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Industry Financial Downfall in Margin arrested, NIM will gradually improve

Bloomberg CANF IN .
BSE CODE 511196 going ahead.

3QFY19 Result Update
O NIl grew at the rate of 7% YoY an improvement in growth after 2 quarters of muted
growth. NIl growth is driven by passing on the rise in interest rate by the management.

RATING BUY Management has passed on 7 bps rise in yield with 6 bps rise in cost which resulted in

VP 254 margin expansion to 2.18%. PAT has grown at 21% YoY.

Price Target 331 O CANF has been able to borrow fund from the market despite of liquidity issue.

Potential Upside 30% Management plans to enter into lower ticket size loans in non metro areas (tier lll &IV
(']

cities) to avail cheaper funding & maintain margins.

U Non metro caters to 40% of the incremental disbursement. 1/3rd of the overall portfolio
is from non metro branches. Management is planning to add another 30 non metro

Rating Change ) branches in tier Ill/1V cities.
- U Due to focus on small ticket size and stringent underwriting practice, assets quality of
Estimate Change G CANF has been the best among peers. The rise in GNPA in 3QFY19 is seasonal & is
expected to decline going ahead.
Target Change =) P g g _ _ _
U Karnataka growth still remains sluggish, Growth numbers without Karnataka stands at
fresh approvals: +6%, disbursements: +11%, loan book: + 22%.
View and Valuation
Rise in interest rates, MCLR hike & increased competition from banks had taken a toll on
CANFINHOME margins. However, with rise in share of non-metro branches & passing on
of the rise in interest rate to customers has resulted in gradual improvement in NIM.
Management plans to move into lower ticket loans in non-metro to have some to offset the
impact of competition on NIM. We believe spread for CANF has bottomed out and yield
will start moving up due to recent increase in interest rate and change in geography
strategy. Management plans for PSLC & affordable housing fund compliant products by
NHB going ahead which can reduce the cost of fund for CANF. CANF loan book has got
impacted due to RERA implementation in home region which resulted in 50% of the
Stock Info business then & now is at 31% of the business. However, management believes growth
52wk Range H/L 557/217 has been inching up sequentially and growth may improve going ahead with easing of
Mkt Capital (Rs Cr) 3,387 competitions. Assets quality saw marginal _d_eterlqratlon but management expects to
f o 0% recover in 4Q FY19. CANF has buffer provisions in the balance sheet which provides
Free float (%) 0 cushion for credit cost. The stock is currently trading at 1.7x BVPS FY20e. We maintain
Avg. Vol 1M (,000) 1,342 BUY with the target price of Rs 331.
No. of Shares 13
(Crore) Key Risks to our rating and target
Promoters Pledged % 0% U Continuous increase in bond yield will further pressurize the NIM.
O Slower pace of loan growth.
KEY FINANCIAL/VALUATIONS FY16 FY17 FY18 FY19E FY20E
NIl 301 422 507 536 671
PPP 273 389 480 492 613
PAT 157 235 302 319 394
NIM % 3.2 3.5 3.5 3.1 33
Research Analyst EPS (Rs) 12 18 23 24 30
DEEPAK KUMAR EPS growth (%) 82.5 49.8 28.2 6 24
Deepak.kumar@narnolia.com ROE (%) 19.0 24.1 24.9 21.4 21.7
+91-22-62701205 ROA (%) 1.6 1.9 2.1 1.9 1.9
SWETA PADHI BV 66 81 101 123 150
Shweta.padhi@narnolia.com P/B (X) 3.5 5.2 4.8 2.4 1.9
+91-22-62701227 P/E (x) 19.6 23.9 21.4 12.1 9.8

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have not and will
not receive any compensation for providing a specific recommendation or view. Narnolia Financial Advisors Ltd. does and seeks to do business with companies
covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report.
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CANFINHOME
Stable Performance

3Q FY 19 Results
In-line with expectation

Financials 3QFY18 4QFYy18 1QFY19 2QFY19 3QFY19 YoY%  QoQ% FY17 FY18 YoY %
Interest Inc. 378 386 396 414 438 | 15.6% 5.7% 1,306 1,487 | 13.9%
Interest Exp. 251 256 270 284 302 | 20.1% 6.2% 884 981| 10.9%
NIl 127 130 126 130 136| 6.9% 4.4% 422 507 | 20.1%
Other Income 12 13 8 9 12| -2.0% 33.0% 47 60| 27.7%
Total Income 139 144 134 139 148 6.1% 6.2% 469 566 | 20.7%
Ope Exp. 21 25 20 18 22| 2.5% 22.2% 80 86| 8.0%
PPP 118 119 114 122 126| 6.8% 3.9% 389 480 | 23.3%
Provisions 9 1 - - - 20 22| 12.5%
PBT 109 118 114 122 126 | 15.8% 3.9% 370 458 | 23.9%
Tax 43 43 39 45 46| 7% 2.7% 134 156 | 16.4%
Net Profit 66 75 75 77 80| 21.4% 4.6% 235 302 28%

*3Q FY19 results as per IND-AS

NIM has remained stable & is expected to improve going ahead

NIM has marginally increased to 3.18% on the back of passing on of the increased cost of fund
to customer. Yield on advances increased by 7 bps while cost of fund increased by 6 bps QoQ
which resulted in NIM by 1bps YoY to 3.18%. Going ahead management has planned to
increase penetration in non metro areas we expect rising exposure to small ticket size loans will
provided lower funding options providing more room for margin expansion going ahead.

Asset Quality deteriorated marginally.

GNPA has declined marginally by 8 bps to 0.71% and NNPA has remained stable at 0.42% on
QoQ basis. Management stated that from 275 total SARFAESI cases it has taken possession of
75 properties & sold off 3 properties in 3QFY19. Management expects Q4 is a seasonally
higher GNPA quarter & expects it to stabilize with the advance of recoveries in 4QFY19.

Loan growth has moderated.

Advances grew at the slower run rate of 17% YoY to Rs 17568 Cr. Loan book comprises of
90% housing and 10% Non- housing loans. CANFINHOME is increased its share towards the
non-salaried class which stood at 28% of the total loan book as against 22% in the last 2 years,
whereas professional book declined to 72% from 78% in the last 2 years. Professional’s book
grew by 13% YoY, while non-salaried book grew at the run rate of 26% YoY. Builder loans
increased by 20% QoQ to Rs 12 Cr and the staff loans remained stable at Rs 17 Cr.
Disbursement during the quarter has remained same YoY at Rs 1318 Cr. Delays in the
implementation of RERA has resulted in the lower supply of affordable housing projects due to
which CANF is facing slower loan book growth. CANF has guided to grow at a CAGR of 26% to
loan book size of 40000 Cr by the end of FY22, when the government’s “Housing for all”
scheme will come to a closure.

Other Details.

v' Operating expenses has marginally increased by 2%, which led to dip in C/I ratio from
15.10% to 14.58%. Branches count stands at 189 in Q3FY19.

88% of fresh loan approvals during 9m of FY19 were for Housing & 12% for Non-Housing.
66% of fresh loan approvals were to Salaried & Professionals while 34% were to SENP
segment.

Introduced ‘Annual Resetting of Rate of Interest’.

Growth in metro branches were at 11% YoY while from non metro branches growth was at
30% YoY.

Raising of fresh equity upto Rs.1000 Crore through Rights Issue/QIP / Pref Share.

30 New Branches in Tier Il/lll Growth Centres & Rationalization of existing branches in
Metros by FY20.

v Loan book size of Rs.40,000 Cr by the end of FY2022 (CAGR of 26%)

v
v

v
v

AN
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CANFINHOME

Concall Highlights

» Cost of fund has increased by 6 bps while yield has increased by 7 bps which resulted NIM
expansion by 1 bps. Marginal cost is around 8%, which management has passed on to the
customer by 50 bps. Management has increased interest rate on 1st oct to 9.25% & 15th oct
to 9.5%.

» With bond yield is rising & rise in MCLR management has to pass on the rates to maintain
yield. CANFINHOME is facing tough competition from banks in metro & tier | cities.
» Management has re-iterated its 2022 target of Rs 40000 Cr loan book.

» Management says Q3 is a seasonally higher delinquency month, management is optimistic
of resolving these assets going ahead. Out of 275 SARFAESI account, 75 accounts
management have physical possession & 3 properties were sold off.

» Metro branches stand at 66 with Non metro stands at 109. Non metro caters to 40% of the
incremental disbursement. 1/3rd of the overall portfolio is from non metro branches.
Management is planning to add another 30 non metro branch in tier llI/IV cities.

» Management explains it has enough provision to bear few more quarters’ provision.

» LGD is lower due to mortgage backed assets.

» Repayments/ rundowns have declined by 50% due to expansions to lower competitive non
metro areas; this will continue to decline going ahead.

» Management plans to grow incremental book in non metro (ticket size 10-12 lakh) apart from
metro (average ticket size 30 lakh.) it will available fund from PSLC & affordable housing
fund of NHB. Contribution of salaried will be higher in non-metro. Presently, 50% of the
portfolio is below Rs 6 lakh p.a salary customers.

» Cll are expected to be maintained at 14% present range.

» Management is trying to increase its deposit base. There is no overlap between asset &
liability side.

» Share of Karnataka book has declined to 31% of the total portfolio. In new sanction &
approval Karnataka is contributing larger share.

» Borrowings stand at Rs 15500 Cr as at 3QFY19.

Narnolia Financial Advisors Ltd.




CANFINHOME

1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 YoY(+/-) QoQ (+/-

Profitability Matrix

C/I Ratio % 14.9 15.0 151 17.2 14.9 12.7 146| -0.52 1.91
Empl. Cost/ Tot. Exp. % 51.1 49.6 53.1 51.8 53.0 34.2 39.3| -13.81 5.12
Other Exp/Tot. Exp.% 45.7 335 32.6 44.7 34.4 47.0 4491 12.26 -2.16
Provision/PPP % 3.6 6.8 7.8 0.6 - - -1 -7.80 0.00
Tax Rate % 35.9 34.2 39.3 36.2 34.1 36.8 36.4| -2.92 -0.43
Int Exp./Int Inc. (%) 65.4 65.4 66.4 66.2 68.1 68.5 68.9| 2.54 0.38
Other Inc./NIl % 9.9 7.3 9.4 10.2 6.2 6.8 8.6] -0.78 1.86
PPP/ Net Income % 85.1 85.0 84.9 82.8 85.1 87.3 85.4| 0.52 -1.91
PAT/ Net Income % 52.5 52.1 47.5 52.5 56.1 55.2 54.3| 6.83 -0.84
NIl Growth % (YoY) 34.2 26.7 15.4 9.7 1.2 2.0 6.9] -8.50 4.92
PPP Growth YoY % 37.0 25.0 18.4 7.1 11 4.3 6.8| -11.64 2.50
PAT Growth % 42.8 29.7 111 6.5 8.1 7.6 2141 10.34 13.83

Margin Performance

Margin % 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 YoY(+/-) QoQ (+/-
Overall Yield Cal. 11.0 10.9 10.7 10.5 10.3 10.4 109| 0.26 0.57
Cost Of Funds Cal. 8.1 8.0 8.0 7.8 8.0 8.0 8.6| o0.61 0.55
NIM Reported. 3.7 3.6 3.6 3.4 3.3 3.2 3.2| -0.41 0.00

Exhibit: Yield and Cost Exhibit: Net Interest Margin

Rise in both yield & cost NIM stable
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Asset Growth Trend

3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19

Sanctions 1351 1339 1186 1575 1547 1454 1209 1521 1483
Growth YoY % 24 -2 0 4 15 9 2 -3 -4
Disbursements 1207 1234 1153 1346 1322 1386 1164 1443 1318
Growth YoY % 25 3 10 4 10 12 1 7 0
AUM 12688 13313 13808 14456 17568 15743 16199 16935 17568
Growth YoY % 28 25 23 21 38 18 17 17 17
Borrowings 11380 11872 12276 12827 13303 13925 14272 15000 15500
Growth YoY % 29 25 23 19 17 17 16 17 13
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CANFINHOME

Exhibit: Disbursement Growth %

Exhibit: AUM Growth %
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Exhibit: Asset Quality

Market Borrowings 48 51 52 59 58 50 52 46 38
Bank Loans 20 19 19 20 22 33 38 45 48
Refinance from NHB 30 28 27 19 18 15 8 7 13
Deposits from public 2 2 2 2 2 2 2 2 1
Loan Portfolio Break up

3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19
Salaried & Professionals 76.7 75.3 74.6 73.9 73.5 73.2 72.7 72.0 71.5
Non Salaried Class- Self Employed & 23.0 24.4 25.1 25.9 26.3 26.7 27.1 27.8 28.3
Builder Loans 0.2 0.1 0.1 0.0 0.0 0.0 0.0 0.1 0.1
Staff Loans 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Total 12,688 13,313 13,808 14,456 15,058 15,743 16,199 16,935 17,568
Asset Quality

1QFY18 2QFY18 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 |YoY (+/-) QoQ (+/-
GNPA (Rs in Cr) 52 58 69 67 107 107 125| 55.68 17.66
GNPA % 0.38 0.40 0.46 0.43 0.66 0.63 0.71 0.25 0.08
NNPA (Rs in Cr) 23 26 38 32 71 71 89| 51.58 17.66
NNPA % 0.17 0.18 0.25 0.20 0.44 0.42 0421 0.17 0.00
Specific PCR % 55 55 46 53 33 33 29| -17.15 -4.72

Exhibit: Provisions

Asset quality deteriorated

—a— NNPA %

—a— GNPA %

PCR has declined

PCR % (Calculated)

100.0
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CANFINHOME

Financial Details

Balance Sheet

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Share Capital 20 20 27 27 27 27 27 27
>> Equity Capital 20 20 27 27 27 27 27 27
>> Preference Capital 0 0 0 0 0 0 0 0
Reserves & Surplus 372 432 745 851 1050 1320 1606 1968
Networth 392 452 771 878 1076 1346 1633 1995

Change (%) 13 15 71 14 23 25 21 22
Total Borrowings 3538 5269 7375 9478 11872 13925 16300 20064

Change (%) 54 49 40 29 25 17 17 23
Provisions 65 92 124 189 208 134 142 161
Other Liabilities 72 99 64 249 302 402 482 396
Total Liabilities 4067 5912 8334 10795 13458 15807 18557 22615
Investments 16 15 15 15 16 16 18 22
Loans 4016 5844 8232 10643 13313 15743 18419 22472

Change (%) 50 46 41 29 25 18 17 22
Fixed Assets 7 8 9 9 10 10 11 14
Other Assets 20 36 70 110 99 29 97 93
Cash Balances 9 9 8 17 20 10 12 15
Total Assets 4067 5912 8334 10795 13458 15807 18557 22615

Income Statement

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Interest income 379 557 788 1,044 1,306 1,487 1,709 2,095
Interest expended 283 423 610 743 884 981 1,173 1,424
Net Interest Income 96 134 178 301 422 507 536 671
Change (%) 14 40 32 69 40 20 6 25
Other Income 14 21 29 39 47 60 38 40
Change (%) 85 50 40 33 21 27 (36) 5
Total Net Income 110 155 207 340 469 566 574 711
Change (%) 20 42 33 64 38 21 1 24
Operating Expenses 36 44 55 67 80 86 81 98
Change (%) 57 22 26 21 19 8 (5) 20
>> Employee Expenses 16 18 25 33 39 44 34 45
Change (%) 43 14 38 33 18 13 (22) 30
>>Other Expenses 20 26 31 34 41 42 47 53
Pre-provisioning Profit 74 111 152 273 389 480 492 613
Change (%) 8 51 36 80 42 23 3 24
Provisions (1) 4 14 19 20 22 - 16
Change (%) (119) (420) 221 36 1 12 - -
PBT 75 107 137 254 370 458 492 597
Tax 21 31 51 97 134 156 174 203
Profit After Tax 54 76 86 157 235 302 319 394
Change (%) 24 40 14 83 50 28 6 24
Adjusted Profit After Tax 54 76 86 157 235 302 319 394
Change (%) 24 40 14 83 50 28 6 24

Narnolia Financial Advisors Ltd.




CANFINHOME

Financial Details

Key Ratios

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Balance Sheet Metrics

AUM 4016 5844 8232 10643 13313 15743 18419 22472
>> Off-Book AUM 0 0 0 0 0 0 0 0
AUM Growth (%) 50.2 45.5 40.9 29.3 25.1 18.3 17.0 22.0

Borrowing Growth (%) 53.8 48.9 40.0 28.5 25.3 17.3 17.1 23.1

Loan/Borrowing Ratio 11 11 11 11 11 11 11 11
Disbursement (Rs Cr) 1814 2548 3346 3923 4792 5207 5399 6680
Disbursement Growth (%) 20 20 20 20 22 9 4 24
CRAR (%) 15 14 18 21 19 19 19 18
>>Tier 1 (%) 14.7 13.1 15.6 17.6 16.0 17.0 17.0 16.1

>> Tier 2 (%) 0.7 0.8 2.8 31 2.5 21 2.1 2.0
Debt/Equity (x) 9.0 11.6 9.6 10.8 11.0 10.3 10.0 10.1

Assets Quality Metrics

Gross NPA (Rs) 16 12 14 20 28 67 111 67
Gross NPA (%) 0.4 0.2 0.2 0.2 0.2 0.4 0.6 0.3
Net NPA (Rs) - - - - - 32 72 44
Net NPA (%) - - - - - 0.2 0.4 0.2
Provision Coverage (%) 100 100 100 100 100 53 35 35
Provision/Average Advances (%) (0.0) 0.1 0.2 0.2 0.2 0.2 - 0.1

Margin Metrics

Yield On Advances (%) 113 11.3 11.2 111 10.9 10.2 10.0 10.2
Cost Of Funds (%) 9.7 9.6 9.7 8.8 8.3 7.6 7.8 7.8
Spread (%) 1.6 17 1.5 2.2 2.6 2.6 2.2 24
NIM on AUM (%) 2.9 2.7 2.5 3.2 3.5 3.5 31 33

Profitability & Effeciency Metrics

Int. Expended/Int.Earned (%) 74.7 75.9 77.5 71.2 67.7 65.9 68.7 68.0
Other Income/NiIl (%) 14.6 15.6 16.5 13.0 11.2 11.8 7.2 6.0
Operating Profit/ Net Income (%) 672 717 733 804 830 848 858 862
Net Profit/Net Income (%) 49.3 48.8 41.6 46.2 50.2 533 55.5 55.4
Cost to Income (%) 32.8 28.3 26.7 19.6 17.0 15.2 14.2 13.8
Employee Exp/ Net Income (%) 14.3 11.5 12.0 9.7 8.3 7.8 6.0 6.3
Cost on Average Assets (%) 11 0.9 0.8 0.7 0.7 0.6 0.5 0.5
Provisions/PPP (%) (1.9) 4.0 9.4 7.1 5.0 4.6 - 2.6
Tax Rate (%) 27.9 28.9 37.3 38.1 36.3 34.1 35.3 34.0

Valuation Ratio Metrics

EPS (Rs) 5 7 6 12 18 23 24 30

Change (%) 23.7 39.9 (125  82.5 49.8 28.2 56 237
ROAE (%) 14.6 17.9 14.1 19.0 24.1 24.9 21.4 21.7
ROAA (%) 16 15 1.2 1.6 1.9 21 1.9 1.9
Dividend Payout (%) 17.6 20.6 25.4 20.4 13.6 53.0 10.0 8.1
Dividend yield (%) 0.6 0.9 0.3 0.2 0.1 0.6 0.7 0.7
Dividend Per Share 0.8 13 14 2.0 2.0 2.0 2.0 2.0
Book Value (Rs) 38 44 58 66 81 101 123 150

Change (%) 128 153 31.3 13.8 22.6 25.1 213 22.2
P/B (X) 0.7 0.9 2.1 3.5 5.2 4.8 2.4 1.9
P/E (X) 5.2 5.1 18.7 19.6 23.9 21.4 12.1 9.8

Narnolia Financial Advisors Ltd.




CANFINHOME

Financial Details

Exhibit: DuPont Analysis

FY14 FY15 FY16 FY17 FY18 FY19E FY20E

Interest Income 11.2 111 10.9 10.8 10.2 9.9 10.2
Interest expended 8.5 8.6 7.8 7.3 6.7 6.8 6.9
Net Interest Income 2.7 25 3.1 3.5 3.5 3.1 33
Non-Fund Based Income 0.4 0.4 0.4 0.4 0.4 0.2 0.2
Total Income 3.1 2.9 3.6 3.9 3.9 33 3.5
Total Operating Expenses 0.9 0.8 0.7 0.7 0.6 0.5 0.5
>> Employee Expenses 0.4 0.3 0.3 0.3 0.3 0.2 0.2
>> Other Expenses 0.5 0.4 0.4 0.3 0.3 0.3 0.3
Operating Profit 2.2 2.1 2.9 3.2 3.3 2.9 3.0
Provisions 0.1 0.2 0.2 0.2 0.2 - 0.1
Others 0.0 - - - - - -

PBT 2.1 1.9 2.7 3.0 3.1 29 29
Tax 0.6 0.7 1.0 1.1 11 1.0 1.0

PAT/RoAA 1.5 1.2 1.6 1.9 2.1 1.9 1.9
Equity Multiplier (x) 11.8 11.6 11.6 12.4 12.1 11.5 11.3
ROAE 18.0 14.1 19.0 24.1 24.9 214 21.7

Narnolia Financial Advisors Ltd.
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