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With green shoots in the underlying PV and CV segments, the Indian vehicle
financing disbursals (FY22: ~US$ 42bn) is poised to ride a secular 15%+ CAGR over
the next 4 years. New PV financing (US$ 20bn; +17% CAGR) is benefitting from
rising premiumisation; yet remains thin on profitability due to elevated
competitive intensity, especially in salaried class. Used car financing (US$ 4bn;
+32% CAGR) is emerging as a sunrise sector, offering potential for high growth as
well as high profitability (>2% ROA), benefitting from rising formalisation and
increasing finance penetration. New CV financing is poised for a strong cyclical
rebound, led by sustained recovery in fundamentals while the used CV financing
market remains NBFC-dominated, translating into superior pricing power. We
initiate coverage on SUF with BUY; we reiterate M&M among auto OEMs and
CIFC among NBFCs as our top picks.
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Vehicle Financing

Secular opportunity meets cyclical tailwinds

With green shoots in the underlying PV and CV segments, the Indian vehicle
financing disbursals (FY22: ~US$ 42bn) is poised to ride a secular 15%+ CAGR
over the next 4 years. New PV financing (US$ 20bn; +17% CAGR) is benefitting
from rising premiumisation; yet remains thin on profitability due to elevated
competitive intensity, especially in salaried class. Used car financing (US$ 4bn;
+32% CAGR) is emerging as a sunrise sector, offering potential for high growth
as well as high profitability (>2% ROA), benefitting from rising formalisation
and increasing finance penetration. New CV financing is poised for a strong
cyclical rebound, led by sustained recovery in fundamentals while the used CV
financing market remains NBFC-dominated, translating into superior pricing
power. We initiate coverage on SUF with BUY; we reiterate M&M among auto
OEMs and CIFC among NBFCs as our top picks.

= New PV financing - loss leader (AUM of US$ 64bn): New PV financing
offers healthy growth (+17% CAGR) - however, the heightened competitive
intensity continues to drive marginal spreads lower, resulting in loss leader
pricing and dilutive unit economics for most lenders.

® Used car financing - emerging sweet spot (AUM of US$ 8bn): Riding on the
back of increasing formalisation, rising finance penetration, and changing
customer preference for used cars (1.3x-1.4x new car volumes), the used
vehicle financing segment offers a combination of high growth (+32% CAGR)
and high profitability.

= CV financing - riding the cyclical recovery (AUM of US$ 53bn): CV
financing is poised to ride a strong cyclical rebound (~+15% CAGR) driven by
multiple underlying catalysts. With the stress pool easing materially due to
better utilisation and rising freight rates, the new CV financing segment is
relatively heterogeneous with banks dominating the M&HCV segment and
NBFCs leading other segments.

= Used CV market remains buoyant; NBFCs best-placed: Used CV financing
is expected to witness fillip on the back of improving economic activity and
utilisation levels. While new CV financing remains highly competitive from
banks, used CV financing is likely to remain a stronghold for NBFCs with
superior pricing power and customer stickiness.

= OEMs poised for strong cyclical recovery: We expect auto demand (across
segments) to revive on a low base, led by a pick-up in economic growth and
expected rural revival (17/16/18% volume CAGR for 2Ws/PVs/CVs over
FY22-24E). We also expect strong recovery in earnings for all OEMs on the
back of softening commodity prices and a gradual easing of supply
constraints. Our top picks are TVS Motors (BUY: sustained outperformance),
Hero Motocorp (BUY: volume revival + attractive valuation) and M&M (BUY:
mojo back in UVs + value unlocking driving re-rating).

® Initiate on Sundaram Finance (SUF) with BUY; CIFC remains top pick: We
initiate coverage on SUF with BUY (SoTP-based TP of INR 2,360). Our stance
on SUF is anchored on the virtuous cycle that encompasses best-in-class
funding costs, superior borrower profile and pristine asset quality. CIFC
remains our top pick (BUY; TP: INR790) as the franchise is poised for strong
growth with CV up-cycle and new growth avenues, along with superior RoE
(~20%). We drop coverage on Indostar Capital Finance (previous rating:
REDUCE) as the prospects of a turnaround of the franchise appear to be
increasingly diminishing.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Cross-Sector Series: Vehicle Financing

Focus charts

Exhibit 1: New/Used cars financing market to grow at
17%/32% CAGR during FY22-FY26P
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Exhibit 2: Used cars financing more lucrative vs. new cars
financing for Banks

Units FY22E FY26P CAGR %
New car sales mn 3.1 4.6 11%
Avg ticket size (loan) INR mn 0.6 0.8 5%
Market size INR trn 1.5 2.8 17%
Used car sales mn 42 6.6 12%
Finance penetration % 21% 34%
Avg ticket size (loan) INR mn 0.4 0.4 5%
Market size INR trn 0.3 1.0 32%

(% of Advances) New cars Used cars
Interest Income 7.5% 11.5%
Interest Expenses 4.0% 4.0%
Net interest income 3.5% 7.5%
Fee income 0.3% 0.8%
Total Income 3.8% 8.3%
Operating expenses 1.4% 2.9%
PPOP 2.4% 5.4%
Provisions 0.7% 1.5%
Profit before Tax 1.7% 3.9%
[PAT 1.3% 2.9%

Source: SIAM, Industry, HSIE Research | Market size in terms of disbursals

Exhibit 3: CV financiers — reducing stress pool (GS-II +
GS-III)

Note: Industry, Company, HSIE Research | Assuming yield on advances,
cost of funds similar to leading private banks

Exhibit 4: CV sales witnessing pick up with replacement
demand, capacity additions

mMar20 Jun-21 ® Mar-22
40% -
30%
20%
10% -
0% -
SHTF CIFC SUF* MMFS

) —IcV —— M&HCV
80,000 -
60,000 -
40,000 -
20,000 -
0
CRAC2RRRANIIIFFTIIFAAA
RN R
22088822082 522082 52

Source: Company, HSIE Research | Note: *Restructured assets considered as
GS-II for Jun-21

Exhibit 5: Banks dashboard (PVs)

Source: FADA, HSIE Research

Exhibit 6: Vehicle financing NBFCs dashboard (CVs)

Market share Used cars ETB customers  Avg Asset
% % % yield**  quality***

HDFCB all .| ® ol
SBIN al 0 ® all
ICICIBC o al ® . ol
AXSB l al 4 ] atl .
KMB* J J ™ ol

jus ' al O all all

CIFC SUF SHTF MMFS
AUM all [} |I|| all
Portfolio
Diversification 0 O O O
Cost of
funds* ol |I|| il
Used

D @ ® O

Asset Quality** al all

Vehicles %

Profitability*** all all ol 0

Source: CRIF Highmark, Industry, Company, HSIE Research Note: HDFC
Securities is a subsidiary of HDFC Bank | On each parameter, a fuller bar indicates
a superior franchise | * Kotak Mahindra Prime; ** Average yield based on mean
interest rates for loans disbursed during Q4FY22; ** GNPA as on Mar-22 for
vehicle loans portfolio, GNPA for ICICIBC and AXSB assumed similar to that of
their retail portfolio

Source: Company, HSIE Research | Note: On each parameter, a fuller bar
indicates a superior franchise; AUM, portfolio diversification and used
vehicles mix as on Mar-22; *Average cost of funds during FY13-FY22;
**Average credit costs during FY13-FY22; *** Average RoE during FY13-
Fy22
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Exhibit 7: Industry PV loans outstanding at ~INR 5trn

Passenger Vehicle (PV) Financing - at a new crossroad

Driven by a combination of strong underlying demand, rising premiumisation,
and improving finance penetration in the used/preowned vehicles segment, the
passenger vehicle (PV) financing opportunity in India is poised to grow at ~20%
CAGR to US$ 50 billion in terms of annual disbursements during FY22-FY26E.

Exhibit 8: Banks’ credit - retail vehicle loans

INRbn mmmm PVlcanso/s

6,000 -

—e— 9% YoY (RHS)

INR bnn H8 Banks' credit - vehicle loans —®—% YoY (RHS)

r 16% 4,000 r 54%

4500 L 12% 3000 - 33%
3&]} . [ 8‘%) 2,000 T B 12%)
1500 - L 4o, 1,000 A F -9%
0 - ~ -30%
0 - - 0% — e
FY18 FY19 FY20 Fy21 Fy22

FYle6
FY17
FY18
FY19
FY20
Fy21
Fy22

FEEEERE

Source: CRIF HighMark, HSIE Research

Source: RBI, HSIE Research

Exhibit 9: PV financing landscape (Mar-22)

~INR 3.9trn ~INR 1.5trn

Used Salaried: 70%; Yield: 10%- 14% Salaried: 25%;

Yield: 12% - 16%

New

NBECs

Banks

Source: CRIF HighMark, Industry, HSIE Research | Note: Share of salaried customers and Yields on
loans are indicative
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® Underpenetrated market offers long runway for volume growth: With a

registered PV population of ~40mn, our analysis (Exhibit 10) suggests that
~40% of mid-income and above households in India own a passenger vehicle,
compared to average PV ownership of 1.2-2x per household (all income
households) in other economies. Given such massive under-penetration, we

expect PV volumes to grow at a healthy pace in the medium term.

Exhibit 10: PV penetration per household estimated at
~40%

Exhibit 11: New-car financing market poised to grow at
~17% CAGR during FY22-FY26P

Indian PV market Units FY22E FY26P CAGR %

No. of registered LMVs (mn)* 39 New car sales mn 3.1 4.6 11%

Indian Population (mn) 1,380 Avg. selling price INR mn 0.8 0.9 5%

Indian Households (mn) 289 Finance penetration Y% 79% 80%

# Households with annual income > 0.5mn per annum (mn) 95.0 LTV Y% 82% 83%

Cars per household (x) 04  Marketsize (disbursal) ~ INR trn 15 2.8 17%]

Source: VAAHAN, SIAM, BCG Report, Company, HSIE Research | Note:
* No. of registered LMVs taken as cumulative sum of PV sales for last 15 years

Source: SIAM, CRIF HighMark, Industry, HSIE Research

® PV penetration skewed towards urban centres: As of FY19, India was home
to 51 “million plus cities (MPCs)”. These centres, which together constituted
~13% of India’s population, accounted for ~45% of the PV population (and
rising every year), indicating significant under-penetration in the semi-
urban/rural centres.

Exhibit 12: Contribution of “million plus cities” in registered PVs at

>40%

(mn)

20 ~

10~

Fy11

EE Registered cars

—&— Market share of million plus cities (RHS)
r 46%

FY13 FY15

FY17

FY19

Source: MoRTH, HSIE Research | Note: No. of “million plus cities” in FY11, FY13, FY15, FY17
and FY19 at 35, 42, 48, 42 and 51 respectively
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Exhibit 13: PV sales volumes growth — poised for strong
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" Longer waiting periods to translate into strong volume growth
catalysts: Our auto sector analysts, Aniket and Sonaal, expect PV sales
volumes to deliver ~16% CAGR during FY22-FY24E. Supply side
constraints have resulted in record high waiting period across all major
OEMs (Exhibit 14). Our discussions with stakeholders across the
ecosystem suggest that supply side issues are gradually getting

addressed.

Exhibit 14: Waiting period for various models of OEMs

recovery
32% - Company/Model Waiting Period
Maruti Suzuki New Brezza 8-38 weeks
1% 7 Maruti Suzuki New Baleno 6-8 weeks
% - Maruti Suzuki Ertiga (Petrol/CNG) Up to 7 - 9 months
Mahindra XUV700 Up to 22 months
-7% - Mahindra Thar Up to 12 months
Hyundai Venue Up to 4 months
~20% - B EEEEEEEE Hyundai Creta Up to 7 months
SN AU SE S SE SEE S SE SE SR E Tata Nexon/ Nexon EV Up to 4 - 5 months

Source: STAM, HSIE Research | Note: Domestic sales volumes

Exhibit 15: PV sales mix - shifting towards UVs...

Source: Company, HSIE Research

Premiumisation, regulatory norms drive higher average ticket size: Driven
by rising disposable incomes and changing consumer preferences, India’s PV
demand has been gradually shifting towards UVs, contributing to ~50% of
total PV volumes. High compliance costs (stringent regulations such as
transition to BS-VI, increase in number of compulsory airbags, and higher
insurance premium for TP) are driving the cost curve higher, translating into
higher ticket-sized vehicles and proportionally higher ticket size of auto loans
(average ticket size of PV loans up by ~6% CAGR in the past three years).

Exhibit 16: ...driving higher ticket-sized auto loans
(average ticket size of originations — auto loans)

100%

75%

B Passenger Cars

(o]

3

=

=

Utility Vehicles

]
\
-3

FYle6

B Vans

WENEEEEEEEERRRREREREEE
Fi ~

FY18

FY20

Fy22

m S0 510L w1015  m1520L =20L
100% -
113
50% 426 438 440 462
25%
AN
)
0%

FY17 FY18 FY19 Fy20 Fy21

Source: SIAM, HSIE Research

Source: CRIF Highmark, HSIE Research
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Exhibit 17: Maruti Suzuki Swift Zxi price has increased at ~6% CAGR since
Jun-17 (ex of insurance, registration charges etc.)

INR mn Maruti Suzuki Swift Zxi - ex-showroom price

1.0

0.9 +

0.8

0.7 A

0.6

[~ [~ [~ © © o w O G O & o o © 9 — = —~ — 0«
L I R L B L B L+ L L
[ [ S = [V = [ S = [V = L
2 7 9 & 8 P v R 8 O & 8 PO R 2T PO &
;mQE;mDE;mDE;mDE;mDE

Source: Company, HSIE Research

Market share consolidation amid rising competitive intensity: The

competitive intensity in PV financing has increased significantly, with leading
private banks investing in digital initiatives to service NTB customers as well
as pre-approved ETB customers with real-time disbursals. PSBs have also
been growing their auto loans portfolio at a furious pace, albeit on a low base.
The market microstructure is moving towards market share consolidation,
which is already reflecting in the exit of captive financiers (Ford and
Volkswagen) that constitute the long tail. We believe that the increasingly

marginal role of NBFCs in this space reflects the underlying customer profile
and the sub-par economics of the segment.

Exhibit 18: Banks have gained healthy market share
during the past three years

Exhibit 19: Loan growth has come off with declining PV

sales volumes
W PSBs Private Banks ENBFCs B Others —— PV loans growth - Top 5 Banks ——— PV sales volumes growth
100%
24%
75% 4 13% -
0% | s 369 - /—\
25% o g9,
, -20% -
0% - T o8 o8 3 2 2 8 3 8
Mar-18 Mar-21 £ £ £ £ E & & &
Source: CRIF Highmark, HSIE Research Source: RBI, Company, HSIE Research
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Exhibit 20: PV loans share in loan book vs. market share Exhibit 21: Market share vs. PV loans growth (Mar-22)
in PV loans (Mar-22)

20% ~ 20% -
® HDFCB e HDFCB
o 15% 1 e SBIN 15% 1 e SBIN
P 2
" L2
= =
= 10% £ 10% i
i ICICIBC Gt MMEs ICICIBC
) ° o MMES g o o
= ¢ AXSB ; ¢ AXSB
5% KMBPRIME 5% a
CIFC  AUBANK
° ., i CIFC § o ® KMBPRIME AUBANK
B € SUF SUF ¢
0% % ‘ B
% of loan book FY22 growth (% YoY)
Source: CRIF Highmark, Company, HSIE Research | Note: HDFC Source: CRIF Highmark Company, HSIE Research | Note: HDFC
Securities is a subsidiary of HDFC Bank Securities is a subsidiary of HDFC Bank

® Highly competitive space favours banks: Banks, especially the ones with a

large captive SA base, have a dominant market share in new PV financing
(~75%) as well as used PV financing (>60%). This segment remains highly
competitive driving asset yields of ~7-9%, especially for new PVs. Given the
combination of the geographical mix (largely urban centres), customer profile
(predominantly salaried), and the consequent sub-par economics, NBFCs
play a relatively more active role in used PV financing, with average portfolio
yields at a little over 12%.

Highly skewed towards urban and metros: Banks’ auto loans portfolio
remains skewed towards metros and urban centres contributing to ~3/4th of
the vehicle loans outstanding (~45% contribution in PV sales from the top 51
“million plus cities”). While select banks are gradually seeking market share
gains in semi-urban/rural segments, they are likely to face stiff competition
from NBFCs with their well-established network and customer penetration.

Exhibit 22: Banks’ Auto loan book - skewed towards Exhibit 23: Average Auto loans outstanding per

metro & urban centres (% of Auto loans) borrower — region agnostic
Private Banks ———Banks - Total INR mn Rural ~  ====- Semi-Urban
100% - = = = Urban Metropolitan
0.4 4
75% _’//__/\W’x’_//—— 03 |
50% ~ 0.2 4
25% o 01 4
0% 0.0
S D822 seNe22 8 9 g 99 2 22 23 22 8 84
L e e gz SEE SR AU SE S SE S S SE S S SR
Source: RBI, HSIE Research Source: RBI, HSIE Research
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Exhibit 24: Banks — ~70% of Auto loan book yielding
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® Sub-optimal returns in new PV financing: High competitive intensity has

driven yields for new PV loans as low as 6.75-7% for banks on incremental
loans disbursed in H2FY22, thereby driving diminishing returns at a product
level. Our analysis (Exhibit 26) suggests that incremental loans disbursed at
sub-optimal yields are likely to be RoA-dilutive for leading banks, although
cross-sell opportunities in the form of third-party products and liabilities up-
sell offer fillip to customer-level profitability and also helps in completing the
product bouquet for customers. Despite such fierce competition, our
discussion with bureaus suggests that asset quality trends have remained
fairly steady, reflecting the quality of the underlying customer profile.

Exhibit 25: Yields on new car loans disbursed in

sub-9% Q4FY22
W<6% W69% W9-10% W10-11% =11-12% W12-13% W>13%
Min Max Mean
BEEEERRERN
75% | I . AXSB* 6.65% 17.75% 9.99%
0% A HDFCB 6.70% 10.00% 7.31%
25% -
ICICIBC 6.75% 13.50% 7.65%
0% _— ——
4 2 2 2 =S &2 2 8 & 8 SBIN NA NA 8.25%
LR & R B R R E R E & ’

Source: RBI, HSIE Research

Exhibit 26: NBFCs” RoAs more accretive vs. banks in new car financing

Source: Company, HSIE Research | * Includes used car loans as well | Note:
HDFC Securities is a subsidiary of HDFC Bank | Zero processing fees for

SBIN

(% of advances) Bank NBEC Comments
Interest Income 7.5% 12.0% NBFCs cater largely to high yielding customer segment
(self-employed)
Interest Expenses 4.0% 7.0% Cost of funds advantage for leading Banks
Net interest income 3.5% 5.0%
Fee income 0.4% 0.4%
Total Income 3.9% 5.4%
Operating expenses 1.4% 1.3%
Pre-provisioning profit 2.5% 41%
Total Provisions 0.7% 1.3% Delinquencies for NBFCs significantly higher c.ompared to
Banks due to different customer profile
Profit before Tax 1.8% 2.8%
Provision for Taxation 0.5% 0.7%
_________________________________________________________________________________________________________________________________________ \
iPAT 1.3% 2.1% NBEFCs portfolio more profitable at RoA level i
Source: Industry, Company, HSIE Research
1. Assumed accounting for Banks and NBFCs under GAAP for like-to-like comparison
2. Loan of ticket size of INR 0.5 mn with a tenure of 4 years; Processing fees and origination costs amortised over the tenure of the loan
3. Cost of funds assumed similar to that of leading banks and NBFCs
4. Impact of SLR and CRR requirements not considered in case of Banks

Page | 9
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Exhibit 27: GNPA ratio of select banks for auto loans Exhibit 28: PAR 91 -180 bucket has been declining for

portfolio the industry (PV loans)
HDFCB* ----- SBIN = — —=1IIB AUBANK EPAR 91 - 180%
6.0% - 20% -
4.5% A 1.5% A
3.0% 4 1.0% A
zos
l___jqa | D.Jm I I
0.0% -
0.0% = 2 a & &
o~ o -+ N 0 r~ @0 o) o — o~ ) ) ) ) )
g o ¢ o g ¥ ¢ g g o o & i g g i
£ E R B B B B B B & & = = = =) =
Source: Company, HSIE Research | * For Consolidated auto loans Source: CRIF HighMark, HSIE Research

portfolio; | Note: HDFC Securities is a subsidiary of HDFC Bank

Exhibit 29: RoA profile of Kotak Mahindra Prime (Vehicle loans at ~75% of

AUM)

DuPont (% of avg assets) Fyle  Fy17 FY18 FY19 FY20 FY21  Fy22
Interest Income 114% 10.6% 102%  9.7% 9.7% 8.5% 8.5%
Interest Expenses 71% 6.6% 6.3% 6.1% 5.8% 4.4% 3.5%
Net interest income 4.3% 4.0% 3.9% 3.7% 3.9% 4.2% 5.0%
Total Non-Interest Income 1.0% 0.9% 0.9% 0.5% 0.6% 0.6% 0.7%
Total Income 5.3% 4.9% 4.8% 4.2% 4.5% 4.7% 5.7%
Total Operating Expenses 1.5% 1.4% 1.4% 0.9% 1.0% 1.2% 1.5%
PPP 3.8% 3.4% 3.4% 3.2% 3.5% 3.5% 4.2%
Total Provisions 0.3% 0.4% 0.3% 0.4% 0.9% 1.1% -0.4%
Profit before Tax 3.5% 3.1% 3.1% 2.9% 2.6% 2.5% 4.6%
Provision for Taxation 2.3% 2.0% 2.1% 1.9% 1.9% 1.8% 1.1%
RoA 2.3% 2.0% 2.1% 1.9% 1.9% 1.8% 3.4%
Avg Assets/Avg Net worth 6.2 6.3 6.4 55 44 3.7 3.3
RoE 14% 13% 13% 10% 8% 7% 11%

Source: Company, HSIE Research | Note: IND AS accounting from FY19 and hence not directly
comparable to prior years as well as Exhibit 26

Current dealer economics favourable; future imperfect: With minimal

inventory levels (low working capital), high waiting periods for new vehicle
sales (Exhibit 14), and low discounts, new PV dealers are currently in a very
sweet spot in terms of profitability. However, increasing digitisation of new
PV financing by major OEMs (the Maruti Suzuki Smart Finance Program
contributes to ~15% of Maruti’s financing volumes) and leading lenders
(preapproved offers by SBI YONO, HDFC Bank Xpress Digital and ICICI
Bank Insta Car loans) are likely to shift the decision of choice of financing
partner away from dealers, denting dealer margins.

Page | 10
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Beyond plain-vanilla new PV financing: While new PV financing remains
fiercely competitive, there are several opportunities for auto financiers to
move up the yield curve with product diversification. As demonstrated in
Exhibit 30, our discussions with mobility experts suggests that auto financiers
can gradually migrate towards higher value-add, higher-yielding products
such as exchange/buyback programs (particularly for captive financiers), car
leasing (for corporates) and used car financing.

Exhibit 30: PV financiers - need for further cross-sell beyond plain-vanilla

financing
A
Phase ITI
Higher
tenor/LTV
Yield or PhaseIl
Risk Used Car
financing
Bullet,
Balloon/Step Lzl Phasel
products
Carleasing
Strategic Volume
segments segments

Source: E&Y report, HSIE Research
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Pre-owned/used car financing — emerging sunrise sector

The used car financing business, currently with annual disbursements of
~INR 0.3trn, is poised for ~32% CAGR to INR 1trn by FY26. The growth is likely
to be driven by improving financing penetration, higher LTV and increase in
ticket size with entry of SUVs in the used cars market. Rising competitive intensity
in new PV financing, an improving ecosystem for used PV financing, and
changing customer preferences are driving used PV financing as the next big
opportunity for lenders to tap into.

Exhibit 31: Used PV financing market poised to grow at ~32% CAGR to ~INR

1trn by FY26

Units FY22E FY26P CAGR %
Annual Used Car Sales mn 4.2 6.6 12%
Average selling price INR mn 0.55 0.64 4%
Finance penetration % 21% 34%
LTV % 65% 67%
Avg ticket size - loan INR mn 04 04 5%
Marketsize' ©~~ INRtm 03 0 32%!

Banks typically finance used PVs largely through the organised segment, while
select NBFCs finance used PVs in the unorganised segment as well. Basis our
interaction with industry experts, HDFC Bank is the market leader in the used PV
financing segment, followed by Mahindra Finance and ICICI Bank, with a
negligible market share for PSBs.

Exhibit 32: Used cars dealer landscape

Seller

(4.2mn)

Non-OEM backed
Car dealers

OEM-backed Car
dealers

Source: Praxis Global Alliance Report March 2022, Industry, HSIE Research
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Exhibit 33: Used PV sales volumes at ~1.3-1.4x new PV sales volumes

(mn) B Used Car sales ® Used to New car sales ratio (RHS) (x)
8 - r 2.00
6 o F 1.75
4 A F 1.50
2 A F 1.25
0 - - 1.00
s 5 oz o2 g gz = 6
: £ £ £ £ £ ¢ S

Source: CRIF Highmark, SIAM, HSIE Research

® Demand for used cars on an upward trajectory: Volumes in used PVs have
been steadily increasing, led by customer preference of owning a car, rapidly
escalating cost of ownership of new PVs and an improving used car sales
ecosystem. Our proprietary survey with >200 respondents on pre-owned cars
financing indicates a high customer inclination towards used cars for several

reasons such as value for money, low cost, etc.

Exhibit 34: ~50% of respondents were open to purchase
a used car

Exhibit 35: Multiple reasons to opt for a used car among
respondents

Depends on

the deal
offered
44%
Indifferent
7%

Prefer New'
cars only
49%

Lower cost of

B
I

acquisition

Better value for
money

New to Driving

Easier availability
(informal channels)

All of the above

Source: HSIE Proprietary Survey

Exhibit 36: ~84% of the respondents had ‘some’ to “very
good’ awareness of online auto portals

Source: HSIE Proprietary Survey

Exhibit 37: ~55% of respondents prefered to purchase a
car from organised used car dealers

Have some
idea
49%

Very little to
Very well no idea
aware 16%
35%

OEM car dealers Online portals
(Maruti (CarDekho / OLX
TrueValue, etc.)
Mahindra 19%
FirstChoice etc.)
36%
P2P -
Local Personto
dealers/Agents person
etc. 22%
23%

Source: HSIE Proprietary Survey

Source: HSIE Proprietary Survey
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Exhibit 38: Enablers and barriers to used car financing

uto penetration

Growing aspirers,
low middle-income
class population

Changing customer
preference

Sharp price inflation
of new cars

Unorganised market

Lack of trust &
transparency

Limited financing
options

Source: HSIE Research
® Rising formalisation to improve “bankability”: Used cars financing remains
highly underpenetrated at ~20-21% as bulk of the transactions take place
either through C2C (~1/4%) or through unorganised dealers/brokers. Roughly
20-25% of used car transactions take place through large organised used car
dealers (Maruti TrueValue/Mahindra FirstChoice/Cars24/Spinny, non-OEM
dealers, etc.) who provide additional services such as inspection checks,
refurbishment, certification and warranty and, hence, drive more trust and
transparency for the customers as well as lenders. The increasing share of
these organised players is likely to improve the finance penetration in the

used car segment.

Exhibit 39: Used car dealer landscape

Unorganised Organised
Unorganised/independent Semi-organised non-OEM backed OEM-backed
Volume share % 15-20% 25-30% 5-10% 10-15%
Inlelfiu.al Dealers operating out of OEM-backed, operating out
brokers/commission agents . . :
. . . Dealers operating out of showrooms, provide of showrooms, provide
DeEEEpien VIO 61 Tl arage/mechanic shop etc warranty, inspection checks  warranty, inspection checks
outlet/showroom; uncertified garag p €tc. ty, efc ty, efc
cars w/o warranty . ’
# Dealers High Medium to High Low Very Low
Cars sold per dealer Low Medium i i
per month
Source: Praxis Global Alliance Report March 2022, Industry, HSIE Research
Exhibit 40: Organised used car dealers
Tech/Non-OEM backed OEM-backed
FY21 CarTrade . Maruti Mahindra Hyundai H
CarDekho Cars24 (CarWale) Spinny TrueValue FirstChoice Promise
Founded in 2007 2015 2009 2015 2001 2008 2009
Branches/Outlets (x) 60 205+ 47 36 1143 1100 485
Cities (x) 88 182 32 22 868 350 300
Vehicles sold till date (mn) NA <0.1 NA <0.05 43 2.0 0.2
OEM All All All All Captive All Captive
Revenues - FY21 (INR bn) 8.8 27.5 25 0.3 NA 41 NA
PAT - FY21 (INR bn) (3.5) (1.9) (1.0) (1.1) NA (0.0) NA
Source: VCCEdge, Industry, Company, HSIE Research
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() carDekho "rupyy

Co-Founders
CarDekho:
e Mr. Amit Jain
e Mr. Anurag Jain

Rupyy:
e Mr. Namit Jain

Company Description

CarDekho: Auto portal for
buying and selling of used cars
with ancillary services such as

financing, insurance etc.

Rupyy: Digital lending platform
for financing of used and new
cars

Statistics

Rupyy:

e Cars sold on platform: 75K+
e Loans disbursed: INR 85bn
e Service locations: 132

El HDFC securities er
Click. Invest. Grow. YEARS
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CarDekho & Rupyy | Pre-owned Car platforms

Company Profile:

= CarDekho is aleading auto portal providing end-to-end services for buying
and selling of used cars with presence in 88 cities with over 60 branches and
1,750 channel partners as of Oct-21. It primarily purchases cars from the end
users with quality checks etc., re-furbishes them and sells it to buyers as
well as other dealers.

* Rupyy (CarDekho Financial Services) is a digital lending platform,
providing financing solutions through tie-up with multiple lenders as well
as their in-house NBFC. The platform is seller-agnostici.e. cars sold through
non-CarDekho platforms could also avail financing through Rupyy.

Key Takeaways/Insights:

= Used cars market remains largely unorganised through small
dealer/brokers, semi-organized dealers etc., as the new-age auto portals are
yet to gain scale in context of used car market potential and OEM-backed
dealers such as Maruti TrueValue/Mahindra FirstChoice etc. remain
focused primarily on driving new car sales of the captive OEMs.

=  (Cars24, CarDekho etc. are incrementally focusing on retailing of cars and
investing in re-furbishment centres, showrooms etc. to provide superior
experience to buyers along with high trust (warranty etc.).

* Used cars financing market is currently at ~INR 0.3trn as finance
penetration has improved to 20% from sub-10% a few years back and has a
lot of room for further improvement.

= Interest rates for used cars financing is higher (~300-400bps) compared to
new cars financing due to high opex (re-furbishing, valuation etc.) and
marginally higher credit costs.
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® Used car financing—RoA accretive for lenders: Our analysis indicates that
used PV financing is relatively more RoA accretive compared to new PV
financing, particularly for banks where the margins for new car financing are

very thin.

Increasing formalisation of the used car segment is addressing one of the key
pain points —assessing the fair value of the vehicle —although entailing high
opex on sourcing. Our interactions with lenders as well as bureaus indicate
that NBFCs typically experience similar credit costs across both asset classes
(new and used PVs). On the other hand, bank lending to used PVs entails
higher credit costs relative to new PVs.

Exhibit 41: Banks’ unit economics for used car financing at par with that of NBFCs

(% of Advances) Banks NBEFCs Comments
Interest Income 11.5% 15.0% Higher yields compared to new Cars (~300bps+)
Interest Expenses 4.0% 7.0%
Net interest income 7.5% 8.0%
Fee income 0.8% 0.6%
Total Income 8.3% 8.6%
Operating expenses 2.9% 2.9% Higher opex due to valuation, re-furbishing etc.
Pre-provisioning profit 5.4% 5.7%
Total Provisions 1.5% 1.6% Sharp jump when compared to new car financing for
Banks compared to NBFCs
Profit before Tax 3.9% 41%
Provision for Taxation 1.0% 1.0%
fpAT 20% 30% |

1. Assumed accounting for Banks and NBFCs under GAAP for like-to-like comparison

2. Loan of ticket size of INR 0.4 mn with tenure of 3 years; processing fees and origination costs amortised
3. Cost of funds assumed similar to that of leading banks and NBFCs

4. Impact of SLR and CRR requirements not considered in case of Banks

Exhibit 42: Interest rates on used car loans disbursed
in Q4FY22

Exhibit 43: Comparison of wused car financing
€conomics vs. new cars

Used Cars Min Max Mean Used cars Comments
AXSB* 6.65% 17.75% 9.99% Interest Income * Higher yields (~300bps+)
. Higher processing fees
HDFCB 6.90% 14.00%  12.14% Fee income 1t
charged

o o o . Transaction costs,
ICICIBC 9.00% 17.01% 13.51% Operating expenses t* refurbishment etc.
ICICIBC** 9.25% 22.51% 14.07% Total Provisions 1 Higher delinquencies, LGDs

Source: Company, HSIE Research | * Blended for New and Used car loans;
** For Q3FY22 | Note: HDFC Securities is a subsidiary of HDFC Bank

Source: Industry, HSIE Research
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® FinTechs—more of enablers rather than challengers: FinTechs/tech

companies focused on auto financing are more of enablers rather than a threat
to the incumbents, in our view. Being a secured asset class with relatively
higher ticket sizes and completely different lending dynamics, the segment
has witnessed very few FinTech entrants, particularly on the lending side, as
compared to unsecured personal loans/BNPL/payments, etc.

Lending by FinTechs through own balance sheet is unlikely to become viable
due to high cost of capital for these FinTechs (NBFCs), while the underlying
asset class has relatively low IRR (12%-14%) compared to BNPL/unsecured

personal loans where the yields are much higher.

Exhibit 44: FinTechs/tech companies in auto financing

Auto Portals

eCars24, CarDekho,
Spinny etc.

eEnable  buying and
selling of wused cars
through their platform
eValue-add services such
as inspection checks,
valuation, refurbishment,
warranty/  certification,
financing through
lenders etc.

Digital Lending platforms

*OTO Capital, Rupyy,
Kuwy, AutoFin etc.
*Digital platform/
marketplace for lenders
and used car/2wheeler
buyers/ sellers

eLittle  balance  sheet
exposure due to high cost
of capital and not
commensurable yields on
assets

EV Lending platforms

eRevfin, Welectric etc.

eProvide end-to-end
solutions for owning an
EV

Used Car leasing

e Pumpumpum, Mychoize
(ORIX)

*Used car leasing with
subscription models

o Asset light/asset heavy

Source: Industry, HSIE Research
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EV financing—nascent market in making

Electric vehicle (EVs) sales are gradually taking off in India, aided by the
incentives for manufacturing and charging infrastructure through FAME-I/II and
PLI schemes. NITI Aayog has an ambitious electrification target of 30% in PV sales
and 40% in bus sales volumes by FY30E, providing a large opportunity for the
lenders to tap into.

Exhibit 45: Gradual improvement in EV penetration, = Exhibit 46: Expected EV penetration by 2030 by NITI

3Ws already well penetrated Aayog
EV as % of total sales FY20 FY21 FY22 100°% WFY22 ®EFY30
® ® ® 80%
2W 0.1% 0.4% 1.9%
oo e 75% A
' 3W 19.5% 34.2% 45.8%
b 50% A 40%
PV 0.1% 0.2% 0.7% 30%
25% -
Ccv 0.1% 0.1% 0.3%
3.3% 0.7% 0.3%
Total 0.8% 0.9% 2.7% 0% -
ZW/BW Buses Cars
Source: FADA, SIAM, HSIE Research Source: NITI Aayog, HSIE Research
[ |

Unchartered territories, testing waters: EV financing across vehicle categories
is currently in unchartered territories as the underlying asset, which is the
collateral, has limited resale market for repossession and recovery of dues and
there are little branded players in the market which raises questions on the
quality of the underlying asset to be financed. While the ecosystem will take
time to develop the used EV market, lenders are broadly approaching this
segment from cash flow perspective (for 3-wheelers) and based on the
creditworthiness of the borrower (retail) rather than the traditional asset-based
lending.

Exhibit 47: Leading EV OEMs and their tie-ups for auto financing

OEMs Recent Financing Tie-ups

Ola Electric HDFCB, ICICIBC, AXSB, KMBPrime, BOB, IIB, IDFCBK, Tata Capital
Ather Energy HDEFCB, IDECBK, SBIN

Hero Electric AXSB, HDB, RevFin, CIFC

Source: Industry, HSIE Research | Note: HDFC Securities is a subsidiary of HDFC Bank

® Electric PVs—Ilargely “bankable” category at present: As per our interaction
with lenders, EV financing for PVs is currently dominated by banks, largely
due to the underlying customer profile. Most of the customers for EV
financing are not first-time car buyers and have credit worthiness higher than
the average ICE car borrower.

®  Electric 3Ws—sweet spot for NBFCs: The 3W space has witnessed the highest
EV penetration, contributing to nearly half of the total sales volumes in FY22.
Given that the underlying customer segment remains largely self-employed
and informal, NBFCs are better placed to tap into this opportunity while also
exercising pricing power.

Exhibit 48: Challenges and opportunities in EV financing

Headwinds Tailwinds
Limited discovery of salvage value — Low resale market Exponential growth in EV sales going ahead
Rapid depreciation of asset (Battery costs) Customer segment (in 2W and 4W) — prime and prime plus

Source: Industry, HSIE Research
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® Large banks dominant in the space: Leading private banks, along with SBI
and Bank of Baroda have dominant market share in the segment. Banks with
large customer base such as SBI, ICICI Bank etc. tap into their existing
customers for auto loans cross-sell at very competitive interest rates. Banks
such as IndusInd Bank, on the other hand, have higher share of NTB
customers, along with a healthy share of used car financing driving higher
yields.

Exhibit 49: PV financing dashboard (Banks)

Markit share  Used cars ETB customers Avg yield™ As.set
% % % quality***

HDFCB all ol ® ol
SBIN dl ’ ® ail
ICICIBC .| atl o . il
AXSB .| al ® al 0
KMB* ; i @ .|

11B : aill O all ail

Source: Company, Industry, HSIE Research | Note: HDFC Securities is a subsidiary of HDFC Bank |
On each parameter, a fuller bar indicates a superior franchise | * Kotak Mahindra Prime; ** Average yield
based on mean interest rates for loans disbursed during Q4FY22; ** GNPA as on Mar-22 for vehicle loans
portfolio, GNPA for ICICIBC and AXSB assumed similar to that of their retail portfolio

®  Auto loans - portfolio approach, rather than product approach: Auto loans,
with ~3% market share in banking system loans and low profitability in the
large new PV financing segment, has modest contribution to the overall profit
pool. However, the increasing competitive intensity in the retail prime
segment (affluent/salaried class) amongst leading banks is one of the major
drivers of the auto loans portfolio becoming a must-have in the portfolio.
Moreover, the ecosystem provides sufficient opportunities for adding profit
pools such as dealer funding, used cars financing, re-finance etc.

Exhibit 50: Banks’ various retail asset classes (Mar-22)

High Credit cards
2 Personal loans
@ 2W
: ; J
[ *)
b= cv Housing
&
o
PV
Low %o 9% 16% 23% 30%

Loans o/s CAGR FY19-FY21

Source: CRIF Highmark, HSIE Research | Note: Loans CAGR for the industry; Size of the balloon denotes
loans outstanding for Banks as on Mar-22
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CVs—cyclical recovery on the cards

Strong up-cycle on the cards: CV financing is poised to grow at ~13-15%
CAGR, from US$ 53bn in FY22 to ~US$ 68-70bn in FY24 in terms of loans
outstanding on the back of increasing off-take in CV sales, driven by
improving economic activity, replacement demand, and scrappage policy. CV
industry is poised to witness a strong up-cycle, having emerged out of one of

the worst down-cycles of the last three decades, induced by the COVID
pandemic.

Healthy uptick in sales volumes, improving utilisation levels: New CV sales
volumes have gradually picked up after the COVID pandemic; however, they
are well below the pre-COVID peak during FY18-FY19. As per our
interactions with dealers and lenders, the bulk of the new CV demand is
driven by replacement demand, rather than fresh capacity additions, as fleet
utilisation levels are a tad below pre-COVID levels. According to the forecast
published by our auto analysts Aniket and Sonaal, M&HCV volumes are
likely to witness a two-year CAGR of 18% while LCV volumes are expected
to deliver a two-year CAGR of 13% over FY22-FY24E.

Exhibit 51: CV sales volume growth-uptick after a Exhibit 52: Steady pick-up in CV sales volumes post

strong down cycle COVID
o EM&HCV =LCV (x) — lcv  M&HCV
80,000 -
29% 60,000 -
5 40,000
20,000 -
-21%
1 0
o / C2222RERERIIgaaaaadYA
g 283388232 eg g EEFSREEEIEREEEI8EEE
(PR A AR S S R SR S S S AR AR AR
Source: SIAM, HSIE Research Source: FADA, HSIE Research
Exhibit 53: e-way bills generated: well above pre- Exhibit 54: Sustained monthly momentum in e-way
COVID levels bills generated
(mmn) (mn) Intra-state Inter-state
B Intra-state Inter-state
500 - 20
- 40 A
375 A
30
250 +
20 A
125 +
10
& & & & & & & & & H
0 - U ) ' = &0 4+ ] ) = =
7] ] [+ % =) - L] 7] ] [ %) =)
FY19 FY20 FY21 FY22 A = < = I o a o < =

Source: GSTN, HSIE Research

Source: GSTN, HSIE Research
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Exhibit 55: Strong pick-up in disbursements, nearing pre-COVID levels

INR bn B Disbursements - Top SNBFCs ~ —#—% YoY (RHS)

2000 - - 60%

1500 L 35%

Loo | - 10%

o0 . L -15%
o L 400

FY17 FY18 FY19 Fy20 Fy21 Fy22

Source: Company, HSIE Research | NBFCs: SHTF, CIFC, MMFS, SUF and TMFL; Disbursements for
CIFC include only vehicle finance segment

®  Strongrebound in collection efficiencies driving lower stressed pool: There
has been a sharp rebound in collection efficiencies, led by improving
economic activity and subsequently improving cash flows for fleet operators
during CY22 (discussed in a subsequent section on pages 31 through 33). This
has led to substantial improvement in the asset quality of CV financiers. The
stressed pool (GS II + GS III) has reduced materially for most lenders and it is
expected to reduce further in FY23.

Exhibit 56: Stressed pool for leading CV financiers (GS-II + GS-III) — material
improvement

W Mar-20 Jun-21 m Mar-22

20% H

10% +

0% -
SHTF CIFC SUF* MMFS 1B+ ESFB*™*

Source: Company, HSIE Research | Note: *Restructured assets considered as GS-1I for Jun-21; ** Includes
only GNPA; *** Restructured book considered as GS-11, only GNPA available for Mar-20
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® Improving pan-India consumption drives demand for last-mile logistics:

Categories such as auto sales, FMCG, consumer durables, etc. through offline
and online channels have witnessed sharp uptick in growth along with pick-
up in rural economy. Increasing consumption in urban as well as rural centres
is boosting the road freight demand for last-mile delivery, which is likely to

translate into higher SCV and ICV sales volumes.

Exhibit 57: Key indicators point towards strong
revival in consumption post the pandemic

Exhibit 58: e-commerce shipments expected to grow at
34% CAGR during FY20-FY26P

% YoY PV sales FMCG Credit card
spends
QIFY21 78.4% 24.3% -45.4%
Q2FY21 17.0% 1.7% -18.3%
Q3FY21 14.4% 5.5% 3.5%
Q4FY21 425% 20.3% 9.5%
QIFY22 320.4% 43.0% 84.2%
Q2FY22 2.1% 17.7% 59.5%
Q3FY22 15.2% 14.1% 49.0%
Q4FY22 2.3% 10.4% 42.4%
QIFY23* NA NA 92.3%

(bn) B eCommerce shipments
10.0 +
7.5 4
5
\C}.
— o
5.0 oy
2.5 4
W
FY18 FY19 FY20 FY26P

Source: CMIE, RBI, Company, HSIE Research | FMCG — volume
growth for various key categories for listed FMCG firms; * Credit card
spends data for Apr-May’22

Source: Delhivery RHP, HSIE Research

" Surging government capex and improved economic activity to drive
M&HCVs: The strong revival in our M&HCV volume forecasts is premised
on a sharp pick-up in economic activity (construction, mining, etc.) post the
pandemic. Government capex continues to remain robust (~INR 12.2trn for

FY23, +10% YoY), while private capex is expected to revive gradually. EXIM

trade has also picked up sharply in FY22.

Exhibit 59: Government capex continues to grow in
double digits

Exhibit 60: Sharp uptick in trade in FY22 after muted
FY20 and FY21

INR trn s Total Capital Outlay

16

12 4

FYl6A

5 8
-

FY19A
FY20A

—e— 9% YoY (RHS)

FY21A
FY22RE
FY23BE

B EXIM (Non-POL) - % YoY
41% o

24% -+

79{’0 -

-10% -

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022¢

Source: Union Budget, HSIE Research | Includes IEBR as well

Source: CMIE, HSIE Research | Note: In US$
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Investments in roads infra improving competitiveness: Government’s
significant ramp-up in investments in road infrastructure, along with GST
and e-way bill implementation, is aiding higher operating efficiencies for fleet
operators (lower commute time, higher mileage, lower wear and tear, etc.),
narrowing the gap further with rail freight rates.

Rail freight traffic, pre-dominantly bulk commodities, has remained muted
during the decade (~1% CAGR), with road freight continuing to gain market
share (~68% in freight with lead distance >300Km in 2019, as per Draft
National Rail Plan 2020). While the commencement of DFCs (complete
stretch) could be a near-term headwind for road freight, particularly for bulk
commodities and containers, the improving unit economics for road freight,
along with the advantage of last-mile connectivity, could arrest the market
share losses, if any.

Exhibit 61: Significant pace of road infra in the last Exhibit 62: Road capex outlay for FY23

eight years — national highways

'000 Km

N Total Length - NH

'000Km (INR bn)

W Total MORTH Capex
—&—Length constructed - NH 5
180 - 8 (RELS) e 2000 -
135 - L B0
1,000 -
90 -+ -8
500 ~
45 -~ -4
o -
0 - o s & 5 5 g o8
s & & &8 2 o4 T 5 88 8 0y = = S S & &
S 2 2 2 8 R R R ] § a a a a & e
Source: MoRTH, CMIE, HSIE Research Note: * Data for length Source: Union Budget, HSIE Research | Includes IEBR as well

constructed for Apr-Dec’21

Exhibit 63: Share of road in freight mix has been Exhibit 64: Rail freight traffic (ftonnage) and tonnage km

steadily increasing for India’s largest cement producer - muted during the past decade
Share of road transportation % mmmm Total traffic (MT) NTKm
80% - 14% -
70% - 99 -
60% - 4% -
50% -
—l% -
40%
(o] (35 =3 a1 O b~ [=s] (=] (=] — (] _69{’0 -
g o ¢ ¢ oo 9 o o g o o
L L L R R E R R E E & T e aaxas88s80a8b g
22222 RIKKRERIRERER
Source: Company, HSIE Research Source: CMIE, HSIE Research
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® Tonnage growth to outpace volume growth: Revised axle load norms
alongside a shift towards higher tonnage vehicles in the HCV segment to
drive economies of scale are leading to tonnage growth outpacing volume
growth. Subsequently, while the volumes are likely to remain below FY19
levels until FY24, the fleet capacity in terms of tonnage is likely to be much
higher.

Exhibit 65: Tonnage growth vs. volume growth for HCVs (% YoY)

B Tonnage growth Volume growth
64% -
2% I I
0% A - | -
-32% A
q’o A
[Ig] Lie] [ oo (=1 = — o~
= = = = = % % ¢
e e e e e e e e

Source: STAM, HSIE Research

® Replacement demand at play; could drive used CV sales too: As per our
interactions with dealers, lenders and fleet operators, the current uptick in CV
volumes is largely driven by replacement demand, which was deferred
during the pandemic. This is further driving the used CV volumes, which had
witnessed high demand during the pandemic.
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®  Scrappage policy unlikely to be a major volume driver: The recently notified
scrappage policy is fraught with several challenges in the near term for
meaningful off-take such as low incentives (and disincentives) for scrapping
old vehicles, contingency on state governments and OEMs to provide
discounts/rebates, execution challenges such as investments in testing centres
and scrappage centres, ensuring incentives provided induce new vehicle
sales, etc. Near-term off-take of scrappage policy is likely to emerge from
SRTOs, defence and other government departments.

The bulk of the estimated ~Imn CVs more than 15 years old are with small
fleet operators/individual truck-owners that ply on short-haulage routes
where enforcing the policy is likely to be a challenge. Further, their unit
economics get stretched with replacement of the vehicle and sharp increase in
new and used vehicle prices. Hence, given such low level of incentives, very
few small fleet operators, may be incentivised to scrap their fleet and replace
them, under the current policy.

Exhibit 66: Scrappage policy — incentives and disincentives

Commercial vehicle Passenger vehicle

Incentives

Depending on vehicle condition  Depending on vehicle condition (~4-
Salvage value

(~4-5%) 5%)

Registration fees waiver 100% waiver

Road tax rebate 15% rebate for 8 years on new 25% rebate for 1.5 years on new
vehicle vehicle

Disincentives

INR 1,500 for conducting test; INR
12.5K for renewal of fitness
certificate

INR 1,000 after 15 years (currently
INR 600)

Fitness test and
certification charges

INR 5,000 on renewal (currently at

Renewal of RC None INR 600)

Source: MoRTH, HSIE Research

Exhibit 67: Benefits for a MCV (16 tonne) for scrapping 15 year old truck at
~9% of new truck price

INR

250,000 -

200000 A -

150,000 - .

[ ] -
100,000 -
50,000 4
0 .

2 5 § 5 25 o g = &
= ic] 2 w =] ot =)
= = E=- =1 i — =
> %4 £ g £ 3 EEE 2§
g = By aF Hg

Source: MoRTH, HSIE Research | *Assuming OEM discount at 2%, scrap value at ~5% and waiver of
registration fee
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Heterogeneous market; multiple forces at play

® Heterogeneous market with multiple pockets of opportunity for lenders:
CV financing is relatively highly fragmented vs. PV financing, with different
competitive positioning of banks and NBFCs based on vehicle type (M&HCYV,
LCV/ICV, SCV, etc.), customer profile (large/mid-size/small fleet operators
and individual truck owners) and vehicle vintage (new/used). NBFCs have a
dominant market share in used CV financing across categories as well as in
new vehicles financing in the smaller CVs segment. Banks relatively have a
higher market share in new CV financing for large and mid-size fleet
operators.

Exhibit 68: CV financing - market landscaping

NBFCs (Used)

NBFCs (New)
Banks (Used)

Banks (New)

M&HCV LCV/ICV SCV

Source: CRIF Highmark, Industry, HSIE Research | Loans outstanding

® Banks skewed towards metro-based operators with high ticket-size
exposures: Banks’ credit to road transporters (CV financing) remains skewed
towards urban and metro-based fleet operators, with ~40% of outstanding
exposure over INR 50mn (~26% above INR 1bn) and ~85% exposure in metros
and urban centres. The segment remains highly competitive with relatively
low bargaining power (~2/3' of the book yielding sub-10%); however, the
segment provides huge cross-sell opportunities (working capital financing,
overdraft, etc.), particularly for banks.

In terms of volumes, ~72% of loan accounts have exposure below INR 0.5mn,
while ~54% of outstanding accounts have interest rate higher than 13%,
indicating a long tail of high yielding small-ticket size exposure to small fleet
operators.

Leading private banks such as HDFC Bank, ICICI Bank, IndusInd Bank, etc.,
are the major players in this segment, with select NBFCs such as captive
financiers (Tata Motors Finance) and Sundaram Finance in the small/mid-size
fleet segment.
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Exhibit 69: Banks’ credit to transport operators - ~2/3

of book yielding sub-10%
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Exhibit 70: Banks’ credit to transport operators by volume

H=<6% % - 9% 9% -10% m10% - 11%
11% - 12% W 12% - 13% m=13%

75% I I I I I

%
- - —
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EEEEEE

= % share of accounts with interest rate = 13%
= % share of accounts with avg exposure < INR 0.5mn

_
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Source: RBI, HSIE Research

Exhibit 71: ~85% of bank credit to transport operators’

(by value) from metro and urban centres

Source: RBI, HSIE Research

Exhibit 72: Banks’ credit to road transporters - average
loans outstanding based on interest rate range

M Rural Semi-Urban B Urban B Metropolitan
100%
75%
50% ~
25%
0% -

[an] =3 L Lt [ oo (=] = — o~

— — — — — — — o~ o~ ™~
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H<6%

11% - 12% W 12% - 13%

7 INR mn

FY18

% - 9% W 9% -10% m10% - 11%

m=13%

W Total

0.6

Fy22

Source: RBI, HSIE Research

Source: RBI, HSIE Research

Exhibit 73: Banks’ CV loans - interest rates for loans disbursed during Q4FY22

Min Max Mean
HDFCB 6.5% 14.0% 8.2%
ICICIBC 7.3% 20.0% 9.7%
AXSB 6.5% 16.0% 8.6%
SBIN 8.0% 10.5% NA

Source: Company, HSIE Research | Note: HDFC Securities is a subsidiary of HDFC Bank

® Banks seeking market share; intense competition ahead: Banks, having

receded market share to NBFCs, are increasingly seeking market share gains
during CY22 as collection efficiencies have rebounded strongly, based on our
interactions with various lenders and market participants. We expect banks

to gain market share in the new CV segment and grow in double-digits over
the next couple of years.
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Exhibit 74: Banks’ credit to road transporters lagged AUM growth of top-4

vehicle NBFCs
B CV sales (% YoY)RHS) ~ ——Banks (% YoY)*  =———NBEC (% YoY)*
34% -~
18% -
2%
-14%
-30% -
— o~ (T — o~

o =3 Lt I~ oo (=] o
E L E E B E E EE E E E
Source: RBI, Company, HSIE Research | Note: *Banks’ credit to road transporters; **NBFCs: AUM of
SHTF, CIFC (Vehicle finance), SUF and MMFS (CV)

® Captive NBFCs ceding market share on asset quality woes: Competitive
intensity had softened in the new CV financing segment with the ceding of
market share by captive NBFCs such as Tata Motors Finance, Hinduja
Leyland Finance, Mahindra Finance, etc. Most captive NBFCs had witnessed
astronomical growth during FY17-FY19, driven by strong volume growth of
the captive OEMs, followed by ballooning of the stressed pool during the
pandemic. As the asset quality challenges subside, we expect captive NBFCs
to intensify the competition during H2FY23 or FY24.
Exhibit 75: Loan growth of captive NBFCs Exhibit 76: Contribution of captive NBFCs to OEMs’
sales
——MMFS ——HINDUJA —— TMFL —s—TMFL (CVs)* —e—TMFL (PVs)* —e—MMEFS*
54% - 0% -
38% 45% - W
229 30% /.—'—'—.-—'—"' *
Jo Jo )
. —
6% 15% o
10% - \)\—/Q 0%
Fyle FY17 FY18 FY19 FY20 FEY?1 FEY2? FY15> FYle FY17 FY18 FY19 FY20 Fy21 Fy22
Source: Company, HSIE Research | IND AS from FY18 onwards Source: Company, HSIE Research | Note: *volume market share for TMFL

in Tata Motors sales volumes;** M&M vehicles contribution to MMFS” AUM
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Exhibit 77: Share of used vehicles in total AUM
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Used CV financing likely to remain NBFC forte: Used CV financing is likely
to continue to be dominated by NBFCs despite banks making inroads in semi-
urban/rural areas and MSME segment. A relatively less-competitive market
comprising mostly small fleet operators/individual vehicle owners, it
provides superior yields (~12-20%) based on the vehicle vintage (1-5yr/5-
10yr/10-14yr), partially offset by high opex intensity in sourcing and
collections & recoveries as the underlying customer segment remains most
vulnerable to economic shocks.

Given the investments in distribution network (for sourcing and collections),
little formal documentation of underlying borrowers and high volatility in
their cash flows, banks are expected to continue to have relatively low direct
presence in this segment and are likely to opt for co-lending/direct assignment
with the NBFCs.

Exhibit 78: AUM mix — vehicle financiers

100%

75%

%

mFY18 Fy22 as % of AUM (Mar-22) M&HCV LCV/SCV PVs

CIFC 8.8% 25.8% 19.3%

SHTF 47.3% 27.2% 20.6%

SUF 45.6% 25.7%

MMFS 12.0% 65.0%

1B 9.7% 1.3% 6.1%

- KOGTA 6.2% 35.5% 25.2%

SHTE CIEC* MMES SUF™ SKFIN 49.0% 17.3%

Source: Company, HSIE Research | Note: * % of vehicle finance AUM; ** Source: Company, HSIE Research

Data for Mar-18 not available

Exhibit 79: Used CV vs. new CV financing for NBFCs

% of advances New CV Used CV
Interest income 11% - 14% 14% - 20%
Interest expense ~7% ~7%
Net interest income 4% - 7% 8% -12%
Other income ~0.5% ~0.5%
Total income 5% - 8% 9% - 13%
Operating expenses 2.2% -2.6% 2.6% - 3%
Pre-provisioning profit 2.8% -5.4% 6.4% - 10%
Credit costs 1% - 2% 3% - 5%
Profit Before Tax 1.8% - 3.4% 3.4% - 5%
{Profit After Tax 1.4% - 2.6% 2.7% - 4%

Source: Industry, HSIE Research | Note:
depending upon opex and risk management

RoA tree is indicative and may vary from one NBFC to another
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Exhibit 80: Yields vs. credit costs for NBFCs (average Exhibit 81: Yield on advances - steady over the last few

of FY18-FY22) years
Credit costs —(IFC —SHTF SUF
ar
% HINDUJA* —— MMES ——HINDUJA —TIMFL
® 21%
3% o MMEFS
@ SHIF SKFIN 18%
TMFL ]
o L
] 15% ~
CIFC KOGTA
P L ]
]
Yield on advances 9%
0% = 2 &2 = & 2 & & 8
11% 14% 17% 20% 23% L& E £ B R & & &
Source: Company, HSIE Research | Note: *FY18-FY21 for Hinduja Source: Company, HSIE Research | IND AS from FY18 onwards
Leyland Finance

®  Small niche lenders shaping up well; scalability to be seen: Select small-
sized NBFCs such as Kogta Finance and SKFin have been growing at a fairly
healthy pace over the past several years. Both these NBFCs are concentrated
in the north-western belt (Rajasthan, Gujarat and Maharashtra) and have
diversified their loan book to cars, tractors, MSME lending, etc. While their
financial performance has been exemplary, particularly in a stressed
environment, the same needs to be seen as they achieve scale and diversify
outside of their core geographies.

Exhibit 82: Snapshot of financial performance — Kogta and SKFin

FY22 Units Kogta SKFin
AUM INR bn 21.8 47.1
AUM CAGR: FY19 - FY22 Y% 45.3% 33.1%
Yield on Advances Y% 20.4% 19.6%
ROA % 2.4% 2.7%
ROE Yo 8.4% 11.1%
Tier I % 28.5% 30.4%
GSII Yo 8.0% 7.2%
GSIII % 3.6% 2.8%

Source: Company, HSIE Research
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Rising input cost pressures for fleet operators: The increasing cost pressures

for fleet operators such as fuel prices, vehicle prices (new and used; due to

emission norms), commodity prices, and insurance charges are gradually
increasing their opex.

Exhibit 83: Diesel prices have increased by ~20% during the last two years

INR Monthly average (INR/litre)

110 ~

95 +

80_

65

50

T2 S22 8§88 ssggsgagaagsgaddd
=T =T - s B N B« T ~ BN e = o B . BT = S~ B e = o B L ¥ ST o S~ I o
a 2 = Y @& 9§ =2 9= W v & 2 = Y 4 07 o =2
4 =~ 2 0 ka4 ~=~2 00 ma4=5 040w a4 ~

Source: Bloomberg, HSIE Research | Retail diesel prices in Delhi

Improving demand driving the unit profitability of fleet operators: Freight

rates have been steadily inching up with improving utilisation levels,
providing support to the unit profitability of the fleet operators. While input
cost pass-through varies from segment to segment (contractual/spot,
large/small fleet operator, nature of commodities transported, etc.), the
current freight rates broadly indicate a healthy level of profitability for most

fleet operators, although below pre-COVID levels.

Exhibit 84: Freight rates have continued to inch up

Exhibit 85: FCF (pre-EMI) of fleet operators as per

CRISIL estimates
(x) ——Indexed Freight rate - 15 tonnes B FCF margin (pre-EMI)
140 ~ 24%
Improving demand,
125 utilization levels 189 4
Oversupply (Axle load
N norms, record sales in 1%
110 FY18, EY19 %o
% 6% -
Pandemic
- Istwave
80 0% -
TR e g8 33]sgasdsq o8 § & & &g § & §
O [ +— O [ +— O [ +— O [ +— O [ - [ o [ O - = . =
£ 2c @2 2 2de 22 c £ & £ 2 5 £ & 2
Source: CMIE, HSIE Research | Average freight rate from Delhi to 16 Source: CRISIL, HSIE Research
different locations (long haulage) for 15 tonne haulage truck; indexed to 100
for Jan-18
Page | 31



Cross-Sector Series: Vehicle Financing

Exhibit 86: Operating cost structure for a used 12 tonne
truck for a long haulage trip
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Exhibit 87: Impact of change in diesel prices and freight
rates on operating margin (pre-EMI) (bps)

100% -
75% = [ .
|
50% ~ l
25% o
0% -
SRS ) 0 80 .o
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Freight rate hike (%)

(bps)

0 0% 1% 2% 3% 4% 5%

2 (78) 17) 44 103 161 218
% 4 (156)  (94) (33) 27 86 144
v
% 6 (235)  (171)  (109)  (49) 11 69
% 8 (313) (249) (186) (125) (64) 5)
" 10 (391)  (326)  (263)  (201)  (140)  (80)

Source: Industry, HSIE Research

1. Distance traveled: 650 Km; Diesel cost at INR 90/litre, Mileage at 7 per

litre
2. Ticket size of INR 11 lakh; Interest rate of 16%; Tenure: 5 years

Source: Industry, HSIE Research | Note: Assumptions similar to Exhibit 86

Exhibit 88: Operating margin for VRL Logistics improved during FY22 (% of revenues)

M Diesel cost
Toll charges, taxes & insurance
B Other expenses

100% -

50% -+ I I I

Tyres, stores & spares
B Agency commission

B Operating margin %

B Vehicle running, repairs
B Employee expense & labor charges

||
0% J l l .
FY12 FY13 FY14 FY16

2
—
wn

N |
FY17 Fy21 Fy22

FY18 FY19 Fy20

Source: Company, HSIE Research
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Shift towards CNG in LCV/SCV segment improving unit economics, but..:
Better unit economics, along with concession on green tax and improving
distribution of fuel pumps in select geographies, has been driving the
increasing share of CNG vehicles in new CV sales, particularly LCV (~15%
penetration in new vehicle sales) and MCVs (~39% penetration). However,
CNG prices have surged by ~74% in the last twelve months, impacting their
unit economics as well. Having said that, we expect share of CNG in LCV and

MCV segment to continue to improve with expanding distribution network in
the country.

Exhibit 89: Share of CNG vehicles in total sales Exhibit 90: CNG prices have shot up sharply by 43%

volumes during CY22
—1LGV MGV ——HGV ——TOTAL (INR) ——CNG (INR/kg)
40% - 80 -
30% - 65
50 -
20% o
35 -
10% -
20
— 202 5 2 28 & A
e E 08 5 5 5 & & &
FY14 FY15 FYle FY17 FY18 FY19 FY20 FY21 FY22 = = = = = = = =

Source: VAAHAN, HSIE Research | LGV: Light Goods vehicle; MGV

Source: Company, HSIE Research
Medium goods vehicle; HGV: Heavy Goods vehicle

Asset quality challenges largely mirror utilisation levels: The asset quality of
the CV portfolio remains largely contingent on the industry utilisation levels
which affects the pass-through of cost pressures on freight rates. Utilisation
level is impacted by various factors such as monsoon for agri transporters,
industry oversupply with heavy push from OEMs towards new vehicles sales,
decline in underlying demand with muted economic activity, etc.
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s« CHAWLA Chawla Roadlines | Large Fleet operator

\ ROADLINES
FLEET DWNERS & TRANSPORT CONTRACTORS

Company Profile:
Founder & CEO
- 5 * Chawla Roadlines is a large fleet operator with transportation and
Family-owned Business ; 3 h h . S
1v headed b warehousing services with over 120 owned vehicles, plying primarily on
currently headed by the Mumbai-Kolkata route.

Mr. 8.5. Chawla = Its large fleet of over 120 vehicles (~50 in the M&HCYV segment) caters to a

wide gamut of industries like plastic, steel, chemicals, paints, FMCG etc.

Company Description

A logistics service provider Key Takeaways:
providing end-to-end logistics = Freight rates by large corporate clients are gradually shifting from contract-
solutions predominantly from based pricing to a mix of contract-based and spot-bidding pricing, leading
Mumbai to Kolkata to increasing competitive intensity among fleet operators.

Statistics = Pass-through of input cost pressures (diesel prices etc.) is largely a function

of freight demand and capacity supply. During times of high freight
demand (and high utilisation levels), pass-through is not a major challenge.

e 120 owned vehicles
e ~50M&HCVs

e Avg. age of fleet: 3 — 4 years * Improving road connectivity, e-way bill implementation, FASTag etc. has

reduced time to commute, improving truck availability as well as

ional s . T oo
* 68 national and competitiveness with rail freight.

multinational clients

=  While the vehicle prices have witnessed a steep increase during the last few
years, increasing shift towards higher tonnage vehicles is driving
economies of scale for fleet operators, leading to lower opex per tonnage.

=  Muted business demand during Covid pandemic has witnessed the exit of
a lot of fringe players, leading to reduction of capacity overhang and
healthy utilisation levels for the industry. The new vehicle sales volumes is
largely driven by existing mid and large-fleet operators, however
aggressive lending rates typically attracts new players leading to capacity
oversupply.
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ROA poised to improve: The earnings profile of CV financiers is poised for
mean reversion during FY23-FY24E, driven by lower incremental provision on
the stressed assets, partially offset by higher cost of funds. The improving
pricing power with improving demand is likely to be offset with increasing
competitive intensity by banks in select segments. We expect standalone
NBFC:s to revert to a steady state level, ahead of captive NBFCs.

Exhibit 91: RoA profile of CV financing NBFCs

% of Avg. assets Standalone NBFCs Captive NBFCs Emerging players
(FY18 - FY22) CIFC SHTF SUF MMFS  HINDUJA* TMFL| KOGTA SKFIN
Interest Income 13.2% 14.6% 10.3% 13.6% 12.4% 10.3% 16.8% 18.1%
Interest Expenses 6.8% 7.4% 5.9% 6.2% 71% 6.9% 7.2% 8.0%
Net interest income 6.4% 7.2% 4.4% 7.3% 5.3% 3.4% 9.6% 10.0%
Non-Interest Income 0.7% 0.3% 1.7% 0.3% 1.4% 1.4% 1.3% 1.9%
Total Income 7.1% 7.5% 6.1% 7.7% 6.7% 4.8% 10.9% 11.9%
Operating Expenses 2.6% 1.8% 2.1% 2.7% 1.5% 2.6% 6.3% 6.3%
Pre-provisioning profit 4.5% 5.7% 4.0% 4.9% 5.2% 2.2% 4.5% 5.7%
‘Total Provisions 1.2% 2.5% 0.7% 2.6% 3.1% 1.8% 1.1% 2.0%
Profit before Tax 3.3% 3.3% 3.3% 2.3% 2.1% 0.4% 3.5% 3.7%
Provision for Taxation 1.0% 1.0% 0.9% 0.8% 0.7% -0.2% 0.9% 1.0%
’ROA 2.3% 2.3% 2.3% 1.5% 1.4% 0.6% 2.5% 2.7%
Avg Assets/Avg Networth 8.1 6.4 5.8 58 7.0 10.1 35 4.6
RoE 18.5% 15.0% 13.4% 9.0% 10.3% 6.2% 8.7% 12.1%
AUM: Mar-22 (INR bn) 769 1,270 295 798 272% 299** 22 47
Source: Company, HSIE Research | Note: *For FY18 to FY21; ** Gross advances

Exhibit 92: FY22 performance snapshot

FY22 AUM growth RoA RoE Credit costs GS III
CIFC 10% 2.7% 20.2% 1.2% 4.4%
SHTF 8% 2.0% 11.4% 3.2% 7.1%
SUF -4% 2.6% 13.8% 1.1% 2.3%
MMFS 1% 1.3% 6.5% 3.7% 7.7%
HINDUJA* -1% 1.4% 8.4% 3.4% 6.4%
TMFL* -6% -0.1% -1.4% 3.8% 10.3%
KOGTA 46% 2.4% 8.4% 1.0% 3.6%
SKFIN 42% 2.7% 11.1% 0.4% 2.8%

Source: Company, HSIE Research |* Loan growth

Impairment recognition largely over, expect credit costs to gradually come
off: Most lenders” CV portfolios have witnessed substantial reduction in their
stressed pool and are expected to normalise further in FY23, with improving
cash flows of the fleet operators. With healthy GS-III PCR at 40%-58% and
overall PCR at ~2% - 7%, we expect the provisioning during FY23-FY24E to
decline by ~20-120 bps, near to long-term trends.
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®  RBI’s revised IRAC norms unlikely to materially impact LGDs: The RBI's
revised IRAC norms for NBFCs to be implemented from Sep-22 are unlikely to
impact the LGDs of the vehicle financing portfolio of NBFCs. Most NBFCs
have made adequate provisioning for the stressed assets in the early
delinquencies bucket (GS-II) as per their ECL norms under IND AS. With
healthy provisioning and declining stressed pool, the incremental provisioning
for the increase in GNPA is likely to be limited.
Exhibit 93: Credit costs to normalise during FY23- Exhibit 94: ECL provisions in various buckets (Mar-22)
FY24E
CIFC SHIF SUF MMES ECL provisions % GS-1 % GS-II % GS-III %
5.2% -~
CIFC 0.5% 11.3% 39.7%
3.9% -+
SHTF 3.3% 9.1% 50.0%
SUF 0.4% 6.5% 52.0%
MMES 2.3% 12.7% 58.1%
— ) w0 o o~ — ) w o N
[=] [=1 [=1 — — — — — o~ ] =]
a: a: a: a: a: a: a: a: a: a: E TMFL 0.4% 4.5% 44.3%
Source: Company, HSIE Research | Note: IND AS from FY18 onwards Source: Company, HSIE Research
u

Past trends indicate credit costs trail AUM growth with a lag: Our analysis of
the leading vehicle financing NBFCs over the past couple of decades indicates
high correlation between strong loan growth and high credit costs in the
subsequent couple of years (Exhibit 95). This could be attributed to muted
economic activity after a strong up cycle leading to lower utilisation levels
(double whammy of increased supply and decreased demand) and
subsequently higher delinquencies.

Exhibit 95: AUM growth, along with a lagged (two-year) credit costs

CIFC SHTF SUF
—— AUM growth Credit cost (RHS) —— AUM growth Credit cost (RHS) —— AUM growth Credit cost (RHS)
100% - r % 170% 4% 50% - r 16%
65% b 3% 115% | b 3% 35% b 1.2%
30% | M L 2% 60% bos  20% o L os
% 1~ b 1% 5% | 12 5% 1 0.4%
\J\/ ~ \/ 7 N
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Source: Company, HSIE Research
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® Captive NBFCs under higher stress: Captive NBFCs such as Tata Motors
Finance, Hinduja Leyland Finance, and Mahindra Finance have witnessed
higher levels of stress compared to standalone NBFCs, driving elevated credit
costs during FY20-FY22. While the overall economic environment has
improved substantially after COVID, we expect the pace of normalisation in
captive NBFCs to lag that of standalone NBFCs.

Exhibit 96: Credit costs jump sharply for Captive Exhibit 97: Aggregate stressed pool (GS-II + GS-III) as

NBFCs on Mar-22
Provisioning % FY18-FY19  FY20-FY22  FY23-FY24E B Stressed pool (GSII+ GSII)
36% -
CIEFC 0.7% 1.6% 1.2%
SHTF 22% 2.8% 21% 27% A
SUF 0.4% 1.0% 0.6% 18%
MMES 1.1% 3.5% 2.0%
9% -
TMFL 0.8% 3.0% NA
0, Oy 0‘?'6 -
HINDUJA 3.4% 3.6% NA MMFS TMFL HINDUJA
Source: Company, HSIE Research Source: Company, HSIE Research

® Rising cost of funds to keep improving spreads under check: The increasing
interest rate environment with sharp repo rate hikes of 90bps (and expected
further rate hikes) as well as increasing yields in the bond market are likely to
drive cost of funds of vehicle NBFCs under coverage higher by ~50-70bps.

NBFCs competing with banks such as Sundaram Finance are likely to witness
higher pressure on NIM compared to NBFCs with relatively benign
competitive intensity in their respective segments such as SHTF, CIFC, etc.

Exhibit 98: Cost of funds expected to inch up Exhibit 99: Funding mix (Mar-22)
— SHTF = CIFC SUF —MMFS W Bank loans NCDs & CPs mECB
129% - B Deposits Securitization M Tier I/Others
100% - _—— .
. = N
75% .
8% A
50%
6% -
| 25% A
B - N
R EEEEEEEE 0%
SRR S S AR T AR O AR T R R SHTF CIFC MMFS
Source: Company, HSIE Research Source: Company, HSIE Research
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Increasing regulatory cost at the margin: RBI's increasing enhanced
regulations for NBFCs, post the IL&FS and DHFL crisis, is likely to impact the
profitability at the margin. Scale-based regulations are likely to impact most
NBFCs under coverage, although the impact is likely to be gradual.

Exhibit 100: Revision in regulations for NBFCs bringing them gradually near par with banks

NBECs Banks
Capital adequacy norms Tier I of 12%; CRAR of 15% CET I of 7.375%; CRAR of 10.875%
LCR norms 60% by Dec-21; 100% by Dec-24 100% for Universal Banks
PCA framework Threshold I, II, III Threshold I, II, III
CRAR 12 - 15%; 9 - 12%; < 12% 8.375 - 10.875%; 6.875 - 8.375%; <6.875%
Tier I/CET-I 8 - 10%; 6-8%; <6% 5.75% - 7.375%; 5.24% - 5.75%; < 5.24%
Net NPA 6-9%; 9-12%; >12% 6-9%; 9-12%; >12%
Leverage Ratio Shortfall NA < 50bps; 50-100bps; > 100bps
IRAC norms
90dpd recognition YES YES
Daily tagging of NPA YES YES
NPA up gradation criteria Full recoveries Full recoveries
Investments in Technology
Core-Banking Solution For UL and ML NBFCs For All
Customer protection
Ombudsman Scheme YES YES

Source: RBI, HSIE Research

Healthy cross-cycle profitability, growth contingent on underlying asset
growth: CV financing NBFCs have delivered superior RoA over several cycles
(~2.5% - 3%). However, the high cyclical coefficient of the underlying asset
class has led to volatility in earnings as well as loan growth, particularly in
used CV financing. As the COVID pandemic has largely subsided, we expect
vehicle financing NBFCs to revert to steady-state profitability.

Exhibit 101: Cross-cycle ROA of leading vehicle NBFCs

—SHTF —CIFC — MMFS
4.8% -

3.6% o

1.2% +

SUF
1
I
I
1
1
1
e
2.4% - % /:l—/
I
I
1
1
1

0.0%

Source: Company, HSIE Research
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®  De-coupling the balance sheet with high cyclical coefficient of vehicle
financing: Leading CV financing NBFCs are increasingly seeking asset
diversification towards non-vehicle portfolio in order to de-risk their portfolios
from volatility in asset quality and portfolio growth. SHTF merger with its
sister concern Shriram City Union Finance (MSME, 2W lending) has already
received RBI approval. Chola Finance (CIFC) has introduced new categories of
products targeted at retail and MSME segment — personal and business loans
(secured and unsecured). Mahindra Finance (MMES) is seeking to leverage its
promoter strengths to increase MSME and supply chain financing and cross-
sell non-vehicle loans to its customers.

Exhibit 102: CV financing NBFCs (Mar-22)

12% - GSII %

9% -
OMMFS —_—
4 CIFC 0

o TMFL*
SHTF )

6% -
OGTA
3% . ° SKFIN
SUF % CV loans
0%
0% 25% 50% 75% 100%

Source: Company, HSIE Research | Note: Size of the balloon indicates total AUM; * % of disbursements; **
Share of CV loans as on Mar-21

Exhibit 103: AUM mix

CIFC MMFS SHTF

W Auto/UV (M&M) Tractors (M&M) WHCV = M&LCV  mPV
B Cars, non-M&M UVs mCV/CE Lo
%

100% Pre-owned m SME & others .
100%
= . . . / . B B % .

B Tractor: g
B CV wCars & Others mHome Equity ®Home loans & Others Tractors Others

50% 50% 4
50%
25% 259 25% ~
o 0% 0% |
Fy12 iz Fy22 FY12 FY17 Fy22 FY12 FY17 FY22
Source: Company, HSIE Research
Exhibit 104: Diversification roadmap by various CV financiers
CIFC MMEFS SHTF
I li f busi : F - i
.ntrog:/fg?:; :::w ines of businesses : SI(;Cus1 or;hr;(i): fcizze; lC)ilrllsuiliss segments Merger with Shriram City Union Finance
, PPy cham financing , SCUF loan mix (Mar-22): MSME: 26%;
e  Secured Business loans (SBPL) collaboration with the parent entity
R Gold loans: 26%; 2W: 21%; PL: 17%;
e  Personal loans & Business loans (unsecured) e  Personal and other loans for
. Others: 5%
(CSEL) rural/semi-urban customers

Source: Company, HSIE Research
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Diversification—easier said than done: Diversification into newer
product/customer segments is likely to be fraught with several execution
challenges, especially where the right-to-win is not explicitly visible. Further,
the profitability of the new product categories is likely to take time to mature,
leading to a drag on overall profitability.

Bajaj Finance is one of the very few captive financiers that have been able to
diversify their loan books across secured and unsecured lending; it has a sub-
5% share of OEM in its loan book.

Initiate coverage on SUF with a BUY; CIFC remains our top pick: We initiate
coverage on Sundaram Finance (SUF) with a BUY rating and SoTP-based TP
of INR 2,360 (standalone entity at 2.4x Mar-24 ABVPS). SUF remains a high-
quality franchise with a prominent presence in the “bankable” new CV
segment of fleet operators, along with pristine asset quality across cycles.
Chola Finance (CIFC) remains our top pick, with a TP of INR790; the company
is well-poised to accelerate on growth as profitability remains intact.

Exhibit 105: HSIE CV financing dashboard (NBFCs)

Portfolio Cost of Used Asset o
AUM . . . . Profitability***
Diversification  funds* Vehicles % quality**
CIFC ail 0 ol O all IIII
SUF 1 O IIII G iI" IIII
SHTF ii" O . ] il
MMEFS all O all O 1 [

Source: Company, HSIE Research | Note: On each parameter, a fuller bar indicates a superior franchise;
AUM, portfolio diversification and used vehicles mix as on Mar-22; *Average cost of funds during FY13-FY22;
**Average credit costs during FY13-FY22; *** Average RoE during FY13-FY22

Exhibit 106: Vehicle financing NBFCs — Valuation summary

P/ABV (x) RoOAE (%) RoAA (%)
Rating TP (INR)
FY22 FY23E FY24E FY22 FY23E FY24E FY22 FY23E FY24E
CIFC BUY 790 5.8 4.6 3.8 20.2 19.5 20.5 2.7 2.8 3.0
MMES ADD 215 1.6 1.5 1.3 6.5 9.9 13.1 1.3 1.9 2.3
SHTF ADD 1,554 1.9 1.6 1.5 11.4 13.7 14.5 2.0 2.6 2.8
SUF BUY 2,360 34 3.0 2.7 13.8 13.6 14.2 2.6 2.6 2.7

Source: Company, HSIE Research; CMP as on 25-July-2022
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Auto OEMs investment implications: On India Autos, we expect auto
demand (across segments) to revive on a low base relative to the peak of FY19,
led by a pick-up in economic growth and expected rural revival. We factor in
17/16/18% volume CAGR for 2Ws/PVs/CVs over FY22-24E. We also expect
strong recovery in earnings for all OEMs on the back of softening commodity
prices and a gradual easing of supply constraints. Our top picks are TVS
Motors (BUY: sustained outperformance), Hero MotoCorp (BUY: volume
revival + attractive valuation) and M&M (BUY: mojo back in UVs + value
unlocking driving re-rating). We also like Maruti Suzuki and Eicher Motors
(both ADD; earnings growth to be driven by operating leverage). Our top SELL
in the sector is Ashok Leyland (consensus earnings downgrade cycle likely to
continue). We recommend trimming exposure on Tata Motors and Bajaj Auto
(both REDUCE) as we believe most of the positives are already factored in.

Exhibit 107: HSIE Auto dashboard

Earning . .
Market . EV Disruption
Recovery Returns**  Valuation*** )
share % . Risk****
Expectation*
Two Wheelers
Hero MotoCorp all ol all all al
TVS Motors i all aill aill ol
Eicher Motors aill all all all '
Bajaj Auto ol ' all il ol
Passenger Vehicles
Maruti Suzuki all all all ol ul
M&M al il all ol '
Commercial Vehicles
Tata Motors IIII IIII al il 0
Ashok Leyland ol IIII ol 0 !

Source: Company, Industry, HSIE Research | Note: * PAT CAGR — FY22-FY24E; ** FY24 RoE; *** PEG ratio
based on FY24 P/E and 2-year PAT CAGR; **** High implies more prone to EV transition

Exhibit 108: Auto companies — Valuation summary

. Meap | EBITDA Margin % | 1> AR P/E (x) EV/EBITDA (x) ROE (%)
Company Rating TP (INR bn) °
FY23E FY24E FY22-24E FY23E FY24E FY23E FY24E FY23E FY24E

AL SELL 102 432 6.0 9.0 NA 860 319 | 244 143 | 65 156
BJAUT REDUCE | 3677 | 1163 | 170 175 17.7 200 182 | 145 125 | 206 225
EIM ADD 3,118 843 23.0 25.0 39.6 34.4 25.8 23.7 18.0 16.9 19.1
HMCL BUY 3,268 567 12.0 13.7 29.2 18.1 13.7 10.3 7.9 18.1 21.2
MM BUY 1,390 1,362 13.1 13.5 21.4 20.3 18.1 11.3 9.7 15.2 15.0
MSIL ADD 8,957 2,601 9.4 10.5 66.2 33.6 25.0 20.7 15.0 13.6 16.5
TTMT REDUCE | 398 | 1721 | 128 145 NA NA 274 | 63 48 | NA 123
TVSL BUY 988 414 98 11.2 347 325 247 | 149 115 | 218 234

Source: Company, HSIE Research | CMP as on 25-]uly-2022

Page | 41



26 July 2022 | Initiating Coverage
Sundaram Finance

Virtuous cycle drives flywheel effect

On the back of a significant cost leadership advantage, Sundaram Finance
(SUF) is a high-quality franchise with a stellar record on pristine cross-cycle
asset quality and profitability (core RoE of ~18%). SUF has established a
formidable “right-to-win” in the “bankable” new M&HCV segment in core
geographies on the back of deep relationships with large fleet operators,
reflecting in increasing proportion of repeat business and superior pricing
power. SUF is poised to drive the strong CV upcycle, delivering ~14% loan
CAGR through increased product and geographic diversification, although the
rising rate cycle is likely to keep incremental spreads under check. The
subsidiaries are gradually gaining scale and contribute ~24% to the SoTP. We
initiate coverage on SUF with a BUY and SoTP-based TP of INR 2,360
(standalone entity at 2.4x Mar-24 ABVPS).

® Disciplined underwriting drives pristine asset quality: Sundaram Finance
(SUF) has established a formidable “right-to-win” in the core CV segment
(~46% of AUM), particularly in the “bankable” large fleet operators segment,
reflected in over 2/3 repeat customers (loyal borrower base). With its
prudent approach to underwriting and consistent exercising of pricing
power, SUF has delivered pristine asset quality even during cyclical
downturns, ahead of its peers.

® Poised to ride the CV upcycle; prudent on growth: SUF is well-positioned
for strong loan growth, with an imminent upcycle in its core new M&HCV
financing segment (~18% industry growth expected during FY22-FY24E),
coupled with a revival in the PV financing business. The geographical
diversification beyond the core southern market (non-South at ~43% of AUM
vs. 35% in Mar-18) is likely to provide further fillip to loan growth.

= Best-in-class cost of funds: SUF’s stellar track record and parentage drives a
superior credit rating (CRISIL AAA stable) and lowest cost of funds among
peers (average of 7.3% during FY18-FY22), enabling the company to compete
with banks and captive financiers in its core “Prime Plus” segment. However,
the rising rate cycle is likely to drive incremental cost of funds higher for SUF,
keeping the blended spreads under check.

® Subsidiaries value unlocking: SUF’s subsidiaries, Sundaram Home Finance
and Sundaram AMC, are gradually gaining scale with sustained profitability,
while Royal Sundaram GI's combined ratio continues to hover over ~110%.
The three subsidiaries contribute ~24% to the SoTP-based TP.

=  Best-in-class franchise; initiate with a BUY and TP at INR2,360: SUF remains
a high-quality franchise in our view with best-in-class asset quality and
sustained profitability. We expect SUF to deliver AUM growth of ~14%
during FY22-FY24E and average core RoE of ~18%.

Financial summary

NSTTUTIS,NAL

\

BUY

CMP (as on 25 Jul 2022) INR 1,989

Target Price INR 2,360
NIFTY 16,631
KEY STOCK DATA

Bloomberg code SUF IN
No. of Shares (mn) 111
MCap (INR bn) / ($ mn) 221/2,969
6m avg traded value (INR mn) 160
52 Week high / low 2,699/1,555

STOCK PERFORMANCE (%)
3M 6M 12M
Absolute (%) 1.9) (107) (22.9)

Relative (%) 05) (7.1) (282)

(INR bn) FY18 FY19 FY20 FY21 FY22  FY23E FY24E
NII 10.5 11.8 13.3 14.4 16.9 17.0 19.8
PPOP 9.4 10.0 12.3 13.7 15.0 15.1 17.5
PAT 5.6 53 7.2 8.1 9.0 9.9 11.5
EPS (INR) 50.7 48.1 65.2 72.8 81.3 89.1 103.4
ROAE (%) 14.3 11.6 13.7 13.8 13.8 13.6 14.2
ROAA (%) 25 1.9 2.3 24 2.6 2.6 2.7
ABVPS (INR) 359.0 4334 457.6 520.1 587.7 656.9 737.7
P/ABV (x) 55 4.6 4.3 3.8 34 3.0 2.7
P/E (x) 39.2 413 30.5 27.3 244 22.3 19.2

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters

SHAREHOLDING PATTERN (%)

Dec-21 Mar-22

Promoters 35.9 38.5
FIs & Local MFs 11.8 14.3
FPIs 12.4 9.9
Public & Others 39.1 37.3
Pledged Shares 0 0
Source : BSE

Pledged shares as % of total shares
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Cost leadership drives virtuous cycle

Exhibit 109: Virtuous cycle in play for Sundaram Finance

Best-in-
class cost of
funds

Superior Strong

AAA credit borrower
rating franchise

Pristine
asset

quality

Source: Company, HSIE Research

®  Superior cost of funds amongst peers: SUF’s parentage alongside stellar long-
term track record drives high creditworthiness rating from rating agencies
(CRISIL: AAA stable), at par with the leading NBFCs such as Bajaj Finance and SBI
Cards. This has led to SUF benefiting from one of the lowest funding costs in the
industry, enabling the company to selectively compete with banks in target
customer and product segments.

Exhibit 110: Cost of funds lowest after SBI Cards Exhibit 111: Long-term ratings of select NBFCs
Do m Avg CoF: FY18-FY22 Company Rating
Yo T
92% 919 ) I_ - SUF AAA Stable
‘ b ar ar .
% 1 8.0% 79% 7.9% 7.7% 75%73% 1 o, SHTE AA+ Stable
6
% 1 : I CIFC AA+ Stable
I : MMEFS AA+ Stable
3% A I
I : TMFL AA- Stable
I HINDUJALEYLAND AA- Stable
<5 B £ & 502,518
5‘% T E B SRR g BAF AAA Stable
I =
% = L_J® LICHF AAA Stable
—
SBICARD AAA Stable
Source: Company, HSIE Research | Note: * average of FY18 to FY21 Source: CRISIL, HSIE Research | As on 30-Jun-2022

® Maintaining pricing power in the core segment: Sundaram Finance (SUF) has
maintained its prominence and an established “right-to-win” in the core CV
segment (~46% of AUM), particularly in the “bankable” fleet operators segment.
SUF’s deep understanding of its customers (fleet operators) has driven strong
relationship leading to high customer stickiness over the years despite exercising
of pricing power.
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SUF competes primarily with banks and captive financiers such as Tata Motors
Finance in the new CV financing segment. The yields have remained fairly steady
with spreads of ~4-5%, far lower than the peers, CIFC and SHTF, due to customer
segments of choice.

Exhibit 112: Asset yields for Sundaram Finance vs. Exhibit 113: Core spreads have remained healthy in ~4-

peers

5% range

—8—SUF —e—TMFL

19% -

16% \———Oﬂ\._A_—-o 2% 1
13% A \—*—“—‘t“_};‘ o

—e—SHTF CIFC (VF) —e— Spread

6%

10% A 39 -
7% 2%
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o o o o o o o o o o o o o o o o
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L

Source: Company, HSIE Research | Note: Transition to IND AS from Source: Company, HSIE Research

FY18 onwards

SUF’s product portfolio to fleet operators, apart from fleet financing, includes fuel and
tyre financing, which are two of the highest variable expenses (after driver salary
expenses). The company has gradually diversified from core M&HCV segment to
ICV/LCV financing and car financing (~90% new vehicles) that aids loan growth
during a cyclical downturn. Used vehicles comprise ~15% of AUM as on Mar-22.

Exhibit 114: Loan mix has remained fairly steady

mCVs Cars B Construction Equipment Tractors W Others
100% 1 o s = I BN BN B
B O .
H B B e

75% - H B

50% -

25% -

0% -
b [Ta] O b~ oo L= = — (]
! ! ! sl ! ! | S o
= = = = = = = = =

Source: Company, HSIE Research

®  Pristine asset quality across cycles: SUF’s prudent approach towards growing its
balance sheet in a calibrated manner has led to pristine asset quality compared to
peers in an inherently volatile asset class. This is getting reflected in muted credit
costs across cycles, driving superior profitability.
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Exhibit 115: Credit costs have remained best-in-class
across cycles
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Exhibit 116: Loan growth in line with industry
M&HCYV sales growth
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Source: Company, HSIE Research

Source: Company, HSIE Research | Note: M&HCV growth — sales
volumes growth for the industry

Exhibit 117: Early delinquencies inched up during the pandemic
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Source: Company, HSIE Research

® Rising cost of funds—near-term headwind: The increasing interest rate
environment with sharp repo rate hikes of 90bps (and expected further rate hikes)
as well as increasing yields in the bond market are likely to drive cost of funds

higher for SUF. With a large fixed-rate loan book and higher competitive intensity

in customer segments, the spreads are likely to come under pressure in the near

term.

Exhibit 118: Funding mix %
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Source: Company, HSIE Research
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Flywheel effect in place; initiate with a BUY

" Demand on an upswing, geographic expansion to add more leg room for growth:
SUF is poised for strong loan growth with expected up cycle in the core M&HCV
segment, along with revival in the PV segment. The geographical diversification

beyond the core Southern market, is likely to provide further fillip to the loan

growth.

However, SUF is likely to sustain its calibrated approach to growth in newer
geographies riding on the back of select customer segments (for e.g., large and

mid-size fleet operators).

Exhibit 119: Steady AUM growth over the years

Exhibit 120: AUM mix: increasing non-South exposure
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Source: Company, HSIE Research

Source: Company, HSIE Research

®  Housing finance subsidiary —steady profitability, muted on growth: Sundaram

Home Finance, a wholly-owned subsidiary of Sundaram Finance, continues to

perform steadily in terms of profitability as it did even during the pandemic
period. However, growth continues to remain tepid since FY19 and it’s expected
to witness some revival in FY23.

Exhibit 121: Muted AUM growth

Exhibit 122: Steady profitability, even during Covid
pandemic

INR bn  AUM —8— % YoY (RHS) N RoA —&—RoE (RHS)
120 r 13% 3.2% ~ r 24%
90 A % 2.4% o - 18%
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o - -7% 0.0% - - 0%
O b~ oo (=21 = — (] [~ oo (=21 = — (]
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Source: Company, HSIE Research Source: Company, HSIE Research
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AMC business: Sundaram Asset Management Company, another wholly-owned
subsidiary of Sundaram Finance, witnessed a sharp uptick in AUM in FY21 and
FY22, partly driven by the Principal AMC acquisition (AUM of ~INR100bn).

Exhibit 123: AUM growth gets a fillip with Principal

AMC acquisition during FY22

Exhibit 124: Healthy RoE; muted on return on AUM

INR bn m— AUM —o— % YoY (RHS) I RoE —#—RoAUM (RHS) (bps)
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Source: Company, HSIE Research Source: Company, HSIE Research
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Exhibit 125: SoTP-based valuation

Initiate with BUY, SoTP-based TP at INR 2,360: We initiate coverage on SUF with
a BUY rating and SoTP-based TP of INR 2,360. Our implied multiple for the core
NBEFC is at 2.4x Mar-24 ABVPS, while the housing finance subsidiary Sundaram
Home Finance is valued at 1.5x Mar-24 ABVPS.

Value

Per share

0, 0, 7
(INR mn) % Stake (INR) % of TP Valuation Methodology
SUF (standalone, Mar-24 ABV) 195,665 100% 1,761 75% RI-based
Sundaram Home Finance 27,506 100% 248 10% 1.5x Mar-24 ABVPS
Sundaram AMC 37,497 100% 337 14% 5% of Mar-24 AUM
Sundaram Finance Holdings 17,280 21.6% 34 1% CMP
Royal Sundaram General Insurance 28,739 50% 129 5% 12x FY23 EPS
Total value of subsidiaries 748 32%
Less: Holding company discount 150 6% 20% Hold co discount
| 1
i Total SoTP valuation 2,360 i 100%
Source: Company, HSIE Research 7
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Financials

Income Statement

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Interest earned 23,937 29,379 34,064 34,713 33,945 37,129 42,969
Interest expended 13,460 17,625 20,720 20,307 17,001 20,120 23,152
Net interest income 10,477 11,754 13,344 14,406 16,944 17,009 19,818
Other income 4,617 4,803 5,205 5,429 4,960 5,450 5,830
Total income 15,094 16,557 18,549 19,835 21,904 22,459 25,647
Operating expenditure 5,742 6,531 6,234 6,111 6,949 7,347 8,159
Pre-provisioning operating profit 9,352 10,026 12,315 13,724 14,954 15,112 17,488
Non-tax provisions 855 1,073 2,864 3,161 3,185 1,878 2,133
Profit before tax 8,497 8,953 9,451 10,563 11,769 13,233 15,355
Tax expenditure 2,863 3,614 2,212 2,473 2,735 3,335 3,870
Profit after tax 5,634 5,339 7,239 8,090 9,034 9,898 11,486
Source: Company, HSIE Research
Balance Sheet

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Share capital 1,111 1,111 1,111 1,111 1,111 1,111 1,111
Reserves and surplus 40,225 49,327 54,363 60,683 67,820 75,475 84,516
Net worth 41,359 50,467 55,498 61,795 68,931 76,586 85,627
Borrowings 211,092 250,058 273,367 282,134 278,353 316,133 360,201
Other liabilities and provisions 5,679 5,996 5,354 5,596 5,592 6,544 7,462
Total equity and liabilities 258,107 306,492 334,195 349,525 352,875 399,263 453,290
Cash and cash equivalents 9,821 8,386 6,298 6,932 6,171 8,283 11,395
Investments 22,068 18,663 39,377 40,524 53,187 51,281 54,944
Advances 220,030 272,715 280,447 294,039 284,002 329,713 375,937
Fixed assets 2,941 3,051 3,596 3,309 3,604 3,785 3,974
Other assets 3,247 3,676 4,477 4,721 5911 6,202 7,041
Total assets 258,107 306,492 334,195 349,525 352,875 399,263 453,290

Source: Company, HSIE Research
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Key Ratios

FY18 FY19 FY20 FY21 FY22 FY23E FY24E
VALUATION RATIOS
EPS 50.7 48.1 65.2 72.8 81.3 89.1 103.4
Earnings Growth (%) 13.7% -5.2% 35.6% 11.8% 11.7% 9.6% 16.0%
BVPS (ex reval.) 372 454 499 556 620 689 771
Adj. BVPS (ex reval. & 100% cover) 359 433 458 520 588 657 738
ROAA (%) 2.5% 1.9% 2.3% 2.4% 2.6% 2.6% 2.7%
ROAE (%) 14.3% 11.6% 13.7% 13.8% 13.8% 13.6% 14.2%
P/E (x) 39.2 41.3 30.5 27.3 24.4 22.3 19.2
P/ABV (x) 55 4.6 43 3.8 3.4 3.0 2.7
P/PPOP (x) 23.6 22.0 17.9 16.1 14.8 14.6 12.6
Dividend yield (%) 0.6% 0.9% 0.7% 0.9% 1.0% 1.0% 1.1%
PROFITABILITY (%)
Yield on Advances (%) 12.1% 11.4% 11.8% 11.6% 11.2% 11.5% 11.6%
Cost of Funds (%) 7.6% 7.6% 7.9% 7.3% 6.1% 6.8% 6.8%
Core Spread (%) 4.5% 3.8% 3.9% 4.3% 5.2% 4.8% 4.7%
NIM (% of AUM) 4.6% 4.4% 4.5% 4.7% 5.6% 5.4% 5.5%
OPERATING EFFICIENCY
Cost to average AUM ratio (%) 2.5% 2.4% 2.1% 2.0% 2.3% 2.3% 2.3%
Cost-income ratio (%) 38.0% 39.4% 33.6% 30.8% 31.7% 32.7% 31.8%
BALANCE SHEET STRUCTURE RATIOS
Loan growth (%) 40.1% 23.9% 2.8% 4.8% -3.4% 16.1% 14.0%
AUM growth (%) 20.4% 16.1% 3.3% 32% -4.4% 13.1% 14.1%
Borrowing growth (%) 48.0% 18.5% 9.3% 3.2% -1.3% 13.6% 13.9%
Debt/Equity (x) 5.7 5.6 5.6 5.2 4.7 47 48
Equity/Assets (%) 16.0% 16.5% 16.6% 17.7% 19.5% 19.2% 18.9%
Equity/Loans (%) 18.8% 18.5% 19.8% 21.0% 24.3% 23.2% 22.8%
Total Capital Adequacy Ratio (CAR) (%) 18.0% 19.5% 18.4% 22.1% 24.4% 23.8% 23.4%
Tier I CAR (%) 12.5% 14.7% 13.2% 15.2% 17.5% 17.7% 18.1%
ASSET QUALITY
Gross NPL (INR mn) 2,830 3,666 7,013 6,831 7,035 6,943 7,406
Net NPL (INR mn) 1,454 2,285 4,636 4,009 3,636 3,600 3,666
Gross NPL (%) 1.3% 1.3% 2.5% 1.8% 2.2% 2.1% 2.0%
Net NPL (%) 0.7% 0.8% 1.7% 1.0% 1.1% 1.1% 1.0%
Coverage Ratio (%) 48.6% 37.7% 33.9% 45.7% 52.0% 48.1% 50.5%
Provision/Avg. AUM (%) 0.4% 0.4% 1.0% 1.0% 1.1% 0.6% 0.6%
DUPONT ANALYSIS
Interest earned 10.6% 10.4% 10.6% 10.2% 9.7% 9.9% 10.1%
Interest expended 6.0% 6.2% 6.5% 5.9% 4.8% 5.4% 5.4%
Net interest income 4.7% 4.2% 4.2% 4.2% 4.8% 4.5% 4.6%
Non-interest income 2.1% 1.7% 1.6% 1.6% 1.4% 1.4% 1.4%
Operating expenses 2.6% 2.3% 1.9% 1.8% 2.0% 2.0% 1.9%
Pre-provisioning profit 42% 3.6% 3.8% 4.0% 4.3% 4.0% 41%
Provisions 0.4% 0.4% 0.9% 0.9% 0.9% 0.5% 0.5%
Tax 1.3% 1.3% 0.7% 0.7% 0.8% 0.9% 0.9%
ROAA 2.5% 1.9% 2.3% 2.4% 2.6% 2.6% 2.7%
Leverage (x) 57 6.1 6.0 5.8 5.4 52 5.3
ROAE 14.3% 11.6% 13.7% 13.8% 13.8% 13.6% 14.2%
Source: Company, HSIE Research
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Cholamandalam Investment and Finance Company

Quality franchise poised for strong growth

Cholamandalam Investment and Finance Company (CIFC) is positioned as a
high-quality franchise that combines strong growth with sustained
profitability. With the CV and PV cycle poised for a strong up-cycle, CIFC is
well-positioned for strong growth, while sustaining its profitability (RoA of
~2.7%). CIFC is further adding new growth engines to its non-vehicle book
targeted at SMEs, small businesses and professionals, through its own
distribution network as well as Fintech partnerships. While the management
has indicated little change to existing RoA, we await evidence on CIFC’s right-
to-win and ability to deliver superior profitability in these segments. CIFC
remains our top pick in the sector with its superior execution on profitability
and calibrated loan growth and maintain a BUY with a TP of INR 790 (4.3x Mar-
24 ABVPS).

®  Core vehicle financing portfolio poised for strong growth: CIFC remains
well positioned in its core vehicle financing segment (SRTOs/individual truck
owners in LCV/ICV segment) to benefit from the strong up cycle in CVs and
PVs. The pricing power is apparent with steady yield at ~15% in a declining
interest rate environment with stable portfolio mix. The portfolio continues to
deliver superior profitability (~3% RoA) and is expected to deliver AUM
growth of ~18% CAGR during FY22-FY24E. The segment remains fairly
diversified across products (highest exposure of LCVs at ~21% of vehicle
finance AUM) in a cyclical asset class.

®  Non-vehicle finance book gaining traction: The share of non-vehicle
portfolio is gradually gaining traction with 31% of AUM vs. 25% in FY19, with
relative acceleration in home loans. Going ahead, we expect the share of LAP
and home loans to remain steady as vehicle finance growth picks up.

® Adding new growth engines: CIFC has sought to add multiple levers for
growth with launch of three new segments during FY22 targeted at SME,
small business enterprises and consumers (largely professionals). While the
management has indicated negligible RoA dilution on a steady state basis, we
await evidence of CIFC’s “right-to-win” in terms of growth and superior RoA
in these segments.

" Asset quality mean reverting with steady-state credit costs: Despite surging
early delinquencies bucket (GS-II) in Q1FY22, CIFC’s portfolio continued to
deliver strong profitability (average RoA of 2.2% during FY20-FY22) with
healthy provisioning. The revival in economic activity and CIFC’s superior
credit underwriting led to negligible surge in credit costs during the
pandemic. We expect credit costs to remain at ~1.2% during FY23-FY24E.

® Remains top pick among NBFCs: We expect CIFC to deliver AUM growth
CAGR of ~18% during FY22-FY24E and average RoE of ~20% during the same
period. We maintain our BUY rating on CIFC, with a TP of INR 790 (4.3x Mar-
24 ABVPS).

Financial summary

(INR bn) FY18 FY19 FY20 FY21 FY22  FY23E FY24E
NII 259 30.4 35.3 46.5 52.7 59.3 70.5
PPOP 17.1 21.3 24.8 33.6 37.7 441 53.6
PAT 9.2 11.9 10.5 15.1 21.5 25.1 31.7
EPS (INR) 58.7 75.8 12.8 18.5 26.1 30.6 38.6
ROAE (%) 19.5 21.0 14.7 17.1 20.2 19.5 20.5
ROAA (%) 243 23 1.7 22 2.7 2.8 3.0
ABVPS (INR) 283.1 337.8 84.2 98.2 117.9 148.1 182.3
P/ABV (x) 24 2.0 8.1 7.0 5.8 4.6 3.8
P/E (x) 11.7 9.0 53.4 37.1 26.3 22.5 17.8

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters

SIS NAL

\
BUY

CMP (as on 25 Jul 2022)  INR 685
Target Price INR 790
NIFTY 16,631
KEY STOCK DATA

Bloomberg code CIFCIN
No. of Shares (mn) 821
MCap (INR bn) / ($ mn) 563/7,560

6m avg traded value (INR mn) 1,685

52 Week high / low 770/469

STOCK PERFORMANCE (%)
3M  6M  12M
Absolute (%) “42) 64 372

Relative (%) (8) 100 320

SHAREHOLDING PATTERN (%)

Mar-22 Jun-22

Promoters 51.6 51.5
FIs & Local MFs 23.0 224
FPIs 17.6 18.0
Public & Others 7.8 8.1
Pledged Shares 0.0
Source : BSE

Pledged shares as % of total shares
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Exhibit 126: AUM mix—fairly diversified (Mar-22)
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Exhibit 127: Segmental RoA tree (average of FY21-
FY22)

Comm LAP Home loans HCV

; =ar
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LCV
New 14%
businesses
2% Mini LCV
Resi LAP 3%
199%, Cars
8%
28& 3W
4% 5%,
Used CE
Vehicles Tractor 7%
19% 79,

On AUM (avg of FY21-FY22) :;l::iz ; ‘:::; I?:;‘lz Total
Total Income 154%  11.8%  142%  13.9%
Cost of Funds 71% 7.2% 6.9% 6.3%
NIM 8.3% 4.7% 7.3% 7.6%
Opex 3.0% 1.1% 2.3% 2.6%
Provisions 2.0% 0.9% 1.2% 1.6%
PBT 3.4% 2.7% 3.8% 3.5%
PAT 2.5% 2.0% 2.8% 2.6%

Source: Company, HSIE Research

Exhibit 128: Strong AUM growth over the years

Source: Company, HSIE Research

Exhibit 129: Non-vehicle finance now constitutes ~31%
of the AUM

INR bn  AUM *— % YoY (RHS) W Vehicle finance LAP and Business Finance
B Home Loan New businesses & Others
1,300 ~ 64%
’ 100% - — —
’ SeEEEE
97_'_1 1 439‘6 75(% i
650 ~ 22% 50% -
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B A 0% -
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Source: Company, HSIE Research Source: Company, HSIE Research
Exhibit 130: Maintaining healthy RoA of 2%+ Exhibit 131: CIFC currently trades at ~40% above 10-
year mean with improving earnings profile
RoAA Credit costs () ——1yrfwd P/BV Mean
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Source: Company, HSIE Research | IND AS from FY18 onwards

Source: Bloomberg, HSIE Research
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Income Statement

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Interest earned 52,457 66,285 81,242 92,242 95,668 112,587 132,640
Interest expended 26,593 35,887 45,922 45,759 42,988 53,288 62,140
Net interest income 25,864 30,398 35,319 46,483 52,680 59,298 70,499
Other income 2,339 3,641 5,287 2,955 5,720 6,851 8,370
Total income 28,203 34,039 40,607 49,437 58,400 66,149 78,870
Operating expenditure 11,153 12,696 15,776 15,834 20,687 22,035 25,233
Pre-provisioning operating profit 17,051 21,344 24,831 33,603 37,712 44,115 53,636
Non-tax provisions 3,037 3,112 8,973 13,218 8,803 10,548 11,240
Profit before tax 14,014 18,232 15,857 20,384 28,909 33,567 42,396
Tax expenditure 4,831 6,370 5,334 5,235 7,442 8,459 10,684
Profit after tax 9,183 11,862 10,524 15,149 21,467 25,108 31,712

Source: Company, HSIE Research

Balance Sheet

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Share capital 1,564 1,564 1,640 1,640 1,643 1,643 1,643
Reserves and surplus 49,417 60,193 80,079 93,962 115,434 138,899 166,502
Net worth 50,981 61,757 81,718 95,602 117,077 140,542 168,145
Borrowings 383,303 505,667 550,054 637,300 691,735 802,863 933,125
Other liabilities and provisions 6,613 6,838 8,251 12,581 14,822 17,258 20,231
Total equity and liabilities 440,897 574,263 640,024 745,484 823,634 960,663 1,121,501
Cash and cash equivalents 8,880 36,749 69,591 52,319 42,201 47,669 54,901
Investments 729 729 729 16,188 20,761 21,070 21,385
Advances 422,532 526,223 554,027 658,393 741,492 869,504 1,019,258
Fixed assets 1,646 1,759 2,839 2,294 2,916 3,207 3,528
Other assets 7,110 8,804 12,838 16,290 16,264 19,213 22,430
Total assets 440,897 574,263 640,024 745,484 823,634 960,663 1,121,501

Source: Company, HSIE Research
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Key Ratios
FY18 FY19 FY20 FY21 FY22 FY23E FY24E

VALUATION RATIOS
EPS 58.7 75.8 12.8 18.5 26.1 30.6 38.6
Earnings Growth (%) 27.8% 29.2% -11.3% 44.0% 41.7% 17.0% 26.3%
BVPS (ex reval.) 326 395 100 117 142 171 205
Adj. BVPS (ex reval. & 100% cover) 283 338 84 98 118 148 182
ROAA (%) 2.5% 2.3% 1.7% 2.2% 2.7% 2.8% 3.0%
ROAE (%) 19.5% 21.0% 14.7% 17.1% 20.2% 19.5% 20.5%
P/E (x) 11.7 9.0 53.4 37.1 26.3 22.5 17.8
P/ABV (x) 24 2.0 8.1 7.0 58 46 38
P/PPOP (x) 6.3 5.0 22.7 16.7 14.9 12.8 10.5
Dividend yield (%) 0.9% 0.9% 0.2% 0.3% 0.3% 0.7% 0.9%
PROFITABILITY (%)
Yield on Advances (%) 14.5% 13.4% 14.20% 14.18% 12.88% 13.25% 13.35%
Cost of Funds (%) 8.5% 8.1% 8.70% 7.71% 6.47% 7.13% 7.16%
Core Spread (%) 6.0% 5.3% 5.50% 6.47% 6.41% 6.12% 6.19%
NIM (% of AUM) 6.7% 6.3% 6.15% 7.12% 7.17% 7.09% 717%
OPERATING EFFICIENCY
Cost to average AUM ratio (%) 2.9% 2.6% 2.7% 2.4% 2.8% 2.6% 2.6%
Cost-income ratio (%) 39.5% 37.3% 38.9% 32.0% 35.4% 33.3% 32.0%
BALANCE SHEET STRUCTURE RATIOS
Loan growth (%) 48.7% 24.5% 5.3% 18.8% 12.6% 17.3% 17.2%
AUM growth (%) 25.5% 26.6% 11.6% 15.6% 9.9% 17.5% 17.5%
Borrowing growth (%) 58.3% 31.9% 8.8% 15.9% 8.5% 16.1% 16.2%
Debt/Equity (x) 7.5 8.2 6.7 6.7 5.9 5.7 5.5
Equity/Assets (%) 11.6% 10.8% 12.8% 12.8% 14.2% 14.6% 15.0%
Equity/Loans (%) 12.1% 11.7% 14.7% 14.5% 15.8% 16.2% 16.5%
Total Capital Adequacy Ratio (CAR) (%) 18.2% 17.4% 20.7% 19.1% 19.6% 19.5% 19.5%
Tier  CAR (%) 13.1% 12.4% 15.3% 15.2% 16.5% 16.8% 17.1%
ASSET QUALITY
Gross NPL (INR mn) 14,846 14,455 21,633 27,050 33,428 35,954 40,062
Net NPL (INR mn) 6,716 8,921 12,650 15,075 20,167 18,831 18,313
Gross NPL (%) 3.4% 2.7% 3.8% 4.0% 4.4% 4.1% 3.9%
Net NPL (%) 2.4% 1.8% 2.3% 2.3% 2.7% 2.2% 1.9%
Coverage Ratio (%) 30.8% 34.3% 41.5% 44.3% 39.7% 47.6% 54.3%
Provision/Avg. AUM (%) 0.8% 0.6% 1.6% 2.0% 1.2% 1.3% 1.1%
DUPONT ANALYSIS
Interest earned 14.0% 13.1% 13.4% 13.3% 12.2% 12.6% 12.7%
Interest expended 7.1% 7.1% 7.6% 6.6% 5.5% 6.0% 6.0%
Net interest income 6.9% 6.0% 5.8% 6.7% 6.7% 6.6% 6.8%
Non-interest income 0.6% 0.7% 0.9% 0.4% 0.7% 0.8% 0.8%
Operating expenses 3.0% 2.5% 2.6% 2.3% 2.6% 2.5% 2.4%
Pre-provisioning profit 4.6% 42% 41% 4.9% 4.8% 4.9% 5.2%
Provisions 0.8% 0.6% 1.5% 1.9% 1.1% 1.2% 1.1%
Tax 1.3% 1.3% 0.9% 0.8% 0.9% 0.9% 1.0%
ROAA 2.5% 2.3% 1.7% 2.2% 2.7% 2.8% 3.0%
Leverage (x) 79 9.0 8.5 7.8 7.4 6.9 6.7
ROAE 19.5% 21.0% 14.7% 17.1% 20.2% 19.5% 20.5%

Source: Company, HSIE Research
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Shriram Transport Finance Company A
Diversification could reduce cyclical coefficient ADD
Shriram Transport Finance Company (SHTF)’s deep moats in the used vehicle CMP (as on 25 Jul 2022) INR 1,497
financir.lg.; se'gment' enables it to exercise high pricing power, with -low Target Price INR 1,554
competitive intensity. However, the heavy dependence on the used vehicles
segment (~93% of AUM) and gradual receding in new CV segment have muted NIFTY 16,631
AUM growth and caused high volatility in asset quality. The impending merger
with SCUF offers portfolio diversification which is likely to help reduce the KEY STOCK DATA
cyclicality in growth and earnings, although merger synergies are likely to Bloomberg code SHTF IN
remain limited. We maintain our ADD rating with a TP of INR 1,554 No. of Shares (mn) 271
(1.5x Mar-24 ABVPS).

MCap (INR bn) / ($ mn) 405/5,440

®  Core competencies remain intact: SHTF’s moats in the used vehicle financing 6m avg traded value (INR mn) 1451

remain largely intact with low competitive intensity. SHTF’s strong in-house
distribution network with a deep understanding of the used CV segment 52 Week high / low 1,696/1,002
(largely SRTOs and individual truck owners) drives superior pricing power,
reflected in high asset yields. STOCK PERFORMANCE (%)

3M 6M 12M

®  Growth rebound on the cards, likely to lag peers: SHTF’s disbursals growth
momentum is likely to sustain with the current CV sales largely driven by Absolute (%) 365 283 80
replacement demand, driving used CV sales as well. However, SHTF’s low
presence in new vehicles segment (sub-5%), coupled with headwinds in the
older vehicles segment (NGT ban, scrappage policy etc.), is likely to lead to
lower AUM growth vs. peers. We expect AUM growth of ~13% CAGR during

Relative (%) 379 319 27

SHAREHOLDING PATTERN (%)

FY22-FY24E. Dec21  Mar-22

® Diversification—a welcome move, synergies awaited: RBI's approval for the Promoters 26.1 26.5
proposed merger without qualification paves the way for the merger of SHTF FIs & Local MFs 152 13.8
and SCUF. The impending merger is likely to provide healthy diversification FPIs 532 53.9
to SHTF’s portfolio with lower volatility in asset quality. SHTF’s exposure to Public & Oth s sy
used vehicle financing has increased from 75% in FY09 to 93% of AUM in ublic & Others : :
FY22. The healthy profitability of SCUF (average RoA of 3.2% during FY19- Pledged Shares 0.0
FY22) implies little dilution to SHTF’s current RoA, while the merger Source : BSE

synergies are yet to be completely ascertained. Pledged shares as % of total shares

B  Asset quality near pre-COVID levels; maintain ADD: We maintain ADD
rating on STHF with a target price of INR 1,554. We value the company using
RI-based model with medium-term RoE at ~16%, implying 1.5x Mar-24
ABVPS. Asset quality has held up fairly well compared to peers who had
witnessed significant deterioration in early delinquencies. Better-than- Deepak Shinde
expected rebound in collections and recoveries during Q4FY22 has brought deepak.shinde@hdfcsec.com
the portfolio to near steady-state levels. Our FY23-FY24 estimates do not +91-22-6171-7323

factor in merger with SCUF.

Financial summary Krishnan ASV

(INR bn) FY18 FY19 FY20 FY21 FY22| FY23E  FY24E venkata krishnan@hdfcsec.com
+ - - -

NII 68.2 78.7 80.0 80.7 89.1 99.8 114.8 91-22-6171-7314

PPOP 53.8 61.6 623 64.0 74.1 79.0 91.3 Neelam Bhati

PAT 23.2 25.6 25.0 24.9 27.1 37.7 453 celam bhahia
neelam.bhatia@hdfcsec.com

EPS (INR) 102.3 113.0 1103 98.3 100.1 139.4 167.4
+91-22-6171-7341

ROAE (%) 187 17.4 14.8 126 114 137 145

ROAA (%) 27 25 23 2.0 2.0 26 2.8 Sahej Mittal

ABVPS (INR) 3409 4491 5295 662 794 907 1,018 sahej.mittal@hdfcsec.com

P/ABV (x) 44 33 2.8 23 19 1.6 15 191-22-6171-7325

P/E (x) 14.6 132 13.6 152 14.9 10.7 8.9

Source: Company, HSIE Research
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Exhibit 132: AUM growth muted in the recent past,
expected to revive going ahead

Exhibit 133: Portfolio is increasingly becoming
predominantly used vehicle financing
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Source: Company, HSIE Research | IND AS from FY18 onwards

Exhibit 134: Credit costs over cycles have hovered
around ~2-3%

Source: Company, HSIE Research

Exhibit 135: Dominant player in used vehicle financing
(AUM)
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Source: Company, HSIE Research | IND AS from FY18 onwards

Exhibit 136: ROA profile — expected to witness strong
rebound during FY23-FY24

Source: Company, HSIE Research | Note: * Data for FY18 not available

Exhibit 137: Trading below the 10-year mean — one-year
fwd P/BV

% of average assets FY18 - FY19 FY20 - FY22 FFYYZZ:I;
Interest earned 15.3% 14.2% 14.1%
Interest expended 7.4% 7.4% 7.2%
Net interest income 7.9% 6.8% 6.9%
Non-interest income 0.2% 0.3% 0.3%
Operating expenses 1.9% 1.7% 1.7%
Pre-provisioning profit 6.2% 5.5% 5.5%
Provisions 2.2% 2.6% 1.9%
Tax 1.4% 0.7% 0.9%

[ROAA 2.6% 2.1% 2.7%
Leverage (x) 6.9 6.1 53
ROAE 18.0% 12.9% 14.1%

) —— 1yr fwd P/BV Mean
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Source: Company, HSIE Research

Source: Bloomberg, HSIE Research
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Financials
Income Statement

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Interest earned 131,935 153,843 162,675 171,281 186,463 206,418 230,747
Interest expended 63,688 75,113 82,703 90,543 97,343 106,642 115,978
Net interest income 68,248 78,730 79,972 80,739 89,120 99,776 114,769
Other income 1,506 1,588 3,083 3,083 6,280 4,154 4,247
Total income 69,754 80,319 83,055 83,821 95,399 103,929 119,016
Operating expenditure 15,910 18,713 20,720 19,857 21,298 24,971 27,720
Pre-provisioning operating profit 53,844 61,605 62,336 63,964 74,101 78,958 91,296
Non-tax provisions 17,223 23,823 27,949 31,184 38,609 28,681 30,927
Profit before tax 36,621 37,783 34,387 32,780 35,493 50,277 60,369
Tax expenditure 13,413 12,143 9,368 7,908 8,413 12,569 15,092
Profit after tax 23,209 25,640 25,018 24,873 27,079 37,708 45,277
Source: Company, HSIE Research
Balance Sheet

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Share capital 2,269 2,269 2,269 2,531 2,705 2,705 2,705
Reserves and surplus 133,486 156,094 177,783 213,153 256,617 288,914 329,322
Net worth 135,755 158,363 180,052 215,684 259,322 291,619 332,027
Borrowings 821,308 879,144 943,718 1,061,964 1,144,967 1,221,184 1,334,338
Other liabilities and provisions 15,387 15,418 17,517 19,141 16,772 23,086 25,963
Total equity and liabilities 972,451 1,052,925 1,141,286 1,296,789 1,421,061 1,535,889 1,692,328
Cash and cash equivalents 36,746 39,815 73,149 164,418 163,552 162,895 149,155
Investments 23,414 39,991 27,985 31,979 68,092 48,106 53,935
Advances 907,456 967,515 1,022,316 1,083,030 1,166,652 1,306,392 1,469,206
Fixed assets 1,221 1,475 4,889 4,374 4,181 4,265 4,350
Other assets 3,615 4,130 12,947 12,988 18,585 14,232 15,682
Total assets 972,451 1,052,925 1,141,286 1,296,789 1,421,061 1,535,889 1,692,328
Source: Company, HSIE Research
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Key Ratios

FY18 FY19 FY20 FY21 FY22 FY23E FY24E
VALUATION RATIOS
EPS 102.3 113.0 110.3 98.3 100.1 1394 167.4
Earnings Growth (%) 84.6% 10.5% -2.4% -0.6% 8.9% 39.2% 20.1%
BVPS (ex reval.) 598 698 794 852 959 1,078 1,227
Adj. BVPS (ex reval. & 100% cover) 341 449 530 662 794 907 1,018
ROAA (%) 2.7% 2.5% 2.3% 2.0% 2.0% 2.6% 2.8%
ROAE (%) 18.7% 17.4% 14.8% 12.6% 11.4% 13.7% 14.5%
P/E (x) 14.6 13.2 13.6 15.2 14.9 10.7 8.9
P/ABV (x) 44 3.3 2.8 2.3 1.9 1.6 15
P/PPOP (x) 6.3 5.5 54 59 5.5 5.1 44
Dividend yield (%) 0.7% 0.8% 0.0% 0.4% 1.3% 1.2% 1.2%
PROFITABILITY (%)
Yield on Advances (%) 16.3% 16.0% 15.8% 15.8% 16.0% 16.1% 16.1%
Cost of Funds (%) 9.4% 8.8% 9.1% 9.0% 8.8% 9.0% 9.1%
Core Spread (%) 6.9% 7.2% 6.7% 6.8% 7.2% 7.1% 7.0%
NIM (% of AUM) 7.8% 7.8% 7.5% 71% 7.3% 7.4% 7.5%
OPERATING EFFICIENCY
Cost to average AUM ratio (%) 1.8% 1.9% 1.9% 1.7% 1.7% 1.8% 1.8%
Cost-income ratio (%) 22.8% 23.3% 24.9% 23.7% 22.3% 24.0% 23.3%
BALANCE SHEET STRUCTURE RATIOS
Loan growth (%) 34.1% 6.6% 5.7% 5.9% 7.7% 12.0% 12.5%
AUM growth (%) 22.2% 8.5% 5.0% 6.8% 8.4% 12.8% 12.9%
Borrowing growth (%) 54.6% 7.0% 7.3% 12.5% 7.8% 6.7% 9.3%
Debt/Equity (x) 6.7 6.2 58 5.7 53 5.0 4.8
Equity/Assets (%) 14.0% 15.0% 15.8% 16.6% 18.2% 19.0% 19.6%
Equity/Loans (%) 15.0% 16.4% 17.6% 19.9% 22.2% 22.3% 22.6%
Total Capital Adequacy Ratio (CAR) (%) 17.4% 20.3% 22.0% 22.5% 23.0% 25.0% 25.5%
Tier I CAR (%) 14.5% 15.6% 18.1% 19.9% 20.7% 22.8% 23.5%
ASSET QUALITY
Gross NPL (INR mn) 89,345 86,163 91,771 82,928 88,875 106,346 137,486
Net NPL (INR mn) 58,401 56,465 59,911 48,067 44,460 46,144 56,618
Gross NPL (%) 9.3% 8.4% 8.5% 7.1% 7.1% 7.5% 8.6%
Net NPL (%) 6.4% 5.8% 5.9% 4.4% 3.8% 3.5% 3.9%
Coverage Ratio (%) 34.6% 34.5% 34.7% 42.0% 50.0% 56.6% 58.8%
Provision/Avg. AUM (%) 2.0% 2.4% 2.6% 2.7% 3.2% 2.1% 2.0%
DUPONT ANALYSIS
Interest earned 15.4% 15.2% 14.8% 14.1% 13.7% 14.0% 14.3%
Interest expended 7.4% 7.4% 7.5% 7.4% 7.2% 7.2% 7.2%
Net interest income 8.0% 7.8% 7.3% 6.6% 6.6% 6.7% 71%
Non-interest income 0.2% 0.2% 0.3% 0.3% 0.5% 0.3% 0.3%
Operating expenses 1.9% 1.8% 1.9% 1.6% 1.6% 1.7% 1.7%
Pre-provisioning profit 6.3% 6.1% 5.7% 5.2% 5.5% 5.3% 5.7%
Provisions 2.0% 2.4% 2.5% 2.6% 2.8% 1.9% 1.9%
Tax 1.6% 1.2% 0.9% 0.6% 0.6% 0.9% 0.9%
ROAA 2.7% 2.5% 2.3% 2.0% 2.0% 2.6% 2.8%
Leverage (x) 6.9 6.9 6.5 6.2 5.7 54 52
ROAE 18.7% 17.4% 14.8% 12.6% 11.4% 13.7% 14.5%
Source: Company, HSIE Research
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Course correction imperative for franchise stability

MMEFS’s newly laid out roadmap for FY25 is commendable and necessary.

ADD

CMP (as on 25 Jul 2022 INR 208

However, a predominantly rural and semi-urban customer franchise has ( ) J )
delivered sub-par returns, couple with volatile asset quality for the past few Target Price INR 215
years. While the company has recovered significantly after the Q1FY22 asset NIFTY 16,631
quality shock, the sharp spike in the delinquent portfolio and credit costs with
every external shock is a concern. To that extent, its strategy of product and KEY STOCK DATA
customer diversification and leveraging of inherent strengths of parentage and Bloomberg code MMEFS IN
rural presence are welcome, although achieving superior financial metrics

. . 1. . . . . . No. of Shares (mn) 1,236
during FY22-FY25E is likely to remain a challenge, in our view. We maintain
ADD with an SoTP-based TP of INR 215 (standalone entity at 1.4x Mar-24 MCap (INR bn) / ($ mn) 257/3,456
ABVPS). 6m avg traded value (INR mn) 919
n 52 Week high / low 213/128

Rural franchise drives high volatility in earnings and sub-par returns:
MMEFS’ predominant rural and semi-urban exposure leaves the company
prone to high volatility during economic shocks (demonetization, COVID
etc.). However, asset yields have not kept pace with increasing credit costs,
thereby driving risk-adjusted spreads lower over the years.

In search of star businesses, beyond captive financing: MMFS
diversification into non-M&M portfolio, despite having made healthy
progress, remains WIP with M&M contribution to MMEFS’s AUM at ~44-45%.
The other segments are yet to emerge as stars in the MMFS portfolio and scale

STOCK PERFORMANCE (%)
3M  6M  12M
Absolute (%) 182 343 350

Relative (%) 19.6 379 29.8

SHAREHOLDING PATTERN (%)

up significantly, except cars portfolio. Like with other captive financiers, Mar-22  Jun-22
MMEFS’s asset quality woes escalated during H1FY22, although they tapered Promoters 52.2 52.2
off materially in H2FY22. FIs & Local MFs 179 204
®  Roadmap for sustained profitability — necessary but not sufficient: MMFS's FPIs 187 176
latest roadmap to achieve 25% AUM growth with opex to assets and RoA of
. . Public & Others 111 9.7
2.5% simultaneously seems a steep ask. However, the roadmap is much
needed strategy to achieve earnings and portfolio stability. MMFS has certain Pledged Shares 0.0
advantages to achieve product and customer diversification such as strong Source : BSE
parentage to provide support on SME, supply chain financing etc., along with Pledged shares as % of total shares
a large dominant presence in the rural side. However, the migration from
existing profile of customers towards more creditworthy customers and more
wholesale credit exposure are likely to increase competitive intensity,
particularly with banks, where the right-to-win is not evident.
]

Execution key monitorable, maintain ADD: The execution of the latest
roadmap remains key monitorable for MMFS for any rerating as the return
ratios have remained subdued and below potential. We believe MMFS could
gradually improve its portfolio mix towards more risk-adjusted profitable
segments, although achieving the targeted financial metrics is likely to remain
a challenge in the near term.

Financial summary

Deepak Shinde
deepak.shinde@hdfcsec.com
+91-22-6171-7323

Krishnan ASV
venkata.krishnan@hdfcsec.com
+91-22-6171-7314

(INR bn) FY18  FY19  FY20  FY21  FY22| FY23E  FY24E
NII 35.0 467 511 553 56| 620 740 Neelam Bhatia

PPOP 217 302 340 415 373 411 494 neelam.bhatia@hdfcsec.com
PAT 10.1 15.6 9.1 33 9.9 16.0 232 +91-22-6171-7341

EPS (INR) 16.5 25.3 147 2y 8.0 12.9 18.8

ROAE (%) 126%  152%  81%  25%  65%| 99%  13.1% Sahej Mittal

ROAA (%) 2.0% 2.6% 1.3% 0.4% 13%|  1.9% 2.3% sahej.mittal@hdfcsec.com
ABVPS (INR) 102.7 123.9 120.2 99.6 109.8 115.7 127.6 +91-22-6171-7325

P/ABV (x) 2.0 17 17 21 19 18 16

P/E (x) 12.6 8.2 14.1 77.9 25.9 16.1 111

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Exhibit 138: M&M share in MMFS” AUM has remained Exhibit 139: Loan growth — expected to witness strong

fairly high at ~45% revival
— M&M contribution to MMFS AUM B AUM growth %
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Source: Company, HSIE Research Source: Company, HSIE Research

Exhibit 140: Asset quality has remained fairly volatile Exhibit 141: Portfolio mix over the years

GNPA/GSII Credit costs % (RHS) W Auto/UV Tractors M Cars CV/CE M Pre-owned & others
12% - - 6.0% 100% -
SEERENERRRRR)

9% - 4.5% 75% I I I
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3% - - 1.5% 950, A
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Source: Company, HSIE Research | IND AS from FY18 onwards |
Transition from 180dpd NPA recognition to 90dpd in a phased manner from

FY13 to FY17

Exhibit 142: Profitability has remained muted for the

last few years

Source: Company, HSIE Research

Exhibit 143: MMFS has witnessed significant de-rating
in the recent years

m ROA % ——ROE % (RHS) () 1yr fwd P/BV Mean
4.8% - r 24% 35
3.6% - - 18%
25 ({\
2.4% A - 12% E VU \/ LA
15
1.2% A+ L 6%
0.5
0.0% - - 0% o~ e - ) 0 ~ w0 o = — o
g2y veNe28syEy T OT O:O:F O: Y OGTOT Y%
CEEEEEEEEEEEER S S £ 58 5 5 53 5 5 5 3
Source: Company, HSIE Research | IND AS from FY18 onwards Source: Bloomberg, HSIE Research
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Financials

Income Statement

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Interest earned 65,842 86,146 99,417 102,670 94,756 108,191 131,464
Interest expended 30,816 39,446 48,288 47,332 39,202 46,199 57,483
Net interest income 35,025 46,700 51,130 55,338 55,554 61,992 73,981
Other income 1,010 1,953 3,034 2,498 2,432 3,643 4,480
Total income 36,036 48,653 54,164 57,835 57,986 65,635 78,461
Operating expenditure 14,336 18,476 20,182 16,325 20,734 24,552 29,059
Pre-provisioning operating profit 21,700 30,177 33,982 41,510 37,252 41,083 49,403
Non-tax provisions 5,681 6,352 20,545 37,348 23,683 19,754 18,408
Profit before tax 16,018 23,824 13,438 4,162 13,569 21,329 30,995
Tax expenditure 5,907 8,254 4,374 873 3,682 5,375 7,811
Profit after tax 10,111 15,571 9,064 3,289 9,888 15,954 23,184
Source: Company, HSIE Research

Balance Sheet

(INR mn) FY18 FY19 FY20 FY21 FY22 FY23E FY24E
Share capital 1,229 1,230 1,231 2,464 2,466 2,466 2,466
Reserves and surplus 94,777 107,512 111,922 144,224 153,502 165,018 184,133
Net worth 96,219 109,080 113,639 147,115 156,281 167,484 186,599
Borrowings 400,932 528,469 594,623 585,767 558,139 694,334 855,160
Other liabilities and provisions 30,777 33,230 32,451 37,483 38,467 40,969 54,871
Total equity and liabilities 527,927 670,780 740,712 770,364 752,887 902,786 1,096,630
Cash and cash equivalents 4,111 9,585 14,258 32,696 41,507 37,068 45,994
Investments 27,341 37,917 59,110 116,073 84,403 98,459 110,533
Advances 485,470 612,496 649,935 599,474 604,446 744,882 914,515
Fixed assets 1,197 1,631 3,635 3,405 3,928 4,321 4,753
Other assets 9,808 9,151 13,775 18,717 18,603 18,056 20,836
Total assets 527,927 670,780 740,712 770,364 752,887 902,786 1,096,630
Source: Company, HSIE Research
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Key Ratios

FY18 FY19 FY20 FY21 FY22 FY23E FY24E
VALUATION RATIOS
EPS 16.5 25.3 14.7 2.7 8.0 12.9 18.8
Earnings Growth (%) 152.6% 54.0% -41.8% -63.7% 200.6% 61.4% 45.3%
BVPS (ex reval.) 157 177 185 119 127 136 151
Adj. BVPS (ex reval. & 100% cover) 103 124 120 100 109.8 115.7 127.6
ROAA (%) 2.0% 2.6% 1.3% 0.4% 1.3% 1.9% 2.3%
ROAE (%) 12.6% 15.2% 8.1% 2.5% 6.5% 9.9% 13.1%
P/E (x) 12.6 8.2 14.1 77.9 259 16.1 11.1
P/ABV (x) 2.0 1.7 1.7 2.1 1.9 1.8 1.6
P/PPOP (x) 59 42 3.8 6.2 6.9 6.2 52
Dividend yield (%) 1.9% 3.1% 0.0% 0.4% 1.7% 1.6% 2.2%
PROFITABILITY (%)
Yield on Advances (%) 13.8% 14.7% 14.9% 14.8% 13.8% 14.4% 14.5%
Cost of Funds (%) 8.2% 8.5% 8.6% 8.0% 6.9% 7.4% 7.4%
Core Spread (%) 5.5% 6.2% 6.3% 6.8% 6.9% 7.0% 7.1%
NIM (% of AUM) 6.9% 7.5% 7.0% 7.0% 6.9% 71% 7.0%
OPERATING EFFICIENCY
Cost to average AUM ratio (%) 2.8% 3.0% 2.8% 2.1% 2.6% 2.8% 2.8%
Cost-income ratio (%) 39.8% 38.0% 37.3% 28.2% 35.8% 37.4% 37.0%
BALANCE SHEET STRUCTURE RATIOS
Loan growth (%) 14.8% 26.2% 6.1% -7.8% 0.8% 23.2% 22.8%
AUM growth (%) 17.8% 25.1% 11.9% 5.9% -2.3% 20.1% 20.1%
Borrowing growth (%) 15.6% 31.8% 12.5% -1.5% -4.7% 24.4% 23.2%
Debt/Equity (x) 4.5 54 6.0 4.6 4.1 4.7 5.2
Equity/Assets (%) 18.2% 16.3% 15.3% 19.1% 20.8% 18.6% 17.0%
Equity/Loans (%) 19.8% 17.8% 17.5% 24.5% 25.9% 22.5% 20.4%
Total Capital Adequacy Ratio (CAR) (%) 22.7% 20.3% 19.6% 26.0% 27.8% 24.9% 22.6%
Tier I CAR (%) 17.0% 15.5% 15.4% 22.2% 24.2% 22.0% 20.2%
ASSET QUALITY
Gross NPL (INR mn) 50,270 40,706 57,468 57,911 49,814 57,387 62,023
Net NPL (INR mn) 33,109 32,907 39,666 24,391 20,914 24,865 29,217
Gross NPL (%) 9.8% 6.4% 8.4% 9.0% 7.7% 7.2% 6.4%
Net NPL (%) 6.8% 5.4% 6.1% 4.1% 3.5% 3.3% 3.2%
Coverage Ratio (%) 34.1% 19.2% 31.0% 57.9% 58.1% 56.7% 52.9%
Provision/Avg. AUM (%) 1.1% 1.0% 2.8% 4.7% 2.9% 2.2% 1.7%
DUPONT ANALYSIS
Interest earned 13.3% 14.4% 14.1% 13.6% 12.4% 13.1% 13.2%
Interest expended 6.2% 6.6% 6.8% 6.3% 5.1% 5.6% 5.7%
Net interest income 7.1% 7.8% 7.2% 7.3% 7.3% 7.5% 7.4%
Non-interest income 0.2% 0.3% 0.4% 0.3% 0.3% 0.4% 0.4%
Operating expenses 2.9% 3.1% 2.9% 2.2% 2.7% 3.0% 2.9%
Pre-provisioning profit 4.4% 5.0% 4.8% 5.5% 4.9% 5.0% 4.9%
Provisions 1.2% 1.1% 2.9% 4.9% 3.1% 2.4% 1.8%
Tax 1.2% 1.4% 0.6% 0.1% 0.5% 0.6% 0.8%
ROAA 2.0% 2.6% 1.3% 0.4% 1.3% 1.9% 2.3%
Leverage (x) 6.1 5.8 6.3 5.8 5.0 5.1 5.6
ROAE 12.6% 15.2% 8.1% 2.5% 6.5% 9.9% 13.1%
Source: Company, HSIE Research

Page | 61



G oo scwiies JUL)

Click. Invest. Grow. YEARS

Cross-sector Series: Vehicle Financing INSTITUTIONAL RESEARCH

1 Yr Price movement

—— Sundaram Finance —— Cholamandalam Finance
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—— Shriram Transport
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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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Thematic reports by HSIE

Autos

Cement: WHRS — A key cog
in the flywheel

Autos: Where are we on “S”
curve?

Sextor Thematic

Life Insurance

Retail

Life Insurance: Recovery
may be swift with

Retail: Whole flywheel is
broken?

protection driving margins

Secten The

Indian IT

Indian IT: expanding centre
of gravity

Indian Chemical: Evolution
to revolution!

R —

Indian microfinance

s

Quarterly flipbook

Indian microfinance:
Should you look micro as
macros disappoint?

India Equity Strategy:
Quarterly flipbook

[R—

Quarterly fliphook

Indian IT: raising the bar

India Equity Strategy:
Quarterly flipbook

P

Socon Toomac
Fashion & Lifestyle

s Equity Stratey

Quarterly flipbook

Fashion & Lifestyle: From a
disruptor’s lens IT

India Equity Strategy:
Quarterly flipbook

i Euity Surateny

Holding Companies

Sector Thematic

Cement

Holdcos for portfolio
diversification

Cement: A concrete road for
net-zero emissions

FMCG: Defensive
businesses but not

Autos: A changed landscape

Banks: Double whammy for

some

India Equity Strategy: Atma
Nirbhar Bharat

St Themaic

Indian I'T

Indian IT: Demand recovery
in sight

Appliances

Pharma

e

Indian Gas Sector

Appliances: Looing beyond

near-term disruption

Pharma: Chronic therapy —
A portfolio prescription

Indian Gas: Looking
beyond the pandemic

Mestegy

tly flipbook

India Equity Strategy:
Quarterly flipbook

[ —

Real Estate

Real Estate: Ripe for
consumption

Life Insurance

Sevtun Themaic
Pharma

Life Insurance

Life Insurance: ULIP vs. MF

Autos: Divergent trends in
PVs and 2Ws

FinTech Playbook: P2M
Payments | Surging pool,

Infrastructure: On the road
to rerating

India Internet: the stage is
set

Cement: Spotting the sweet

spot

Pharma: Cardiac: the
heartbeat of domestic
market

FMCG: Opportunity in
adversity - A comparative
scorecard

Logistics: Indian Railways -
getting aggressive

Life Insurance: Comparative
annual report analysis

Industrials: Triggering a
new cycle

Healthcare

Sevtn Themtic

Autos

i

Power

India Hospitals: capital
discipline improving,

Autos: Will EVs impact the
‘EV"?

Power: Reforms essential
for rennaissance

dwindling yields

St

Indian Gas Sector

is key

Sector Thesmatic

Consumer Durables

rterly flipbook

Indian Gas Sector:
Resilience in the eye of the
storm

FinTech Playbook: Buy
Now Pay Later | De-

Consumer Durables: Fans -
a compounding story but
underrated

SR 4

Tndia Fquity stestogy

India Equity Strategy: PLI:
Spearheading India’s

Quarterly flipbook:
Q2FY22-Demand
environment improves but
input cost inflation dents
profitability

o,

Power: Sector The

-
Grey fo green gains pace

Power: Shifting energy
landscape: Grey to green

oS
hroker, §|Er
- =

FinTech Playbook: Discount
Brokers

IT sector: Decoding signal
from noise

P

Footwear

Footwear: No bargains here!

mystifying the tablestal

uring push

gains pace
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