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Cranking up profitability

CREDAG reported a strong quarter with expansion in profitability (ROA at 5.8%, +30bps
QoQ) which led to PAT of INR 3.5bn (148% YoY, +16.8% QoQ; +3.2% vs JMFe) driven by a)
strong NIl growth (+58% YoY, +16.3% QoQ; +7.1% vs JMFe) with 80bps QoQ expansion in
NIMs to 13%, and b) lower credit costs (1.63% vs 2.24% QoQ). Strong disbursements
growth (+122% YoY) coupled with customer additions (0.33mn net customer additions)
resulted in continued AUM momentum (+40% YoY, +3.7% QoQ) even during a seasonally
weak quarter. Management highlighted that they expect the growth momentum to trend
stronger going ahead; they also expect the non MFI retail to pick up pace and expect its
share to inch up to ~5-7% of AUM in medium term. Management guided for RoA of 4.7-
4.9% in FY24E aided by steady NIMs (12-12.2% levels), controlled opex (cost to income of
35%) and lower credit costs (1.6-1.8%). CREDAG has always traded at premium valuations
due to its superior cross-cycle return metrics and best-in-class asset quality among MFI
players. We expect valuations to be guided by a) strong cyclical tailwinds in the sector, b)
steady growth momentum c) healthy asset quality and d) strong return metrics. Given the
strong NIMs performance and low credit costs, we raise our FY24E/FY25E earnings by 14-
16%. We expect CREDAG to deliver ROA/RoE of 5.5%/23.8% in FY25E. Maintain BUY with
a revised TP of INR 1,550 (3.0x FY25E BVPS).
= Growth momentum continues; expect 27% CAGR over FY23-25: AUM growth was
healthy at (+40% YoY, +3.7% QoQ) despite seasonally weaker quarter. Disbursements
growth remained strong at (+122% YoY) and customer additions (0.33mn net customer
additions). Management highlighted that they expect the growth momentum to sustain
going ahead and expect CREDAG to grow by 24-25% (14-15% driven by customer
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Recommendation and Price Target

Current Reco. BUY
Previous Reco. BUY
Current Price Target (12M) 1,550
Upside/(Downside) 18.0%
Previous Price Target 1,420
Change 9.2%

Key Data — CREDAG IN

Current Market Price INR1,314
Market cap (bn) INR208.9/US$2.5
Free Float 32%
Shares in issue (mn) 155.6

Diluted share (mn)

additions) in FY24E. Further, non-MFI products are also expected to gain traction going

3-mon avg daily val (mn) INR653.8/US$8.0

ahead and expect its share to inch up to ~5-7% of AUM in medium term. We revised our 52-week range 1,398/834
AUM growth estimate to 27% from previous 25% given its continued outperformance Sensex/Nifty 66,684/19,745
INR/US$ 82.0

and strong execution quarter after quarter.

= NIMs improve as asset yield increases even as costs largely stable: Reported NIMs Price Performance
improved to 13% (+80bps QoQ) as yields moved up +100bps QoQ at 20.7% and cost of % ™ 6M 12M
funds remained largely stable (+10bps QoQ) at 9.6%. Management expects NIMs to /;;Sa?::etf ;? gfg 22;
slightly decline on account of ~20-40bps expected rise in CoFs which should come in *To the BSE Sensex
from draw-down of INR 100mn public NCD to take place within next two quarters.
Operating profit stood at INR 5.4bn (+87% YoY, +7.7% QoQ) driven by strong NI
growth of (+58% YoY, +16.3% QoQ) and lower credit costs (1.63% vs 2.24% QoQ).

m Pristine asset quality: GNPA/NNPA improved to 0.9%/0.3% (-57bps QoQ/-17bps QoQ)
against which ECL provisions stood at 1.6%.Total write-offs for the quarter stood at INR
1.0bn (46bps of AUM vs 122bps YoY). Total ParO+ declined to 1.2% (-30bps QoQ) and
collection efficiency (ex- arrears) also remained healthy at 98.7%. Legacy book of Mudra
now stands at INR 720mn which accounts for 0.3% of AUM. We expect growth to be
driven in a risk calibrated manner and build in credit costs of 160-170bps for FY24E/25E.

Financial Summary (INR mn)

Y/E March FY21A FY22A FY23A FY24E FY25E

Net Profit 1,314 3,571 8,260 13,741 17.500 M Financial Research is also available on:
Net Profit (YoY) (%) -60.8% 171.8% 131.3% 66.3% 27.4% Bloomberg - JMFR <GO>

Assets (YoY) (%) 19.6% 16.1% 25.0% 27.7% 27.8% Thomson Publisher & Reu’ters

ROA (9 1.09 2.29 4.29 59 59 X '

RgE é,f)) 4?0//2 9.102 17.802 2;%: 2;:;: S&P Capital 1Q, FactSet and Visible Alpha
EPS 8.4 22.9 52.0 86.5 110.1 , ,
EPS (YoY) (%) -63.8% 171.3% 126.9% 66.3% 27.4%  Please see Appendix | at the end of this
P/E (x) 155.6 57.4 25.3 15.2 11.9 report for Important Disclosures and
BV 237 267 321 408 518 Disclaimers ~ and  Research  Analyst
BV (YoY) (%) 25.0% 12.7% 20.2% 26.9% 27.0% Certification.

P/BV (x) 5.54 4.92 4.09 3.22 2.54

Source: Company data, JM Financial. Note: Valuations as of 21/Jul/2023
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= Valuation and view: CREDAG has always traded at premium valuations due to its superior
return profile and best-in-class asset quality among MFI players. We expect valuations to
be guided by a) strong cyclical tailwinds in the sector, b) steady growth momentum c)
healthy asset quality and d) strong return metrics. Given the strong NIMs performance,
healthy reduction in stress pool and thus lower credit costs, we raise our FY24E/FY25E
earnings by 14-16% and expect ROA/RoE of 5.5%/23.8% in FY25E. Maintain BUY with a
revised TP of INR 1,550 valuing it at 3.0x FY25E BVPS.

CREDAG - 1Q24 Performance Highlights

Exhibit 1. CREDAG 1Q24 : Results summary

Earnings Table (INR mn) 1Q'23 4Q'23 1Q'24 YoY (%) QoQ (%)
Interest Income 7,362 9,648 11,052 50.1% 14.6%
Interest Expenses 2,798 3,456 3,849 37.6% 11.4%
Net interest income 4,564 6,192 7.203 57.8% 16.3%
Non-Interest Income 243 1,015 656 169.9% -35.4%
Total Income 4,807 7,206 7.858 63.5% 9.0%
Employees Cost 1,239 1,345 1,563 26.2% 16.2%
Other Expenditure 671 832 879 31.0% 5.6%
Total Operating Expenses 1,910 2,177 2,442 27.9% 12.2%
Operating Profit (PPP) 2,897 5,029 5,416 86.9% 7.7%
Provisions & Write Offs 1,009 1,053 764 -24.3% -27.5%
PBT 1,888 3,976 4,652 146.4% 17.0%
Tax 493 1,010 1,189 141.4% 17.8%
Reported Profit 1,396 2,966 3,463 148.1% 16.8%
Balance Sheet Data (INR bn)

Assets Under Management 156.2 210.3 218.1 39.7% 3.7%
Disbursements 21.5 71.7 47.7 122.3% -33.5%
Ratios Analysis (%)

Cost to Income (%) 39.7% 34.5% 31.1% -8.66% -3.41%
Effective Tax Rate (%) 26% 25% 26% -1% 0%
Asset Quality

Gross NPA (%) 3.11% 1.21% 0.89% -2.22% -0.32%
Net NPA (%) 1.15% 0.42% 0.27% -0.88% -0.15%
PCR (%) 63.02% 65.29% 69.66% 6.64% 437%

Capital Adequacy (%)

Tier 1 (%) 24.00% 22.70% 23.50% -0.50% 0.80%
CAR (%) 24.70% 23.60% 24.40% -0.30% 0.80%

Du-pont Analysis (%)

NIl / Assets (%) 10.74% 12.19% 12.91% 2.17% 0.7%
Non-Interest Inc. / Assets (%) 0.57% 2.00% 1.17% 0.60% -0.82%
Operating Cost / Assets (%) 4.50% 4.29% 4.38% -0.12% 0.09%
Operating Profits / Assets (%) 6.82% 9.90% 9.71% 2.89% -0.20%
Provisions / Assets (%) 2.38% 2.07% 1.37% -1.01% -0.70%
PBT/ Assets (%) 4.44% 7.83% 8.34% 3.89% 0.51%
ROA (%) 3.29% 5.84% 6.21% 2.92% 0.37%

Du-pont Analysis (%) - AUM

NIl / AUM (%) 11.33% 12.57% 13.45% 2.11% 0.88%
Other income / AUM (%) 0.58% 1.67% 1.21% 0.63% -0.46%
Cost to AUM (%) 4.74% 4.70% 4.56% -0.18% -0.14%
PPP / AUM (%) 7.19% 9.56% 10.11% 2.92% 0.55%
Provisions / AUM (%) 2.51% 2.11% 1.43% -1.08% -0.68%
PBT / AUM (%) 4.69% 7.45% 8.69% 4.00% 1.23%
ROAUM (%) 3.47% 5.55% 6.47% 3.00% 0.91%

Source: Company, JM Financial
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Quarterly Trends
Exhibit 2. CREDAG: Trends in Gross Loan Portfolio Exhibit 3. CREDAG: Trends in borrower base
mmmmm Gross Loan Portfolio (INR mn) % YoY growth = Borrowers ('000) % YoY growth
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Exhibit 4. CREDAG: Trends in yields, CoFs and NIMs Exhibit 5. CREDAG: Trends in Cost/Income and Opex/GLP
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Exhibit 6. CREDAG: Trends in GNPA and ECL Provisions
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Financial Tables (Consolidated)

Income Statement (INR mn) Balance Sheet (INR mn)
Y/E March FY21A FY22A FY23A FY24E FY25E  Y/E March FY21A FY22A FY23A FY24E FY25E
Net Interest Income (NII) 13,613 15,832 21,143 29,103 36,743 Equity Capital 1,556 1,559 1,589 1,589 1,589
Non Interest Income 1,760 1,828 2,237 2,747 3,317 Reserves & Surplus 35,360 40,110 49,481 63,221 80,721
Total Income 15,374 17,660 23,379 31,850 40,059  Stock option outstanding 0 0 0 0 0
Operating Expenses 5,856 6,885 8,315 9,958 11,921 Borrowed Funds 1,09,413 1,29,207 1,63,122 2,08,796 2,67,259
Pre-provisioning Profits 9,518 10,775 15,064 21,892 28,138  Deferred tax liabilities 0 0 0 0 0
Loan-Loss Provisions 7,714 5,967 4,010 3,504 4,720  Preference Shares 1,048 0 0 0 0
Others Provisions 0 0 0 0 0 Current Liabilities & Provisions 3,225 3,943 4,389 5,584 7,134
Total Provisions 7,714 5,967 4,010 3,504 4,720  Total Liabilities 1,50,602 1,74,819 2,18,581 2,79,190 3,56,704
PBT 1,804 4,808 11,054 18,388 23,419  Net Advances 1,17,205 1,47,653 1,90,434 2,43,499 3,10,760
Tax 490 1,237 2,794 4,647 5918 Investments 5 5 4,545 4,870 6,215
PAT (Pre-Extra ordinaries) 1,314 3,571 8,260 13,741 17,500  Cash & Bank Balances 24,844 17,614 14,364 14,610 18,646
Extra ordinaries (Net of Tax) 0 0 0 0 0  Loans and Advances 0 0 0 0 0
Reported Profits 1,314 3,571 8,260 13,741 17,500  Other Current Assets 1,774 1,673 2,399 7,233 10,655
Dividend 0 0 0 0 0 Fixed Assets 2,558 2,563 2,273 4,188 5,351
Retained Profits 1,314 3,571 8,260 13,741 17,500  Miscellaneous Expenditure 3,176 3,757 3,757 3,757 3,757
Source: Company, JM Financial Deferred Tax Assets 1,041 1,554 809 1,034 1,321
Total Assets 1,50,602 1,74,819 2,18,581 2,79,190 3,56,704
Source: Company, JM Financial
Key Ratios Dupont Analysis
Y/E March FY21A FY22A FY23A FY24E FY25E  Y/EMarch FY21A FY22A FY23A FY24E FY25E
Growth (YoY) (%) NIl / Assets 9.85% 9.73% 10.75% 11.69% 11.56%
Borrowed funds 14.7% 18.1% 26.2% 28.0% 28.0% Other Income / Assets 1.27% 1.12% 1.14% 1.10% 1.04%
Advances 5.6% 26.0% 29.0% 27.9% 27.6%  Total Income / Assets 11.12% 10.85% 11.89% 12.80% 12.60%
Total Assets 19.6% 16.1% 25.0% 27.7% 27.8% Cost / Assets 4.24% 4.23% 4.23% 4.00% 3.75%
NIl 29.0% 16.3% 33.5% 37.6% 26.3% PPP / Assets 6.88% 6.62% 7.66% 8.80% 8.85%
Non-interest Income 144.2% 3.8% 22.4% 22.8% 20.7% Provisions / Assets 5.58% 3.67% 2.04% 1.41% 1.48%
Operating Expenses 36.7% 17.6% 20.8% 19.8% 19.7% PBT / Assets 1.30% 2.95% 5.62% 7.39% 7.37%
Operating Profits 36.2% 13.2% 39.8% 45.3% 28.5%  Taxrate 27.2% 25.7% 25.3% 25.3% 253%
Core Operating profit 27.4% 20.9% 50.4% 45.8% 28.7%  ROA 0.95% 2.19% 4.20% 5.52% 5.50%
Provisions 225.1% -22.6% -32.8% -12.6% 34.7%  Leverage 4.1 4.2 4.3 4.3 43
Reported PAT -60.8% 171.8% 131.3% 66.3% 27.4% ROE 4.1% 9.1% 17.8% 23.7% 23.8%
Yields / Margins (%) Source: Company, JM Financial
Interest Spread 8.30% 8.24% 9.33% 10.43% 10.47%
NIM 10.44% 10.30% 11.29% 12.32% 12.28%
Profitability (%) Valuations
ROA 0.95% 2.19% 4.20% 5.52% 550%  Y/EMarch FY21A FY22A FY23A FY24E FY25E
ROE 4.1% 9.1% 17.8% 23.7% 23.8%  Shares in Issue 155.6 155.9 158.9 158.9 158.9
Cost to Income 38.1% 39.0% 35.6% 31.3% 29.8% EPS (INR) 8.4 229 52.0 86.5 110.1
Asset quality (%) EPS (YoY) (%) -63.8% 171.3% 126.9% 66.3% 27.4%
Gross NPA 4.53% 3.25% 1.12% 0.83% 1.29% P/E (x) 155.6 57.4 253 15.2 1.9
LLP 2.23% 0.07% 2.14% 1.62% 1.70% BV (INR) 237 267 321 408 518
Capital Adequacy (%) BV (YoY) (%) 25.0% 12.7% 20.2% 26.9% 27.0%
Tier | 25.50% 21.80% 22.70% 23.92% 24.86%  P/BV (x) 5.54 4.92 4.09 3.22 2.54
CAR 26.80% 22.80% 23.60% 24.66% 25.47% DPS (INR) 0.0 0.0 0.0 0.0 0.0
Source: Company, JM Financial Div. yield (%) 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Company, JM Financial
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History of Recommendation and Target Price

Date Recommendation
12-May-22 Buy
1-Aug-22 Buy
23-Oct-22 Buy
7-Feb-23 Buy
16-May-23 Buy
19-May-23 Buy
13-Jun-23 Buy

Target Price
1,175
1,175
1,175
1,290
1,420
1,420
1,450

% Chg.

0.0
0.0
9.8
10.1
0.0
2.1
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JM Financial Institutional Securities Limited

Corporate Identity Number: U67100MH2017PLC296081
Member of BSE Ltd. and National Stock Exchange of India Ltd.

SEBI Registration Nos.: Stock Broker - INZ000163434, Research Analyst - INHO00000610
Registered Office: 7th Floor, Cnergy, Appasaheb Marathe Marg, Prabhadevi, Mumbai 400 025, India.
Board: +9122 6630 3030 | Fax: +91 22 6630 3488 | Email: jmfinancial.research@jmfl.com | www.jmfl.com
Compliance Officer: Mr. Sahil Salastekar | Tel: +91 22 6224 1073 | Email: sahil.salastekar@jmfl.com
Grievance officer: Mr. Sahil Salastekar | Tel: +91 22 6224 1073 | Email: instcompliance@jmfl.com

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Definition of ratings

Rating Meaning

Buy Total expected returns of more than 10% stocks with market capitalisation in excess of INR 200 billion and REITs* and more than 15%
for all other stocks, over the next twelve months. Total expected return includes dividend yields.

Hold Price expected to move in the range of 10% downside to 10% upside from the current market price for stocks with market
capitalisation in excess of INR 200 billion and REITs* and in the range of 10% downside to 15% upside from the current market price
for all other stocks, over the next twelve months.

Sell Price expected to move downwards by more than 10% from the current market price over the next twelve months.

* REIT refers to Real Estate Investment Trusts.
Research Analyst(s) Certification
The Research Analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that:
All of the views expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and

No part of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research
report.

Important Disclosures

This research report has been prepared by JM Financial Institutional Securities Limited (JM Financial Institutional Securities) to provide information about the
company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its associates solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written
consent of JM Financial Institutional Securities. This report has been prepared independent of the companies covered herein.

JM Financial Institutional Securities is registered with the Securities and Exchange Board of India (SEBI) as a Research Analyst and a Stock Broker having trading
memberships of the BSE Ltd. (BSE) and National Stock Exchange of India Ltd. (NSE). No material disciplinary action has been taken by SEBI against JM Financial
Institutional Securities in the past two financial years which may impact the investment decision making of the investor. Registration granted by SEBI and
certification from the National Institute of Securities Market (NISM) in no way guarantee performance of JM Financial Institutional Securities or provide any
assurance of returns to investors.

JM Financial Institutional Securities renders stock broking services primarily to institutional investors and provides the research services to its institutional
clients/investors. JM Financial Institutional Securities and its associates are part of a multi-service, integrated investment banking, investment management,
brokerage and financing group. JM Financial Institutional Securities and/or its associates might have provided or may provide services in respect of managing
offerings of securities, corporate finance, investment banking, mergers & acquisitions, broking, financing or any other advisory services to the company(ies)
covered herein. JM Financial Institutional Securities and/or its associates might have received during the past twelve months or may receive compensation from
the company(ies) mentioned in this report for rendering any of the above services.

JM Financial Institutional Securities and/or its associates, their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell
the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) covered under this report or (c) act as an advisor or lender/borrower to,
or may have any financial interest in, such company(ies) or (d) considering the nature of business/activities that JM Financial Institutional Securities is engaged in,
it may have potential conflict of interest at the time of publication of this report on the subject company(ies).

Neither JM Financial Institutional Securities nor its associates or the Research Analyst(s) named in this report or his/her relatives individually own one per cent or
more securities of the company(ies) covered under this report, at the relevant date as specified in the SEBI (Research Analysts) Regulations, 2014.

The Research Analyst(s) principally responsible for the preparation of this research report and members of their household are prohibited from buying or selling
debt or equity securities, including but not limited to any option, right, warrant, future, long or short position issued by company(ies) covered under this report.
The Research Analyst(s) principally responsible for the preparation of this research report or their relatives (as defined under SEBI (Research Analysts) Regulations,
2014); (a) do not have any financial interest in the company(ies) covered under this report or (b) did not receive any compensation from the company(ies) covered
under this report, or from any third party, in connection with this report or (c) do not have any other material conflict of interest at the time of publication of this
report. Research Analyst(s) are not serving as an officer, director or employee of the company(ies) covered under this report.
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While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or
developments referred to herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness. JM Financial Institutional Securities may
not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This
report is provided for information only and is not an investment advice and must not alone be taken as the basis for an investment decision.

The investment discussed or views expressed or recommendations/opinions given herein may not be suitable for all investors. The user assumes the entire risk of
any use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities reserves the right to
make modifications and alterations to this statement as they may deem fit from time to time.

This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction.

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 JM Financial Institutional
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Securities"), a U.S. registered broker-dealer and member of the Financial Industry Regulatory Authority ("FINRA") in order to conduct certain business in the
United States in reliance on the exemption from U.S. broker-dealer registration provided by Rule 15a-6, promulgated under the U.S. Securities Exchange Act of
1934 (the "Exchange Act"), as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission ("SEC") (together "Rule 15a-6").

This research report is distributed in the United States by JM Financial Securities in compliance with Rule 15a-6, and as a "third party research report" for
purposes of FINRA Rule 2241. In compliance with Rule 15a-6(a)(3) this research report is distributed only to "major U.S. institutional investors" as defined in Rule
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not a major U.S. institutional investor, you are instructed not to read, rely on, or reproduce the contents hereof, and to destroy this research or return it to JM
Financial Institutional Securities or to JM Financial Securities.
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JM Financial Institutional Securities Limited Page 7



