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BUY CMP Rs679 Target Rs810

Soft Q2, but on way towards achieving trend profitability - Retain BUY,
Upgrade 12m PT to Rs810

Overall CREDAG's performance in Q2 FY21 can be termed as soft. While profit was
largely in-line with our expectation, the PPOP was 15% lower due to contraction in
NIM (10% NII miss) and more than anticipated decline in consol. AUM (5% goq). The
liquidity buffer was raised from 10% to 15% of BS on sequential basis as significant
liquidity was tapped from various available sources to support growth normalization in
H2 FY21. Having built significant Covid provision in preceding two quarters, the
management chose to do a relatively smaller addition in Q2 FY21 considering
improving trends in collection efficiency and borrower activation. The standard asset
provisioning buffer in stand-alone company stands at 3.5% and in MMFL at 2.8%.

With expectation of collection efficiency largely normalizing by the end of December,
the Management expects Covid related credit cost to 3.75-4%. Having resumed new
customer acquisition from October, the AUM growth for the year is targeted at 10-
12%. FY22 is likely to play out as a normal year from growth perspective and credit
cost too is estimated to largely regularize (some spillover of Covid related write-offs).
Recent equity capital raising of Rs8bn, unwinding of liquidity buffer and utilization of
latent growth capacity would enhance PPOP margin/growth in FY22. We see CREDAG
delivering 4.2-4.5% RoA in the next year. Valuation at 2.3x FY22 P/ABYV is palatable for
a quality MFI franchise on its way towards achieving trend profitability. Retain BUY and
upgrade 12m PT to Rs810, as we factor capital raise and restrained credit cost.

Management Commentary
Collection & Customer Activation

v Collection efficiency for CAGL stood at 88% in September and 89% in October
and for MMFL was 83% in September and 85% in October.

v" Collections temporarily slowed in second half of October due to q) cyclonic floods
in certain parts of Maharashtra and Karnataka, b) intermittent lockdown imposed
in Chhattisgarh, and 3) brief period of festivities.

v" % of non-paying customers in CAGL and MMFL during September was ~8% and
~7% respectively; of which, ~24% and ~33% have paid in October.

v 80%+ of CAGL's customers made full payment in October and ~85% of customer
groups in MMFL made payment in full or between 50-100% in October.

v' Majority of the non-paying customer pool located in Southern Maharashtra (was
hit by floods last year also).

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY19 ‘ FY20 FY21E FY22E
Operating income 8,666 11,255 15,909 19,186
PPOP 5,726 6,989 9,937 12,018
Net profit 3,218 3,336 3,697 7,170
yoy growth (%) 51.4 3.7 10.8 94.0
EPS (Rs) 224 23.2 234 454
Adj.BVPS (Rs) 164.8 189.9 254.2 299.6
P/E (x) 30.2 29.2 28.9 14.9
P/adj.BV (x) 41 3.6 2.7 2.3
ROE (%) 16.9 13.3 11.0 16.4
ROA (%) 5.2 3.7 2.7 44
CAR (%) 35.7 23.6 29.9 29.1

Source: Company, YES Sec - Research
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v" Only 2-3% of customers would have not paid anything in the last 4-5 months.

v" For all states barring Maharashtra, the collection efficiency should normalize by December.
Maharashtra could take a couple of more months.

Provisioning & Credit Cost Expectations

v" Total ECL provisions at Rs5.6bn (5.2% of consol. loan portfolio) - CAGL ECL at 5.35% v/s
GNPA of 1.8% (w/o SC forbearance) implying 3.5% standard asset provisioning buffer -
MMFL ECL at 4.3% v/s GNPA of 1.5% (w/o SC forbearance) implying 2.8% standard asset
provisioning buffer.

v In Q2 FY21, Rs660mn Covid provisions were done in CAGL and Rs250mn provisions were
done in MMFL for harmonization of ECL.

v" Covid-related credit cost estimated to be 3.75-4%. Majority of this will come through FY21
and residual will spill over to FY22. Besides this, usual credit cost of 1-1.25% expected.

v PAR 15-60 bucket for CAGL stands at Rs5.3bn.

Liquidity & Funding

v Consolidated cash & bank balance and liquid investments as on Sept. 30 at Rs19bn - CAGL
Rs16.6bn (15% of BS) and MMFL Rs2.4bn (12% of BS).

Rs12.4bn of undrawn sanctions - CAGL Rs9.8bn and MMFL Rs2.6bn.
Rs8bn raised via QIP recently to further support liquidity position.

Borrowing cost was flat sequentially adjusted for low-cost refinancing available from SIDBI
and NABARD in the preceding quarter.

Disbursement & AUM Growth

v"In Q2 FY21, disbursements were made only to existing customers having good repayment
record.

v New customer additions commenced in October, indicating normal business growth going
forward - new customers formed ~40% of October disbursements.

v" October disbursements in CAGL stood at Rs9.7bn (Rs14.2bn in Q2 FY21) and in MMFL stood
at Rs1.6bn (Rs2.3bn in Q2 FY21).

With new client addition resuming, borrower base is expected to grow in the future.

Company has liquidity and ability to grow in H2 FY21. Management expects AJM growth in
FY21 to be 10-12%. FY22 expected to be a normal growth year.

Exhibit 2: Result Table

(Rs mn) Q2 FY21* Q1FY21* % qoq Q2 FY20 % yoy
Total Operating Income 5,760 6,193 (7.0) 3,930 46.6
Interest expended (2,365) (2,327) 1.6 (1,355) 74.5
Net Interest Income 3,395 3,866 (12.2) 2,575 31.9
Other income 10 6 67.2 1 977.8
Total Income 3,405 3,872 (12.1) 2,576 32.2
Operating expenses (1,436) (1,316) 9.1 (1,024) 40.2
PPOP 1,969 2,556 (23.0) 1,552 26.9
Provisions (902) (1,551) (41.9) (281) 220.5
PBT 1,067 1,005 6.2 1,270 (16.0)
Tax (271) (258) 5.0 (261) 3.9
Minority Interest (4) (26) (86.5) - -
PAT 792 720 10.0 1,009 (21.5)

Source: Company, YES Sec - Research; * Consolidation of Madura Microfinance from March 18, 2020

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Exhibit 3: State-wise GLP mix

(Rs mn) Q2 FY21* ‘ Q1FY21* % qoq Q2 FY20 % yoy

Karnataka 39.6 40.0 (1.0) 51.0 (22.4)
Maharashtra 24.8 24.2 2.5 25.8 (3.9)
Tamil Nadu 19.8 19.9 (0.5) 11.2 76.8
Madhya Pradesh 7.6 7.6 - 8.1 (6.2)
Others 8.2 8.3 (1.2) 3.9 110.3

Source: Company, YES Sec - Research; * Consolidation of Madura Microfinance from March 18, 2020

Exhibit 4: CAGL - Standalone performance

(Rs mn) Q2FY21 ‘ Q1FY21 % qoq Q2 FY20 % yoy
GLP 92,070 96,800 (4.9) 79,050 16.5
Borrowers (mn) 2.8 2.9 (2.6) 2.6 6.1
NII 2,728 3,225 (15.4) 2,514 8.5
PPOP 1,701 2,245 (24.2) 1,551 9.7
Provisions 653 1,390 (53.0) 281 132.4
PBT 1,048 855 22.6 1,270 (17.5)
PAT 782 636 230 1,009 (22.5)

Source: Company, YES Sec - Research

Exhibit 5: CAGL Standalone - Key ratios

(%) Q2FY21 | Q1FY21 chg qoq Q2 FY20 chg yoy
NIM 11.1 12.5 (1.4) 12.3 (1.2)
c/l 39.2 31.0 8.2 39.8 (0.6)
Opex/GLP 46 4.1 0.5 53 (0.7)
GNPL 18 1.6 0.2 0.5 13
NNPL - - - - -
RoA 2.7 2.2 0.5 48 (2.1)
RoE 11.3 9.4 19 16.1 4.8)

Source: Company, YES Sec - Research

Exhibit 6: MMFL - Standalone performance

(Rs mn) Q2FY21 ‘ Q1FY21 % qoq Q2 FY20 % yoy
GLP 19,750 20,440 (3.4) 20,490 (3.6)
Borrowers (mn) 1.1 1.2 (4.9) 11 2.6
NIl 572 607 (5.8) 610 (6.2)
PPOP 300 351 (14.5) 382 (21.5)
Provisions 250 161 55.3 153 63.4
PBT 50 190 (73.7) 229 (78.2)
PAT 37 141 (73.8) 126 (70.6)

Source: Company, YES Sec - Research

Exhibit 7: MMFL Standalone - Key ratios

(VA) Q2FY21 ‘ Q1FY21 chg qoq Q2 FY20 chg yoy
NIM 11.2 115 (0.3) 11.0 0.2
C/I 49.9 43.0 6.9 40.7 9.2
Opex/GLP 5.9 5.1 0.8 5.3 0.6
GNPL 1.5 1.6 (0.1) 1.5 0.0
NNPL - - - - -
RoA 0.7 2.5 (1.8) 2.3 (1.6)

RoE 3.5 13.7 (10.2) 14.1 (10.6)

Source: Company, YES Sec - Research

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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Exhibit 8: 1-year rolling P/ABV band
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Exhibit 9: 1-yr rolling P/ABYV vis-a-vis the mean
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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.

Sr.
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Particulars

Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject companyf(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
material conflict of interest at the time of publication of No
the Research Report

w

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
banking or merchant banking or brokerage services from No
the subject company in the past twelve months

o

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

YSL has received any compensation or other benefits from
the subject company or third party in connection with the No
research report
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YSL has managed or co-managed public offering of
securities for the subject company in the past twelve No
months

Ne)

Research Analyst or YSL has been engaged in market

L _ making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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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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