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BUY CMP Rs694

Overall CREDAG’s Cycle-completing provisions drives the loss in Q3
FY21; however, growth/profitability metric should be normal in FY22/23

v" Accelerated provisioning and clean-up led to a loss in Q3 FY21, but focus should
be on the return of growth and likely profitability normalization from Q4 itself.
Based on the transient spike in PAR 60+/90+ portfolios and a conservative
provisioning policy, CREDAG was required to make large provisions. This despite
the likelihood of PAR 60+/90+ correcting over ensuing quarters, as witnessed
during previous crisis/incidents. Also supporting this possibility is CREDAG's zero
exposure to Assam and WB.

v" Collection efficiency in Maharashtra, particular in the more affected southern parts
of the state, has started to recover which was reflected in increasing overdue
collections (roll backs) in Dec and Jan. The company also cleaned-up pre-Covid
NPLs located in southern Maharashtra and coastal Karnataka.

v' Besides the provisioning requirement for aligning NPL recognition and
provisioning policies of MMFL, the credit cost in Q4 should be low (pertaining only
to incremental growth). With eventual loss estimated to be lower than the current
provisioning held (ECL at 5.9% of GLP), management expects some provision to be
write-back in H1 F22.

v" The strong 10% sequential growth in the portfolio came as a positive surprise.
Disbursements stood at Rs45bn (up 30%+ yoy). CREDAG added ~162000 new
borrowers, who contributed 15-18% of the disbursements. With liquidity no more
an issue, collections having improved and economic activity reviving at fast clip
(raising confidence for new group formation), the strategic focus has shifted back
to growth. Management now expects to surpass the earlier guidance of 10-12%
growth in FY21.

v" Our view of a normal growth and profitability in FY22/23 remains unchanged
(rather earnings estimates undergo slight uptick), and thus we continue to expect
a material re-rating of the stock. Valuation at 1.9x FY23 P/ABYV for a best-in-class
MFI franchise is attractive. Retain BUY recommendation and 12m TP of Rs1000.

CAGL - Key Notables

v" CAGL proforma GNPL at 6.8% (60+ dpd) against which ECL of 5.9% - MH 60+ dpd
at 12.5%, KTK/TN at 5%/4%.

v" MH has 90+ of 10%, highlighting slow improvement in monthly collection
efficiency.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY20 ‘ FY21E FY22E FY23E
Operating income 11,255 14,682 19,143 24,486
PPOP 6,989 8,794 11,784 15,287
Net profit 3,336 2,261 7,815 9,911
yoy growth (%) 3.7 (32.2) 245.6 26.8
EPS (Rs) 23.2 14.3 49.5 62.7
Adj. BVPS (Rs) 189.9 245.1 294.6 357.3
P/E (x) 299 48.4 14.0 11.0
P/adj.BV (x) 3.6 2.8 24 1.9
ROE (%) 13.3 6.8 18.3 19.2
ROA (%) 3.7 1.7 4.8 4.8
CAR (%) 23.6 28.9 27.9 26.2

Source: Company, YES Sec - Research
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v
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The 6.8% PAR 60+ portfolio includes 2.5% representing customers who would have made
part payment in December.

Collection Efficiency (w/o arrears) of 91% in Dec with 88% customers making full payment,
7% customers making part payments and 5% making no payment (though may have paid full
or part in earlier months).

Collection Efficiency (with arrears) of 96% in Dec (v/s 92% in Nov), suggesting likely
correction in PAR 60+/90+ figures in coming months - roll-back of partially paying customers
and activation of non-paying.

70% ECL on done on PAR 60+ portfolio and 17% ECL on PAR 16-60 bucket.
99% of disbursals during June-Dec were to regular customers.

Interest income of Rs612mn de-recognized in Q3 FY21 on PAR 60+.

MMFL - Key Notables

v

v

MMFL proforma GNPL at 2.8% (90+ dpd) against which ECL of 4.6%.

Collection Efficiency (w/o arrears) of 86% in Dec with 86% groups making full payment, 12%
making part payments (higher than CAGL due to monthly collections) and only 2% making
no payment (though may have paid full or part in earlier months).

Collection Efficiency (with arrears) of 87% in Dec (v/s 84% in Nov), suggesting likely
correction in PAR 90+ figures in coming months.

64% ECL on done on PAR 90+ portfolio and 16% ECL on PAR 31-90 bucket.
Interest income of Rs73mn de-recognized in Q3 FY21 on PAR 90+.

Management Commentary
Key takeaways

v

Management expects majority of the part-paying customers and 10-20% of the non-paying
customers to start regularly paying in the coming months.

MH was under lockdown for 4.5 months, thus will take 2 more months for normalcy - speed
of recovery quite fast in recent months.

During December, the flow back in MH portfolio was higher than other states - indicating
improvement in collection situation.

Within MH, collections in Vidharbha near 94%, even coastal areas witnessing better
collections - Southern part of the state is where CE is low.

No political intervention in districts which are lagging in collections.

Collections in KTK at 94%, and most large districts here - one of the Top 10 districts is
Kolhapur, where collection is around 80%.

Accelerated provisioning and write-off led to loss in Q3 - higher provisioning was triggered
by transient high PAR figures.

As PAR 60/90 is expected to come down in ensuing months, the eventual write-off will be
lower than the current provisioning - expected to be near 5% of the portfolio.

New portfolio/book, which is 49% of the GLP, is exhibiting usual collection trends.

Going ahead, the BAU credit cost will be around 1% (higher than pre-Covid) due to behavior
changes caused by the pandemic.

Management expects robust business growth in FY22 and FY23 - guidance of 10-15% AUM
growth for FY21 is likely to be surpassed.

Rs46bn were disbursements in Q3 - added 162000 new borrowers, who contributed 15-
18% of the disbursements.
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v" Majority of the disbursements came from new branches - in KTK, TN, BH, JH, RJ, GJ and
some parts of MH.

v Want to carry liquidity buffer of 12-15% of BS in the near-term due to some uncertainty -
this will come down to 8% over the medium term.

v Will make at least 2% RoA in FY21.

Exhibit 2: Result Table

(Rs mn) Q3 FY21* Q2 FY21* % qoq Q3 FY20 % yoy
Total Operating Income 5,415 5,760 (6.0) 4,532 19.5
Interest expended (2,249) (2,365) (4.9) (1,459) 54.2
Net Interest Income 3,166 3,395 (6.7) 3,073 3.0
Other income 15 10 53.6 4 2634
Total Income 3,181 3,405 (6.6) 3,077 34
Operating expenses (1,478) (1,436) 3.0 (1,071) 38.1
PPOP 1,703 1,969 (13.5) 2,006 (15.1)
Provisions (2,757) (902) 205.7 (547) 403.9
PBT (1,054) 1,067 (198.7) 1,459 (172.2)
Tax 263 (271) (196.9) (379) (169.3)
Minority Interest 18 (4) (608.6) - #DIV/0!
PAT (773) 792 (197.6) 1,080 (171.6)

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

Exhibit 3: State-wise GLP mix

(VA) Q3 FY21* ‘ Q2 FY21* chg qoq Q3 FY20 chg yoy
Karnataka 38.3 39.6 (1.3) 49.4 (11.1)
Maharashtra 24.8 24.8 - 26.7 (1.9)
Tamil Nadu 19.5 19.8 (0.3) 11.1 8.4
Madhya Pradesh 8.1 7.6 0.5 8.6 (0.5)
Others 9.3 8.2 11 4.2 5.1

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

Exhibit 4: CAGL Standalone - Key ratios

(VA) Q3 FY21 ‘ Q2 FY21 chg qoq Q3 FY20 chg yoy
NIM 8.7 11.1 (2.4) 12.4 (3.7)
C/I 43.5 39.2 4.3 34.8 8.7
Opex/GLP 4.7 4.6 0.1 5.1 (0.4)
GNPL 6.8 1.6 5.2 0.9 6.0
RoA (2.5) 2.7 (5.2) 4.6 (7.1)
RoE (9.0) 11.3 (20.3) 16.5 (25.5)

Source: Company, YES Sec - Research

Exhibit 5: MMFL Standalone - Key ratios

(V) Q3FY21 ‘ Q2FY21 chg qoq Q3 FY20 chg yoy
NIM 10.2 11.2 (1.0) 11.9 (1.7)
C/l 52.6 49.9 2.7 39.4 13.2
Opex/GLP 5.9 5.9 - 55 0.4
GNPL 2.8 1.5 1.3 1.6 1.2
RoA (0.8) 0.7 (1.5) 3.2 (4.0)
RoE (4.2) 3.5 (7.7) 18.8 (23.0)

Source: Company, YES Sec - Research
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Exhibit 6: 1-year rolling P/ABV band
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Exhibit 7: 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.

No. Yes/No

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

[e0)

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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One International Center, Senapati Bapat Marg, Elphinstone Road,
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Email: research@ysil.in | Website: https://yesinvest.in
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INHO00002376 [INVESTMENT ADVISER: INAO00007331| Sponsor and
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Registration No.: IN/AIF3/20-21/0818 | AMFI ARN Code - 94338 |

Details of Compliance Officer: Vaibhav Purohit (For Broking / Research /
Investment Adviser): Email: compliance@ysil.in /
Contact No.: 022-33479208 | Dhanraj Uchil (For Merchant Banking):
Email: dhanraj.uchil@ysil.in / Contact No.: 022-33479684
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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.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



