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BUY CMP Rs516

Return of growth

Target Rs650

Loan growth can positively surprise with supportive pricing and demand

Loan originations have picked-up substantially, catalyzed by the competitive pricing
strategy adopted from November (HL rates from 6.95%, at par with Banks & Large
HFCs v/s 100-150 bps higher earlier) which has expanded addressable opportunity
significantly across markets (from Metros to Tier-4 locations). The resolution of
registration issue (completion of overhaul by the State Govt.) in Telangana (15-20% of
disbursements pre-Covid) and sustained demand recovery in most other markets is
aiding disbursement momentum. December disbursements were 10-15% higher yoy
(preceding months significantly lower yoy), and we understand that loan originations
have strengthened further in January and February.

Besides invigorating new loan activity, the pricing strategy has substantially curbed BT
Out (a major growth impediment in past couple of years) and increased BT IN (use to
be negligible before). Thus, the net BT activity (incl. BT Outs for Top-ups) has become
a neutral factor for growth. Post the pricing changes, Can Fin’s disbursement ticket size
is witnessing some increase (due to broad-basing of growth opportunities) which adds
the dynamic of value-led growth. Though there is significant headroom for business in
many existing branches, the co. plans to augment distribution network (2 branches in
Q4 FY21 and 10-15 every year thereafter) to deliver consistent growth in longer run.

Portfolio accretion could positively surprise in Q4 FY21 itself, with disbursements being
significantly higher yoy and BT impact being negligible. In our view, Can Fin would
revert to 16-18% loan growth earlier than management’s expectations of 6-8 quarters.

NIM/Spread will revert to trend levels in few quarters

As new loans are largely priced at 7-7.5% and even as existing accounts are re-priced
much lower on anniversary dates (annual basis) or on BT requests, the overall portfolio
yield (at 9.7-9.8% in Q3 FY21) is expected to come down sharply in ensuing quarters.
The impact of this on NIM/Spread will be partially cushioned by expected further
decline in funding cost; incremental funding cost at 5.5-6% versus cost of current
borrowings at 6.9%. The company first ensured sufficient availability of funds at lower
cost (Rs40bn liquidity lines) to suffice the anticipated growth resurgence. It has also
started exploring the bond markets (capital market contribution has fallen to 20% from
50%+ in past 3 years) for tapping fixed-rate funds at a reasonable price.
Notwithstanding these initiatives on funding side, robust balance sheet and history of
competitive borrowing rates, the existing high NIM/Spread (4.0%/2.9%) will normalize
to trend levels (3.4%/2.3%) over next few quarters. Thereafter, the co. would review
its pricing strategy basis competition (intensity expected to recede) and cost/tenor of
funds. In the longer run, Can Fin wants to protect and maintain NIM/Spread around the
trend levels (annual reset for loans could pose an intermittent challenge).

Portfolio resilience, quality of growth and provision buffer to aid RoA/RoE

Collections are back to normal (93% on billing) and the co. holds significant additional
provisions (40 bps of loans) in comparison to SC stand-still (<30 bps) and invoked
restructuring (40-45 bps). Incremental NPL flow from the overdue pool is likely to be
small in coming quarters and the co. remains confident of reverting to trend NPL levels
(0.6-0.7%) in 4-5 quarters. We believe that a strong provisioning buffer and high-quality
portfolio accretion (outcome of pricing strategy) would cushion credit cost in coming
years. Estimate sustainable RoA/RoE of around 2%/18%.

Valuation at 2x FY23 P/ABV is amenable to re-rating with improving growth
prospects (estimated 16-17% ABV CAGR over FY21-23). Increasing probability of
capital raise in FY22 could stoke a virtuous re-rating cycle (significant stock
underperformance in past 4-5 months).
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Exhibit 1: Loan book growth to revert

Exhibit 2: Disbursements to revert to normalcy
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Exhibit 3: Portfolio mix favoring salaried & professionals Exhibit 4: Yields and costs moving in tandem
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Exhibit 5: NIMs to trend in a narrow range Exhibit 6: Bank borrowings - major funding source
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Exhibit 7: Average funding cost trends

Exhibit 8: Productivity matrix remains stable
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Exhibit 13: Loans concentration - 20 largest Borrowers  Exhibit 14: Capital positioning remains healthy
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Exhibit 15: 1 year rolling P/ABV band Exhibit 16: 1 year rolling P/ABV vis-a-vis the mean
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FINANCIALS

Exhibit 17: Balance sheet

Y/e 31 Mar (Rs mn) FY19 FY20 FY21E FY22E FY23E
Equity Capital 266 266 266 266 266
Other Equity 17,556 21,234 25,746 30,221 35,316
Shareholder's funds 17,822 21,501 26,013 30,487 35,583
Financial Liabilities 169,059 188,114 197,518 227,139 264,840
Trade payables 35 42 42 42 42
Debt Securities 56,347 38,096 40,000 46,000 53,820
Borrowings (Other than Debt Securities) 108,814 145,309 152,574 175,461 204,412
Deposits 2,611 3,051 3,203 3,684 4,292
Other Financial Liabilities 1,252 1,616 1,697 1,952 2,274
Non-Financial Liabilities 414 821 1,035 1,139 1,253
Provisions 266 662 861 947 1,042
Other non-financial liabilities 148 159 174 192 211
Total Liabilities + Equity 187,295 210,436 224,566 258,765 301,675
Financial Assets 186,735 209,457 223,515 257,635 300,458
Cash and Cash Equivalents 4,015 3,723 4,353 4,497 5,217
Bank balances 187 201 221 243 268
Receivables 1 3 3 3 3
Loans 182,342 205,257 218,638 252,562 294,578
Investments 163 243 267 294 353
Other Financial Assets 27 30 33 37 40
Non- Financial Assets 560 979 1,051 1,130 1,217
Current tax assets (Net) 206 240 276 318 366
Deferred tax assets (Net) 240 339 356 374 392
Property, Plant and Equipment 99 379 398 418 439
Other Non-Financial Assets 15 20 20 20 20
Total Assets 187,295 210,436 224,566 258,765 301,675

Source: Company, YES Sec - Research

Exhibit 18: Income statement

Y/e 31 Mar (Rs mn) FY19 FY20 FY21E FY22E FY23E
Income from Operations 17,270 20,304 20,576 21,253 24,692
Interest expense (11,693) (13,442) (12,211) (13,132) (15,458)
Net interest income 5,577 6,862 8,364 8,121 9,234
Non-interest income 44 0 3 3 3
Total operating income 5,621 6,862 8,367 8,124 9,237
Total operating expenses (915) (1,076) (1,152) (1,324) (1,490)
PPoP 4,706 5,786 7,216 6,800 7,747
Provisions (11) (603) (663) (297) (414)
Profit before tax 4,695 5,183 6,553 6,503 7,333
Taxes (1,728) (1,422) (1,651) (1,639) (1,848)
Net profit 2,967 3,761 4,902 4,864 5,485

Source: Company, YES Sec - Research
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Exhibit 19: Ratio analysis

Y/e 31 Mar FY19 FY20 FY21E FY22E FY23E
Growth matrix (%)
Net interest income 3.9 23.0 21.9 (2.9) 13.7
Total operating income 3.9 22.1 21.9 (2.9) 13.7
PPoP 3.8 23.0 24.7 (5.8) 13.9
Net profit 3.7 26.8 30.3 (0.8) 12.8
Loans 16.6 12.6 6.5 15.5 16.6
Borrowings 23.7 33.5 5.0 15.0 16.5
Total assets 19.1 124 6.7 15.2 16.6
Profitability Ratios (%)
NIM 3.3 3.5 3.9 34 3.3
Return on Average Equity 18.2 19.1 20.6 17.2 16.6
Return on Average Assets 1.7 1.9 2.3 2.0 2.0
Per share ratios (Rs)
EPS 22.3 28.2 36.8 36.5 41.2
Adj. BVPS 127.9 153.1 185.4 220.5 258.8
Other key ratios (%)
Loans/Borrowings 108.7 110.1 111.7 112.2 112.2
Cost/Income 16.3 15.7 13.8 16.3 16.1
CAR 16.4 22.3 24.7 25.1 25.1
Tier-1 capital 14.6 20.5 23.2 23.6 23.6
Gross NPLs/Loans 0.6 0.8 1.0 0.7 0.6
Credit Cost 0.0 0.3 0.3 0.1 0.2
Tax rate 36.8 27.4 25.2 25.2 25.2
Source: Company, YES Sec - Research
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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 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.

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.
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3 material conflict of interest at the time of publication of No
the Research Report
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YSL has received any compensation from the subject

company in the past twelve months No
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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: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-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 SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. 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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