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Bloomberg CIFCIN
Equity Shares (m) 820
M.Cap.(INRb)/(USDb) 466.2 /6.2
52-Week Range (INR) 668 / 345
1, 6, 12 Rel. Per (%) -8/-13/24
12M Avg Val (INR M) 2280
Free float (%) 48.4
Financials Snapshot (INR b)

Y/E March 2022E 2023E 2024E
Total Income 56.4 61.3 69.3
PPP 37.3 39.6 44,7
PAT 19.6 23.6 27.3
EPS (INR) 24.0 28.8 33.3
EPS Gr. (%) 29.7 20.2 15.7
BV (INR) 138 164 194
Valuations

NIM (%) 7.2 7.3 7.3
C/I ratio (%) 33.8 354 35.5
ROAA (%) 2.6 2.8 2.9
ROE (%) 188 191 186
Payout (%) 9.2 8.7 8.3
Valuations

P/E (x) 237 197 170
P/BV (x) 4.1 3.5 2.9
Div. Yield (%) 0.4 0.4 0.5
Shareholding pattern (%)

As On Sep-21 Jun-21 Sep-20
Promoter 51.6 51.6 51.6
DIl 22.5 21.8 29.1
Fll 17.9 18.9 11.3
Others 8.0 7.7 7.9

Fll Includes depository receipts
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Going strong despite supply-side headwinds

Asset quality exhibiting steady improvement

B Cholamandalam Investment & Finance (CIFC) is a franchise we have always felt very
strongly about owing to its ability to play different credit cycles better than its peers.
We particularly like that even within Vehicle Finance, it very tactically turns
Underweight/Overweight in different product segments to deliver industry-leading
growth and the most benign credit costs.

B Understandably, CIFC’s disbursements in the recent quarter (2Q) were propped up
by strong disbursements in the LAP segment. However, one also needs to
understand that the LAP franchise has been strengthened significantly in the last two
years.

B Its performance in disbursements (including LAP and Home Loans) has been superior
v/s peers, while collection efficiency (CE) has consistently been 100%+ for the past
few months. Macro indicators, such as e-way bills (despite the seasonal decline seen
in Nov’21 post the festive season) and GST collections, also indicate strong recovery.

B The company, very strategically, keeps working on its product mix to ensure healthy
blended yields. Going forward, while there would be only a minor benefit in cost of
borrowings, coupled with the normalization of excess balance sheet liquidity, this
would lead to stable margins.

B CIFC posted a 20% AUM CAGR over FY16-21, while the normalized RoA profile
(adjusted for one-off COVID provisions) improved to ~2.6% (in FY22E) from ~2.0% (in
FY15). CIFC is well-diversified across product segments as well as geographies.
Importantly, it has delivered the best asset quality among peers across credit cycles
as well as in times when the external environment has been tough. The impact of
newer variants / COVID waves is a known unknown; however, the levels of
provisions carried by CIFC today give us comfort that any newer disruption in the
economy should not lead to outsized credit costs. The stock trades at 3.5x FY23E
P/BV, above its 10-year average of 2.5x. Given CIFC’s ability to deliver industry-
leading growth in the loan book (CAGR of 13% over FY22-24E) — coupled with its
strong asset quality (expected credit cost of ~“1% over FY23—-24E) and consequently
healthy RoE of ~19% — we believe it would continue to command premium
valuations relative to its listed peers in Vehicle Finance. Maintain Buy, with TP of
INR700 (3.9x Sep’23E BVPS).

COVID, chip shortage, excessive south rainfall will impact growth in FY22
OEMs suggest the availability of chips is gradually increasing, and normal
production could resume by Mar’22. Commentaries from vehicle financiers also
suggest supply-side issues could significantly ease by the end of the current fiscal.
Our recent channel checks suggest disbursements (and even collections) for
vehicle financiers were impacted in Nov’'21 due to excessive rainfall in some of the
states in southern India. Disbursements for vehicle financiers in 3QFY22 would,
therefore, be potentially lower than earlier targeted. However, this could well be
due to vehicle sales (and thus financing) being postponed to 4QFY22.

With the expectation of recovery in OEM sales in 4QFY22, CIFC would continue to
deliver above-average disbursement growth in the foreseeable future. While we
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expect AUM growth to be modest at ~6% YoY in FY22 (due to impacted
disbursements), it should improve to ~11% in FY23E and subsequently to the mid-
teen levels from FY24E.

Underweight/Overweight in different vehicle product segments helps
maintain optimum product mix

The share of HCVs in the AUM mix has declined from ~20% to 10% over the past
three years, while that in disbursements has declined from ~15% to ~4%. The
company made this strategic choice around three years ago — while this led to some
impact on growth for CIFC, it helped improve overall yields and return ratios. During
this period, it saw the proportion of tractor financing in the disbursement mix
almost doubling to 13% in FY21 (from 7% in FY18), led by robust demand for
tractors. Commentary from CIFC suggests it once again anticipates demand for HCVs
to pick up, led by spending on infrastructure and real estate. Given CIFC’s presence
in all the vehicle segments, it very tactically turns Underweight/Overweight in
different product segments to maintain an optimum product mix, feeding into a
strong return profile.

Provisions healthy; expect gradual improvement in asset quality to feed
into normalized credit costs from FY23

CIFC’s ‘stressed’ pool (Stage 2 + Stage 3 loans) has increased 8.7pp to 18.8% over
the last two quarters (vis-a-vis a ~“11% increase in 30+dpd loans for MMFS over the
same period). CIFC’s total provision buffer [ECL/EAD] stood at 4.1% and has been
increased by ~50bp in 1HFY22 (up 225bp since the pandemic outbreak). While the
loan book did exhibit stress with the advent of the second COVID wave, CIFC has
managed to rein in some of the asset quality deterioration in 2QFY22. Moreover, we
expect steady improvement in Stage 3 to ~5% by Mar’22 and further improvement
to ~4% and ~3% levels by FY23E and FY24E respectively. We also believe that this
would be supported by improved LAP asset quality — the company would be able to
leverage SARFAESI for the resolution of stressed advances more effectively.

We believe CIFC has been conservative in provisioning and is well provided for. We
should now see credit costs normalize to run-rate levels (~1%) unless the new COVID
variant leads to renewed medical emergencies and localized lockdowns in the
country.

Expect stable spreads and margins even as liquidity remains marginally
elevated in current environment

A large portion of the benefits on incremental cost of borrowings (CoB) is already
reflected in CIFC’s blended CoB. The company has effectively leveraged the debt
capital markets for its incremental borrowings in the last year. We expect yields to
be largely stable and any minor yield pressure (~10bp) to be mitigated by
commensurate decline in blended CoB. In the current backdrop and with the
resurgence of COVID (new variant), we expect the liquidity buffer to remain
marginally elevated through FY22. Thereafter, the management would probably
look to bring this down to normalized levels of 6-7% of the balance sheet.
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Strategic direction for the next decade

Under the chairmanship of Mr Vellayan Subbiah, investors have been trying to
understand the strategic direction the company would take and how it would evolve
over the next 5-10 years. CIFC has been highly conservative in guiding investors over
the next phase of its evolution. It is currently doing various pilots to understand the
different product/customer segments in which to expand its presence over the next
five years. It aims to have a presence in the Vehicle, SME, and Consumer Finance
ecosystems. While some investors may believe CIFC is not doing enough on the
technological/digital front, we believe it is already doing pilots and would divulge
further information when it is appropriately convinced about entering any new
product segments.

Great combination of industry-leading growth and RoE; Maintain Buy
CIFC is likely to continue to grow faster than peers over the medium term, in our
opinion. Its asset quality performance and the consequent credit cost would be
significantly better v/s peers. With RoE of ~19% over the medium term, its return
ratios are among the best. The company is well-capitalized with a CRAR of 19.6%
and would not need any equity growth capital over the near term.

Given CIFC’s ability to deliver industry-leading growth in the loan book — coupled
with its strong asset quality (credit cost of ~1% over FY23-24E) and consequently
healthy RoE of ~19% — we believe CIFC would continue to command premium
valuations relative to its listed peers in Vehicle Finance. We maintain a Buy rating,
with TP of INR700 (3.9x Sep’23E BVPS). Key risks include a) a potential third COVID
wave leading to localized lockdowns and disruptions in the economy and b) a
prolonged shortage of semiconductor chips leading to continued supply-side issues
in passenger vehicles and small commercial vehicles.

Exhibit 1: Expect disbursement growth of ~20% each over
FY23E and FY24E

Exhibit 2: AUM growth should pick up over next two years

Disbursements (INR b)
35

—O— Growth (%) AUM (INR b) —O— Growth (%)

26 26

162 186 251 305 291 569 303 366 435 297 342 429 543 605 700 740 821 946
FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Source: MOFSL, Company Source: MOFSL, Company
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Exhibit 3: CIFC poised to deliver healthy AUM growth
relative to peers Exhibit 4: Expect steady spreads and margins

CIFC = SHTE ® MMES —O—Yields (%) =—=O=CoF (%) ==O==Spreads (%)

16 15 148 437 137 145 146 139 139 140
11 11 12 9 10 o\o__o_—‘o—_O'\.o_O—o
7 6 8 85 g1 87
. >3 60 55 58 -0—0—0
5 6.9 7.0 7.0 7.0
Fy21 FY22E FY23E FY24E FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Source: MOFSL, Company Source: MOFSL, Company

Exhibit 5: Cost ratios to remain at current levels, driven by
investments in distribution and technology Exhibit 6: Credit costs to normalize to run-rate of ~100bp

Provisions (INR b) —O— Credit costs (on AUM)

Cost to income (%) =—O=Opex-to-Avg AUM Ratio (%)

2.0

42 40 37 39 32 34 35 36 3.1 3.0 3.1 9.0 13.2 10.9 7.9 7.9
FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Source: MOFSL, Company Source: MOFSL, Company
Exhibit 7: Expect 22% PAT CAGR over FY21-24 Exhibit 8: Expect healthy RoE of ~19% over medium term
PAT (INR b) —O— Growth (%) ROA (%)  —O— ROE (%)
%6 28 29 182 197 212 17, 188 191 186

7.2 9.2 11.9 10.5 151 196 236 273 23 23 2.3 17 2.2 2.6 2.8 2.9

FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E FY17

FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Source: MOFSL, Company Source: MOFSL, Company
Exhibit 9: RoE profile of CIFC relatively better v/s peers (%)

CIFC F SHTF = MMFS

21.2

19.7 20.0
176 1 18.8 19.1 18.6
15.8 14.7

12.7 15.0 12.7 13.2 13.7

11.0 116 12.6
8.3 8.2 :
2.6
FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Source: MOFSL, Company
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Exhibit 10: DuPont analysis

% 2016 2017 2018 2019 2020 2021 2022E 2023E 2024E
Interest Income 15.1 13.9 13.1 12.8 12.9 12.8 12.3 12.4 12.4
Interest Expended 7.9 7.1 6.7 7.1 7.6 6.6 5.9 5.9 5.9
Net Interest Income 7.2 6.8 6.4 5.7 5.4 6.2 6.4 6.5 6.5
Other Operating Income 1.1 0.9 0.7 1.0 1.3 0.9 1.0 0.9 0.8
Net Income 8.3 7.7 7.1 6.7 6.7 7.1 7.4 7.4 7.4
Operating Expenses 3.3 3.2 2.8 2.5 2.6 2.3 2.5 2.6 2.6
Operating Income 5.0 4.5 4.3 4.2 4.1 4.9 4.9 4.8 4.7
Provisions/write offs 1.7 1.0 0.8 0.6 1.5 1.9 1.4 0.9 0.8
PBT 3.4 3.5 3.5 3.6 2.6 2.9 3.5 3.8 3.9
Tax 1.2 1.2 1.2 1.3 0.9 0.8 0.9 1.0 1.0
Reported PAT 2.2 2.3 2.3 2.3 1.7 2.2 2.6 2.8 2.9
Leverage 7.6 8.0 8.5 9.1 8.5 7.8 7.3 6.7 6.4
RoE 16.6 18.2 19.7 21.2 14.7 17.1 18.8 19.1 18.6

Source: MOFSL, Company

Exhibit 11: Largely unchanged estimates

INR B Old Est. New Est. % change
FY22 FY23 FY24 FY22 FY23 FY24 FY22 FY23 FY24
NIl (incl. assignments) 49.0 54.8 62.6 48.9 53.8 61.4 -0.3 -1.7 -1.8
Other Income 7.5 7.5 7.9 7.5 7.5 7.9 0.0 0.0 0.0
Total Income 56.5 62.3 70.4 56.4 61.3 69.3 -0.2 -1.5 -1.6
Operating Expenses 19.1 21.7 24.6 19.1 21.7 24.6 0.0 0.0 0.0
Operating Profits 37.5 40.6 45.8 37.3 39.6 44.7 -0.4 -2.3 -2.4
Provisions 10.9 9.6 8.1 10.9 7.9 7.9 -0.3 -18.0 -2.7
PBT 26.5 31.0 37.6 26.4 31.8 36.8 -0.4 2.5 -2.3
Tax 6.8 8.0 9.7 6.8 8.2 9.4 -04 2.5 -2.3
PAT 19.7 23.0 28.0 19.6 23.6 27.3 -0.4 2.5 -2.3
AUM 744 834 966 740 821 946 -0.5 -1.5 -2.0
Loans 699 792 917 696 780 899 -0.5 -1.5 -2.0
Borrowings 677 750 869 673 739 852 -0.5 -1.5 -2.0
NIM 7.2 7.3 7.3 7.2 7.3 7.3
Credit Cost 1.5 1.2 0.9 1.5 1.0 0.9
RoA on AUM 2.6 2.8 2.9 2.6 2.8 2.9
RoE 18.9 18.7 19.1 18.8 19.1 18.6
Source: MOFSL, Company
Exhibit 12: PB trend (1yr forward) Exhibit 13: PE trend (1yr forward)
e P /B (X) Avg (x) Max (x) e P /E (X) Avg (x) Max (x)
47 Min (x) ===:#1SD = ===-- 1SD 31.0 Min (x) —==-41SD = === 1SD
20.9
32 21.0
1.7 11.0
0.2 1.0
= m % 4 8 = & g & 2 3 3 4 2 8 3 8
Source: MOFSL, Company Source: MOFSL, Company
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Income Statement (INR m)
Y/E March 2017 2018 2019 2020 2021 2022E 2023E 2024E
Interest Income 43,717 51,862 64,962 78,417 88,772 94,109  1,02,570 1,17,126
Interest Expenses 22,308 26,593 35,887 45,922 45,759 45,222 48,733 55,679
Net Interest Income 21,409 25,268 29,075 32,495 43,013 48,887 53,836 61,446
Change (%) 14.8 18.0 15.1 11.8 32.4 13.7 10.1 14.1
Income from assignments 2,103 0 867 2,473 0 0 0 0
Other Operating Income 776 2,931 4,090 5,637 6,388 7,500 7,460 7,851
Total Income 24,295 28,203 34,039 40,607 49,437 56,401 61,312 69,312
Change (%) 13.4 16.1 20.7 19.3 21.7 14.1 8.7 13.0
Total Operating Expenses 10,133 11,153 12,696 15,776 15,834 19,081 21,690 24,628
Change (%) 19.9 10.1 13.8 24.3 0.4 20.5 13.7 13.5
Employee Expenses 4,027 5,368 5,906 6,550 7,494 8,618 9,824 11,199
Business Origination Expenses 1,784 775 1,525 2,398 2,242 2,511 2,812 3,093
Other Operating Expenses 4,323 5,010 5,265 6,828 6,099 7,953 9,054 10,335
Operating Profit 14,162 17,051 21,344 24,831 33,603 37,320 39,621 44,684
Change (%) 9.1 20.4 25.2 16.3 35.3 11.1 6.2 12.8
Total Provisions 3,106 3,037 3,112 8,973 13,218 10,890 7,851 7,923
% of Operating Profit 219 17.8 14.6 36.1 39.3 29.2 19.8 17.7
PBT 11,056 14,014 18,232 15,857 20,384 26,431 31,770 36,762
Tax Provisions 3,868 4,831 6,370 5,334 5,235 6,788 8,159 9,441
Tax Rate (%) 35.0 34.5 34.9 33.6 25.7 25.7 25.7 25.7
PAT 7,187 9,183 11,862 10,524 15,149 19,643 23,611 27,320
Change (%) 26.4 27.8 29.2 -11.3 44.0 29.7 20.2 15.7
Proposed Dividend 547 1,016 1,016 1,662 1,640 1,804 2,050 2,255
Balance Sheet (INR m)
Y/E March 2017 2018 2019 2020 2021 2022E 2023E 2024E
Share Capital 1,564 1,564 1,564 1,640 1,640 1,640 1,640 1,640
Reserves & Surplus 40,971 49,105 59,880 80,079 93,962 1,11,430 1,32,570 1,57,172
Net Worth for Equity Shareholders 42,535 50,669 61,445 81,718 95,602 1,13,070 1,34,210 1,58,812
Borrowings 3,02,001 3,83,303 5,05667 5,50,054 6,37,300 6,73,489 7,39,075 8,51,764
Change (%) 33.8 26.9 31.9 8.8 15.9 5.7 9.7 15.2
Total Liabilities 3,50,372 4,40,897 5,74,263 6,39,930 7,45,484 7,86,559 8,73,285 10,10,576
Investments 697 729 729 729 16,188 17,107 18,773 21,636
Change (%) 4.6 4.7 0.0 0.0 2,120.0 5.7 9.7 15.2
Loans 3,32,244  4,22,532  5,26,223  5,54,027 6,58,393 6,95,692 7,80,135 8,99,084
Change (%) 27.9 27.2 24.5 5.3 18.8 5.7 12.1 15.2
Net Fixed Assets 1,417 1,646 1,759 2,839 2,294 1,162 848 421
Total Assets 3,50,372 4,40,897 5,74,263 6,39,930 7,45,484 7,86,559 8,73,285 10,10,576
E: MOFSL Estimates
8 December 2021 6
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Ratios (%)
Y/E March 2017 2018 2019 2020 2021 2022E 2023E 2024E
Spreads Analysis (%)
Avg. Yield on Loans 14.8 13.7 13.7 14.5 14.6 13.9 13.9 14.0
Avg Cost of Funds 8.5 7.8 8.1 8.7 7.7 6.9 6.9 7.0
Spread of loans 6.3 6.0 5.6 5.8 6.9 7.0 7.0 7.0
NIM (on loans) 7.2 6.7 6.1 6.0 7.1 7.2 7.3 7.3
Profitability Ratios (%)
RoE 18.2 19.7 21.2 14.7 17.1 18.8 19.1 18.6
RoA 2.3 2.3 2.3 1.7 2.2 2.6 2.8 2.9
Int. Expended / Int.Earned 51.0 51.3 55.2 58.6 51.5 48.1 47.5 47.5
Other Inc. / Net Income 3.2 10.4 12.0 13.9 13.0 13.3 12.2 11.3
Efficiency Ratios (%)
Op. Exps. / Net Income 41.7 39.5 37.3 38.9 32.0 33.8 35.4 35.5
Empl. Cost/Op. Exps. 39.7 48.1 46.5 41.5 47.3 45.2 45.3 45.5
Asset-Liability Profile (%)
Loans/Borrowings Ratio 110.0 110.2 104.1 100.7 103.3 103.3 105.6 105.6
Net NPAs to Net Adv. 3.2 23 1.6 2.2 2.3 3.1 2.2 1.8
Assets/Equity 8.2 8.7 9.3 7.8 7.8 7.0 6.5 6.4
Valuations 2017 2018 2019 2020 2021 2022E 2023E 2024E
Book Value (INR) 54.4 64.8 78.6 99.7 116.6 137.9 163.7 193.7
BV Growth (%) 16.2 19.1 21.2 26.9 17.0 18.3 18.7 18.3
Price-BV (x) 4.9 4.1 3.5 2.9
EPS (INR) 9.2 11.7 15.2 12.8 18.5 24.0 28.8 333
EPS Growth (%) 26.3 27.7 29.1 -15.4 44.0 29.7 20.2 15.7
Price-Earnings (x) 30.7 23.7 19.7 17.0
Dividend per share 11 13 13 1.7 2.0 2.2 2.5 2.8
Dividend Yield (%) 0.4 0.4 04 0.5
E: MOFSL Estimates
8 December 2021 7
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