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Strong growth momentum; Continued pressure on NIMs

Key Points

» While growth in Unsecured Loans has tapered off, we expect covered
NBFCs to deliver strong loan growth, driven by Housing/LAP segments,
Used Vehicle Finance and Diversified portfolio. We reiterate Shriram
Finance and Aavas Financiers as our top ‘buys’ in this space.

» While growth in the Used CV portfolio is expected to support margins for
CV Financiers, rating upgrades and NHB refinance will help control the cost
of borrowings for HFCs. Opex is likely to remain elevated.

> While the asset quality environment remains benign, we expect certain
pockets of stress in CV Finance, Tractor Finance and Fintech Lending.

> In our view, following will be the key monitorables from 4QFY24 results of
NBFCs — (1) Growth guidance, especially for FY25/FY26 (2) NIM
movement in subsequent quarters (3) Asset quality and Collection
Efficiency (CE) trends.

Vehicle Financiers: We expect CV Financiers to perform well on the back of
strong disbursements in Used CV/PV segments. For CIFC, new business
verticals/Housing is growing faster than the traditional VF business. Provisional
figures for MMFS suggest healthy disbursement growth (9% YoY) while AUM
growth remains strong (+24% YoY). We expect some slowdown in CV sales
before LS elections and stress in Tractor Finance/Fintech Lending portfolio to
hamper growth. Despite a high share of fixed-rate loans and high borrowing
costs, we expect NIMs to remain intact, supported by higher yields in the Used
CV portfolio (Shriram Finance, CIFC & MMFS). We expect opex costs to remain
elevated as companies invest in technology, digital transformation & branch
expansion. Credit costs are expected to remain under control for all the players
with a strong show by MMFS (GS3 ratio down to 3.3% as of March’24 vs. 4%
in Dec’23).

Home Financiers: Despite high competitive intensity, we expect HFCs to post
strong loan growth in 4QFY24, driven by pent-up demand (Aavas & Can Fin
Homes), new branch openings (LICHF & Repco Home Finance) and the
seasonality factor. We expect margins to remain steady, supported by a
growing LAP portfolio and recent rate hikes (25bps taken by Aavas in
March’24). Moreover, we expect recent rating upgrades (Can Fin & PNB
Housing) and NHB refinancing (Aavas, Can Fin & Repco) to help control the
cost of funds. Opex is likely to remain elevated as HFCs invest in their franchise
and asset quality trends are likely to remain stable.

Please refer to the disclaimer towards the end of the
document.
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Diversified players: While new loans booked during the quarter were lower due to RBI
restrictions, Bajaj Finance has been able to deliver robust AUM growth of 34% YoY in 4QFY24.
Despite hiking rates by 20-30bps across portfolios, we expect NIMs to compress by ~20bps in
4QFY?24 as cost of borrowings is expected to increase further in the quarter. We expect credit
costs to remain elevated (1.79% for O9MFY24, excluding management overlay). The provisional
numbers for Poonawalla Fincorp show a strong trend (AUM growth of 54% YoY/13% Qo0Q). The
company expects to maintain NIM at ~10% on a steady-state basis by controlling borrowing costs
(high-cost legacy borrowings of Rs4bn are due to mature over the near term). While asset quality
trends are best-in-class for both players, we remain watchful of the growth trajectory/asset quality
metrics in the unsecured portfolio.
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Exhibit 1: 4QFY24 Earnings Estimates

Home Financiers (Rs mn) Q4FY23 Q3FY24 Q4FY24E YoY (%) QoQ (%)

Aavas Financiers

NII 2,517 2,208 2,726 8.3 235
PPOP 1,649 1,577 1,554 -5.8 -1.5
PAT 1,267 1,166 1,142 -9.9 -2.1
NIM (%) 7.8 5.8 6.8 -98 bps 98 bps
Cost-to-income ratio (%) 42.2 46.1 48.9 676 bps 282 bps
Credit cost (%) 0.93 1.00 0.95 2 bps -5 bps
Loans and Advances 114,763 129,932 139,420 215 7.3
Borrowings 98,873 114,721 121,260 22.6 5.7
CanFin Homes

NII 2,613 3,288 3,251 24.4 -1.1
PPOP 2,218 2,865 2,753 24.1 -3.9
PAT 1,658 2,001 1,825 10.1 -8.8
NIM (%) 3.2 3.7 3.6 32 bps -13 bps
Cost-to-income ratio (%) 18.9 14.7 17.6 -125 bps 293 bps
Credit cost (%) 0.31 0.37 0.36 5 bps 0 bps
Loans and Advances 311,933 340,530 349,373 12.0 2.6
Borrowings 290,681 311,960 340,096 17.0 9.0
LIC Housing Finance

NIl 19,903 20,972 19,832 -0.4 -5.4
PPOP 17,515 18,845 17,585 0.4 -6.7
PAT 11,803 11,629 10,837 -8.2 -6.8
NIM (%) 2.9 2.9 2.7 -20 bps -24 bps
Cost-to-income ratio (%) 13.6 12.2 13.5 -11 bps 132 bps
Credit cost (%) 0.46 0.62 0.50 4 bps -12 bps
Loans and Advances 2,678,348 2,812,060 2,952,663 10.2 5.0
Borrowings 2,447,742 2,450,670 2,684,239 9.7 9.5
PNB Housing Finance

NII 5,723 5,859 5,803 1.4 -1.0
PPOP 4,909 5,044 5,265 7.2 4.4
PAT 2,829 3,465 3,461 22.3 -0.1
NIM (%) 3.5 3.6 3.4 -12 bps -17 bps
Cost-to-income ratio (%) 20.7 24.1 215 78 bps -257 bps
Credit cost (%) 1.00 0.38 0.41 -59 bps 2 bps
Loans and Advances 579,085 623,370 657,655 13.6 55
Borrowings 536,211 531,060 578,737 7.9 9.0
Repco Home Finance

NII 1,474 1,635 1,667 13.1 2.0
PPOP 1,203 1,370 1,356 12.7 -1.0
PAT 821 994 991 20.7 -0.3
NIM (%) 4.9 5.2 5.1 19 bps -9 bps
Cost-to-income ratio (%) 23.9 23.0 23.8 -14 bps 77 bps
Credit cost (%) 0.26 0.09 0.11 -16 bps 1 bps
Loans and Advances 119,622 129,218 133,741 11.8 35
Borrowings 99,241 103,582 111,450 12.3 7.6

Source: Respective NBFCs, Nirmal Bang Institutional Equities Research
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Auto Financiers (Rs mn) Q4FY23 Q3FY24 Q4FY24E YoY (%) QoQ (%)

Cholamandalam

NII 17,649 21,709 24,311 37.7 12.0
PPOP 12,731 15,157 16,766 31.7 10.6
PAT 8,528 8,762 9,763 14.5 11.4
NIM (%) 7.1 6.8 6.9 -24 bps 9 bps
Cost-to-income ratio (%) 38.2 41.2 40.0 180 bps -124 bps
Credit cost (%) 0.5 11 1.0 54 bps -10 bps
Loans and Advances 1,047,483 1,325,320 1,499,400 43.1 131
Borrowings 973,561 1,231,030 1,388,333 42.6 12.8
Shriram Finance

NIl 41,810 49,110 50,305 20.3 2.4
PPOP 30,810 36,893 40,491 314 9.8
PAT 13,083 18,183 24,536 87.5 34.9
NIM (%) 9.9 10.2 10.0 4 bps -23 bps
Cost-to-income ratio (%) 31.9 29.3 25.6 -633 bps -372 bps
Credit cost (%) 2.8 2.1 1.9 -91 bps -20 bps
Loans and Advances 1,719,846 1,978,956 2,058,114 19.7 4.0
Borrowings 1,579,063 1,774,702 1,845,690 16.9 4.0
Mahindra & Mahindra Financial Services

NIl 16,004 16,983 17,288 8.0 1.8
PPOP 9,441 10,625 10,648 12.8 0.2
PAT 6,841 5,528 7,627 11.5 38.0
NIM (%) 8.4 7.4 7.2 -115 bps -19 bps
Cost-to-income ratio (%) 45.2 41.5 42.5 -272 bps 100 bps
Credit cost (%) 0.0 14 0.2 20 bps -123 bps
Loans and Advances 794,547 933,920 980,616 23.4 5.0
Borrowings 749,459 864,350 907,568 21.1 5.0
Sundaram Finance

NII 4,308 5,010 5,027 16.7 0.3
PPOP 4,217 4,112 4,341 2.9 5.6
PAT 3,164 3,001 3,057 -3.4 1.9
NIM (%) 5.1 4.9 4.7 -32 bps -13 bps
Cost-to-income ratio (%) 314 375 34.5 307 bps -300 bps
Credit cost (%) 0.2 0.2 0.3 10 bps 9 bps
Loans and Advances 345,520 421,720 427,243 23.7 1.3
Borrowings 327,549 403,400 393,639 20.2 -2.4

Source: Respective NBFCs, Nirmal Bang Institutional Equities Research
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Diversified Financials (Rs mn) Q4FY23 Q3FY24 Q4FY24E YoY (%) QoQ (%)

Bajaj Finance

NII 74,176 89,662 95,808 29.2 6.9
PPOP 51,206 61,439 67,153 31.1 9.3
PAT 31,578 36,390 36,617 16.0 0.6
NIM (%) 10.5 10.2 10.0 -44 bps -16 bps
Cost-to-income ratio (%) 35.8 35.2 34.9 -86 bps -30 bps
Credit cost (%) 1.4 1.7 23 86 bps 64 bps
Loans and Advances 2,473,790 3,109,680 3,266,119 32.0 5.0
Borrowings 2,166,905 2,001,700 2,001,360 -7.6 0.0
Poonawalla Fincorp

NII 3,798 4,907 5,455 43.7 11.2
PPOP 2,016 3,502 3,887 92.8 11.0
PAT 1,807 2,651 2,562 41.8 -3.4
NIM (%) 10.0 10.1 9.9 -3 bps -16 bps
Cost-to-income ratio (%) 49.3 36.3 35.2 -1,418 bps -117 bps
Credit cost (%) -1.0 -0.1 0.9 184 bps 99 bps
Loans and Advances 152,295 194,150 219,399 44.1 13.0
Borrowings 111,196 124,720 146,266 315 17.3

Source: Respective NBFCs, Nirmal Bang Institutional Equities Research
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Exhibit 2: 4QFY?24 Provisional Update

Institutional Equities

Aavas Financiers (Rs bn) 40QFY24 4QFY23 YoY (%) 3QFY24 QoQ (%)
Disbursements 18.9 15.8 19.5% 13.624 38.7%
AUM 173.0 141.7 22.1% 160.8 7.6%
Gross Stage 3 (%) 0.95 0.92 3bps 1.09 -14bps
1+ DPD (%) 3.15 3.30 -15bps 3.75 -60bps
Branches (#) 367 346 - 351 -
Bajaj Finance (Rs bn) 4QFY24 4QFY23 YoY (%) 3QFY24 QoQ (%) ‘
Customer Franshise (mn) 83.6 69.1 21.0 80.4 4.0
New Loans (mn) 7.9 7.6 4.1 9.9 -20.2
AUM 3,304.0 2,473.8 33.6 3,109.7 6.2
Deposits Book 601.0 446.7 34.6 580.1 3.6
Poonawalla Fincorp (Rs bn) 4QFY24 4QFY23 YoY (%) 3QFY24 QoQ (%) ‘
Disbursements 96.8 63.7 51.9 87.3 10.9
AUM 248.0 161.4 53.6 219.5 13.0
Liquidity 36.0 - - - -
Mahindra Finance (Rs bn) 4QFY24 4QFY23 YoY (%) 3QFY24 QoQ (%)
Disbursements 153.0 137.8 11% 154.4 -1%
Business Assets 1,024.0 827.7 24% 970.5 6%
Stage-3 (%) 3.3 45 -119 bps 4.0 -67 bps
Stage-2 (%) 5.1 6.0 -90 bps 6.0 -90 bps
Cholamandalam Finance (Rs bn) 4QFY24 4QFY23 YoY (%) 3QFY24 QoQ (%) ‘
Vehicle Finance 129.0 121.9 5.8 1235 4.4
LAP 42.0 27.6 52.1 34.1 23.2
Home Loan 17.0 141 21.0 15.9 7.1
MSME 21.3 211 1.0 - -
CSEL 33.0 23.6 40.0 - -
SBPL 3.7 2.0 87.0 - -
Overall Disbursements 246.0 210.2 17.0 223.8 9.9
AUM 1,530.0 1,065.0 43.7 1,337.9 14.4
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Valuation Summary

Company CMP | TP Current M-cap Upside / P/ABV (x) ROE (%) ROA (%)

(Rs) | (Rs) Rating | (US$mn)| Downside | FY23 FY24E FY25E| FY23 FY24E FY25E| FY23 FY24E FY25E
Auto Financiers
Chola Investment and Finance 1,203 | 1,350 Acc 12,208 12% 7.5 55 4.4 20.5 19.8 23.3 2.7 2.4 2.9
Mahindra & Mahindra Financial 299 309 Acc 4,445 3% 2.3 2.2 2.0 12.5 11.0 15.9 2.4 1.8 2.4
Shriram Finance 2,569 | 2,682 Buy 11,511 4% 2.6 22 19| 153 16.7 19.0 31 35 3.9
Sundaram Finance 4585 | 3,552 Acc 5,974 -23% 7.0 6.3 5.6 14.9 15.0 14.6 2.9 2.7 2.4
Home Financiers
Aavas Financiers 1,626 | 1,772| Buy 1,506 9% 4.0 35 30| 143 12.7 14.8 3.6 3.0 3.2
Can Fin Homes 799 |  794|  Acc 1,296 -1% 3.0 2.6 22| 185 18.3 17.0 2.0 21 2.0
LIC Housing Finance 647 | 619 Acc 4,303 -4% 1.7 15 13| 112 16.4 14.8 1.1 1.6 15
PNB Housing Finance 764 | 904 | Acc 2,385 18% 1.4 1.4 12| 102 11.1 12.0 1.6 2.0 2.3
Repco Home Finance 449 472| Acc 330 5% 1.2 1.0 09| 125 14.4 12.9 2.4 2.9 2.6
Diversified Financiers
Bajaj Finance 7,179 | 9,004 | Buy 53,479 27% 8.1 5.8 47| 235 21.7 23.2 4.6 45 5.0
Poonawalla Fincorp 489 480| Acc 4,570 2% 6.0 4.8 4.3 9.6 14.1 15.4 3.8 4.9 5.0

Source: Company, Nirmal Bang Institutional Equities Research
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation.
NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no.
INHO00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash
and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times,
have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company.
NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research
report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or
more in the subject company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of
the company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation
or other benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not
served as an officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making
activity of the subject company.

Analyst Certification: I, Shreya Khandelwal, CFA, research analyst, and the author of this report, hereby certify that the views
expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors
or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the
inclusion of specific recommendations or views in this research. The analyst is principally responsible for the preparation of this
research report and has taken reasonable care to achieve and maintain independence and objectivity in making any
recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY > 15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is
not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or
refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and
particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed
to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by
virtue of their receiving this report. 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 NBEPL & its group
companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of
its affiliates or employees shall 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. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fithess for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications
and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its
clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the
advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The
price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks
inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value
of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept
any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this
research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or
indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in
this report.

Copyright of this document vests exclusively with NBEPL.

**Registration granted by SEBI and certification from NISM in no way guarantee the performance of the intermediary or provide any assurance of returns to
investors.".

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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