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Well placed in the face of adversity

CIFC’s operating performance was a tad below our estimates, while earnings
were considerably lower as CIFC made significant proactive provisions (Rs
5.0bn, 83bps of AUMs). We've lowered our earnings to factor in (1) higher
provisions, given that 76% of the book is under moratorium, and (2) slower
growth. Nevertheless, CIFC remains our top NBFC pick, given (1) its strong
liquidity and funding profile, (2) superior historical asset quality trends and
(3) diversified portfolio. Maintain BUY with a TP of Rs 225 (2.0x FY22E ABV).

Funding and liquidity: At 8.8% YoY (flat QoQ), CIFC’s borrowings grew in
tandem with its AUMs. The shift from market borrowings to bank
borrowings persisted, as bank loans (63% of borrowings) grew ~55.7/10.7%
and o/s debentures (10%) and CPs (3%) dipped 48.2/16.6 and 53.4/57.1%
resp. CIFC did not opt for the moratorium on its own borrowings and does
not intend to do so. On the liquidity and funding fronts, CIFC is one of the
best positioned NBECs, given its strong capital (20.7%, +332/364bps, fortified
by the recent fund raise) and liquidity positions (Rs 100bn of liquid assets
and undrawn lines, and comfortable ALM position across buckets), and
debt-raising track record (as seen post Sep-18).

Asset quality: In a departure from usual trends, GS-III increased QoQ
(+6.9%/26bps) to Rs 21.63bn (3.8%)-possibly indicative of the impact of
COVID-19. Interestingly, GS-II declined slightly, YoY. 76% of borrowers
opted for the moratorium. The management was quite sanguine on CIFC’s

asset quality prospects and its comfort was premised on (1) increasing
noramlisation and roll-back rates (NRRB) amongst delinquent customers,
and (2) decreasing roll forward rates amongst standard customers to whom
moratorium had been granted. However, we conservatively continue to

model for a material increase in stress owing to extrinsic factors and high
moratorium %, and expect GNPAs of 5.0% by FY21E.

COVID-19 related management commentary: (1) 90% of branches have
commenced operations. (2) 79% of VF loans by value and 66% of HE loans
were under moratorium. (3) NRRB increased from Feb to May (11%-26% in
the 1-2 bucket, 11%-31% in the 2-3 bucket and 20%-31% in the 3-4 bucket).
(4) Roll forward rates dipped (from 6% in Feb-20 to 1% in May-20 in the 1-2
bucket and from 19%-3% in the 2-3 bucket), (5) CIFC does not intend to raise
capital in the near term. (6) The management expects demand for 2w, cars,
LCVs and used vehicles to fare better in the near term. (7) The entire HE
portfolio (21.4% of AUM) and some part of the VF portfoliio are eligible
under the NCGTC scheme.
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Business traction slows: The impact of COVID-19 on already slowing business
traction was evident, as disbursals dipped 36.3/24.2% to Rs 56.6bn, with a
34.7/20.9% dip in VF disbursals. Consequently, AUM growth slowed to 11.6%
YoY (flat QoQ) with an 8.9% YoY growth in VF AUMs. In the near term, we
expect AUM growth to remain muted, at ~5% over FY21-22F on a/c of (1) weaker
credit demand, and (2) greater risk aversion.

CIFC proactively made provisions of Rs 5.04bn, of which ~Rs 2.8bn (~47bps)
represented the expected loss on loans under moratorium, and the remaining ~Rs
2.2bn represented expected losses on a/c of deteriorating macro-economic
conditions. ~83% of moratorium-related provisions were made on stage I assets
and ~90% of macro-related provisions were made on stage III assets.
Consequently, CIFC'’s total non-tax provisions rose 901.8/309.4% to Rs 5.57bn. Of
the total provisions, ~Rs 4.43bn (~1% of AUMs) pertained to the VF segment, and
~Rs 1bn (77bps of AUMSs) pertained to the HE segment.

CIFC’s total ECL coverage on stage III assets increased 856bps QoQ to 41.5% and

the coverage on stage II assets was 11.6%. CIFC has one of the higher coverage
levels amongst its peer-set. Nevertheless, we've increased our provision
estimates to 15% over FY21-22E, in tandem with our NPL estimates.

Reported NIMs dipped 40bps QoQ to 6.6%, as the fall in reported yields (-50bps
QoQ to 14.1%) outpaced the fall in CoF (-30bps QoQ to 7.4%). The maintenance of
a higher proportion of liquid assets weighed down on margins. However, the
changes in the overall borrowing mix and re-pricing of bank borrowings will
provide some relief. We expect calc. NIMs of 6.4% over FY21-22E.

Additional details on the moratorium and provisioning

Stage Moratorium status Particulars, in case moratorium opted Assets (Rs mn) Coverage
I ° 1,12,850 0.3%
I [°) No overdues 3,77,760 0.3%
1 ® No past history of flows 24,460 5.1%
I ° Past history of flow to Stage II 12,060 10.0%
I ® Past history of flow to Stage III 290 34.5%
Total stage I 5,27,420 0.7%
I ° 1,400 8.7%
I No past history of flows 17,350 10.1%
I ° Past history of flow to Stage III 1,460 31.8%
Total stage II 20,210 11.6%
I ) 16,210 34.9%
I 2,680 35.1%
I (legal) 2,740 87.1%
Total stage III 21,630 41.5%
Total 5,69,260 2.7%
Source: Company, HSIE Research
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NII and PPOP were YoY QoQ
slightly below our (Rs mn) 4QFY19 1QFY20 2QFY20 3QFY20 4QFY20 . - . -
estimates Income statement
Net interest income 7,859 8,240 8,643 9,280 9,107 15.9% -1.9%
The QoQ fall in opex was Non-interest income 1,130 1,185 1,558 1,545 1,048 72%  -322%
led by a 7.8/9.7% fall in Total income 8,989 9425 10201 10,825 10,155 13.0% -6.2%
staﬁ‘ costs, while other Operating expenses 3,820 3,500 4,016 4,244 4,016 5.1% -5.4%
opex dipped 2.3% QoQ but PPOP 5,169 5,925 6,185 6,581 6,139 18.8% -6.7%
rose 15.8% YoY Non-tax provisions 556 1,095 952 1,360 5,567 901.8% 309.4%
PBT 4,614 4,830 5,233 5,221 572 -87.6%  -89.0%
Total non-tax provisions Tax expense 1,695 1,688 2,163 1,336 147 -91.4% -89.0%
incl. ~Rs 2.8bn of PAT 2,919 3,142 3,070 3,885 426 -854%  -89.0%
provisions related to the PAT (incl. OCI) 2,815 3,065 2,871 4057 - 105 NA NA
expected loss on ther details
. Disbursals (Rs bn) 88.9 85.7 73.8 74.8 56.6 -36.3% -24.2%
moratorium alcs and ~Rs
VF 72.1 69.4 57.7 59.5 470 -347%  -20.9%
2.2bn of macro-related HE 103 11.0 10.6 9.1 59  430%  -351%
provisions AUM (Rs bn) 542.8 574.9 592.9 607.8 605.5 11.6% -0.4%
, VF 405.9 429.8 439.0 445.9 442.1 8.9% -0.9%
CIFC reported neg.atwe HE 116.3 121.2 126.1 130.0 129.6 11.5% -0.3%
total comprehensive Borrowings (Rs bn) 5057 5512  559.0 5494  550.1 8.8% 0.1%
income, as OCI was Bank Borrowings 2225 237.0 273.9 313.2 3465 55.7% 10.7%
negative due to an item CRAR (%) 17.4 17.2 17.1 17.0 20.7 332bps 364 bps
relating foreign currency Tier I (%) 12.4 12.9 12.9 13.0 153  282bps 226 bps
borrowings Profitability ratios (%)
Yield on advances 14.30 14.00 14.40 14.60 14.10 -20 bps -50 bps
Within VF AUMs, cars & Cost of funds 7.50 7.50 7.70 7.70 740  -10bps  -30bps
3w grew 25/1.4%, tractors NIM 6.80 6.50 6.70 7.00 6.60 -20bps  -40 bps
grew 14.6% YoY (flat Cost-income ratio 425 37.1 39.4 39.2 39.5 -295bps 34 bps
Qo0Q), LCVs grew ~8% Tax rate 36.7 34.9 41.3 25.6 25.6 -1113 bps 2 bps
YoY, flat QoQ, used CVs L el
grew ~14/-1% and HCVs Gross stage 11T 14,390 16,710 18,030 20,240 21,630 50.3% 6.9%
dipped 20.8/7.3% Gross stage IIT (%) 2.70 2.97 3.18 3.54 380 110bps 26 bps
Calc. Net stage III (Rs mn) 8930 10,670 11,820 13,570 12,650 41.7% -6.8%
VFE GS-IIT was ~2.9% Calc. Net stage III (%) 1.65 1.86 1.99 2.23 2.09 44 bps -14 bps
Stage III provisions 5,460 6,040 6,210 6,670 8,980 64.5% 34.6%
Stage III coverage (%) 37.9 36.1 344 33.0 415 357bps 856 bps
Gross stage I & 11 521,020 545970 549,070 550,720 547,620 51% -0.6%
Stage I & II provisions 3,840 3,790 3,890 3,910 6,250 62.8% 59.8%
Source: Company, HSIE Research
Page | 3



Cholamandalam Investment & Finance: Results Review 4QFY20

Disbursals dipped 36.3% YoY

E- HDFC securities

INSTITUTIONAL RESEARCH

Share of VF disbursals rises QoQ
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VF disbursals down 34.7% YoY VEF disbursals split
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HE disbursals down 43% YoY AUM growth slows to 11.6% YoY
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AUM Break-up: VF Dips Marginally QoQ VF AUM growth slows to 8.9% YoY
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Segment-wise VF AUM split: HCVs continues to dip State-wise VF AUM split: well-diversified
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HE AUM growth slows to 11.5% YoY Share of bank borrowings continues to trend up
mmmm Home Equity AUM (Rs bn) YoY % (RHS) M Bank loans Debentures W CPs
Sub debt m CC/WCDL M Securitisation
140.0 - - 25.0 o
1200 - 200 1000/. verseas
100.0 - ' °"_'I"|lll|--|
80.0 - 15.0 .ll. ..-----.._
: | =aEEE "
60.0 10.0 50%
40.0 -
200 - 50
- = - 0%
IN'IN DN DN OO 00 00 00 O O O O © © O O BN DN DN DN OO 0 00 0 O &8 O O ©O O O O
e eBeBeBeBeBeBeBeBeleBaB Y N e\ =V Y ¥ ¥ ¥ Y ¥ 7~ &~ NN}
P S R S SRS IS IS S S S I S IS IS ER SRR SRR SR SR SIS S IS
T O S N ST SN S ST ST SO O SN 49 T T S N I N o N
oNoNoNONONO RO NONONONO NO RO RO RO NO (oo e e Ne O INe e NO NO OO IO O NO N,
AN A AN AN =A< — NN H = AN O = NN~ NN <K
Source : Company, HSIE Research, Note * - Incl. securitization Source : Company, HSIE Research
NIMs dip QoQ VF yields improve marginally QoQ
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Asset quality deteriorates slightly QoQ Provisions jump sharply QoQ
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Sharp rise in provisions across segments Provisions dent RoAAs
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Peer set comparison
M(?{ZP CMP Rating P ABV (Rs) P/E (x) P/ABV (x) ROAE (%) ROAA (%)
bn) (Rs) (Rs) |FY20E FY21E FY22E [FY20E FY21E FY22F [FY20E FY21E FY22E [FY20E FY21E FY22E [FY20E FY21E FY22F
CIEC 117 143 BUY 225 84 92 112 111 104 8.6/ 1.69 155 1.27| 14.7 129 139| 1.73 173 1.98
MMFS 92 145 BUY 228 120 115 151 8.9 8.3 58| 1.09 1.14 0.87 8.1 82 109 128 129 174
SHTF 139 613 ADD 891 527 603 814 4.6 5.3 47| 116 1.02 0.75( 177 133 134| 270 2.08 214
INDOSTAR | 38 285 REDUCE 253 276 277 291 254 205 179 1.04 1.03 0.98 3.9 4.9 48| 114 144 1.70
LICHF 25 245 REDUCE 288 284 281 346 4.8 5.6 49| 086 087 071| 148 115 11.8| 121 096 0.99
REPCO 6 98 ADD 215 246 258 303 2.1 2.4 25 040 038 032 177 131 11.5| 255 205 1.96

Source: Company, HSIE Research, # Adjusted for subsidiaries value
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Financials

Income statement

(Rs mn) FY15 FY16 FY17 FY18 FY19 FY20P FY21E FY22E
Interest earned 33,366 37,880 42,028 52,358 65,653 81,242 85,834 89,522
Interest expended 19,604 20,508 22,308 26,593 35,887 45,922 47,047 48,256
Net interest income 13,762 17,372 19,720 25,765 29,765 35,319 38,787 41,267
Other income 3,545 4,057 4,576 2,439 4,274 5,287 4,033 4,715
Total income 17,307 21,429 24,295 28,203 34,039 40,607 42,820 45,981
Total operating exp 7,489 8,449 10,133 11,153 12,696 15,776 17,068 18,859
PPOP 9,818 12,980 14,162 17,051 21,344 24,831 25,752 27,122
Provisions & contingencies 3,247 4,272 3,106 3,037 3,112 8,973 10,710 8,836
PBT 6,571 8,708 11,056 14,014 18,232 15,857 15,042 18,286
Tax expenses 2,221 3,023 3,868 4,828 6,370 5,334 3,836 4,663
PAT 4,350 5,685 7,187 9,186 11,862 10,524 11,206 13,623

Source: Bank, HSIE Research

Statement of assets and liabilities

(Rs mn) FY15 FY16 FY17 FY18 FY19 FY20P FY21E FY22E
SOURCES OF FUNDS

Share capital 1,437 1,562 1,564 1,564 1,564 1,640 1,640 1,640
Reserves 30,297 35,012 41,563 49,417 60,193 80,079 90,332 102,797
Net worth 31,734 36,574 43,127 50,981 61,757 81,718 91,972 104,437
Borrowings 194,752 225,762 242,067 384,999 507,743 550,054 556,930 605,861
Other liabilities 12,246 16,547 22,017 4,920 4,760 8,158 9,381 10,788
Total liabilities 238,732 278,883 307,211 440,900 574,260 639,930 658,283 721,086
APPLICATION OF FUNDS

Advances 221,835 259,101 284,663 422,530 526,220 554,027 590,590 643,540
Investments 675 666 2,385 730 730 729 802 882
Fixed assets 683 1,113 1,401 1,650 1,760 2,839 3,122 3,435
Other assets 15,539 18,003 18,762 15,990 45,550 82,335 63,768 73,229
Total assets 238,732 278,883 307,211 440,900 574,260 639,930 658,283 721,086

Source: Bank, HSIE Research
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Key Ratios

FY15 FY16 FY17 FY18 FY19 FY20P FY21E FY22E
Valuation Ratios
EPS (Rs) 6.1 7.3 9.2 11.8 15.2 12.8 13.7 16.6
Earnings growth (%) 19.5 30.7 26 27.8 28.7 (15.7) 6.5 21.6
BVPS (Rs) 37.2 46.8 55 65.2 79.0 99.7 112.2 127.4
Adj. BVPS (Rs) 32.6 39.2 42 52.7 68.1 84.2 91.8 112.3
DPS (Rs) 0.7 0.9 1.1 1.3 1.3 1.7 1.2 14
ROAA (%) 1.9 22 2.5 247 2.34 1.73 1.73 1.98
ROAE (%) 17.5 18.0 18.0 19.6 21.1 14.7 12.9 13.9
P/E (x) 23.6 19.6 155 12.1 9.4 11.1 104 8.6
P/ABV (x) 44 3.6 3.4 2.7 2.1 1.7 1.6 1.3
P/PPOP (x) 10.4 8.6 7.9 6.5 5.2 47 45 43
Dividend yield (%) 0.5 0.6 0.8 0.9 0.9 1.2 0.8 1.0
Profitability (%)
Yield on advances (%) 13.7 13.75 13.17 13.59 13.51 14.15 14.10 14.00
Cost of funds (%) 10.4 9.75 9.54 8.51 8.08 8.70 8.50 8.30
Core spread (%) 3.3 3.99 3.63 5.08 5.44 5.45 5.60 5.70
NIM (%) 5.7 6.30 6.18 6.69 6.13 6.15 6.37 6.45
Operating efficiency (%)
Cost/avg. asset ratio 3.1 3.1 32 29 2.6 2.7 2.8 29
Cost-income ratio 43.3 39.4 41.7 39.5 B726 38.9 39.9 41.0
Balance sheet structure ratios (%)
Loan growth 9.5 16.5 15.2 25.5 26.6 11.6 1.1 9.0
Borrowing growth 7.6 159 7.2 59.0 31.9 8.3 12 8.8
Equity/assets 13.3 13.1 14.0 11.6 10.8 12.8 14.0 14.5
Equity/loans 10.5 12.3 12.6 119 114 13.5 15.0 15.7
Total capital adequacy ratio (CAR) 21.2 19.7 18.6 18.4 17.6 20.7 19.1 18.8
Tier | CAR 13.0 13.3 13.6 13.2 12.6 15.3 14.6 14.5
Asset Quality
Gross NPLs (Rs mn) 8,028 10,218 15,450 14,274 13,174 21,630 32,121 27,236
Net NPLs (Rs mn) 5,235 5,978 10,334 9,804 8,502 12,650 18,268 13,551
Gross NPLs (%) 3.1 3.5 47 3.3 2.5 3.8 52 41
Net NPLs (%) 2.0 21 3.0 2.3 1.6 22 3.0 2.0
Coverage ratio (%) 34.9 40.0 33.1 31.3 35.5 41.5 43.1 50.2
Provision/avg. loans (%) 1.28 1.44 091 0.71 0.57 1.48 1.75 1.33
RoAA tree
Net interest income 6.06% 6.71% 6.73% 6.89% 5.86% 5.82% 5.98% 5.98%
Non-interest income 1.56% 1.57% 1.56% 0.65% 0.84% 0.87% 0.62% 0.68%
Operating cost 3.30% 3.26% 3.46% 2.98% 2.50% 2.60% 2.63% 2.73%
Provisions 1.43% 1.65% 1.06% 0.81% 0.61% 1.48% 1.65% 1.28%
Tax expense 0.98% 1.17% 1.32% 1.29% 1.25% 0.88% 0.59% 0.68%
ROAA 1.92% 2.20% 2.45% 2.46% 2.34% 1.73% 1.73% 1.98%
Leverage (x) 8.31 7.58 7.35 7.95 9.00 8.46 7.47 7.02
ROAE 15.91% 16.64% 18.04% 19.52% 21.04% 14.67% 12.90% 13.87%
Source: Company, HSIE Research
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RECOMMENDATION HISTORY

—— Cholamandalam Finance o TP Date CMP Reco Target
9-Jul-19 276 BUY 360
450 - J] g] J] J][J] JJ] 31-Jul-19 259 BUY 372
400 i 22-Sep-19 291 BUY 391
50 4 M P 9-Oct-19 295 BUY 413
0 Ax N NMV 7-Nov-19 300 BUY 404
250 \JW\/'—/‘{ il 30-Dec-19 304 BUY 404
o 9-Jan-20 295 BUY 425
200 1 26-Feb-20 318 BUY 412
150 - w 2-Mar-20 307 BUY 412
100 4 15-Apr-20 153 BUY 251
50 4-Jun-20 143 BUY 225
2 2 2 2 2 2 2 8 8§ 8 & 8 8 From 2 March 2020, we have moved to new rating system
E = ¥ & 5 35 8 £ % 5 B & 5
= = Z 93] e} Z =) - = S < s =
Rating Criteria

BUY: >+15% return potential

ADD:  +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: > 10% Downside return potential
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