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Growth momentum sustained; increase in credit cost is transitory and should settle at 80bps in FY25E

Fedbank Financial Services (Fedfina) sustained its strong growth momentum (AUM up 8% QoQ) during Q1FY25;
however, a sharp increase in provisions to INR 352mn vs. INR 177mn QoQ restricted RoA expansion. While cost of
borrowings rose sharply to 9.3% in Q1FY25 vs. 8.6% in Q4FY24, >100bps QoQ improvement in asset yields at 17.4%
resulted in better spread sequentially. Total disbursement during Q1FY25 grew by 15% QoQ to INR50bn; however,
non-gold loan disbursements fell sharply to INR 10.3bn vs. INR 14.8bn QoQ. Most asset quality metrics indicated
softness — 1) GNPL ratio increasing to 2% vs. 1.7% QoQ with GNPL in mortgage portfolio rising to 3% vs. 2.2% QoQ; 2)
1+ DPD growing to 8% vs. 7.4%; and 3) Stage 3 provisions falling to 19% vs. 20% QoQ. Considering robust profitability
with RoA at 2.4%, we maintain BUY and our TP of INR 184, valuing the stock at 2x PBV on Sep’25E BVPS.

Credit cost increases sharply during Q1FY25 to 1.2%; likely to
settle at 80bps for full-year FY25E

Higher delinquencies in Fedfina’s mortgage book, due to seasonality (election/
heatwave/higher holidays in Apr'24 etc.) and one-off write-off at INR35mn (4% of
PBT) during Q1FY25, led to a sharp spike in credit cost to 1.2% in Q1FY25 vs. its
average 70bps during the past seven quarters. However, management believes,
higher delinquency and the corresponding increase in credit cost is transient. Thus,
despite >1% credit costin Q1FY25, management reiterated its full-year FY25 credit
cost guidance at 80bps.

Q1FY25 financial performance: Sustained growth momentum,

but asset quality seasonality restricted RoA expansion

Despite the sharp increase in credit cost, NIM expansion/steady opex ratios kept
RoA healthy at 2.4% in Q1FY25. PAT during Q1FY25 grew 4% QoQ vs. AUM
growth at 8% QoQ due to asset quality deterioration. NIl grew by 19% QoQ, largely
driven by >100bps QoQ asset yield expansion, which has more than off-set the
adverse impact of the 70bps rise in cost of borrowings to 9.3%. Cost-income ratio
improved to 55% vs. 57% QoQ driven by robust net revenue growth of 13% QoQ.
While its long-term strategy remains intact — of scaling small ticket LAP book — in
Q1FY25 growth in gold loan portfolio (up 15% QoQ) outpaced mortgage portfolio’s
growth (up 6% QoQ). Higher growth in gold portfolio also helped it improve asset
yields given disbursement yields in gold loan is higher at 15.7% vs 14% in
mortgage. The share of gold loan increased to 35% vs 33% QoQ.

Financial Summary

Y/E March FY23A FY24A FY25E FY26E
Net Interest Income (INR mn) 6,381 8,121 10,444 13,336
PAT (INR mn) 1,802 2,447 3,288 4,331
EPS (INR) 5.6 7.6 10.2 135
% Chg YoY 73.9 35.8 34.4 31.7
P/E (x) 22.6 16.6 124 9.4
P/BV (x) 3.0 18 1.6 1.3
Gross Stage - 3 (%) 2.0 1.7 1.7 1.7
RoA (%) 23 2.4 2.6 2.7
RoE (%) 14.4 135 13.6 154
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AUM growth at 40% YoY; but it expects normalise growth rate would
be ~25% going ahead

While management has always been guiding for ~25% AUM growth, a cyclical upturn
in the gold loan segment (driven by increasing gold prices) presented accelerated
growth opportunities; Fedfina strategically opted to grab it. Its gold loan AUM is up
46% YoY, of which ~26% of growth was driven by gold price increase. The same
resulted in Fedfina delivering much higher growth at ~40% vs. the earlier envisaged
25%. Given the uncertainties around gold prices, management continues to guide for
~25% AUM growth in the near term.

Spread expanded; largely due to accelerated growth in high-yielding
gold book

Spreads expanded sequentially by 70bps to 8.1%, largely driven by >100bps QoQ
asset-yield expansion to 17.4% and increase in cost of borrowing restricted to 70bps
QoQ to 9.3% during Q1FY25. Disbursement yields held up in Q1FY25, evident in small-
ticket LAP and HL yields at 16.1% (flat QoQ), medium-ticket LAP at 12.3% (flat QoQ),
90bps QoQ increase in gold loan yields to 15.7% and 20bps QoQ increase in business
loans to 17.1%.

Key risks: Sustained higher trajectory of credit cost and lower than expected AUM
growth
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Q1FY25 result review

Income statement (INR mn) Q1FY24 Q4FY24 Q1FY25 % YoY % QoQ
Interest income 3,412 3,838 4,520 325 17.8
Interest expense 1,636 1,733 2,024 23.7 16.8
NIl 1,777 2,105 2,496 40.5 18.6
Non-interest income 266 439 390 46.3 (11.2)
Total net income 2,043 2,544 2,886 41.3 134

Employee Benefit Expense 692 858 918 32.6 7.0

Depreciation 87 95 110 27.0 16.0

Fees and commission expense 46 71 45 (1.7) (36.0)

Other expenses 391 435 524 34.1 20.5
Operating expenses 1,216 1,458 1,598 314 9.6
Pre-provisioning profit (PPoP) 827 1,086 1,288 55.7 18.6
Provisions and write offs 107 177 352 230.3 98.4
PBT 721 909 936 29.9 3.1
Tax expenses 182 232 234 28.7 0.9
PAT 539 677 702 30.3 3.8
EPS (INR) 1.7 1.8 1.9 13.8 3.8
Balance Sheet (INR mn) Q1FY24 Q4FY24 Q1FY25 % YoY % QoQ
Share capital 3,219 3,694 3,708 15.2 0.4
Reserves & surplus 9,352 18,914 19,515 108.7 3.2
Shareholders’ funds 12,571 22,608 23,223 84.7 2.7
Borrowings 57,823 82,146 92,797 60.5 13.0
Other Liabilities and provisions 3,775 6,624 3,874 2.6 (41.5)
Total Liabilities and SHE 74,169 1,11,378 1,19,894 61.6 7.6
Cash & bank balances 1,432 1,855 5,388 276.3 190.4
Loans 66,377 98,225 1,03,615 56.1 5.5
Investments 3,649 7,513 7,344 101.3 (2.2)
Other financial assets & receivables 383 1,768 1,250 226.4 (29.3)
Non-Financial Assets 2,328 2,018 2,297 (1.3) 13.8
Total Assets 74,169 1,11,378 1,19,894 61.6 7.6
Key financial metrics Q1FY24 Q4FY24 Q1FY25 % YoY % QoQ
AUM (INR mn) 94,342 1,21,919 1,31,881 39.8 8.2

-Mortgage (INR mn) 47,024 62,179 65,834 40.0 5.9

-Gold loan (INR mn) 31,242 39,694 45,620 46.0 14.9

-Business loans (INR mn) 14,872 18,255 18,690 25.7 2.4

-Others (INR mn) 1,204 1,791 1,737 443 -3.0
Disbursements (INR mn) 29,657 43,361 50,046 68.7 15.4

-Mortgage (INR mn) 4,238 10,660 7,375 74.0 -30.8

-Gold loan (INR mn) 22,973 28,486 39,706 72.8 39.4

-Business loans (INR mn) 2,446 4,215 2,965 21.2 -29.7
Reported yield (%) 16.1 16.0 17.4 130 bps 140 bps
Reported borrowing cost (%) 8.9 8.6 9.3 40 bps 70 bps
Spreads (%) 7.2 7.4 8.1 89 bps 69 bps
Op cost as % of avg assets 5.3 53 5.5 20 bps 20 bps
Cost to income (%) 59.5 57.3 55.4 -410 bps -190 bps
Gross Stage 3 23 1.7 2.0 -30 bps 30 bps
Net Stage 3 1.8 1.3 1.6 -20 bps 30 bps
Provision coverage ratio (%) 223 20.4 19.3 -301 bps -103 bps
Credit cost as a % of avg AUM [annualized] 0.5 0.6 1.1 64 bps 48 bps

Source: Company data, |-Sec research
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Sustained growth momentum...
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...supported by strong growth in disbursals
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Diversified portfolio mix with strategy of building up small-ticket
mortgage book

m Small ticket mortgage ® Medium ticket mortgage = Gold loan ®Business loan ® Others
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Source: Company data, |I-Sec research
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NIl grew by 19% QoQ, largely driven by >100bps QoQ asset yield
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Spread expanded largely due to accelerated growth in high-yielding gold

book
mmmm Yields (calculated, %) mmmmm Cost of borrowings (calculated, %) e Spreads (calculated, %)
20.0% - 9.1% 9.3% - 10.0%
8.6% 8.4% 8.5%
- 8.0%
15.0% -
- 6.0%
10.0% -
- 4.0%
5.0% -
- 2.0%
0.0% T - 0.0%

Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25

Source: Company data, I-Sec research

Opex to AUM improved by 10bps QoQ to 5.0%
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Asset quality ratios rise....
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...driven by inch-up in mortgage loans
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Early delinquencies inched up led by heatwave and general elections
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RoA moderated a tad at ~2.4%
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Q1FY25 earnings call takeaways
Guidance

o FY25 AUM growth of 25%; will take advantage of any episodic opportunity
e FY25 RoA between 270-275bps
e FY25 could be above 14%

Three milestones achieved during the quarter

e Gross disbursements crossed INR50bn for the first time in Fedfina’s history
¢ AUM addition for the quarter came in a whisker under INR 10bn

e Average gold loan AUM per branch has crossed INR 100mn per branch

Margins

e 88.7% of borrowings are linked to floating rate benchmarks

e 66% of incremental borrowings (INR 14.15bn) were EBLR-linked during Q1
e Unsecured lending business is fixed rate business

e Medium- ticket mortgage business is an entirely variable-rate business

e Small mortgage business is a mix of fixed and floating rate business. Recently, it
migrated to a three-year fixed-rate regime and floating thereafter for small
mortgage business

¢ Daily average cost of borrowings at 8.78% vs. 8.75% QoQ

e Company has currently 28 lenders

Asset quality

e Company sticks to its credit cost guidance of 80bps

e INR 35mn trade receivable from counter party was written-off during the quarter.
This was a legacy item

¢ Q1 is a seasonally weak quarter on the asset-quality front and asset quality is
likely to improve in Q2

India | Equity Research
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P

On a product-wise basis, PCR is broadly unchanged. Overall, change in PCR is
largely due to change in loan mix

On gold loans, company carries a PCR of littler under 8%, but this is much higher
than needed. Over the past few quarters, company has never principal or interest
loss on the same

On mortgage, company carries 20% PCR and this looks good based on empirical
data

Business loans policy is to write off once it crossed 90-120 days and, on the
residual, it has 58% PCR

For some of the higher provided loans, company did technical write-offs. Hence,
PCR seems to optically drop

Regulatory

On 8 May/24, RBI mandated disbursals only through electronic regime and
FedBank adhered to the guidelines immediately from the next day

Opex and cost to income (C/1)

Company envisages to open 50 gold loan branches and 30 small-mortgage
branches during FY25. Impact would be 100-150bps on cost to income

Expect to continue to scale up branch infra over the next two quarters to aid
sustained AUM growth. This might temper C/I in the short-term, but would be
medijum and long-term accretive

Tenure

Gold loan has an average tenure of 4-5 months. However, 70% of customers
renew their gold loans

Medium-ticket tends to have a behavioural tenure of 4-5 years

Small-ticket LAP has a tenure of 7-7.5 years

Gold loans

When a customer’s LTV crosses 88%, the customer gets a notice to top up or
company could auction its gold

Productivity of gold loan branches shot up during the quarter

Tonnage up 26% while AUM up 46%

Disbursements and AUM

59% of AUM growth during the quarter was contributed by gold loans alone
INR 39.7bn gold loan disbursements, up 39% QoQ/73% YoY

Co-lending has helped to manage its D/E at 4x

India | Equity Research
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Shareholding pattern

% Dec‘23 Mar‘24 Jun‘24
Promoters 61.7 61.6 614
Institutional investors 25.3 24.3 24.3
MFs and others 2.4 2.6 2.5
Fls/Banks 0.0 0.0 15.3
Insurance 7.5 6.6 5.6
Flls 15.4 15.1 0.9
Others 13.0 14.1 14.3
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Financial Summary

Profit & Loss Balance sheet
(INR mn, year ending March) (INR mn, year ending March)

FY23A FY24A FY25E FY26E FY23A FY24A FY25E FY26E
Interest Income 11,102 14,917 19,153 24,357 Share capital 3,219 3,694 3,694 3,694
Net gain on fair value 126 199 251 317 Reserves & surplus 10,338 18914 22,202 26,534
changes Shareholders’ funds 13,557 22,608 25,896 30,228
Interest Expenses (4,722) (6,796) (8,709) (11,022) Borrowings 71,358 82,146 103,154 136,450
Net Interest Income (NII) 6,381 8,121 10,444 13,336 Provisions & Other Liabilities 5,795 6,624 14,633 11,950
Other Income 359 458 556 701 Deferred tax liabilities (net) - - - -
Totql Income (net of 7.426 9.434 12,066 15,375 Current ngplllt|es and short- ) B ) B
interest expenses) term provisions
Employ.ee-beneflt expenses (2,476) (3,178) (3,973) (4,966) Total L.ab|||t'|es qn.d 90710 111,378 143684 178,628
Depreciation and (419) (374) (448) (538) Stakeholder's Equity
amortization Cash and balance with RBI 946 1,855 9,893 12,347
Fee and commission Fixed assets 1,463 1,458 1,604 1,765

233 229 320 448 ! ! ! '
expenses ( ) ( ) ( ) (448) Loans 79,997 98,225 123,538 154,181
Other operating expenses (1225)  (L715)  (2,058)  (2.469) Investments 6,806 7513 6,177 7,709
Total Operating Expense (4,352)  (5,495) (6,799)  (8,421) Deferred tax assets (net) 218 22 24 26
Pre Provisioning Profits Current Assets including
3,073 3,939 5,267 6,954 - - - -

(PPoP) cash and bank
Provisions and write offs (489) (659) (832) (1,111) Other Assets 1,279 2,306 2,448 2,600
Profit before tax (PBT) 2,431 3,281 4,436 5,843 Total Assets 90,710 111,378 143,684 178,628
Total tax expenses (629) (834) (1,148) (L512)  Source Company data, I-Sec research
Profit after tax (PAT) 1,802 2,447 3,288 4,331

Source Company data, I-Sec research
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Key ratios
(Year ending March)

AUM and Disbursements
(INR mn)

AUM

On-book Loans

Off-book Loans
Disbursements

Growth (%):

Total AUM (%)
Disbursements (%)

Loan book (on balance
sheet) (%)

Total Assets (%)

Net Interest Income (NII) (%)
Non-interest income (%)
Total Income (net of interest
expenses) (%)

Operating Expenses (%)
Employee Cost (%)
Non-Employee Cost (%)
Pre provisioning operating
profits (PPoP) (%)
Provisions (%)

PBT (%)

PAT (%)

EPS (%)

Yields, interest costs and
spreads (%)

NIM on loan assets (%)
NIM on IEA (%)

NIM on AUM (%)

Yield on loan assets (%)
Yield on IEA (%)

Yield on AUM (%)

Cost of borrowings (%)
Interest Spreads (%)
Operating efficiencies
Non interest income as % of
total income

Cost to income ratio
Op.costs/avg assets (%)
Op.costs/avg AUM (%)
Salaries as % of non-interest
costs (%)

Capital Structure
Average gearing ratio (x)
Leverage (x)

CAR (%)

Tier 1 CAR (%)

Tier 2 CAR (%)

RWA (estimate) - INR mn
RWA as a % of loan assets

Source Company data, I-Sec research

FY23A FY24A FY25E FY26E _ FY23A FY24A FY25E FY26E
Asset quality and
provisioning
90,696 121919 155,897 194,568 GNPA (%) 2.0 1.7 1.7 1.7
81,027 99,163 124,718 155,654 NNPA (%) 16 13 1.3 13
9,669 22,756 31,179 38914 GNPA (INR mn) 1,645 1,646 2,070 2,584
107,487 135,788 176,334 218,345 NNPA (INR mn) 1,280 1,311 1,649 2,058
Coverage ratio (%) 22.2 20.4 20.4 20.4
46.6 34.4 27.9 24.8 Credit Costs as a % of avi
439 26.3 29.9 238 AUM (bps) 9 64 62 60 63
40.6 22.4 25.8 248  CreditCostsasa%of avg 71 73 74 79
on book loans (bps)
384 22.8 29.0 243 Return ratios
345 27.3 28.6 27.7 RoAA (%) 2.3 2.4 2.6 2.7
60.6 213 23.1 256 ROAE (%) 144 135 13.6 15.4
385 27.1 27.9 27.4 ROAAL_JM (%) . 2.4 23 2.4 25
Valuation Ratios
39.1 26.3 23.7 23.9 No of shares 322 322 322 322
41.2 28.4 25.0 25.0 No of shares (fully diluted) 322 322 322 322
423 40.0 20.0 20.0 ESOP Outstanding - - - -
378 28.2 337 320 EPS (INR) _ 5.6 7.6 10.2 135
EPS fully diluted (INR) 5.6 7.6 10.2 135
(41.7) 34.7 26.3 33.6 Price to Earnings (x) 226 16.6 12.4 9.4
74.6 35.0 35.2 317 Price to Earnings (full
74.1 358 34.4 317  diluted) (x) ° g 226 166 12.4 o4
73.9 358 344 317 Book Value (fully diluted) 42 70 80 94
Adjusted book value 39 67 77 89
Price to Book 3.0 1.8 1.6 1.3
9.4 9.1 9.4 9.6 Price to Adjusted Book 3.2 1.9 1.7 1.4
8.2 7.5 7.2 7.2
8.4 76 75 76 Source Company data, I-Sec research
16.3 16.7 17.3 17.5 Key metrics
143 138 132 131 (Year ending March)
146 14.0 13.8 139
7.8 8.9 9.4 9.2 _ FY23A FY24A FY25E FY26E
8.5 7.9 7.9 83 DuPont Analysis
Average Assets (INR mn) 78,133 101,044 127,531 161,156
52.5 50.0 50.3 50.5 Average Loans (INR mn) 68,223 89,111 110,881 138,859
Average Equity (INR mn) 12,546 18,083 24,252 28,062
5§2 5§i 5?3 5;2 Interest earned (%) 14.2 14.8 15.0 15.1
5.7 5.2 4.9 48 'c\lf;r?;;z f;z)fmr value 0.2 0.2 0.2 02
56.9 57.8 58.4 59.0 Interest expended (%) 6.0 6.7 6.8 6.8
Gross Interest Spread (%) 8.2 8.0 8.2 8.3
Credit cost (%) 0.6 0.7 0.7 0.7
5.3 3.6 4.0 4.5 Net Interest Spread (%) 7.5 7.4 7.5 7.6
6.7 4.9 5.5 5.9 Operating cost (%) 5.3 5.2 5.1 4.9
17.9 17.1 15.8 15.4 Lending spread (%) 2.3 2.2 25 2.6
151 147 140 139 Non interest income (%) 1.2 1.1 1.1 1.1
2.9 2.3 18 14 Operating Spread (%) 3.4 3.3 3.5 37
81,402 99,949 128939 160,298 Tax rate (%) 25.9 25.4 25.9 25.9
101.8 101.8 104.4 104.0 ROAA (%) 23 24 26 27
Effective leverage (AA/ AE) 6.2 5.6 5.3 5.7
ROAE (%) 14.4 13.5 13.6 15.4

Source Company data, I-Sec research
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