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2 Interestingly, the gap between NPAs, as per
RBI norms, and gross stage-3 assets has
witnessed a rise, for the first time after 12
quarters of ~14bp in Q2 to ~109bp in Q3.
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Cholamandalam Investment
and Finance Company

The dawn is still far away

m CIFC reported a better-than-estimate 3Q PAT of Rs10.9bn (InCred est:
Rs9.9bn) amid improved operating performance & qoq flat credit costs.

= Lopsided disbursement demand along with a qoq rise in delinquencies across
segments & the rising gap between RBI’'s NPA & GS-3 norms raise concerns.

m Slowing vehicle demand, & a rise in delinquencies amid seasoning of
unsecured book to have an impact. Retain HOLD rating with a TP of Rs1,300.

Lopsided growth in disbursements - a dramatic change is unlikely
Cholamandalam Investment and Finance Company or CIFC continues to witness
sporadicity in disbursements since the past few quarters; however, the trend in 3QFY25
was a lopsided one. Overall disbursements grew by ~6.1% qoq; however, the entire growth
was led by vehicle finance while all other businesses posted a muted performance. Within
vehicle finance, 2W, tractor, heavy commercial vehicle & construction equipment segments
outshined compared to used vehicle and LCVs, which is unusual when compared to the
recent past. The consolidation in new businesses (unsecured SME/MSME and retail) was
on expected lines amid adverse macros; however, the muted mortgage book is another
surprise. We are building in a disbursement growth of ~16% CAGR & AUM to reach ~24%
CAGR over FY25F-27F. The margin witnessed a sequential surge of ~20bp to ~7.7% &
we expect the improvement to continue in the coming quarters with a rising share of better-
yield assets as well as a gradual decline in the cost of funds.

Asset quality trend reflects uncertainty — prefer to remain watchful
CIFC witnessed ~8bp sequential rise in gross stage-3 assets to ~2.91%, with the rise
visible across segments. Despite the rise, CIFC continues to reduce the coverage by
~40bp sequentially to ~44.1%, resulting in sequentially flat credit costs at ~157bp. The only
silver lining is stage-2 assets remaining flat sequentially, indicating an initial ease in
incremental flow. Interestingly, the gap between NPAs, as per the Reserve Bank of India
norms, and gross stage-3 assets has witnessed a rise, for the first time after 12 quarters
of ~14bp goq to ~109bp. This indicates that there are a rising number of customers who
are unable to pay their dues, despite not being a part of gross stage-3 assets. Finally,
though management remains firm over improving the trend from 4QFY25F, we prefer to
remain watchful.

Outlook & valuation

We appreciate the dynamic management practices of CIFC; however, elevated
contribution from the auto financing segment (>50%), along with a gradual seasoning of
new businesses, will drive cyclicity in earnings. We have recently downgraded CIFC’s
rating to HOLD. We maintain our target price of Rs1,300 or ~3.9x FY26F BV. Upside risk:
Better-than-expected AUM growth. Downside risk: Higher-than-expected credit costs.

Financial Summary Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Net Interest Income (Rsm) 70,083 96,146 132,563 164,694 202,741
Total Non-Interest Income (Rsm) 2,209 3,711 2,968 3,414 3,755
Operating Revenue (Rsm) 72,292 99,857 135,532 168,108 206,496
Total Provision Charges (Rsm) (8,497) (13,218) (25,225) (30,257) (35,846)
Net Profit (Rsm) 26,662 34,228 41,669 52,304 65,859
Core EPS (Rs) 32.46 40.73 49.59 61.20 77.07
Core EPS Growth 24% 25% 22% 23% 26%
FD Core P/E (x) 39.61 31.57 25.93 21.01 16.69
DPS (Rs) 2.00 2.00 4.00 9.00 16.00
Dividend Yield 0.16% 0.16% 0.31% 0.70% 1.24%
BVPS (Rs) 174.0 232.7 278.3 326.1 387.4
P/BV (x) 7.39 5.53 4.62 3.94 3.32
ROE 20.5% 20.2% 19.4% 20.4% 21.6%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Quarterly earnings summary

Rs m 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25 3QFY25 YoY (%) QoQ (%)
Net Interest Income 20,232 22,298 25,207 28,409 29,891 31,715 34,374 36.4% 8.4%
Other Income 1,033 1,369 590 718 443 662 1,031

Total Income 21,265 23,667 25,797 29,127 30,333 32,376 35,406 37.2% 9.4%
Operating Expenses 7,867 9,461 10,640 12,850 11,834 13,155 14,130 32.8% 7.4%
Operating Profit 13,399 14,206 15,157 16,278 18,499 19,221 21,276 40.4% 10.7%
Provisions 3,723 3,998 3,588 1,908 5,814 6,235 6,640 85.1% 6.5%
CoR (%) 27.8% 28.1% 23.7% 11.7% 31.4% 32.4% 31.2%

PBT 9,675 10,208 11,569 14,369 12,685 12,986 14,636 26.5% 12.7%
Tax 2,415 2,583 2,807 3,788 3,263 3,355 3,771 34.3% 12.4%
Tax rate (%) 25.0% 25.3% 24.3% 26.4% 25.7% 25.8% 25.8%

PAT 7,260 7,625 8,762 10,581 9,422 9,631 10,865 24.0% 12.8%
Disbursements 2,00,160 2,15,420 2,23,830 2,47,850 2,43,320 2,43,130 2,58,060 15.3% 6.1%
Total AUM 11,47,960 12,42,450 13,37,940 14,55,720 15,54,410 16,46,430 17,45,670 30.5% 6.0%
Figure 2: Our revised earnings estimates

FY25F FY26F FY27F

Y/E Mar (Rs m) Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net interest income 1,30,610 1,32,563 1.5% 1,62,423 1,64,694 1.4% 1,96,939 2,02,741 2.9%
Other Income 2,597 2,968 14.3% 2,857 3,414 19.5% 3,286 3,755 14.3%
PPOP 80,187 81,307 1.4% 99,295 1,00,463 1.2% 1,20,167 1,24,247 3.4%
PAT 40,455 41,669 3.0% 52,681 52,304 -0.7% 64,577 65,859 2.0%
EPS (Rs) 48.1 49.6 3.0% 62.7 62.2 -0.7% 76.9 78.4 2.0%
BV (Rs) 276.9 278.3 0.5% 330.6 331.6 0.3% 392.5 394.0 0.4%
ABV (Rs) 255.8 252.1 -1.4% 308.5 306.6 -0.6% 369.8 369.3 -0.1%

Earnings call highlights

The CSEL segment has higher NPAs, mainly in the partnership business. CIFC
is cutting ties with its partners, and there are only three partners now from 10
earlier. In partnership, banks also get loss given default guarantee income and
so the credit costs get normalized.

CSEL credit costs to be below 5% from 5.7% currently.

The SME segment can see a reversal in credit costs next year as the recovery
process takes a year.

The vehicle finance portfolio to improve from 4QFY25F, as slowly the capacity
utilization in vehicles is improving. Light commercial vehicle or LCV loans are
not performing from last year, with delinquency picking up in 2QFY24 but they
got better during the quarter. The used vehicles and tractor loan business is
also showing improvement, with stage-2 assets coming down and a minor
improvement in stage-3 assets.

During 1Q & 2Q, truck capacity utilization fell to 50%, which improved to 70%
in 3QFY25. In normal cases, the utilization rate sets the floor at 70% and
comes back to 90% in the festive season.

The HCV segment is witnessing a slowdown in sales as capacity utilization is
falling. HCVs are more correlated to construction activity whereas LCVs are
more correlated to the rural economy and consumption.

Credit costs remained stable at 155-165bp as higher credit costs from the
vehicle loan book are absorbed by the new business vertical and the reversal
of loan against property or LAP losses due to enforcement of security.

Stage-3 assets stood at 2.91% whereas NPAs were at 4%, reclassified from
stage-3 to stage-2, as they are off 90dpd whereas NPAs reclassified stand at
0 dpd.

Gave disbursement growth guidance for LAP at 25%, with AUM growth to be
at 30-40%. Home loans have 15% disbursement growth, accounting for around
25-30% of AUM growth.

There is still scope for adding 300 branches pan-India in the next two-to-three
years.

The shortfall in yields will be covered by a better opex ratio.
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD
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Rolling P/BV (x) (Ihs) ROE (rhs) 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
Profit & Loss
(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Net Interest Income 70,083 96,146 132,563 164,694 202,741
Total Non-Interest Income 2,209 3,711 2,968 3,414 3,755
Operating Revenue 72,292 99,857 135,532 168,108 206,496
Total Non-Interest Expenses (26,610) (38,860) (51,876) (64,825) (78,866)
Pre-provision Operating Profit 44,494 59,039 81,307 100,463 124,247
Total Provision Charges (8,497) (13,218) (25,225) (30,257) (35,846)
Operating Profit After Provisions 35,997 45,821 56,082 70,206 88,401
Pretax Income/(Loss) from Assoc.
Operating EBIT (incl Associates) 35,997 45,821 56,082 70,206 88,401
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 35,997 45,821 56,082 70,206 88,401
Exceptional Items
Pre-tax Profit 35,997 45,821 56,082 70,206 88,401
Taxation (9,335) (11,593) (14,413) (17,903) (22,542)
Consolidation Adjustments & Others
Exceptional Income - post-tax
Profit After Tax 26,662 34,228 41,669 52,304 65,859
Minority Interests
Pref. & Special Div
FX And Other Adj.
Net Profit 26,662 34,228 41,669 52,304 65,859
Recurring Net Profit
Balance Sheet Employment
(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Gross Loans/Cust Deposits
Avg Loans/Avg Deposits
Avg Liquid Assets/Avg Assets 95.0% 95.0% 94.7% 94.6% 94.7%
Avg Liquid Assets/Avg IEAs 104.0% 102.9% 104.2% 104.7% 103.7%

Net Cust Loans/Assets

Net Cust Loans/Broad Deposits
Equity & Provns/Gross Cust Loans
Asset Risk Weighting

Provision Charge/Avg Cust Loans
Provision Charge/Avg Assets
Total Write Offs/Average Assets
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Gross Loans 1,047,480 1,444,243 1,810,542 2,223,679 2,720,585
Liquid Assets & Invst. (Current)
Other Int. Earning Assets
Total Gross Int. Earning Assets 1,047,480 1,444,243 1,810,542 2,223,679 2,720,585
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 1,047,480 1,444,243 1,810,542 2,223,679 2,720,585
Intangible Assets
Other Non-Interest Earning Assets 11,973 14,180 16,732 19,744 23,297
Total Non-Interest Earning Assets 21,783 36,061 40,914 46,572 53,169
Cash And Marketable Securities 29,610 43,202 93,391 94,628 90,105
Long-term Investments 36,280 41,002 70,080 85,474 103,791
Total Assets 1,135,153 1,564,508 2,014,927 2,450,354 2,967,651
Customer Interest-Bearing Liabilities
Bank Deposits 974,903 1,344,736 1,752,006 2,136,854 2,594,765
Interest Bearing Liabilities: Others
Total Interest-Bearing Liabilities 974,903 1,344,736 1,752,006 2,136,854 2,594,765
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 17,291 24,207 29,048 34,858 41,829
Total Liabilities 992,195 1,368,943 1,781,054 2,171,711 2,636,594
Shareholders Equity 142,959 195,565 233,873 278,643 331,056
Minority Interests
Total Equity 142,959 195,565 233,873 278,643 331,056
Key Ratios

Mar-23A Mar-24A Mar-25F Mar-26F Mar-27F
Total Income Growth 21.9% 37.2% 37.9% 24.2% 23.1%
Operating Profit Growth 18.1% 33.5% 37.1% 23.5% 23.6%
Pretax Profit Growth 25% 27% 22% 25% 26%
Net Interest To Total Income 96.9% 96.3% 97.8% 98.0% 98.2%
Cost Of Funds 6.89% 7.96% 8.15% 7.35% 7.00%
Return On Interest Earning Assets 14.3% 15.1% 15.9% 15.3% 14.9%
Net Interest Spread 7.37% 7.17% 7.75% 7.90% 7.90%
Net Interest Margin (Avg Deposits)
Net Interest Margin (Avg RWA)
Provisions to Pre Prov. Operating Profit 19% 22% 31% 30% 29%
Interest Return On Average Assets 7.16% 7.12% 7.41% 7.38% 7.48%
Effective Tax Rate 25.9% 25.3% 25.7% 25.5% 25.5%
Net Dividend Payout Ratio 6.2% 4.9% 8.1% 14.5% 20.4%
Return On Average Assets 2.72% 2.54% 2.33% 2.34% 2.43%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
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intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.
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Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report

Research Analyst or his/her relative(s) or InCred Research Services Private Limited or our associate may have any financial interest in the subject
company.

Research Analyst or his/her relatives or InCred Research Services Limited or our associates may have actual or beneficial ownership of 1% or more
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In the past 12 months, IRSPL or any of its associates may have:

a) Received any compensation/other benefits from the subject company,

b) Managed or co-managed public offering of securities for the subject company,

c) Received compensation for investment banking or merchant banking or brokerage services from the subject company,

d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject

company

We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the
research report.

Research Analyst may have served as director, officer, or employee in the subject company.

We or our research analyst may engage in market-making activity of the subject company.
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Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




