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Cholamandalam Inv & Fin Co. Ltd.

cmMP Target
INR 781 INR 865

Potential Upside

10.7%

Market Cap (INR Mn) Recommendation Sector
INR 641,933 ACCUMULATE NBFC

Result Highlights:

* NIl for Q3FY23 stood at INR 15,983 Mn, a growth of 17.2% YoY (+7.4% QoQ).
* The Pre-Provision profit was at INR 10,797 Mn against INR 9,525 Mn in Q3FY22, an increase of 13.4%.
+  Profit after Tax (PAT) for Q3FY23 was at INR 6,843 Mn agaito INR 5,238 Mn in Q3FY22, reporting a growth of 30.6% YoY/

21.5% QoQ.

* Assets under management as of December 31, 2022, stood at INR 954,680 Mn as compared to INR 727,240 Mn as of
December 31, 2021, a growth of 31.3% YoY/ 8.9% QoQ.

* GNPA and NNPA as of December 31, 2022, stood at 5.37% and 3.69% vs 5.84% and 3.99% as of September 30, 2022,
respectively. The Capital Adequacy Ratio (CAR) of the company as on December 31, 2022, was at 17.75%.

MARKET DATA
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KEY FINANCIALS

NII 46,483 52,680 61,214 74,479 92,066
PPOP 33,567 37,712 42,055 51,782 65,027
PAT 15,113 21,467 25,110 30,697 38,855
EPS 18.4 26.2 30.6 37.4 47.3
NIM 7.6% 7.3% 6.8% 6.5% 6.6%
Advances Growth 18.8% 12.6% 35.1% 22.3% 21.5%

Source: Company, KRChoksey Research

Board based AUM growth: CIFC reported the highest-ever disbursements at INR 175.59 Bn, a
growth of 68.4% YoY for Q3FY23, while for gMFY23, the disbursements were up by 99.9% YoY
at INR 455.12 Bn. As of December 31, 2022, the Assets Under Management (AUM) stood at INR
954,680 Mn, a growth of 31.3% YoY (+8.9% QoQ) led by improving share of the new business
segment and a strong momentum across the existing segments. The vehicle loan segment for
the quarter reported a growth of 20.9% YoY (+6.4% QoQ). The Loan from Property (LAP) grew
25.0% YoY (+6.1% QoQ), while the home loan segment increased to 38.5% YoY/ 12.8% QoQ. The
new business avenues have reported a robust sequential pick-up, reporting a growth of 45.0%
QoQ at INR 69,070 Mn, contributing 7.2% to the overall loan portfolio. The management has
revised its AUM growth expectation to 27-30% from 20-22% YoY for FY23E. The company will
continue to focus on increasing its yield by increasing the rates on its floating portfolio,
especially LAP, to offset the impact of the rising cost of funds. We expect an AUM growth of
25.2% CAGR over FY22-25E, led by diversification of its portfolio and scaling up its existing
businesses. We expect the share of new businesses to improve to 12.0% by FY24E, which will
boost the overall AUM growth.

Asset quality improves further: The asset quality in Q3FY23, for Gross Stage 3 assets, stood at
3.51% against 3.84% in Q2FY23, with provision coverage of 41.0%. The total provisions carried
against the overall book is 2.45%. As per the revised RBI norms, the GNPA and NNPA as of
December 31, 2022, stood at 5.37% and 3.69%. The NBFC carries an additional provision of INR
7,260 Mn under IndAs over IRAC (Income Recognition and Asset Classification). We expect
credit costs to remain under control going ahead.

NIl growth supported by AUM growth; opex remains elevated: The NIl for the quarter
reported a growth of 17.2% YoY/ 7.4% QoQ led by robust growth in the AUM. NIMs remained
stable on a sequential basis despite the higher cost of funds. The cost-to-income ratio stood at
41.1%, an increase of 523 bps YoY/ 211 bps QoQ driven by higher operating expenses owing to
business expansion and scaling-up activities. Overall earnings were boosted by lower
provisions for Q3FY23 leading to a 30.6% YoY/ 21.5% QoQ growth.

SHARE HOLDING PATTERN (%)

Promoters 51.5 51.5 51.5
Flls 19.4 18.7 18.0
Dlls 21.2 21.9 22.4
Others 79 79 8.1
NIl CAGR between FY22 and PAT CAGR between FY22 and
Total 100.0 100.0 100 FY25E FY25E
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Conference Call Highlights:

* Commercial vehicle sales are expected to come close to the pre-pandemic peak of over 1 Mn units in FY23 due to improved fleet
utilization, strong replacement demand and pick up in road construction projects across the country.

* Despite high inflation and interest rates, strong festive season sales and the workforce returning to the Metro cities have helped
drive growth. Chola has gained market share across product segments in vehicle finance and other business units.

* The banks are mainly competitive in the segment of heavy commercial vehicles, and they take the maximum share in that
segment, which is a rate-sensitive product. However, this segment is not a priority segment for the company.

* The delinquency in the new business is significantly lower than the trend seen in the market for the same business operated by
the other finance company.

* The company expects that even if credit costs go up gradually in the coming period, the impact will be offset by operating
leverage owing to opex reduction.

* As the vehicle finance as the proportion of the new book changes, the NIM improvements will be visible.

* AUM for FY23E is expected to be in the range of 27-30% YoY, revised from 20-22% YoY.

* The company will be monitoring NIMs closely. It expects a 40-50 bps hit on account of the increased cost of funds on a YoY basis.
Chola expects to mitigate by scaling up the pricing in its floating rate books, which is the LAP, which it has already done to the
extent of around 160 bps with regard to LAP and 120 bps with regards to HL.

Valuation and view

In Q3FY23, CIFC reported a strong business trajectory led by strong disbursement and AUM growth. Earnings saw robust growth led
by healthy operating performance and lower provisions. The company has reported strong traction in the new business segments as
well as the auto segment. The company expects AUM growth of 27-30% for FY23E, led by strong growth in the auto segment and
increased contribution from the new business segments. The growth in the auto segment remains strong in the near term, led by
positive traction in the auto sector. The company expects the increase in the cost of funds to be in the range of 40-50 bps in coming
quarters. The growth in the LAP segment to aid the company partially offset the rise in the cost of funds and maintaining the NIMs. As
the company has been expanding its business, the cost-to-income ratio will remain elevated in the near term, then gradually decline.
We expect the cost-to-income ratio to be around 37.6%/ 37.1%/ 36.0% in FY23E/ FY24E/ FY25E, respectively. The improving contribution
from the new business segments & scaling up of the existing businesses will further boost the company's overall performance. We
expect CIFC will continue to outperform the industry in terms of healthy growth, given its superior asset quality compared to its
peers. We have factored in a growth of 25.2% CAGR in AUM and 21.9% in profits over FY22-25E led by healthy operating performance
and growing traction in each business segments. We expect RoAs to reach 2.4% in FY25E. We roll over our target price to FY25E. We
assign a P/ABV multiple of 4.25x to the FY25E adj. BVPS of INR 203.9 to arrive at a target price of INR 865/share (earlier INR 820),
implying an upside of 10.7% from the CMP. Accordingly, we maintain our rating on the shares of Cholamandalam Investment &
Finance Company Ltd. as “ACCUMULATFE’.
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KEY FINANCIALS
Exhibit 1: Profit & Loss Statement (Standalone)
INR Mn FY 21 FY 22 FY 23E FY 24E FY 25E
Interest Income 92,242 95,668 1,20,036 1,55,468 1,91,851
Interest Expense 45,759 42,988 58,822 80,989 99,786
Net Interest Income 46,483 52,680 61,214 74,479 92,066
Non interest income 2,919 5,720 6,163 7,889 9,466
Operating income 49,401 58,400 67,377 82,368 1,01,532
- Employee expense 7,494 8,945 10,019 11,221 12,568
- Other operating expense 8,341 1,742 15,304 19,365 23,937
Operating Expense 15,834 20,687 25,322 30,586 36,505
PPOP 33,567 37,712 42,055 51,782 65,027
Provisions 13,218 8,803 8,574 10,853 13,221
PBT 20,348 28,909 33,481 40,929 51,806
Tax Expense 5,235 7,442 8,370 10,232 12,952
PAT 15,113 21,467 25,110 30,697 38,855
Diluted EPS (INR) 18.4 26.2 30.6 37.4 47.3
Source: Company, KRChoksey Research

ANALYST KRChoksey Research Phone: +91-22-6696 5555, Fax: +91-22-66919576
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Exhibit 2: Balance Sheet (Standalone)

INR Mn FY 21 FY 22 FY 23E FY 24E FY 25E
Source of Funds

Share capital 1,641 1,643 1,644 1,644 1,644
Reserves & Surplus 93,962 1,15,434 1,34,620 1,59,384 1,92,306
Networth 95,603 1,17,077 1,36,264 1,61,028 1,93,950
Borrowings 6,37,300 6,91,735 9,65,212 11,66,068 13,92,538
Other liabilities & provisions 12,581 14,822 16,304 17,934 19,728
Total Equity & Liabilities 7,45,484 8,23,634 11,17,780 13,45,030 16,06,215
Uses of Funds

Cash & bank balances 52,319 26,579 27,110 27,653 28,206
Deferred Tax Assets 7,638 6,714 7,638 7,638 7,638
Net investments 16,188 20,762 37,354 44,077 52,011
Loans & advances 6,58,393 7,41,492 10,01,995 12,25,087 14,87,979
Fixed assets 2,293 2,914 3,351 3,854 4,432
Other assets 8,653 25,173 40,331 36,721 25,948
Total Assets 7,45,484 8,23,634 11,17,780 13,45,030 16,06,215

Source: Company, KRChoksey Research
ANALYST KRChoksey Research Phone: +91-22-6696 5555, Fax: +91-22-6691 9576
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Exhibit 3: Ratio Analysis

Key Ratio FY 21 FY 22 FY 23E FY 24E FY 25E
Growth Rates
Advances (%) 18.8% 12.6% 35.1% 22.3% 21.5%
Borrowings (%) 15.9% 8.5% 39.5% 20.8% 19.4%
Total assets (%) 16.5% 10.5% 35.7% 20.3% 19.4%
NIl (%) 31.6% 13.3% 16.2% 21.7% 23.6%
Pre-provisioning profit (%) 35.1% 12.4% 11.5% 23.1% 25.6%
PAT (%) 43.6% 42.0% 17.0% 22.2% 26.6%
B/S Ratios
Credit/Deposit (%) 103.3% 107.2% 103.8% 105.1% 106.9%
Advances/Total assets (%) 88.3% 90.0% 89.6% 91.1% 92.6%
Leverage - Total Assets to Equity 7.8 7.0 8.2 8.4 8.3
Operating efficiency
Costfincome (%) 32.1% 35.4% 37.6% 37.1% 36.0%
Opex/total assets (%) 2.1% 2.5% 2.3% 2.3% 2.3%
Opex/total interest earning assets 2.6% 2.9% 2.8% 2.6% 2.6%
Profitability
NIM (%) 7.6% 7.3% 6.8% 6.5% 6.6%
RoA (%) 2.0% 2.6% 2.2% 2.3% 2.4%
ROE (%) 15.8% 18.3% 18.4% 19.1% 20.0%
Asset quality
Gross NPA (%) 4.0% 6.8% 5.4% 4.5% 3.5%
Net NPA (%) 2.2% 4.8% 3.5% 2.3% 1.8%
PCR (%) 45.0% 29.4% 34.6% 50.0% 50.0%
Credit cost (%) 2.0% 1.2% 0.9% 0.9% 0.9%
Per share data / Valuation
EPS (INR) 18.4 26.2 30.6 37.4 47.3
BVPS (INR) 116.5 142.7 165.8 196.0 236.1
ABVPS (INR) 97.8 97.7 122.5 161.9 203.9
P/E (x) 42.3 29.8 25.5 20.8 16.5
P/BV (x) 6.7 5.5 4.7 4.0 3.3
P/ABV (x) 8.0 8.0 6.4 4.8 3.8
Profitability
Return on Capital 2.2% 2.8% 2.6% 2.5% 2.7%
Return on Equity 15.8% 18.3% 18.4% 19.1% 20.0%

Source: Company, KRChoksey Research

ANALYST
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04-Feb-23 781 865 ACCUMULATE
Buy More than 15%

03-Nov-22 757 820 ACCUMULATE

Accumulate 5% —15%
02-Aug-22 747 820 ACCUMULATE
09-May-22 635 730 ACCUMULATE Hold 0-5%
02-Feb-22 639 730 ACCUMULATE Reduce -5% -0
03-Nov-21 611 692 ACCUMULATE Sell Less than - 5%
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view(s) in this report.
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necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual
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from the date of this report for services in respect of brokerage services or specific transaction or for products and services other than brokerage services.
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