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Good show in tough times

CIFC's 3Q performance is commendable, given the
adversities faced by NBFCs in the qtr. Healthy
growth, led by an uptick in disbursals and a tight
leash on asset quality are the key highlights. VF
disbursals were sequentially higher (even as OEM
sales were muted) and asset quality improved
further. Pre-tax RoA at ~3.4% was lower due to NIM
compression and higher provisions.

Sequentially, HE disbursals and AUMs grew ~19%
and 14% (highest in 8 qtrs as expected) respectively.
Margins improved and resolutions drove provision
reversals.

Atypical to the sector, CIFC is diversified across
products and geographies; a virtue which we believe
has enabled it to navigate the NBFC crisis with
relative ease. The quarter’s performance fortifies our
belief in the mgt quality, growth prospects, asset
quality and thus return ratios. Maintain BUY with TP
of Rs 1,611 (3.25xDec-20E ABV of Rs 496).

FINANCIAL SUMMARY

BUY

Highlights of the quarter

B Asset quality was stable as gross stage Ill stood at ~Rs
16.4bn ie. 3.3% (vs. 3.4% QoQ) with a stark
improvement across segments. The VF NPAs dipped
further to 1.95% (best amongst peers) and HE NPAs
reduced gradually (4.47% vs. 4.6% QoQ). Continued
improvement in early delinquencies in the VF business
and resolutions (HE book) augur well for asset quality.
Our overall provisions cost stands at 68bps over FY18-
21E, provide an upside risk.

®  AUMs jumped ~29% YoY driven by ~34% growth in VF
AUMs (74.4% of AUM). HE AUM growth improved to
~14/4% YoY/QoQ (vs. sub-11% in 2Q). The growth in
other loans (+40/13%) sustained (albeit on a smaller
base).We expect healthy growth in the VF business and
an uptick in the HE AUM to drive AUM CAGR of 19%
over FY19-21E.

®  Near-term outlook: Healthy business momentum and

asset quality performance should keep stock in
limelight.

(Rs mn) 3QFY19 3QFY18 YoY (%) 2QFY19 QoQ (%) FY17 FY18 FY19E FY20E FY21E
Net Interest Income 8,746 7,164 22.1 8106.9 7.9 19,720 24,678 27,648 31,989 37,373
PPOP 5,588 4,345 28.6 5,207 7.3 14,162 18,284 21,795 25,437 30,141
PAT 3,012 2,332 29.2 3,074 (2.0) 7,187 9,741| 11,692 14,064 16,696
EPS (Rs) 19.3 14.9 29.1 19.7 (2.0) 46.0 62.3 74.8 89.9 106.8
ROAE (%) 18.0 20.6 20.6 20.7 20.5
ROAA (%) 2.45 2.77 2.50 2.40 2.45
Adj. BVPS (Rs) 209.7 287.5 353.1 431.3 517.1
P/ABV (x) 5.58 4.07 3.31 2.71 2.26
P/E (x) 25.5 18.8 15.7 13.0 11.0

Source: Company, HDFC sec Inst Research

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO>& Thomson Reuters
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Despite higher disbursals growth (~19% YoY) in the
HE business, the inch up in repayments (5% vs. 4.5%
QoQ) restricted the AUM growth to ~14%. After
subdued growth over the last 2-2.5yrs, we expect an
uptick in HE AUMs to be led by an expansion in the
distribution network (adding 15-18 branches/qtr
from the current levels of 198) and lower pre-
payments. Gradual improvement in HE asset quality
should follow.

While the VF AUM growth has been impressive over
9M, the higher base of 2HFY18 compels us to
maintain our disbursals growth estimates at ~18% in
FY19 and ~16% over FY19-21E. Further, the revival in
the HE segment and faster growth in other
businesses will boost overall growth prospects.
Consequently, we have factored in an AUM CAGR of
19% over FY19-21E.

CIFC’s borrowings jumped ~15% QoQ in 2Q, enabling
it to maintain excess liquidity in the gtr. In 3Q, the
borrowings were sequentially flat at “Rs 468bn. After
a steep rise in bank borrowings in 2Q, the overall
borrowing mix was stable in 3Q with bank borrowings
at ~39% and NCDs at ~24%. The mgt intends to
maintain the share of CPs at ~15% of total borrowings
(vs. ~10% of the borrowings in 3Q).

Overall reported margins dipped ~70bps YoY to
~6.80% as vyields fell ~30bps due to higher
competition in HE and rising share of HCVs) while the

CIFC: RESULTS REVIEW 3QFY19

CoF rose ~40bps in line with general interest rates.
The higher share of low yielding HCVs and stiff
competition in the HE business led to 40bps (in VF)
and 40bps (in HE) drop yields. With this margins in
the VF business (7.2%) dipped ~70bps YoY (-20bps
QoQ) and 40bps in the HE business (3.7%, +20bps).
Sequentially, NIMs dipped ~10bps even as
assignment income of ~“Rs 300mn was included in
interest income. Adjusted for the same, the pressure
on NIMs appears to be greater.

Yield hikes over the past 6-9 months, coupled with an
increase in the share of higher yielding assets (used
CVs and L&MCVs) and improving yields in the HE
business, will cushion NIMs here on. CoF may
increase marginally on a/c of re-pricing of existing
floating rate liabilities. Given the excess liquidity on
the B/S and steep rise in overall rates, we have
factored calc. NIMs of 5.7% over FY19-21E.

Provision costs jumped sequentially to ~Rs 953mn
(+56% QoQ) i.e. 78bps ann. led by higher provisions
in the VF book (Rs 810mn; +20% QoQ) even as write
backs (~“Rs 40mn) in the HE book continued. While
the VF asset quality has improved sequentially in 3Q,
the provisions increased due to losses on repossessed
vehicles. The reversals in HE provisions were due to
higher resolutions (36 cases worth Rs 300mn vs. Rs
500mn in 1H). We have factored in overall provision
costs at ~ 68bps over FY19-21E.
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Five Quarters At A Glance

(Rs mn) 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 YoY Growth QOQW
Net Interest Income 7,164 8,424 6,953 8,107 8,746 22.1% 7.9%
Non-interest Income 1 2 1,233 1 1 37.5% %
Total Income 7,165 8,427 8,186 8,108 8,747 22.1% 7.9%
Operating expenses 2,820 3,779 2,816 2,901 3,158 12.0% 8.9%
Pre Provision Profits 4,345 4,647 5,370 5,207 5,588 28.6% 7.3%
Provisions 969 116 983 612 953 -1.6%
PBT 3,376 4,532 4,388 4,595 4,635 37.3% 0.9%
Tax 1,182 1,531 1,535 1,549 1,591 34.6% 2.8%
PAT 2,194 3,001 2,852 3,047 3,044 38.7% -0.1%
PAT (incl OCI) 2,332 2,948 3,003 3,074 3,012 29.2% -2.0%
Other details
Disbursals (Rs bn) 67.6 80.1 70.1 69.0 13.1% 10.8%
VF 56.1 68.2 56.7 55.4 11.3% 12.6%
HE 8.0 8.1 9.4 9.1 9.5 19.4% 4.8%
AUM (Rs bn) 390.7 428.8 451.0 477.2 503.9 29.0% 5.6%
VF 280.2 315.1 333.5 354.4 374.9 33.8% 5.8%
HE 98.0 100.0 102.8 107.3 111.5 13.7% 3.9%
Borrowings (Rs bn) 342.2 377.3 405.2 466.4 468.1 36.8%
Bank Borrowings 78.8 131.4 149.0 183.6 182.6 131.7% -0.6%
CRAR (%) 18.5 18.4 18.2 18.3 17.8 -67 bps -51 bps
Tier | (%) 13.8 13.3 13.4 13.1 13.1 -71 bps -4 bps
Profitability
Yield On Advances (%) 14.50 15.25 14.60 14.30 14.20 -30 bps -10 bps
Cost Of Funds (%) 7.00 8.72 7.20 7.40 7.40 40 bps 0 bps
NIM (%) 7.50 8.22 7.40 6.90 6.80 -70 bps
Cost-Income Ratio (%) 39.4 44.8 34.4 35.8 36.1 -325 bps 33 bps
Tax rate (%) 35.0 33.8 35.0 28.6 34.3 -67 bps 573 bps
Asset Qualiy (I-GAAP)
Gross NPA (Rs mn) 14,457 12,779 13,768 13,472 13,750 -4.9% 2.1%
Net NPA (Rs mn) 9,143 7,222 7,782 7,506 6% 0.3%
Gross NPAs (%) 3.70 2.94 2.99 2.80 -100 bps -10 bps
Net NPAs (%) 2.34 1.66 1.71 1.60 1.50 -84 bps 0bps
Coverage Ratio (%) 36.76 435 435 443 (452 5 848bps 95 bps
Asset Quality (IND-AS)
Gross Stage Il (Rs mn) 16,680 14,958 16,201 16,083 16,390 -1.7% 1.9%
Gross Stage Il (%) 4.30 3.50 3.60 3.40 3.30 -100 bps -10 bps
Stage Il Provisions 5,980 5,434 5,912 5,915 6,040 1.0% 2.1%
PCR (%) 35.9 36.3 36.5 36.8 36.9 100 bps 7 bps

Source: HDFC sec Inst Research; Note: 3QFY18 as per IGAAP

CIFC: RESULTS REVIEW 3QFY19

Led by a ~29% growth in AUM while NIMs
compressed ~70bps

Includes ~Rs 300mn towards assignment
income recognised in the qtr

Led by VF provisions (towards repossession),
even as GNPAs dipped; HE provisions
reversals continued on a/c of resolutions

Driven by used CVs (+17% QoQ, flat YoY),
cars and 3 wheelers (~29/13%) and tractors
(11/13%) after a QoQ dip in 2Q. HCV
disbursals dipped ~3/2%

After a 15% QoQ rise in 2Q, borrowings were
flat, the overall mix was stable sequentially
with bank borrowings at ~39% and CPs at
~10%

VF NIMs dipped ~10bps QoQ to ~7.2% while
HE NIMs increased ~10bps to ~3.7%

VF GNPAs dipped further to 1.95% (best
amongst peers) and HE GNPAs reduced
gradually (4.47% vs. 4.6% QoQ).

Coverage increased QoQ on a/c of higher
provisions

Page | 3
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After QoQ drop in 2Q, Overall Disbursals: Jump ~13/11% YoY/QoQ Disbursal Mix: Share of VF Inches Up To ~82%
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The AUM Mix remained AUM Break-up: Sequentially Stable VF AUM: Growth sustained at ~34/6% YoY/QoQ
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NIMs continued to slide NIMs: Fall 70/10bps YoY/QoQ VF/HE NIMs Drop 70/40bps YoY
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Provisions jumped Segment Provisions: HE Write-backs Continue RoAA: DNclwlwn QoQ — .

g 5-A Vehicle Finance Home Equity L erincome [ Opex
sequentially as VF provisions 25 % Provisions — Tax RoA (RHS)
increased ~20% QoQ to ~Rs 20 - 100 59
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GNPAs dipped Source : Company, HDFC sec Inst Research
Change in Estimates
Rs mn FY19E FY20E FY21E
oid New Change old New Change oid New Change
NIl 27,454 27,648 0.7% 31,786 31,989 0.6% 37,397.4 37,373 -0.1%
PPOP 21,593 21,795 0.9% 25,176 25,437 1.0% 30,021.3 30,141 0.4%
PAT 11,688 11,692 0.0% 14,226 14,064 -1.1% 16,784.1 16,696 -0.5%
Adj. BVPS (Rs) 353 353 0.0% 432 431 -0.3% 519.0 517.1 -0.4%
Source : HDFC sec Inst Research
Peer Set Comparison
MCap CMP . TP ABV (Rs) P/E (x) P/ABV (x) ROAE (%) ROAA (%)
NBFC Rating
(Rsbn)  (Rs) (Rs) | FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E
MMFS# 249 406 BUY 498 143 159 180 16.7 136 11.9| 272 245 226| 145 160 17.1| 240 250 2.54
SHTF 231 1,017 BUY 1,486 566 669 765 10.0 8.3 7.3 1.80 1.52 1.33 171 178 17.7| 245 254 246
CIFC 183 1,172 BUY 1,611 353 431 517 15.7 13.0 11.0| 331 271 2.26| 20.6 20.7 205| 250 240 2.45
LICHF 227 450 BUY 527 265 312 364 9.5 8.5 7.5 1.70 144 124 175 171  16.8| 130 127 1.24
REPCO 25 400 BUY 583 223 262 303 10.4 9.4 8.3 1.79 1.53 1.32 16.8 159 156| 227 220 219

Source: Company, HDFC sec Inst Research;
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Income Statement Balance Sheet

(Rs mn) FY17 FY18 FY19E FY20E FY21E (Rs mn) FY17 FY18 FY19E FY20E FY21E

Interest Earned 42,028 47,757 59,279 74,181 88,300 SOURCES OF FUNDS

Interest Expended 22,308 23,078 31,631 42,192 50,927 Share Capital 1,563 1,564 1,564 1,564 1,564

Net Interest Income 19,720 24,678 27,648 31,989 37,373 Reserves 41,563 49,938 60,193 72,530 87,175

Other Income 4,576 6,501 6,210 7,352 8,701 Net worth 43,127 51,502 61,757 74,094 88,739

Total Income 24,295 31,179 33,858 39,341 46,074 Borrowings 242,067 319,022 440,888 551,860 612,192

Total Operating Exp 10,133 12,895 12,063 13,904 15,933 Other Liabilities 22,018 24,523 36,491 4,766 31,214

PPOP 14162 18284 21795 25437 30,141  Total liabilities 307,211 395,047 539,136 630,720 732,145

Provisions & Contingencies 3,106 3,451 3,945 3,964 4,651

PBT 11,056 14,833 17,850 21,472 25,490  APPLICATION OF FUNDS

St T e 3,868 5,092 6,158 7,408 8,794 Advances 284,663 372,012 492,757 582,519 684,215

PAT 7,187 9,741 11,692 14,064 16,696 Investments 2,385 3,190 3,509 3,860 4,323

Source: Company, HDFC sec Inst Research Fixed assets 1,401 1,608 1,769 1,946 2,140
Other Assets 18,762 18,237 41,101 42,395 41,467
Total assets 307,211 395,047 539,136 630,720 732,145

Source: Company, HDFC sec Inst Research
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Key Ratios

FY17 FY18 FY19E FY20E FY21E FY17 FY18 FY19E FY20E FY21E
Valuation Ratios Asset Quality
EPS (Rs) 46.0 62.3 74.8 89.9 106.8 Gross NPLs (Rs mn) 15,450.2 12,097.7 14,339.3 16,364.2 19,849.4
Earnings Growth (%) 26.4 35.5 20.0 20.3 18.7 Net NPLs (Rs mn) 10,334.3 6,541.1 6,535.6 6,641.5 7,863.3
BVPS (Rs) 275.8 329.3 394.9 473.7 567.4 Gross NPLs (%) 4.66 2.94 2.76 2.67 2.76
Adj. BVPS (Rs) 209.7 287.5 353.1 431.3 517.1 Net NPLs (%) 3.02 1.53 1.26 1.08 1.09
DPS (Rs) Coverage Ratio (%) 35.1 48.1 54.4 59.4 60.4
ROAA (%) 2.5 2.8 2.5 2.4 2.5 Provision/Avg. Loans (%) 0.91 0.80 0.76 0.65 0.65
ROAE (%) 18.0 20.6 20.6 20.7 20.5 ROAA Tree
P/E (x) 255 18.8 15.7 13.0 11.0 Net Interest Income 6.73% 7.03% 5.92% 5.47% 5.48%
P/ABV (x) 5.6 4.1 3.3 2.7 2.3 Non-interest Income 1.56% 1.85% 1.33% 1.26% 1.28%
P/PPOP (x) 12.9 10.0 8.4 7.2 6.1 Operating Cost 3.46% 3.67% 2.58% 2.38% 2.34%
Dividend Yield (%) 0.5 0.6 0.7 0.8 1.0 Provisions 1.06% 0.98% 0.84% 0.68% 0.68%
Profitability Tax 1.32% 1.45% 1.32% 1.27% 1.29%
Yield On Advances (%) 13.17 12.40 12.51 13.11 13.24 ROAA 2.45% 2.77% 2.50% 2.40% 2.45%
Cost Of Funds (%) 9.54 8.23 8.33 8.50 8.75 Leverage (x) 7.35 7.42 8.25 8.61 8.37
Core Spread (%) 3.63 4.17 4.19 4.61 4.49 ROAE 18.04%  20.59%  20.65% 20.71% 20.51%
NIM (%) 6.18 6.41 5.84 5.65 5.61 Source: Company, HDFC sec Inst Research
Operating Efficiency
Cost/Avg. Asset Ratio (%) 3.2 3.3 2.55 2.46 2.39
Cost-Income Ratio 41.7 41.4 35.6 35.3 34.6
Balance Sheet Structure Ratios
Loan Growth (%) 15.2 25.5 21.0 18.2 17.5
Borrowing Growth (%) 7.2 31.8 38.2 25.2 10.9
Equity/Assets (%) 14.0 13.0 11.5 11.7 12.1
Equity/Loans (%) 12.6 12.0 11.9 12.1 12.3
Total Capital Adequacy Ratio (CAR) 18.6 18.4 17.6 17.0 17.1
Tier | CAR 13.6 13.2 12.7 12.4 12.5
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Date CMP Reco Target
9-Jan-18 1,308 BUY 1,504
31-Jan-18 1,284 BUY 1,520
10-Apr-18 1,564 BUY 1,705
24-Apr-18 1,663 BUY 1,767
6-Jul-18 1,494 BUY 1,767
24-Jul-18 1,539 BUY 1,767
27-Jul-18 1,463 BUY 1,764
9-Oct-18 1,055 BUY 1,574
31-Oct-18 1,270 BUY 1,553
8-Jan-19 1,199 BUY 1,625
15-Jan-19 1,190 BUY 1,616
31-Jan-19 1,172 BUY 1,611
Rating Definitions
BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period
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Disclosure:

1, Darpin Shah, MBA, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has
no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities
Ltd. or its associate does not have any material conflict of interest.

Any holding in stock -No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon
information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its
accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their
securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or
other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement
within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced,
distributed or published for any purposes without prior written approval of HSL.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition,
investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or
lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report,
including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other
deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve
months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or
co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor
Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or
brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022)
2496 5066
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE-INB/F/E 231109431, BSE-INB/F 011109437, AMFI Reg. No. ARN: 13549, PFRDA Reg. No. POP: 04102015, IRDA Corporate Agent License No.: HDF 2806925/HDF
€000222657, SEBI Research Analyst Reg. No.: INH000002475, CIN - U67120MH2000PLC152193
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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