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Cholamandalam Investment and Finance Company
Strong growth levers ahead

NBFC Sharekhan code: CHOLAFIN
Reco/View: Buy © CMP: Rs. 734 Price Target: Rs. 830 N
N Upgrade € Maintain /' Downgrade

Summary

+ For Q1FY23, Cholamandalam Investment Finance Company’s PAT lagged our estimates at Rs.
566 crore versus Rs. 595 crore, on account of higher provisions. PAT grew by 73% y-o-y and was
down by 18% g-o-q.

+ Disbursements increased by 267% y-o-y (5% g-0-q), QIFY22 being a lower base. It recorded
highest quarterly disbursement of Rs. 13,329 crore. The company witnessed overall improvement
in the consumer confidence, which drove disbursements higher during the quarter.

+ Asset quality improved sequentially by 21bps with stage-3 assets at 4.16%. GNPAs, as per revised
RBI norms, was at 6.31% in Q1FY23 as against 6.82% in Q4FY22.

+ Stock trades at 4.2x/3.5x its FY2023E/FY2024E BVPS. We maintain a Buy on Cholamandalam
Investment Finance Co. with a revised PT of Rs. 830.

Cholamandalam Investment Finance Company (CIFC) reported strong PAT growth of 73% y-o-y
and was down by 18% q-o0-q to Rs. 566 crore. NIl grew by “17% y-o-y and “8% qg-o0-q, on a healthy
growth in AUMs. NIMs fell by 10 bps g-o-q (up 40 bps y-o-y). For LAP and home loans, yields are
likely to expand as these are floating rate loans. In the vehicle finance portfolio, which is largely a
fixed-rate book, the company expects to expand yields by changing its product mix and foresees
margins to improve in coming six to nine months. AUM rose by “21% y-o-y and “7% q-o-q, aided by
housing loans. Disbursements increased by 267% y-o-y (5% q-o0-q), Q1FY22 being a lower base. It
recorded highest quarterly disbursement of Rs. 13,329 crores in Q1FY23. Its operating expenses
were up by 57% y-o-y and was down by 11% q-o-q. PPoP rose by “6% y-o-y and down by “16% q-o-q.
Asset quality improved sequentially by 21bps with Stage-3 assets at 4.16% in Q1FY23. GNPA as per
revised RBI norms was at 6.31% in Q1FY23 as against 6.82% in Q4FY22.PCR stood at 40.7% versus
39.7% in Q4FY22. The company carries management overlay of Rs. 528 crore as on June 2022.

Key positives

+ Aggregate disbursements stood at Rs. 13,329, up by 267% y-o-y and V5% g-o-q, aided by LAP
segment.

+ New businesses too saw significant disbursements with Consumer and Small Enterprise Loans
(CSEL) and Secured Business and Personal Loans (SBPL) disbursements at Rs. 1,055 crore and Rs.
36 crore, respectively in Q1FY23.

+ GNPAs, as per RBI norms was at 6.31% in Q1FY23 as against 6.82% in Q4FY22.

Key negatives

+ Disbursements in used vehicle, heavy commercial vehicles and commercial equipment segments
fell sequentially.

+ NIMscontracted by 10bps g-o-q.
Management Commentary

+ Management intends to stay cautious on tractor segment (constitutes “10% of vehicle finance
book) on account of uneven rainfall on four states with crop fall and irregular cash flows.

+ Growth in new businesses saw disbursements on expected lines and trend is expected to sustain
going ahead. The management expects these businesses to achieve pre-tax ROA at 3.5% to 4%
going forward.

+ Credit cost stood at 1.5% (annualised) in Q1FY23 and it guided the credit cost to be in the range of
1-% going ahead.

+ It plans to improve its GNPA ratio to < 4% by FY23E.

Revision in estimates — We have marginally lowered our earnings estimates for FY2023 and FY2024
on account of higher borrowings cost and would keenly watch the performance of the newly-formed
segments for further earnings drivers.

Our Call

Valuation: Stock trades at 4.2x/3.5x its FY2023E/FY2024E ABVPS. The premium valuation as
compared to its peers is due to its high earnings growth prospects with better management asset
quality across cycles. The company has witnessed significant growth in the disbursements and
collections during the quarter which we believe to improve further going ahead. AUM growth is likely
to be in single digits in FY2022E, followed by pickup up FY2023-FY2024E and can see double digit
growth. CIFC, with the parentage of the Murugappa Group, is well-diversified across product segments
— vehicle finance, small business finance, and housing finance, which will enable it to deliver in terms
of growth, risk and return. We maintain our Buy rating with a revised price target (PT) of Rs. 830.

Key Risks

Slowdowninthe economy andresultantdecline in the loan book andrisks of asset quality deterioration
in the loan against property (LAP) segment.

Valuation Rs cr
Particulars FY21 FY22 FY23E FY24E
PAT 1,515 247 2,676 3,042
EPS (Rs.) 18.5 26.2 326 371
BVPS (Rs.) 116.6 142.8 173.8 208.6
P/E (x) 397 28.0 225 19.8
P/BVPS (x) 6.3 51 4.2 35
ROE (%) 171 20.2 20.6 19.4
ROA (%) 2.2 27 2.8 3.0

Source: Company; Sharekhan estimates
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Key Concall Highlights

+ Robust disbursements: Aggregate disbursements grew by 267% y-o-y and 5% g-o-q in QIFY23 on a lower base.
Vehicle finance disbursements were up by 201% y-o-y and declined by 3% g-o-qg. LAP including affordable LAP
rose by 462% y-o-y and 16% g-o-g. Housing loans grew by 140% y-o-y and declined by 13% g-o-q. SME business
witnessed disbursements of Rs. 1,030 crore versus Rs. 204 crore in QIFY22. New businesses -consumer and small
enterprise loans (CSEL), secured business and personal loans (SBPL) launched in Dec’21too witnessed strong growth
with disbursements of Rs. 1,030 crore in Q1FY23 versus Rs. 204 crore in Q1FY22. Used vehicles, heavy commercial
vehicles and commercial equipment segments disbursements fell sequentially.

¢ Healthy AUM growth: Its AUM grew by 21% y-o-y and 7% q-o-q primarily aided by housing portfolio. Management
intends to keep cautious stance on tractor segment (constitutes ¥10% of vehicle book) on account of uneven rainfall
in four states with crop fall and irregular cash flows. LAP increased by “25% y-o-y and “6% g-o-g in Q1FY23 with
highest-ever disbursements in June 2022. This largely on the back of improved demand which is expected to continue
going ahead.

¢ Strong liquidity position: It continues to have a total liquidity position of Rs. 11,324 crore including the undrawn
sanctioned lines.

+ Improvement in asset quality: With continued focus on its collection efficiency, asset quality improved. As per
revised RBI norms, GNPA as per revised RBI norms improved to 6.31% in Q1FY23 from 6.82% in Q4FY22. Its net NPA
was at 4.35% versus 4.75% in Q4FY22.

+ New businesses growth: New businesses launched by the companyin December 2021saw significant disbursements
during the quarter. Consumer and small enterprise loans (CSEL) are now offered in 127 locations and has over 2.1 lakh
customers. Secured business and personal loans (SBPL) was launched with focus in South and Western markets. For
SME business there are 24 locations and business is done through traditional and Fintech partnerships.

Results Rs cr
Particulars QIFY23) QIFY22 | Q4FY22|

Income from operations 2,612 2,371 10.2 2,439 71
Interest expenses 1,131 1,104 25 1,071 5.6
Net interest income 1,481 1,267 16.9 1,368 8.3
Net Operating income 1,640 1,374 19.3 1,561 51
Employee cost 246 152 61.8 295 (16.6)
Depreciation 27 24 12.8 27 (1.6)
Other expenditure 307 195 576 326 (6.0)
Operating expenses 580 371 56.5 649 (10.6)
Pre-provisioning profit (PPoP) 1,060 1,004 5.6 912 16.3
Provisions and loan losses 299 563 (47.0) (17)

PBT 762 441 72.8 929 (18.0)
Tax 196 14 721 240 (18.2)
Tax Rate 26 26 (0.4) 26 (0.3)
PAT 566 327 731 690 (18.0)

Source: Company, Sharekhan Research

Other Key Ratios Rs cr
Particulars Q1FY23 Q1FY22 y-o-y (%) ‘ Q4FY22 g-o-q (%)
Disbursement 13,329 3,635 266.7 12,718 4.8
Total AUM 81,925 67,821 20.8 76,907 6.5
-Vehicle 55,376 48,403 14.4 52,881 47
-Home Equity 18,116 14,509 249 1715 5.8
-Home Loans 5,497 4,402 249 5,269 4.3
-Others 2,936 507 4791 1,642 78.8
NIM (Reported) 8.0 76 40bps 81 -10bps
Tier | 16.3 16.6 -36bps 16.5 -24bps
Tier |l 29 25 41bps 31 -24bps
CAR (%) 19.2 19.1 6bps 19.6 -48bps
GNPA (%) 4.2 6.8 -264bps 4.4 -21bps
NNPA (%) 25 4.4 -192bps 2.6 -17bps
Provisioning Coverage 40.7 35.5 518bps 397 103bps

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Notwithstanding near-term challenges, rural segment a bright spot

The NBFC sector is witnessing an improved long-term outlook, helped by lower borrowing costs (supported
by continued accommodative monetary policy stance). Financial services companies are reporting an
incremental pickup in credit demand, especially in retail and rural segments, post the unlocking of the
economy. Leading indicators show recovery in economic activity, which will be positive. Increased MSPs,
improved Kharif sowing, good monsoons and adequate water storage position are leading to higher tractor
demand and overall resilience of the rural economy andtherefore, rural economy continues to be a bright
spot at these times as well.

B Company outlook - Strong fundamentals make it attractive

CIFC has established itself as a strong and well-run vehicle financing (that forms 70% of AUM) NBFC with
attractive return ratios, steady NIMand strong operating metrics, which underline its high pedigree among
peers. The company’s other lending activities include home equity (LAP 22% of AUM), home loans, and MSME
(8% of AUM). Business benefits from a strong parentage and rigorous risk-management practices provide
long-term visibility, while healthy capitalisation at 19.2% (Q1FY2023) and scope for improving operating
leverage lend additional comfort. We believe while the vehicle financing business will remain the mainstay
for the company, home equity (LAP) has also been a significant contributor to the company’s growth and
profitability. The home loan business is the rising star and has a great potential to be built into a solid portfolio,
considering the company’s expertise in handling typical customer profiles. A robust collection mechanism
aided by strong credit risk assessment framework will help it to drive growth. CIFC is an attractive pick due to
its demonstrated superior performance on multiple business parameters.

B Valuation

Stock trades at 4.2x/3.5x its FY2023E/FY2024E ABVPS. The premium valuation as compared to its peers is
due to its high earnings growth prospects with better management asset quality across cycles. The company
has witnessed significant growth in the disbursements and collections during the quarter which we believe
to improve further going ahead. AUM growth is likely to be in single digits in FY2022E, followed by pickup up
FY2023-FY2024E and can see double digit growth. CIFC, with the parentage of the Murugappa Group, is well-
diversified across product segments — vehicle finance, small business finance, and housing finance, which will
enable it to deliver in terms of growth, risk and return. We maintain our Buy rating with a revised price target
(PT) of Rs. 830.

Peer Comparison

CMP P/BVPS (x) | P/E (x) | ROE (%) | ROA (%)
. MCAP
Companies (Rs/
Share) (Rs Cr) FY24E FY23E FY24E FY23E FY24E FY23E FY24E FY22E
Cholamandalam 735 57,554 45 36 233 223 20.8 20.9 27 3.0
Investment Finance Co.
Mahindra Finance 191 23,080 14 1.3 151 13.7 1.2 127 21 2.3

Source: Company; Sharekhan Research
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About company

CIFC was incorporated in 1978 as the financial services arm of the Murugappa Group. CIFC commenced
business as an equipment financing company and today has emerged as a comprehensive financial services
provider offering vehicle finance, home equity loans, home loans, SME loans, wealth management, stock
broking, and a variety of other financial services to customers. CIFC operates from 1,140 branches across India
with AUM above Rs. 70,023 crore.

Investment theme

CIFC is a leading mid-cap vehicle financier expanding its presence into housing finance. The company has
been gaining market share in the LCV/SCV segment, which it views attractive. Business benefits from a strong
parentage and rigorous risk management practices provide long-term visibility, while healthy capitalisation
at 19.2% (Q1FY2023) and scope for improving operating leverage lend additional comfort. We believe while
the vehicle financing business will continue to be the mainstay for the company, home equity (LAP) has also
been a significant contributor to the company’s growth and profitability. The home loans segment is also
attractive and has a great potential to be built into a solid portfolio considering the expertise of the company
in handling typical customer profiles.

Key Risks

Slowdown in the economy and resultant decline in the loan book and risks of asset quality deterioration in
the loan against property (LAP) segment.

Additional Data

Key management personnel

Mr. Vellayan Subbiah Chairman and Non- Executive Director
Mr. Arul Selvan Chief Financial Officer

Mr. Ravindra Kumar Kundu  Executive Director

Ms. P Sujatha Secreatary/Compliance Officer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Axis Asset Management CO Ltd 4.5
2 Ambadi Investments Ltd 41
3 HDFC Asset Management Co Ltd 3.3
4 Capital Group Cos Inc 2.6
5 SBI Funds Management Pvt Ltd 21
6 BlackRock Inc 17
7 Aditya Birla Sun Life Asset Management 1.6
8 Vanguard Group Inc 1.6
9 DSP Investment Managers Pvt Ltd 1.4
10 HDFC Life Insurance Co Ltd 1.0

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
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