security. The information contained in this report has been obtained from sources that are 
considered to be reliable. However, JM has not independently verified the accuracy or completeness of the same. Punit Jain ha s a personal shareholding 

in SKS since Nov 2014. Other than this, JM has no known financial interests in SKS or any related firm. Neither JM nor any of its affiliates, its directors or 
its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made availab le or expressed herein or 
for any omission therein. Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of 
investments can go down as well. The suitability or otherwise of any investments will depend upon the recipient’s particular circumstances and, in case 
of doubt, advice should be sought from an independent expert/advisor. JM has been publishing equity research reports since Nov 2012. JM has applied 
for certification under SEBI (Research Analysts) Regulations, 2014. Any questions should be directed to the director of JainMatrix Investments at 
punit.jain@jainmatrix.com . 
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Finance
Sales (Rs. in Cr.) 802 3,606 4,947 1,988 535.33 5392.27

EBITDA (Rs.in Cr.) 477 2,269 3,871 1,345 476.29 3,666.26

Net Profit (Rs. in Cr.) 188 571 780 271 110.09 898.04

PE (x) 30.24 20.27 9.99 7.63 34.33 30.12

Price to Book Value (x) 5.76 2.65 1.32 0.72 5.43 4.27

Dividend Yield (%) 0 0.92 3.56 5.97 0.21 0.34

3 Yr CAGR Sales (%) 19.39 20.59 28.79 191.68 33.31 35.58

3 Yr CAGR Profit (%) 0 19.12 16.43 133.19 24.83 30.25

1 Yr Sales Growth % 47.35 10.2 -8.16 -5.35 31.91 33.42

1 Yr EBITDA Growth (%) 65.6 4.17 -11.63 -6.17 27.36 35.19

Debt to Equity Ratio (x) 3.2 3.44 5.44 3.2 5.06 5.28

EBITDA Margin (%) 59.46 62.92 78.24 67.66 88.97 67.99

Net Profit Margin (%) 23.39 15.84 15.77 13.65 20.57 16.65

Mar '13 Mar '14 Mar '15 Mar '16E Mar '17E

Total Income - crores 332 519 724 1050 1450

NII 189 305 445 635 874

Net Profit - crores -297 70 188 245 305

EPS - Rs -23.5 5.5 14.8 19.4 24.1

PE (at current Price) 30.8 23.6 18.9
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