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Aptus Value Housing Finance

Strong growth/quality at reasonable valuation

Aptus Value Home offers a favourable long-term risk-reward at current valuation
(2.7x PABV and 16x PE on FY25E), wherein structural business model positives seem
underemphasized. While concerns over stock supply in the longer run are tenable, the
apprehensions around management transition and business scalability appear
stretched. We view the appointment of Mr. Balaji as MD (erstwhile ED & CFO) as a
non-disruptive development with growth/quality execution fairly verticalized and
institutionalized at Aptus, and the likelihood of Mr. Anandan guiding strategy even
after current term (ending in Dec’24) by being a Non-executive Chairman. Aptus has
demonstrated regional diversification/scalability with comparable asset quality across
disparate Southern markets. While existing markets can comfortably support 25-30%
growth in coming years, the contiguous and calibrated entry/expansion in new states
would aid long run prospects.

Structurally, portfolio spread and opex metric should remain in a narrow band
underpinned by benefits from niche positioning, scale, tech investments and credit
rating. Aptus’ strong customer and property underwriting, and focused collection
mechanism gets reflected in low credit cost and GNPLs, and negligible actual loan
write-offs. We estimate 27-28% AUM CAGR and 23-24% earnings CAGR over FY23-
26 with RoE crossing 18% in FY26 (without assuming further dividend payouts). At
potentially 4-5x leverage in the very long run, Aptus can deliver 22-25% RoE.
Reiterate BUY on favourable risk-reward with a 12m PT of Rs350.

Robust growth to continue - competition, pricing, management transition
and new markets less of an issue

Demand and competition are apparently not a significant risk to growth for affordable
housing financiers in general, and more so for Aptus which operates in interior
demography and in relatively lower-ticket segment. The differentiated franchise
profile (70%+ share of Rural/LIG/Self-employed borrowers and 35%+ New-to-credit)
and significant contribution of non-HL products (SBL 21% and LAP 15%) imply
substantial long-term growth opportunity. The streamlined execution model (sourcing,
credit, collection and operational structure) has underpinned strong growth and
scalability (37% AUM CAGR over FY18-23) without dilution of the yield (tapping of
largely unserved customer segment and locations). Another indicator of negligible-to-
low competitive pressure is balance transfer of loans being at just 2-4%.

Aptus has demonstrated regional diversification with comparable asset quality across
disparate Southern markets/states. Key drivers of such scalability are 1) well-
institutionalized policies & processes, 2) verticalized/focused credit and collection
functions, 3) local property underwriting & centralized credit underwriting, 4) sound HR
practices of local hires, near-industry salaries, monthly incentives, etc. and 5) optimal
deployment of tech in fulfillment. The co.’s foray in new markets of OR and MH would
be facilitated by above-mentioned practices and a contiguous expansion strategy
(familiarity with next location). The portfolio scale-up would be calibrated in new
markets, as Aptus is confident of sustained strong growth in existing markets with
room for market share growth even in its larger states of TN and AP.

Recent elevation of Mr. Balaji as MD (erstwhile ED & CFO - 12 years with Aptus) is a
neutral development from growth execution standpoint. Mr. Anandan (Founder)
remains Executive Chairman till Dec 2024 and may well continue to guide strategy
even after as Non-executive Chairman. The co. has a verticalized operating structure
with each function headed by a competent person. Tech team is being strengthened
and investments are being incurred towards increasing sourcing contribution from
customer referral app, ecosystem partner app and social media. The growth focus on
SBL is being sharpened by having a separate credit team, business team (in identified
branches) and product head.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Asset quality on strong footing - credit cost to remain moderate

Aptus’ strong customer and property underwriting, and focused collection mechanism gets
reflected in 1) average 30 bps credit cost in past six years, 2) almost zero actual loan write-off in
lifetime, 3) low Gross NPAs, 4) prompt correction of 30-90 delinquency bucket after Covid
second wave and 5) almost similar asset quality metrics across the four Southern states.
Management expects credit cost of <50 bps to continue with GNPA expected to remain near
1%. There is no requirement for raising ECL coverage across buckets as PDs (defaults and forward
flow) & LGD are under control and the co. had raised provisions on Stage-2 assets in recent
quarters (now in-line with peers). Since lending rate hike taken by Aptus was limited to only 50
bps, none of the customers have gone through an EMI increase.

All branches have a Credit Officer who does an independent assessment of customer
CF/income/lifestyle. Branches also have dedicated Collection Staff, and recently their incentive
policy has been bettered for augmenting collection of overdue buckets. Stringent property
evaluation and low LTVs enable Aptus to recover full principal even from deep delinquent
accounts.

Portfolio Spread can be sustained at existing high level; opex metric to remain
elevated in near term

Aptus can sustain portfolio yield (with likely same product mix) without losing meaningful
business due to pricing. The pricing in SBL at 21% and Quasi HL/LAP at 15-17% is either in-line
or slightly lower than the market. While pricing in HL appears ~100 bps higher than some of the
competition, the differential is not as high when adjusted for the higher proportion of fixed rate
book for Aptus. There is unlikely to be any competitive pressure on pricing going ahead, as loan
BT too is marginal. Further, any increase in share of SBL would lift blended portfolio yield. About
77% of the loan book is on fixed rate comprising of all SBL and Quasi HL/LAP loans and major
part of HL, and this also underpins yield stability.

Recent rate up-cycle caused only limited increase in Aptus’ CoF (despite increased dependence
on bank loans) as increasing scale, strong profitability performance and rating upgrade acted as
structural deflators. Company would continue to reap these benefits in the future. In the near-
term, CoF is expected to remain stable as 1) upward re-pricing of bank loans is largely behind, 2)
some high-cost funds would mature and be replaced, 3) finer pricing is being negotiated on new
fixed-rate term loans from banks and 4) incremental floating-rate bank loans are being linked to
3m/6m MCLRs (would result in quicker transmission when rates come down).

Investments in distribution, people and tech would likely drive slight increase in Opex/AUM
ratio in the near term. On the tech side investments are being made for strengthening the team,
using tech for broadening the customer acquisition funnel (customer ref/eco partner app and
leads evaluation from social media) and developing a credit scoring model for automated credit
decisioning. Employee side investments include adding certain layers in operational management
like state-level credit heads and creating a separate team for driving SBL growth. As per the
management, employee compensation (including the incentives) across layers is around industry
level. In the longer run, Opex/AUM ratio can stabilize at moderate level aided by scale and tech
driven productivity/efficiencies. Aptus branches have historically demonstrated significant
scalability with the avg. AUM of more than 3-yr old branches at Rs350mn+ and for 1-3 year-old
branches at Rs175mn+.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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STORY IN CHARTS

Exhibit 1: AUM to grow at 25-30% pa Exhibit 2: ... aided by strong disbursements growth
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Exhibit 3: Consistent growth in Originations after Covid  Exhibit 4: Stable portfolio run-off
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Exhibit 5: Share of SBL & LAP to increase Exhibit 6: Return of growth in SBL and LAP
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Exhibit 7: Occupation Mix to stabilize incrementally

Aptus Value Housing Finance

Exhibit 8: Demonstrated regional diversification of book
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Exhibit 9: AP & TL spearheading growth Exhibit 10: Branch addition across markets
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Exhibit 11: No competitive pressure on Yields

Source: Company, YES Sec

Exhibit 12: Portfolio Spread has structurally improved
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Exhibit 13: Borrowing mix shifting towards Banks Exhibit 14: Majority share of fixed-rate borrowings
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Exhibit 15: SBL, LAP & majority HL on fixed rate Exhibit 16: Consistent investment in distribution &
resources
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Exhibit 17: Investment in Tech and People increased Exhibit 18: Improvement in GS2 Bucket and

Opex/AAUM enhancement of coverage
3.3 %) mmmm GS2 Assets (LHS) e=@== GS2 Coverage (RHS)
% 3.1 300 - - 100
) 26.4 (%) :
30 2.9
. 2.9 4
238 250 - 8.0
2.7 2.7
2.7 200 -
- 6.0
2.4 2.4
15.0
24 23
- 40
10.0 -
2.1
50 - 720
18 00 l 0.0
Q4 QI Q2 Q3 Q4 Ql Q2 Q3 Q4 0 T r 0O
FY21 FY22 FY22 FY22 FY22 FY23 FY23 FY23 FY23 Fvyis  Fyi9  FY20  Fy21  Fy22  FY23
Source: Company, YES Sec Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



~/YESSECURITIES  Aptus Value Housing Finance

Exhibit 19: Stabilization of GS3 Bucket and coverage Exhibit 20: Credit cost to moderate
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Exhibit 21: Secular improvement in RoE Exhibit 22: Leverage to gradually increase with strong
profitability
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Exhibit 23: 1-yr rolling P/ABV band Exhibit 24: 1-year rolling P/ABV vis-a-vis the mean
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FINANCIALS

Exhibit 25: Balance Sheet

Y/e 31 Mar (Rs m) FY22 FY23 FY24E FY25E FY26E
Equity Capital 994 996 996 996 996
Reserves 28,168 32,397 38,471 46,055 55,487
Shareholder's funds 29,162 33,393 39,467 47,051 56,483
Provisions 41 45 49 54 59
Deferred Tax Liabilities 31 0 0 0 0
Total Non-Financial liabilities 111 104 114 125 138
Debt Securities 4,102 3,900 5,343 7,160 9,308
Borrowings (Other than Debt Securities) 23,104 33,961 46,526 62,345 81,048
Other Financial Liabilities 283 229 313 420 545
Total Financial liabilities 27,568 38,264 52,357 70,099 91,076
Total Equities and Liabilities 56,840 71,761 91,938 117,275 147,698
Assets

Cash and Cash Equivalents 4,052 3,718 4,457 6,216 7,512
Bank balances 407 882 1,058 1,270 1,524
Loans 50,787 65,921 85,113 108,398 137,173
Investments in Associates 1,017 515 515 515 515
Other Financial Assets 205 284 340 408 490
Total Financial assets 56,469 71,320 91,484 116,807 147,214
Property, Plant and Equipment 34 37 41 45 49
Other Intangible Assets 80 107 107 107 107
Other Non-Financial Assets 26 92 101 111 122
Total Non-Financial assets 372 441 454 468 484
Total Assets 56,840 71,761 91,938 117,275 147,698

Source: Company, YES Sec
Exhibit 26: Income statement

Y/e 31 Mar (Rs m) FY22 FY23 FY24E FY25E FY26E
Income from Operations 8,147 10,934 14,007 17,944 22,754
Interest expense (2,086) (2,759) (3,940) (5,253) (6,919)
Net interest income 6,061 8,174 10,067 12,691 15,836
Non-interest income 255 356 392 431 474
Total op income 6,316 8,531 10,459 13,122 16,310
Total op expenses (1,171) (1,652) (2,180) (2,722) (3,361)
PPoP 5,145 6,878 8,279 10,400 12,949
Provisions (345) (341) (386) (544) (690)
Profit before tax 4,800 6,537 7,893 9,856 12,258
Taxes (1,099) (1,507) (1,820) (2,272) (2,826)
Net profit 3,701 5,030 6,074 7,584 9,432

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures,

refer to the end of this material.
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Exhibit 27: Growth and Ratio matrix

Y/e 31 Mar FY22 FY23 FY24E FY25E FY26E
Growth matrix (%)

Net interest income 40.0 34.9 232 26.1 24.8
Total op income 39.8 35.1 22.6 255 24.3
Op profit (pre-provision) 46.6 33.7 20.4 25.6 24.5
Net profit 38.7 35.9 20.7 24.9 244
Loans 27.3 29.8 29.1 27.4 26.5
Borrowings + Debt 8.5 39.2 37.0 34.0 30.0
Total assets 25.7 26.3 28.1 27.6 25.9

Profitability Ratios (%)

NIM 13.1 13.7 13.0 12.8 12.6
Non-interest income/Total income 4.0 4.2 3.7 S5 2.9
Return on Average Equity 15.1 16.1 16.7 17.5 18.2
Return on Average Assets 7.3 7.8 7.4 7.2 7.1

Per share ratios (Rs)

EPS 7.4 10.1 12.2 15.2 18.9
ABVPS 57.8 65.9 78.0 92.8 111.3
Other key ratios (%)

Loans/Borrowings 186.7 1741 164.1 156.0 151.8
Cost/Income 18.5 19.4 20.8 20.7 20.6
Gross Stage 3 (%) 1.2 1.2 1.0 1.0 1.0
Credit Cost 0.7 0.6 0.5 0.6 0.6
Tax rate 22.9 23.1 23.1 23.1 23.1

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 8
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Recommendation Tracker
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all

Aptus Value Housing Finance

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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4t" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

@ +91 22 68850521 | I< research@ysil.in
Website: www.yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INHO00002376 | INVESTMENT ADVISER:
INAO00007331 | Sponsor and Investment Manager to YSL Alternates
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INSTITUTIONAL EQUITIES

DISCLOSURE OF INTEREST

Name of the Research Analyst  : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research
report accurately reflect his or her personal opinion about the subject
securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion
expressed in this research report.

=T Particulars

No. Yes/No

Research Analyst or his/her relative’s or YSL's

financial interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more

2 securities of the subject company(ies) at the end No
of the month immediately preceding the date of
publication of the Research Report

Research Analyst or his/her relative or YSL has
3 any other material conflict of interest at the time No
of publication of the Research Report

Research Analyst has served as an officer, director
or employee of the subject company(ies)

YSL has received any compensation from the

subject company in the past twelve months No

YSL has received any compensation for
investment banking or merchant banking or
brokerage services from the subject company in
the past twelve months

o

No

YSL has received any compensation for products
or services other than investment banking or
merchant banking or brokerage services from the
subject company in the past twelve months

No

YSL has received any compensation or other
8 benefits from the subject company or third party No
in connection with the research report

YSL has managed or co-managed public offering
9 of securities for the subject company in the past No
twelve months

Research Analyst or YSL has been engaged in
10  market making activity for the subject No
company(ies)

Since YSL and its associates are engaged in various businesses in the
financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever
nature from the subject company(ies) in the past twelve months or
associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company(ies) whose
securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more
and/or other material conflict of interest in the securities discussed
herein.

Digitally signed

by Manuj Oberoi
Date: 2023.07.04
18:41:53 +05'30'

Manuj
Oberoi

RAJIV DHILAN pid pratans esra
MEHTA Date: 2023.07.04

19:13:11 +05'30"

Aptus Value Housing Finance

RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
also a SEBI-registered Category | Merchant Banker, Investment Adviser
and Research Analyst. YSL is also a Sponsor and Investment Manager of
Alternate Investment Fund - Category Ill (YSL Alternates) and AMFI
registered Mutual Fund Distributor. The Company is also a registered
Depository Participant with CDSL and NSDL. YSL offers, inter alia,
trading/investment in equity and other financial products along with
various value added services. We hereby declare that there are no
disciplinary actions taken against YSL by SEBI/Stock Exchanges.
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