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Aavas Financiers Itd SUBSCRIBE

Sector: HFC /Mid -Cap | Note on IPO 19 September 2018
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Background: Aavas Financiers (AFL) is a Jaipur based company, incorporated in 2011. The company is engaged in the business of providing retail, affordable housing
finance to low and middle income self-employed customers in rural and semi urban areas in India, for the purchase or construction of residential properties, and for the
extension and repair of existing housing units. The company operates through 165 branches spread across 92 districts in eight states of which, they have a significant
presence in the four states of Rajasthan, Gujarat, Maharashtra and Madhya Pradesh. Almost all loans are sourced by the in house sales team, and the company has
52,788 active loan accounts as of March 2018. The company was initially incorporated as a subsidiary of AU Small finance Bank and later sold off to private firms- Lake
District Holdings, Kedaara Capital AlIF and Partners Group ESCL Ltd (who are now the promoters).

Issue Opening Date 25th Sept 2018 Objects of the Offer
Issue Closing Date 27th Sept 2018 »  The offer comprises of a fresh issue of INR 4bn and offer for sale INR 13.34bn from promoter holding.
Face Value (INR) 10 »  The objects of the issue are to augment its capital base to meet future capital requirements arising out
Price Band (INR) 818-821 of growth in the business and to enhance visibility and brand image through listing of shares.
Fresh Issue (mn, shares) 4.87-4.89 o
Offer for Sale (mn. shares) 16.25 Key Positives
Issue Size (INR bn) 17.29-17.34 » Aavas Financiers’s loan book grew by 78% CAGR over FY14-18 to INR 40bn. Given, the industry
tailwinds like Government’s push for affordable housing (through tax incentives, budgetary allocation
and CLSS scheme), the estimated shortage in housing in both rural & urban areas (43.67mn and 10mn
Shareholding Pattern Pre- As a % of total respectively), increasing urbanization and higher disposable income, the strong loan growth momentum
Issue shares is expected to continue in the coming years also.
Promoters 84.67 »  The management of the company has conservatively built their existing portfolio with Zero exposure to
Public 5.52 developer finance, under construction properties and plots, to keep the book granular.
Directors & KMP 9.81 > In FY18, 60.40% of the Gross Loan Assets came from customers who belonged to the economically
weaker section and the low income group and 34.76% from customers who were new to credit. Self
P&L Summary (INR bn) employed segment accounts for ~63.81% of the Gross Loan Book. As of FY18, LAP accounts for ~23%
Y/E March 2016 2017 2018 of their loan book.
Net interest Income 0.94 1.62 2.67 » The average ticket size of home loans and mortgage loans were at INR 0.88mn and INR 0.8mn
Other income 0.00 0.00 0.01 respectively. The average loan to value stood at 51.7% and 45.8% respectively for home loans and
Total revenue 0.94 1.63 2.68 . .
Operating profit 0.54 0.95 1.44 other mortgage loans, at the time of sanction.
Provisions 0.04 0.08 0.02 »  Since the company concentrates on segments that have less or no access to formal credit, it enjoys
.IP_SI g:ig g:gg é:i; better bargaining power and hence the yields have been higher (vs. peers in affordable housing).
PAT 0.33 0.57 0.93 However, due to increasing competitive intensity the yields dropped from 18% in FY14 to 14% in FY18.
EPS 8.24  11.10  15.87 But, the company has strong ALM in place and hence, the cost of borrowings have also come down to
EPS growth (%) 48.74  34.71  42.97 i ) ) )
P/E (X) 99.64 73.96 51.73 8.65% in FY18 from 12.28% in FY14. Consequently NIMs have increased from 6.71% in FY14 to

7.25% in FY18, despite dip in yields.
» AFL relies on internal sourcing only. Sourcing all loans internally, helps the company mitigate
underwriting and default risks. Also, personal contact with customers in rural and semi-urban markets

Balance Sheet Summary (INR bn)

Y/E March 2016 2017 2018 encourages repeat business and leads to referrals.
Share Capital 0.38 0.58 0.69 . . L . . . N .
Reserves 1.65 508  10.29 >  Their effective credit risk management is reflected in the portfolio quality indicators such as high
Net worth 2.04 5.66 10.98 repayment rates and low rates of delinquencies across business and economic cycles. In FY18,
Liabilities o, 0, i
Borrowings 13.09 15.89 22.65 GNPAs stood at 0.34% and NNPA at 0.26%. End-to-end control of the collections process has helped
Other liabilities 1.98 2.96 4.54 them reduce 1dpd loans as a % of Gross Advances from 14.51% in FY14 to 4.82% in FY18. Also,
Z‘;:ae'ts 17.11 24.51  38.17 GNPAs as a % of gross loan assets fell from 0.79% in FY17 to 0.34% in FY18, which is the lowest
Fixed assets 0.06 0.10 0.18 amongst its peers.
Investments - 0.01 0.14
Cash & bank 2.35 2.76 5.65 Risks
Advances 0.53 0.73 1.04 L . . . .
Others 14.18 20.90 31.16 »  Supreme court in its recent ruling, halted all construction projects in Maharashtra, Madhya Pradesh,
;o,f\a(lﬂ/ ) 11-91); 2‘2‘-2; 32-‘11; Uttarakhand and Chandigarh after they failed to comply with its order to come up with a policy on solid
0. (] . . . . . th .
ROE (%) 16.08 10.09 8.46 waste management, till next hearing (October 97). Projects worth INR 4.64tn, for a total of 575,900
P/BV (X) 15.46 8.43 5.23 units are already behind schedule in the country and this could further add on to the number. The
GNPA (%) 0.55 0.79 0.34 company has significant operations in these states, though their exposure to under construction
CAR (%) 27.46 46.85 61.55 projects in these states is not known exactly. Though the company has no exposure towards
Tier 1 (%) 27.00 46.15 55.94 construction finance (and hence there is no impact on recoveries), this could delay disbursement
*In June 2018, share warrants were converted into growth for the company from these regions in individual loan segments.
equity shares, hence the Pre issue share capital »  The company has ~70% of its borrowings at floating rates and 55.43% of loan assets at floating rates.

increased to INR 0.71bn as of June 2018.
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Rising bond yields could exert pressure on NIMs, as the company may find it difficult to pass on the increase in costs to the customers, due to
increasing competition in the affordable housing space.
»  As share of riskier segments increases, asset quality could be deteriorated.

Following is a comparison of Aavas financiers with its peers in affordable housing and housing finance space:

Particulars Aavas Financiers Gruh Finance Indiabulls HF Dewan Housing LIC HF Reliance HF
Loan Book (In INR bn) 40.73 158.57 1,259.63 1,209.40 1,686.52 163.79
Yields (%) 13.99 11.10 NA 11.20 10.19 11.30
NIMs (%) 7.25 4.34 5.00 3.44 2.34 3.20
GNPA (%) 0.34 0.45 0.78 0.93 1.20 0.80
Div Yield (%) = 0.50 3.54 0.50 1.50 0.63
RoA (%) 2.43 2.45 3.18 1.10 1.30 1.30
ROE (%) 8.46 29.08 28.81 13.30 17.00 13.90
P/Bv* (X) 4.16 17.36 3.85 2.18 1.85 1.98
P/E* 66.81 66.09 14.02 16.50 11.71 17.11
Source: Bloomberg, Company RHP (FY18), CSEC Research
#upper limit of INR 821 is considered on diluted EPS/BPS post issue
The table below highlights the dilution in equity post issue:
Particulars Pre issue Post issue
PAT (INR mn) 929.33 929.33
EPS (INR per share) 13.13 12.29
Net worth (INR mn) 10,984.71 14,935.99
No of shares (in mn) 70.76 75.62
Book Value (INR per share) 155.24 197.51
CMP (upper limit) 821 821
Market cap (INR mn) 58,093.14 62,086.48
P/BV (X) 5.29 4.16
P/E (X) 62.51 66.81
ROE (%) 8.46 6.22
Promoter holding (%) 84.67 57.73

Valuation: AFL has a healthy capital base, to fund growth objectives in the long term, (pre issue CRAR is at 61.55%). Tailwinds in affordable housing
segment would augur well for the loan book growth going ahead. Its target customers being self employed individuals, will aid in keeping the yields higher
than peers and result in elevated NIMs. This coupled with stringent credit practices will keep the GNPAs lower and hence aid in scripting the earnings

growth going ahead.

The company will raise funds to the tune of INR 4bn through this issue, which will boost the capital adequacy further (CRAR will be 81%, considering RWA
as at FY18). We believe the valuation of 4.16X FY18’s BV (on the upper limit of INR 821) is justified, given its loan growth potential, superior yields on
assets and best in class asset quality. Hence we recommend a SUBSCRIBE to the issue.




DISCLOSURES/ APPENDIX
I. ANALYST CERTIFICATION

I, Keerthi.S hereby certify (1) that the views expressed in this research report accurately reflect my personal views about any or all of the subject securities or
issuers referred to in this research report, (2) No part of my compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed in this research report by Cholamandalam Securities Limited or its Group/associates companies. (3) has taken reasonable care to achieve and maintain
independence and objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

1l. ISSUER SPECIFIC REGULATORY DISCLOSURES, Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), Cholamandalam Securities Limited (CSL), Associate of Analyst or his relative does not have any financial interest in the company(ies)
covered in this report.

2. The Research Analyst, CSL or its associates or relatives of the Research Analyst associates collectively do not hold more than 1% of the securities of the
company (ies) covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his associate, his relative and CSL do not have any other material conflict of interest at the time of publication of this research report.

4. The Research Analyst, CSL and its associates have not received compensation for investment banking or merchant banking or brokerage services or for any
other products or services from the company(ies) covered in this report, in the past twelve months.

5. The Research Analyst, CSL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for the
company (ies) covered in this report. \

6. CSL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in connection with
the research report.

7. The Research Analyst has not served as an Officer, Director or employee of the company (ies) covered in the Research report.
8. The Research Analyst and CSL has not been engaged in market making activity for the company(ies) covered in the Research report.

9. Details CSL, Research Analyst and its associates pertaining to the companies covered in the Research report:

Sr.No. Particulars Yes/No
Whether compensation has been received from the company(ies) covered in the Research report in the past 12 No
1 months for investment banking transaction by CSL
Whether Research Analyst, CSL or its associates or relatives of the Research Analyst associates collectively hold No
2 more than 1% of the company(ies) covered in the Research report
Whether compensation has been received by CSL or its associates from the company(ies) covered in the Research | No
3 report
CSL or its associates have managed or co-managed in the previous twelve months a private or public offering of | No
4 securities for the company(ies) covered in the Research report
Research Analyst, his associate, CSL or its associates have received compensation for investment banking or | No
merchant banking or brokerage services or for any other products or services from the company(ies) covered in the
5 Research report, in the last twelve month

10. There are no material disciplinary action that been taken by any regulatory authority impacting equity research analysis activities.

STOCK RATINGS

BUY : The stock's total return is expected to exceed 15 % over the next 12 months.

OUT PERFORMER: The stock's total return is expected to be within 5-15% over the next 12 months.

MARKET PERFORMER : The stock's total return is expected to be between -5% to +5% over the next 12 months.
UNDER PERFORMER: The stock's total return is expected to be between -15% to -5% over the next 12 months.

SELL: The stock's total return is expected to more than -15% over the next 12 months.
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IIl. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be
reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy
completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable, but we do not represent that it is accurate or complete,
and one should exercise due caution while acting on it. Descriptions of any company or companies or their securities mentioned herein are not complete and this
document is not, and should not be construed as an offer or solicitation of an offer to buy or sell any securities or other financial instruments.

Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. All opinions, projections and
estimates constitute the judgment of the author as on the date of the report and these, plus any other information contained in the report, are subject to change
without notice. Prices and availability of financial instruments also are subject to change without notice. This report is intended for distribution to institutional
investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or
regulation or what would subject to CSL or its associates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or
has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. Neither this document nor any
copy of it may be taken or transmitted into the United State (to U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada
or distributed or redistributed in Japan or to any resident thereof.

Any unauthorized use, duplication, redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a
website or page, and/or providing to a third party a link, is prohibited by law and will result in prosecution. The information contained in the Report is intended solely
for the recipient and may not be further distributed by the recipient to any third party.

CSL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. Additionally, CSL generally prohibits its analysts and persons reporting to analysts from serving as an officer,
director, or advisory board member

of any companies that the analysts cover. Our salespeople, traders, and other professionals or associates may provide oral or written market commentary or trading
strategies to our clients that reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make
investment decisions that are inconsistent with the recommendations expressed herein.

The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of
the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by CSL however, compensation may relate to the revenue of CSL, of which
sales and trading are a part. Research analysts and sales persons of CSL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or
price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
assume currency risk. CSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to
the investments made or any action taken on basis of this report including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency
rates, diminution in the NAVs, reduction in the dividend or income, etc

CSL and its associates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions
in, and buy or sell the securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage
or other compensation (financial interest) or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender /
borrower to such company (ies) or have other potential material conflict of interest with respect to any recommendation and related information and opinions. The
views expressed are those of the analyst and the Company may or may not subscribe to the views expressed therein.

CSL, its associates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or fithess for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event
shall CSL, any of its associates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind.
The Company accepts no liability whatsoever for the actions of third parties.

The Report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Report refers to website material of the Company,
the Company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the Company shall be at your own
risk and the Company shall have no liability arising out of, or in connection with, any such referenced website

CSL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event
shall the CSL be liable for any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in
connection with the data presented by CSL through this presentation.

Neither CSL, nor any of its other group companies or associates, shall be responsible for any decisions taken on the basis of this report. Investors are
advised to consult their Investment and Tax consultants before taking any investment decisions based on this report.
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