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Cholamandalam (CIFC/Chola) is a south-based NBFC focusing on CV and LAP financing. The company was incorporated in 1978 as the financial 
services arm of Murugappa Group. As of today, it finances small and M&HCV along with providing LAP loans to customers. The company has a pan-
India distribution of 873 branches, spread out evenly across the country. As of FY18, the company had an AUM of INR 438.3 bn, having grown at a 
CAGR of 20% over the last 10 years.  Being one the largest CV financing NBFCs in the country, we expect the company to be a beneficiary of the 
current CV up-cycle.  We expect 20% growth in disbursements over FY18-21E for the VF segment on back of strong pick-up in construction and infra 
activity in the country along with improving rural sentiment on back of 3rd consecutive normal monsoon. For the HE/LAP segment, we have built in 
gradual pick-up in disbursements  (averaging 12%) over the next 3 years on back of cautious stance by the management as far as LAP is concerned. In 
our view, SARFAESI will turn out to be an effective tool in terms of arresting LAP-related stress and effecting recoveries Despite the elevated NPAs in 
the LAP segment, we remain positive on the company’s capability to deliver strong growth on back of quality underwriting. We estimate the 
company to deliver NII CAGR of 22% over the next 3 years, PPOP growth of 25% and PAT growth of 26%. Over FY19-21E, we expect CIFC to  deliver risk-
adjusted NIMs of 6.5-6.8%.  Ever increasing competition and rising costs of funds will  be a dampener for the NIMs.  However, there is scope for the 
company in terms of achieving higher operating leverage. We are factoring in improving opex/average AUM over FY18-21E. 
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Expecting CV disbursements to pick up on back of cycle looking up… 

With latest developments on the macro front – pick-up in infra and construction activity – we 
expect CV manufacturers to report strong sales growth numbers. Naturally, we expect market 
for CV finance to stay buoyant. CV financing experience spanning over multiple decades and a 
strong growth track-record places Chola well enough to pursue opportunities.  We  expect the 
vehicle finance (VF) disbursements to grow at 20% CAGR over FY18-21E. 

Third consecutive normal monsoon (as expected) should augur well for the rural economy. 
Positive sentiment amongst the rural from a consumptive demand perspective should prove 
good for LCVs/mini LCVs/SCVs. 

…but  will tread slower over LAP/HE 

Having experienced asset quality issues in the HE portfolio (NPAs at 5.36% at Mar-18) on account 
of demonetisation and GST-implementation, the management has been taking a cautious call 
on home equity. However, we expect SARFAESI to be a very helpful tool in effecting NPA 
recoveries. Lower average ticket size of ~INR 5 mn is a positive however, with plenty of 
competition moving away from large ticket to low-ticket housing/mortgage product, we 
believe this space too will get competitive sooner than later. We expect Chola HE 
disbursements to grow rather gradually over the next 3 years at an average rate of 12%.  

NIM compression looks inevitable 

With rates rising, rising cost of funds will be an inevitable adversity to NIMs. Considering the 
supply side factors, we do not expect Chola’s pricing to improve substantially – both on VF and 
HE segments. With respect to funding costs, we expect some uptick going forward. We expect 
overall NIMs to compress for the company owing to competitive factors and rising rates. Based 
on our pricing and growth assumptions, we estimate NIMs in the range of 7.5-7.8% over FY19-21E 
with a gradual downward trend.  

Opex improvement should aid earnings growth 

Currently, opex/AUM is 3.2%. In last 3 years, Chola has incurred large collection costs, owing to 
asset quality issues. Also, expansion of branches and process digitization have had their fair 
share of impact too on the cost structure. Currently, category A branches (known as highly 
matured) form only 6% of the total branch network whereas share of category D & E (relatively 
less matured, new in terms of business generation) is about 50%. As pace of branch expansion 
slows down and branches mature, we expect opex/AUM to improve. Gradual decline to 3% 
opex/AUM by FY21E is expected to be a key driver of earnings.  

Particulars Mar 18  Dec 17  Sep 17 

Promoters 53.06 53.07 53.07 

FIIs 20.25 19.31 21.55 

DIIs 16.53 17.1 15.57 

Others 10.15 10.53 9.82 

Total 100 100 100 

SHARE HOLDING PATTERN (%) 

AUM CAGR FY18-21E 

21% 

2 

NII CAGR FY18-21E 

22% 
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Asset quality issues will subside 

As of Q4FY18, the HE portfolio has shown marked improvement in the asset quality. The management has also alarmed about a 
possible turnaround in the HE segment with SME cashflows stabilizing. Given the management has been cautious in lending under its 
HE vertical, we expect asset quality to improve over time. We believe SARFAESI as a recovery tool under the HE segment will be 
effective in reducing NPAs. On the VF front, improving freight demand on back of pick-up in construction/infra activities and rural 
demand should be the key catalysts for improving transporters’ cash flows and ultimately the asset quality. Over FY19-21E, we have 
built in 1-1.1% credit costs.  

VALUATION/VIEW  - Near-term positives priced in; taking a longer-term view, we initiate with a BUY. 

While we are cognizant of the fact that Chola operates in a highly competitive space, we find comfort in the fact that despite the 
competition, Chola has been able to deliver high profitability (14% avg ROE last 10 years). Management’s foresightedness with respect 
to business risks and challenges, and effectively addressing the same only adds to their credibility. Our on-ground checks – 
interactions with truck drivers and transporters – only reinforces our view of the company. Besides, the company enjoys a strong 
promoter group backing (Murugappa). Given these, we feel Chola’s premium valuation compared to peers is justified. Although near-
term positives seem priced in, taking a long-term view, we are positive on Chola’s business prospects. We initiate coverage with BUY. 
We value the stock at INR 1942, based on 4.5x FY20E ABVPS of INR 432. 
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Particulars FY2016 FY2017 FY2018 FY2019E FY2020E FY2021E 

NIM (%) 7.3% 7.3% 7.8% 7.8% 7.8% 7.5% 

RoA (%) 2.2% 2.5% 2.8% 2.9% 3.0% 3.0% 

RoE (%) 16.6% 18.0% 20.6% 22.4% 23.0% 22.8% 

EPS (INR) 36.4 46.0 62.3 81.8 102.7 124.3 

BVPS (INR) 234.2 276.0 329.4 400.9 490.7 599.4 

ABVPS (INR) 194.3 206.0 281.8 350.3 431.6 528.8 

P/E (x) 19.6 21.0 25.4 19.3 15.4 12.7 

P/BV (x) 3.0 3.5 4.8 3.9 3.2 2.6 

P/ABV (x) 3.7 4.7 5.6 4.5 3.7 3.0 

Exhibit 1: Financial snapshot 

Source: Company, KRChoksey Research 
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Exhibit 2: Loan book growth (%) - Pick up in CV cycle should accelerate growth for Chola; expect 21% CAGR over FY18-21. 

 

 

 

 

 

 

 

 

 

 

 

 

Exhibit 3: Disbursements growth (%) - VF book diversification over FY13-18 has enabled Chola to pursue all-around CV-segment growth 
opportunities. Receding disturbances post demonetisation and GST, reversion to trade normalcy and addressing of asset quality 
concerns (SARFAESI) in LAP should translate into gradual pick up in HE book. 

 

 

 

 

 

 

 

 

 

 

NIMs could contract on account of rising rates and increasing competition, but impact on profitability should be off-set by improving 
operating leverage. Gradual scale-up of HE through more branches along with improving asset quality and reducing quantum of 
collection charges should help improve operating leverage. We estimate average RoE of 22.5% over FY19-21E. 
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4-yr  AUMCAGR (%) 

STFC 16.3% 

Chola 14.3% 

Sundaram 7.1% 

Magma 2.1% 

Chola ‘s segmental growth rate (%) 
- FY18-21E 
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Exhibit 4: Product and geographic strategy should help 
defend NIMs 

Exhibit 5: Operating leverage remains the biggest source of 
earnings unlocking 
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INDIAN ROAD AND ROAD TRANSPORT 
Since the new government took charge in 2014, road construction has become a proxy for India’s infrastructure creation. The road 
network in India also forms a very important part of the government’s goal to bring down logistics cost in India. Against 27 km per 
day in 2017-18, the government has set the road construction target for 2018-19 at 45 km per day. With increase in average rate of 
highway construction, pace of land acquisition has also improved. In order to improve the overall transport & logistics in India, the 
government has set ambitious plans such as Bharatmala and Sagarmala while easing funding constraints to accelerate 
development/delivery of such projects. We believe the government’s thrust on improving urban and rural road/highway connectivity 
across the country should only facilitate trade resulting in increased movement of goods. This, in the backdrop of economic recovery 
and improving demand scenario, should bode well for vehicle manufacturers (CV + non-CV)  as well as for vehicle financiers. 

Below are some basic facts and figures pertaining to Indian road and road transport industry. 
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Exhibit6: Road network by categories (in KMs) FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 

National highways 70,548 70,934 70,934 76,818 79,116 91,287 97,991 1,01,011 

% of total 1.6% 1.5% 1.5% 1.6% 1.5% 1.7% 1.8% 1.8% 

State highways 1,58,497 1,60,177 1,63,898 1,64,360 1,69,227 1,70,818 1,67,109 1,76,166 

% of total 3.5% 3.5% 3.5% 3.4% 3.2% 3.2% 3.1% 3.1% 

District roads 9,62,880 9,77,414 9,98,895 10,22,287 10,66,747 10,82,267 11,01,178 5,61,940 

% of total 21.5% 21.3% 21.4% 21.0% 20.4% 20.0% 20.1% 10.0% 

Rural roads 26,29,165 26,92,535 27,49,804 28,38,220 31,59,639 33,04,328 33,37,255 39,35,337 

% of total 58.8% 58.8% 58.8% 58.3% 60.4% 61.2% 61.0% 70.2% 

Urban roads 3,73,802 4,02,448 4,11,679 4,64,294 4,46,238 4,57,467 4,67,106 5,09,730 

% of total 8.4% 8.8% 8.8% 9.5% 8.5% 8.5% 8.5% 9.1% 

Project roads 2,76,617 2,78,931 2,81,628 2,99,415 3,10,955 2,96,319 3,01,505 3,19,109 

% of total 6.2% 6.1% 6.0% 6.2% 5.9% 5.5% 5.5% 5.7% 

Total 44,71,509 45,82,439 46,76,838 48,65,394 52,31,922 54,02,486 54,72,144 56,03,293 
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Exhibit 7: Freight movement by road has grown at 10% CAGR over FY01-16 

Exhibit 8: Indian road freight index 
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Turnaround in CV cycle should bode well  for CV financiers 

The CV industry, since start of 2013, entered into a down cycle following closure of iron ore mines along with industrial slowdown 
and weak investor sentiment which held back projects. Input costs for the medium and heavy CV transport operators also went up 
significantly due to increase in diesel prices, driver salaries and toll charges. Economic and regulatory imbalances also impacted the 
CV financing industry – rising interest rates resulting in higher lending rates coupled with ever-tightening lending norms proved 
challenging for fleet operators/borrowers who struggled to repay debt.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Going forward, government’s thrust on infrastructure development and implementation of ban on overloading of trucks should 
bode well for CV manufacturers and ultimately for CV  financiers. On the development front, key capital goods and construction 
companies which are users of CVs have reported strong order inflow in FY18. Sectors such as power transmission, railways and 
infrastructure have also reported strong order bookings. Capacity utilization has been stagnant at 70% over last 1-2 years. However, 
we are witnessing green shoots in oil & gas, cement (housing and general infrastructure) and steel sectors (steel prices materially 
up).  

In construction particularly, we expect pace of contract awarding and execution to pick-up in the near-term and order book 
positions should improve too. Our view is reinforced by funding support from budgetary allocation along with higher IEBR. As 
economic activity gains momentum, we expect CV sales to continue to be strong. Our on ground interaction with transporters 
and truckers suggests strong demand for CVs and trucking services from the infrastructure industry. 

In terms of legislative changes, ban on overloading of trucks in certain states (UP, Rajasthan, Punjab, TN) has propelled the market 
for higher tonnage vehicles. Although ban on overloading has always been around but enforcement was lax. Strict enforcement of 
these policy measures in other states (and on pan-India basis eventually) would in turn be a key positive for CV manufacturers as 
well as CV financiers.  

Higher private consumption – rise in consumption of consumer durables and FMCG products – should help LCVs sustain the 
growth momentum. Third consecutive normal monsoon (97% of LPA as predicted by IMD) and higher MSPs as announced by the 
Centre in their latest budget should increase farmers’ disposable income, leading to higher consumption demand in the rural economy. 
This should turn out well for tractors/LCVs/SCVs/mini LCVs. 

CV domestic sales 
were up 20% in FY18 
compared to 4% in 
FY17, on back of pick-
up in construction 
activities, awarding of 
orders and overall 
thrust on 
infrastructure 
development.  
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Exhibit 9: CV cycle is at the cusp of recovery on back of revival in investments and projects 
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Good monsoon and buoyant rural consumption demand should help LCV and 
used vehicle sales 

Utilization of SCVs/LCVs mainly depends on how the rural performs as these vehicles are used 
for last mile transportation. Besides, agri output growth is a critical factor for tractor demand. 
Two consecutive monsoons have resulted in an improved rural economic environment and a 
third normal monsoon (as predicted) should only help sustain the rural momentum. We expect 
strong agri output (+remunerative prices, higher MSP by the govt) to result in increased rural 
consumption demand which in turn should result in increased movement of LCVs/SCVs. 
Favorable monsoon should also aid demand for tractors. 

Chola launched tractor financing in early FY2012, targeting the farmer community already being 
served by other group companies such as EID and Coromandel International. The strategy here 
is to leverage these group companies’ existing (intimate) relationships with the farmer 
community to sell tractor and other rural loans (rural financing was launched in FY2015). The 
group companies’ customer strength stands close to 2 mn farmers.  

While MSPs witnessed 
double-digit average 
annual growth (19.3%) in 
AY2009-13, the same 
moderated over the next 
few years to 3.6% (between 
2014 and 2017). With MSP 
now at 1.5x the cost of 
production (+favorable 
monsoon), we expect 
more disposable income in 
the hands of farmers.  
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Exhibit 10: Domestic tractor sales (#) – favorable monsoon and better prices should benefit farm income 
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Segment wise VF clientele description – Chola focuses on serving the small entrepreneurs and business men 

Long history of operating in CV financing places Chola in a sweet spot 

Incorporated in 1978 as the financial services arm of Murugappa Group, Chola has a longstanding track record and experience in CV 
financing. The company is one of the largest underwriters of CV loans. As of FY18, Chola had VF-AUM of INR 315.1 bn, having grown at 
25% CAGR over the last 10 years. Of the total AUM, VF accounts for 75% (HE being majority of the remaining). 

75% of the truckers in the CV industry belong to the small category where drivers are mostly socially backwards (part of the informal 
economy) and banks find it difficult to evaluate their creditworthiness (recovery is even more difficult as the asset is mostly 
moving/on the road). Chola’s target customer base in CV financing is small road transport operators (SRTOs) with 65% of 
disbursements going to micro and small enterprises. The company also caters to first time users and small ticket operators by 
offering SCV loans and used CV loans (under Shubh). 

For its PV loans, the company targets non-salaried class of the economy, mostly disbursing to self-employed (with financials) and taxi 
& tour operators. In comparison to the salaried class, the kind of clientele that Chola caters to (under PV) is hard to assess for 
creditworthiness as their business cash flows are lumpy. Hence perceived risk is higher.  

Under tractor financing, Chola lends mainly to agri-based customers – medium, small and marginal farmers and first time 
buyers/users/tenant farmers. 
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CV book diversification makes Chola resilient to cyclical headwinds 

Share of HCV loans has increased from 12% (FY14) to 19% (FY18) whereas that of LCV over the same period has reduced from 29% to 22%. 
Share of refinance/used vehicles has remained more or less unchanged at 27-29%. Over the last two years, foreseeing the pick-up in 
construction and infra activities, the company started disbursing CE loans too (since Q1FY16, focusing on very select markets and fast 
moving products). 
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Exhibit 11: Share of HCV – Scaled down ahead of stress, 
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Exhibit 12: Over a longer-term, LCV concentration has 
reduced considerably from 36%  in FY11 
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Exhibit 13: VF portfolio mix – FY18 
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Exhibit 14: VF disbursements have grown at 23% CAGR over FY08-18; expect 
20% CAGR over FY18-21 

Disbursements (INR Bn) (LHS) AUM (net) (INR Bn) (LHS) 

Disbursements growth (%) (RHS) AUM growth (%) (RHS) 
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Exhibit 15: VF disbursements mix FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 

HCV 11% 9% 13% 17% 16% 18% 

LCV 31% 24% 21% 21% 20% 20% 

Car, MUV 
19% 23% 

17% 15% 16% 14% 

3W, SCV 6% 5% 5% 7% 

Refinance 13% 16% 18% 17% 17% 16% 

Older/used vechiles 19% 18% 16% 15% 15% 14% 

Tractors 7% 10% 9% 8% 8% 7% 

CE 2% 3% 4% 

Exhibit 16: VF portfolio mix FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 

HCV 16% 15% 14% 12% 13% 14% 17% 19% 

LCV 36% 33% 34% 29% 26% 25% 22% 22% 

Car, MUV 
21% 19% 19% 21% 

15% 16% 17% 16% 

3W, SCV 8% 7% 6% 6% 

Refinance 
27% 29% 

11% 16% 15% 15% 13% 13% 

Older/used vechiles 16% 13% 13% 13% 13% 13% 

Tractors 4% 6% 9% 10% 10% 9% 7% 

CE 3% 4% 

Since days of visible concentration, Chola has come a long way in terms of diversifying its VF book – from being concentrated mostly 
on LCVs, the company today offers financing of 2 wheelers, tractors, construction equipment, cars, etc. Apart from this, the 
company has also diversified in terms of used and new vehicles, which besides helping guard against concentration, has also helped 
in pricing (used/Shubh yield higher). 

Increasing share of used-financing has also helped Chola protect itself against the impact of reduction in production of new vehicles 
during down cycles. 

Along with product diversification, Chola also hires specialized personnel for each sub-segment. The company has 3 product teams 
under the VF vertical each focusing on 1) used/Shubh, 2) new vehicles and 3) tractors which helps the company deliver focused 
effort in terms of pursuing sub-segmental growth. 

As of FY18, the total VF AUM stands at INR 315 bn, having grown at 25% CAGR over last 10 years. Going by the recent uptick in 
auto/CV sales, expected pick up in infrastructure investment and construction activities, strengthening rural demand on back of 
normal monsoon, we expect the overall VF disbursements to grow at a CAGR of 20% over the next 3 years. We estimate AUM to 
grow at 22% CAGR over FY18-21E. 

The company bases its future disbursements growth on basis of collections performance. Therefore, improving collections is 
another factor why we believe disbursements growth will stay robust in the near future.  

Source: Company, KRChoksey Research 
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Supply side landscape 

… in terms of  vehicle financing 

In case of vehicle finance, dealer touch point is of utmost importance. From a dealership’s perspective, it wants a reliable relationship. 
Chola, over a number years (spanning decades), has been able to establish and cultivate relationships with dealers which has helped 
push products. 

Banks do not focus on distribution of specialized finance as much as NBFCs do, which explains why banks do not enjoy as good 
relationships with dealerships as NBFCs. HDFC Bank is an exception in this case. This, along with banks’ inability to evaluate 
creditworthiness of bottom of the pyramid customers, translates into a competitive advantage for NBFCs such as Chola. 

Additionally, maintaining long term relationships with dealers is even more important. One might see influx of new entrants, offering 
vehicle finance during boom period. However, historical trends show that most new entrants with weak capital base and inadequate 
pricing usually get washed out. Over last 10-15 years, Chola has earned the trust of dealers without sacrificing pricing. 

Chola adopts a multi-pronged approach to connect with the dealerships 

 Starting with the OEMs – trying to develop relationship at the manufacturer/OEM level 

 OEM at the regional level 

 Dealership owners 

 Sales force executives at the dealership level 

Additionally, interaction/consulting at the OEM/manufacturer level also forms an integral part of expanding VF distribution network. 
Chola enjoys tight relationship with TATA, Eicher, Mahindra and Ashok Leyland.  

 

 

 

 

 

 

 

 

Several tailwinds should augur well for Chola: Positive sentiment amongst manufacturers, announcement of several infrastructure 
development projects and global pick up in commodities clearly indicate we could be at the start of another CV cycle boom. While 
Q4FY17 saw an abnormal growth in vehicle sales/finance on back of advanced purchasing by transporters’ due to pricing impact of BS-
4 implementation, the quarterly trend through FY18 signals a clear turnaround in the CV industry. 
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Exhibit 17: Major players in vehicle finance in India (INR Bn) 

AUM (INR BN) Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18 Q3FY18 Q4FY18 
STFC 748.1 753.2 762.8 787.6 816.1 854.6 900.2 953.0 
SBI 495.3 412.2 445.4 576.1 594.8 618.6 650.5 663.6 
HDFCBK 314.6 335.6 345.3 379.4 384.5 403.6 425.5 459.4 
IndusInd Bank 286.6 296.9 309.6 323.7 328.4 342.2 368.3 386.8 
Mahindra Finance 416.6 438.5 457.1 467.8 475.8 499.2 517.8 551.0 
Chola 208.2 214.8 221.6 236.3 243.9 257.0 280.2 315.1 
AXISBK 128.8 134.4 149.5 168.0 175.3 184.3 193.3 227.1 
ICICIBK 362.8 372.1 384.8 406.4 413.1 427.0 449.2 152.0 
KotakMBK 80.1 91.7 96.5 108.3 114.4 122.1 132.5 152.0 
Sundaram 186.0 193.5 200.1 207.4 213.2 224.7 243.4 227.1 
Total 3227.2 3243.0 3372.6 3660.8 3759.6 3933.1 4160.9 4,087.1 
QoQ growth 0.5% 4.0% 8.5% 2.7% 4.6% 5.8% -1.8% 

  Source: Company, KRChoksey Research 
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Supply/demand side landscape 

… in terms of  vehicle production, freight load availability and freight rates 

For transporters, their willingness to expand truck capacity and ability to service vehicle-related debt 
depend heavily on load availability, supply/demand of freight and freight rates. In times of excess 
freight capacity (excess supply), freight rates decline, pressurizing transporters’ cash flows. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The recent and on-going thrust on developing India’s infrastructure coupled with rising commodity 
prices and improving global trade should boost freight load availability (load to be carried). The 
government has been frequently announcing road projects apart from the large ones such as 
Bharatmala and Sagarmala which is expected to result in increased road movement. Apart from the 
business-induced supply/demand of freight, government’s strict enforcement on overloading of 
trucks  in key states of UP, Rajasthan, Punjab, Bihar, Jharkhand and Chhatisgarh should result in 
fresh demand for higher tonnage vehicles. Additionally, migration to BS-VI by April 2020 would drive 
pre-buying. 

 

Mr. R. Sridhar, ex-MD, 
Shriram Transport Finance 
Company, “Sometimes 
manufacturers sell more 
than what is required, 
financiers finance more than 
what is required and truck 
operators buy more than 
what is required building up 
excess capacity which puts 
pressure on freight rates 
and in turn impacts sales of 
new commercial vehicles.” 
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Exhibit 18: Production growth trend in the last decade – CV production declined 9% annually over FY12-15  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Exhibit 19: CV production/sales levels are still close to the last peak 6 years ago... 

Period of: 
• Mining ban in Orissa 
• Political instability in AP 
• Disturbances in Karnataka 
• Economic slowdown 
• Freights rates were under 
pressure 
• Multiple deficient monsoon 
shocks and low growth in MSPs 

Our on-ground survey of 
truckers and transporters 
suggests that the demand 
situation is better than 
what was during 2013/14/15. 
However, the supply side 
pressures too have 
aggravated constraining 
upward movement in 
freight rates. Rising fuel cost 
remains a serious concern. 

Source: SIAM, KRChoksey Research 
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2013-2016 turbulence and how did Chola navigate 

Slowdown in economy coupled with reduction in freight rates/earnings of truck operators resulted in asset quality pressures. Chola’s 
increased intensity on collections helped it maintain superior asset quality and low credit costs. 

2013-2015/2016 was a particularly dull period for the CV industry, especially MHCV on back of mining ban in Orissa, disturbances in 
Karnataka, political instability in AP besides the general slowdown in the economy. During this period, freight volume availability 
declined causing freight rates to come under pressure due to excess supply of transportation services. Rise in input cost was an 
additional factor causing operator margins to come under pressure. 

Other adverse factors during this period affecting the portfolio quality and quality of disbursements were OEM discounts and 
loosening of LTV norms due to increased competition. 

For Chola, asset quality (VF book) deteriorated during FY13 and thereabout partially on account of farm distress due to delayed 
monsoon. However, most of the stress during this period emanated from the mining ban in Orissa (NPAs in Orissa had gone up to 
30% - mainly comprising of HCV, tippers). Even the Maharashtra portfolio saw some stress on account of drought. In light of such 
stress and overall deteriorating environment, Chola took a cautious view on VF lending and scaled down disbursements – rising 
stress in the CV segment being the primary concern. Over FY14/15, VF disbursements  de-grew by an average of 3% annually. On the 
asset quality front, Chola has been able to reduce its VF NPAs from 4.80% in FY15 to 2.04% as of FY18. 
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Exhibit 20: GNPAs trend - Cautious lending during turbulent times has yielded better asset quality performance 
versus peers… 
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Exhibit 21: Controlled credit costs during times of stress, despite transitioning to stricter NPA recognition norms 
ahead of peers 

STFC Sundaram Magma Chola 
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New initiatives under VF 

Chola positions CV and used vehicle loans as its core products. The company, besides doing the plain vanilla product funding, has 
also introduced various other products to cater to the funding requirements of the VF ecosystem.  

The company has introduced loyalty programs such as Vishesh Card (in a tie-up with RBL Bank) (image). This product is extended to 
existing customers in order to improve customer retention.  

With its subsidiary White Data Systems India Private Limited, Chola has introduced i-Loads, an integrated technology solution for 
truck owners. The platform is that of a freight aggregator and helps truckers and transport owners procure return-loads that help 
save time, resources and money. Besides helping the customer secure load, the platform is also helping the company to understand 
the CV cycle better. This is expected to enhance Chola’s ability to catch stress ahead of time.  

The company is also getting into agreement with car portals to fund their used car dealers which will help in faster penetration 
while diversifying the product mix. 

Chola has launched trip loans in view of the working capital requirement faced by a majority of its customers. This product is 
expected to address all the financial requirements that truck drivers face on their trips – fuel refill, servicing, toll, etc. As of today, 
the trip loans industry is mostly unorganized. Chola’s trip loans initiative should shift the market to the organized segment and 
benefit customers by way of lower borrowing costs. We also expect trip loans to improve customer stickiness. 

Other digital initiatives like customer facing app with customer service module, Pay Now feature and Gaadi Bazaar (vehicle auction 
platform) reflect the company’s drive to capitalize technological advancements to supports and sustain its growth ambitions.  
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In last 5 years, the company has reported peak yield of 16.8% in 
FY15. As of FY18, yield was 15.9%, undercut by increasing 
competition from new NBFCs and banks. Going forward, the 
management is cognizant of the looming threats – mainly 
competition – which is expected to drive down pricing further 
and pressurize NIMs. Management’s strategy is therefore multi-
pronged – 1) driving deeper into the rural where competition is 
less 2) increasing share of used vehicles. Both of these are 
expected to yield higher pricing. Considering the up-cycle, we 
expect risk-adjusted NIMs to stay stable. 

 THE VF BOOK 

Over FY14/15/16, when the CV cycle deteriorated significantly, 
Chola’s foremost strategy to arrest asset quality issues was to 
increase collection efforts. What used to cost the company 1 trip 
to the customer started costing 3-4 trips. Opex has continued to 
stay high on back of high collection intensity. However, such 
sharp focus has also lead to asset quality performing better than 
peers. Another reason for continued high opex is investment in 
branch network and technology. Over the last 3 years, the 
company has also undertaken digitization of sales/collection 
processes by handing out tablets to the field force. In terms 
branch expansion, 339 branches (39% of the total branch 
network) have been opened over FY17/18 alone. 

The downturn of FY14/15/16 led to spike in credit costs along 
with accelerated transition towards 90 dpd NPA recognition 
norm. Though, as stated above, sharp focus on collections 
(despite hurting opex) helped maintain relatively better asset 
quality and credit costs lower than peers. 

Going forward, we expect credit costs/NCL to decline on back of 
improved transporters’ cash flows. 

While we expect competitive pressures to impact pricing and 
ultimately NIMs, we also believe there is significant scope for 
operating leverage to play out. Opex/AUM at 4.1% is considerably 
higher than normalized levels. On back of technology 
investments undertaken in last few years, we expect 
productivity to improve. TAT has been improving post roll out of 
field force enablement software. Additionally, improving asset 
quality should help reduce credit costs. We expect profitability 
profile to improve from hereon.  
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Home equity stabilizing; home loans to be scaled up rapidly 

The home equity (HE/LAP) segment was started in 2007 and achieved INR 3.2 bn in disbursements in first full year of operations 
(FY08). At INR 31.7 bn as of FY18, disbursements have grown at a CAGR of 26% over FY08-18. However, disbursements growth in last 
two years – FY17/18 – has been lackluster given the structural headwinds on account of demonetisation and GST implementation. As 
of FY18, HE AUM stood at ~INR 100 bn (40% CAGR over FY08-18).  

Sticky and long-maturity nature of HE products helps the company in building a stable AUM as VF is a short tenor product (3-5 years) 
having a faster run-off. Currently, the average ticket size in the HE segment is INR 5 mn (INR 50 lacs) and the company maintains 
LTVs of 55-60%. 

During early FY16, Chola started slowing down HE disbursements citing excessive supply-side players carrying out aggressive 
lending despite SMEs’ cashflows being stretched. In the absence of any fresh corporate lending, the bank had turned their focus on 
retail lending. Despite taking a proactive approach towards curtailing HE growth, the company witnessed stress build-up in the 
portfolio, mainly in the high-ticket category (INR 30-40 mn). However, Q4FY18 was a turnaround quarter for the HE segment with 
asset quality improving (GNPA at 5.36% as of Q4FY18 vs. 5.98% as of Q3FY18). The management is of the view that SME demand for 
working capital loans is coming back (disbursements during Q4FY18 were up 48%). We are factoring in a CAGR of 12% in HE 
disbursements over FY18-21E. 

Further, offering HE products through only 148/873 branches leaves a lot of scope for pursuing HE/HL growth without incurring 
significant additional expenses in terms of branch infrastructure. HE in near term could be scaled up to >200 branches. In terms of 
asset quality – with the advent of SARFAESI, we expect lumpy resolutions/recoveries to effect sharp improvement in asset quality in 
the near term (as stress is mostly in large ticket loans). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The HE portfolio is 81% backed by self-occupied residential property (SORP). The customer segment is mainly comprised of middle 
socio economic class and self-employed non-professionals (SENP). Chola boast of best TAT, personalized service and deep 
understanding of c ustomers’ business model.  

Home loans business was launched towards the end of FY13 and by FY14, the segment had AUM of 0.4 bn. As of FY18, 
disbursements stood at INR 6.1 bn. 

The company offers affordable housing to the non-salaried class who are neglected by the banks. Most recently, the company 
forayed into Gujarat, Maharashtra, AP, Karnatak and TN to pursue geographical expansion of its home loans portfolio. Yields range 
between 13-14% with average ticket size being INR 1.6-1.7 mn. The company expects housing loan portfolio to be as big as the home 
equity portfolio by FY22.  
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Exhibit 23: HE portfolio mix (FY18) 
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Exhibit 22: Home equity AUM and disbursements 
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From a peak of 17.2% in FY09, the yields have contracted to 12.3% 
as of FY18 on back of severe competition from banks and 
housing finance companies. Given the subdued corporate 
investment climate in recent times and the corporate NPA pile 
up, banks have shifted focus towards retail loans. Competitive 
intensity in HE is only expected to increase which we believe will 
be negative for NIMs.  

 THE HE BOOK 

Over the last 5 years, Chola has been able to keep costs low in 
the HE segment. The products have not yet been rolled out 
across a large number of branches, owing to asset quality 
pressures. HE loans are only offered through 148/873 branches. 
However, with SME cash flows stabilizing and an improved 
economic outlook, Chola will be able to scale up the HE book 
rapidly without incurring a lot of efforts, monetarily and time-
wise. A higher growth going forward should result in lower 
opex. 

Credit costs have been elevated on account of asset quality 
pressures. Cash crunch due to demonetisation and disturbances 
caused by GST implementation have been the major concerns 
impacting the SME community. Credit costs stood at 3.1% as of 
FY18. With the advent of SARFAESI, we expect improvement in 
the credit behavior of employees along with accelerated 
recoveries which should help bring down credit costs.  
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Increased collection intensity during CV downturn + technology investment hurt operating leverage 

Over the last 11 years, opex/AUM at Chola has averaged 3.8% with latest reading as of FY18 being 3.3%. Though, over this period, the 
company has shown considerable improvement, coming down from 5.4% as of FY2008, Chola’s cost ratios still remain higher than 
peers (STFC, Sundaram).  

Chola’s elevated cost structure has been a function of its focus on collections which in turn has been a function of its asset quality. 
During times of distress, management’s decision to hold back on growth and step up collection intensity helped the company 
navigate through asset quality issues better than peers. Thrust on collections continues to be high. Naturally, the biggest driver of 
operating leverage will be reduction in collection intensity which should play out as asset quality concerns in the CV book alleviate.  

Foreseeing the CV distress – early 2014 onwards – Chola had started tightening credit norms and scaled up collection efforts (more 
number of trips to the customer than usual). Despite the VF asset quality deteriorating further during FY15 (2% GNPA in FY14 to 4.8% in 
FY15), the company deployed more front-end staff thereby increasing collection intensity. 

At Chola, collections vertical is entirely different from other functions unlike some other NBFCs where origination/sales and 
collections are combined together leading to focused efforts on arresting asset quality issues during times of distress. 

 

 

 

 

 

 

 

 

 

 
0% 

2% 

4% 

6% 

Exhibit 24: Opex/average AUM (%) - marred by collection 
intensity, tech investments and branch expansion; key earnings 
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Exhibit 25: Business origination exp/disbursements (%) - 
Proxy for improving sales productivity 

Earlier the sales executive 
would carry hard files back to 
the credit manager to take the 
decision. Post issuing tablets, 
sales executives have been able 
to take decisions on the spot 
regarding accepting/rejecting a 
loan based on credit analytics 
tool. 

 

 

Empowering field force with technology to enable quicker 
decision making and better TAT 

Another crucial element driving costs since last few years has been technology 
investment. Chola has undertaken extensive training of employees with respect 
to conducting sales and collections through tablets. Although handing out 
tablets has empowered the field force and has borne fruit in terms of faster 
decision making/TAT, the initial roll out of this initiative has had its impact on 
the opex/AUM ratio. With the field force (sales and collections) now moving to 
tablets, productivity is expected to increase further.  

“Implementation of tablet based system for business origination with the help of 
online credit scoring, risk-based pricing and collection monitoring system has been 
successfully implemented across all branches. Other digital initiatives like 
Customer Facing App with customer service module (CSM), Pay Now feature and 
Gaadi Bazaar (Vehicle Auction platform) reflect our drive to capitalize 
technological advancements to support and sustain our growth ambitions.” – 
Annual report FY2017 

 

Given Q4FY18 result, we believe there is still a lot of room for unlocking of 
earnings on back of improving operating leverage. The management guides for 
opex/AUM of 2.5% in the near term while we build in 3.2% for FY19. 
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Exhibit 26: Accelerated branch expansion during FY17/18 has had its impact on costs which should subside as branches break-
even within a year’s time (chart depicts number of branches) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Scaling up of home equity and home loans will not require any additional branch capex 

Chola had 873 branches as of March’18 of which 868 were offering VF products and 148 were offering HE products. Given the 
supply side pressure in the HE segment and price competitiveness coupled with unfavorable macros (demonetisation, GST, 
general slowdown), the management took a cautious decision to hold back HE disbursements.  While this was done to arrest 
asset quality slippage, growth suffered. HE disbursements de-grew 12% in FY17 and grew only 4% in FY18. However, with most of 
the macro headwinds behind and with the economy stabilizing, we expect cashflows in the SME sector to improve, eventually 
leading to better interest-servicing. We expect HE disbursements CAGR of 12% over FY18-21E. We believe distribution network will 
not be a hindrance should the management decide to scale up HE disbursements. Offering HE products through only 148/873 
branches leaves a lot of scope for pursuing HE/HL growth without incurring significant additional expenses in terms of branch 
infrastructure.  
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Exhibit 27: Chola lags closest peers in terms of opex/assets.. 
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Exhibit 28: Branches (#) 
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Exhibit 29: Branch network (FY18) – 37% of the new branches opened in FY18 were in east 
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Exhibit 30: Branch presence by region – Focus towards East is increasing 

South North West East Central 

Branch 
infrastructure 
– Geographical 

diversification has 
only strengthened the 
portfolio 

 
Given that ~39% of the total 
branches (339/873) were 
opened in last two years in a 
scenario marred by 
demonetisation and GST, we 
expect significant traction in 
business per branch going 
forward as the economy 
improves. Also, we do not 
expect branch expansion to 
be aggressive hereon as 
volumes from the existing 
network would take another 
2-3 quarters to catch up.  
 

Chola has taken several 
proactive measures with 
respect to de-risking its 
business geographically.  

 

As against a share of 33% as of 
FY14, south makes up for 26% 
of the total AUM of FY18. 
While shares of north and 
west have held steady, 
exposure to east has 
increased considerably, from 
15% in FY14 to 21% in FY18. The 
expansion in east has been a 
natural outcome of increasing 
competition in south and lack 
of credit services in east 
despite healthy demand.  
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In light of competition from banks and several other new NBFCs in the metros, the company has been expanding incrementally 
in rural areas which offer higher yields. These areas have relatively less competition due to high perceived risks and operating 
costs.  

We expect Chola’s geographical strategy (of penetrating deeper into the rural) should help the company maintain pricing and 
margins.  

                                Exhibit 31: Share of rural exposure is increasing – deeper rural penetration is expected to defend NIMs 

 

 

 

 

 

 

 

 

 

 

Category ‘E’ and ‘D’ make up for 50% of the total branch network and should start contribution meaningfully going ahead. A 
branch on average breaks even within 9-11 months. This has been made possible by inculcating use of technology leading to 
productivity improvement. As per the company’s experience, 70-80% of the branches break-even within first year of operation.  

Exhibit 32: 40% branches are less than 2 years old which leaves ample scope for operating leverage to play out. HE products 
offering could be scaled up to 200 branches in Q1FY19. 
 

*A = highly matured, E = new branch/least matured 
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Large portion of fixed rate book in a rising rate environment could hurt 

Chola will not be able to pass on the funding rate increases to existing VF customers due to the fixed rate nature of the book. We 
therefore see rising rate scenario as a key risk to blended NIMs as VF is 72% of the total AUM. AUM disbursed during the low-rate 
scenario would continue to contribute substantially over FY19/20E. HE, being a floating rate book will not be as much impacted. 

We are building in 30 bps expansion in cost of funds over FY19-21.  

Loan type India Ratings CARE ICRA CRISIL 

ST CP/WCDL CARE A1+ [ICRA]A1+ 

LT NCD/CC IND AA + (ind) stable CARE AA+ [ICRA]AA Positive 

Tier II SD IND AA + (ind) stable CARE AA+ [ICRA]AA Positive [CRISIL]AA/ Stable 

Tier I PDI IND AA (ind) CARE AA [ICRA]AA- Positive 

0% 

10% 

20% 

30% 

40% 

50% 

60% 

70% 

80% 

90% 

100% 

FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 

Exhibit 33: Funding base is dominated by wholesale borrowings 
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Exhibit 34: CoF trend for Chola versus peers - Chola has 
benefitted from shift in mix from terms loans to NCDS/CPs 

however any further decline in cost of funds is unlikely 
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Exhibit 35: Chola is better placed than most peers wrt CoF  
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Disbursements pullback during CV distress has yielded better asset quality performance than peers 

With regards to the VF book, Chola witnessed sharp asset quality deterioration in FY15 with GNPAs climbing to 4.8%. The main 
factor that drove the stress build-up upto FY15 was slowdown in the economy coupled with reduction in freight rates impacting 
transporters’ earnings.  

While second half of FY13 saw stress emanating on back of issues related to mining ban in Orissa, first half of FY14 saw rising fuel 
prices putting pressure on operators’ margins. The political instability in AP during FY14 was another factor impacting asset 
quality. In light of then economic slowdown impacting movement of goods and CV sales, dealers/manufacturers were seen giving 
discounts and a lot of new financiers loosened LTV norms, leading to overcapacity. In light of such stressful developments, the 
company took a cautious view on CV lending, followed a more stringent credit selection approach leading to lower disbursements. 
Over FY14/15, VF disbursements de-grew at a CAGR of 3%. On account of such proactive measures, Chola has been able to steer 
through asset quality issues relatively better than peers. 

As of FY18, GNPAs in the VF book have improved to 2.04%. The company has been proactive in recognising stress and transitioned 
early to the 90 dpd stress recognition norm. We believe low fuel prices until recently, government’s push on the infra front 
coupled with improving rural sentiment on back of two good monsoons (+ third one expected) should help subside asset quality 
issues. Our ground checks reveal marked improvement in trucks’ productivity owing to better highway connectivity and GST-
related efficiencies. This, in conjunction with higher industrial utilization, should cushion transporters’ cash flows and guard asset 
quality.  

Post implementation of tablet based system for business origination with the help of online credit scoring, risk-based pricing and 
collection monitoring system should help in containing asset quality issues going ahead. Development of sophisticated credit 
models focusing on risk-adjusted return on capital should help too.  

 

 

 

 

 

 

 

 

 

 

 

Compared to pure-play VF players like MMFS and STFC, Chola’s VF asset quality stands far superior despite migrating to stricter 
NPA-recognition norm ahead of peers (except Sundaram).  
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Exhibit 36: Chola's VF asset quality (GNPA) vs. peers (FY18) 

Exhibit 37: Transition to 90-dpd NPA recognition norm FY2015 FY2016 FY2017 FY2018 
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Home equity asset quality turning around 

Pile up of NPAs over the last few years and virtually low/no growth in the corporate segment have pushed banks to pursue retail 
loans aggressively. The banks, in absence of large ticket corporate loans, have become ever more aggressive in chasing retail loans 
like LAP. Besides banks, high profitability of LAP loans has attracted a lot of competition from non-banking entities too. Apart from 
competition, general slowdown in the economy has also impacted home equity asset quality with stress emanating mainly from 
large ticket loans in north India. Stress in the HE segment became more prominent and aggravated post demonetisation and GST-
implementation.  

Though majority of the HE exposure falls under the category of SORP (self-occupied residential property), hard bucket NPAs in the 
HE segment should reduce with the advent of SARFAESI. HE being a high ticket business and with most of Chola’s HE stress being in 
the larger ticket loans, recoveries/resolutions could be lumpy in nature causing dramatic reduction in NPAs.   

                                               Exhibit 38: With structural reforms behind, LAP stress should revert back to normalcy 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chola’s better asset quality performance viewed in light of the industry/peers’ performance is on account of proactive and prudent 
steps taken by the management from time to time. The management has repeatedly pulled back disbursements and tightened 
credit norms ahead of stress build up which may imply that the management has a good foresight with respect to business risks and 
challenges.  
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Exhibit 39: Asset quality over the last decade 
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GROUND REALITY CHECK – Visit to a truck hub and interaction with transporters | Transporters are upbeat 
about business till at least 2019. Demand from the infrastructure side is very strong. 

Over the course of our research on Chola, we have met and interacted with a number of people from the transportation industry 
including drivers, fleet managers and transport-company owners. Key takeaways based on our interaction with industry participants 
are as follows: 

Visit to Truck Terminal, Vashi, Navi Mumbai 

During our visit to the truck terminal, we interacted with a number of drivers, a large fleet manager and a few SRTOs. Following are 
our key highlights from the visit/interaction: 

Demand scenario is better than what was during the downturn of 2013/14/15. However, freight rates continue to be under pressure 
due to new supply of trucks. Finding/getting load is still a problem. We came across a few drivers who had been waiting for days to 
get new load to carry back to their home destination. 

Demand from infrastructure projects – demand for construction equipment and tippers – is quite strong on back of development 
projects. 

As per one of the drivers, Chola is a better finance partner than Shriram Transport (Shriram/STFC). The reason is Chola’s staff 
maintains some standard (respectful behavior) in conducting interactions with customers and understands genuine business 
problems when EMI payments are not timely. Chola is relatively easier on repossession of vehicles; they rather insist on the driver 
getting business and repaying his EMI a month later. STFC, as per the drivers, is aggressive in pulling vehicles if EMIs don’t come 
through timely. 

Majority of the drivers were of the view that marginal difference in pricing is not much of a factor when evaluating financing options. 
What matters more is post-disbursement service, i.e., how well a financier understands genuine cash flow problems which impact 
truckers’ EMI-servicing. Reiterating that Chola and HDFC Bank are sensitive towards drivers and transporters and insist on EMI 
payments rather than repossessing vehicles. Truckers would even pay slightly more to the one who understands their problems and 
respects them. However, we did find 1-2 drivers who placed more weight on pricing. 

Our interaction also revealed that Chola and HDFC Bank have a set criteria in terms of the type of vehicle they would fund. For 
example, Chola/HDFC Bank would never fund a vehicle that’s more than 10 years old (pre-2008 model) whereas Shriram would agree 
to fund the same vehicle at a higher rate. Shriram also happens to levy a lot of/various penalties on customers which Chola/HDFC 
Bank do not.  

 

Interaction with a Rajasthan-based transporter (>250 trucks, used for transportation of cement and other raw material) 

Demand scenario: 

There has been good demand for transport business since 2016, growing 10-20% every year and is expected to continue to be same till 
atleast 2019, i.e., till Lok Sabha and State elections (Rajasthan and MP). 

Demand has mostly been from government’s infrastructure projects like roads, overhead bridges, metro construction and 
construction of buildings. Post 2019, demand could only be from existing projects as of then. Fresh incremental demand could take 
time post 2019. 

Freight rates and profitability: 

Despite the increase in demand, freight rates have been more or less same in last 2-3 years. Most of the agencies said they have not 
been in a position to increase rates due to increased competition from new supply.  

Increasing fuel/diesel prices has had an adverse impact on truckers’ profitability which they have not been able to pass on.  
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VALUATION/VIEW  - Near-term positives priced in; taking a longer-term view, we initiate with a BUY. 

While we are cognizant of the fact that Chola operates in a highly competitive space, we find comfort in the fact that despite the 
competition, Chola has been able to deliver high profitability (14% avg ROE in last 10 years). Management’s foresightedness with 
respect to business risks and challenges, and effectively addressing the same only adds to their credibility. Our on-ground checks – 
interactions with truck drivers and transporters – only reinforces our view of the company. Besides, the company enjoys a strong 
promoter group backing (Murugappa). Given these, we feel Chola’s premium valuation compared to peers is justified. Although 
near-term positives seem priced in, taking a long-term view, we are positive on Chola’s business prospects. We initiate coverage 
with BUY. We value the stock at INR 1942, based on 4.5x FY20E ABVPS of INR 432. 

0.0 

2.0 

4.0 

6.0 

8.0 

Apr/07 Apr/08 Apr/09 Apr/10 Apr/11 Apr/12 Apr/13 Apr/14 Apr/15 Apr/16 Apr/17 Apr/18 

Exhibit 41: Historical P/ABV (TTM) 
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Valuations since April 2007 

  
Valuation scenarios 

  
 Return scenarios (%) (annualized) Period 

Average 
P/AB (x) 

ABV 
multiple 

(x) / MVPS 
FY2019 FY2020 FY2021 ABV multiple (x) FY2019 FY2020 FY2021 Last 10 years 2.7 

3.0 1,051.0 1,294.9 1,586.5 3.0 -33.5% -9.5% 0.1% Last 8 years 3.2 

3.5 1,226.1 1,510.8 1,850.9 3.5 -22.4% -2.2% 5.4% Last 5 years 4.0 

4.0 1,401.3 1,726.6 2,115.4 4.0 -11.3% 4.5% 10.2% Last 3 years 4.9 

4.5 1,576.4 1,942.4 2,379.8 4.5 -0.2% 10.9% 14.6% Last 1 year 5.9 

5.0 1,751.6 2,158.2 2,644.2 5.0 10.9% 16.9% 18.7% 
Current 

  
5.6 

Exhibit 40: Valuation scenarios 



 Page India Equity Institutional Research  II    Initiating Coverage    II 12th June, 2018 28 

Cholamandalam Investment & Finance Corporation Ltd.         

Key risks 

• Increasing competition in VF and HE is seen as a key risk. Defending the HE territory against the banks will need to be 
monitored. 

• Chola’s brand equity and customer relationships/service are key pillars of strength. Any deterioration in these metrics could 
lead to loss of business.  

• CV sales driven by deep discounting could lead to overcapacity sooner than later, ultimately impacting freight rates. This could 
have a ripple effect on the company’s asset quality and earnings.  

• Structural/macro events like demonetisation and GST were a key factor driving up asset quality pressures in last two years. Any 
such sort of an event going forward could again lead to rapid build-up of stress in the books. 

• A large part of the total book is fixed rate (VF is 72% of the book). Considering rising rates/CoF, NIMs are likely to compress 
going forward. 

 

Management team 

Mr. N. Srinivasan, Executive Vice Chairman and MD 

• Commerce graduate and member of ICAI and ICSI; 

• Joined Chola's board in Dec'2006; 

• >33 years of experience in areas of corporate finance, legal, projects and general management. 

Mr. Arul Selvan, Sr. Vice President and CFO 

• B.Com and CA and holds MBA in Finance; 

• associated with Murrugappa group for >26 years. 

Mr. Ravindra Kundu, President and Business Head (Vehicle finance) 

• MBA from ISB, Hyderabad/Wharton/Kellogg School of Management; 

• associated with Chola since ~18 years (since Nov'2000). 

Mr. Rohit Phadke, President and Business Head (Corp Finance, Home equity and Home loans) 

• associated with Chola since >18 years (since Jun'2000). 
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FINANCIALS (INR Mn) 

INCOME STATEMENT (INR Mn) FY2015 FY2016 FY2017 FY2018 FY2019E FY2020E FY2021E 

Interest income 33,972.2 38,428.8 42,549.0 49,242.7 62,830.1 76,672.0 93,181.2 

Interest expense 19,603.9 20,507.8 22,308.0 23,078.5 29,793.2 36,471.3 45,327.4 

Net interest income 14,368.3 17,921.0 20,241.0 26,164.2 33,036.8 40,200.7 47,853.9 

Non interest income 2,939.7 3,508.3 4,054.5 5,010.6 6,257.5 7,599.3 9,177.1 

Total income 17,308.0 21,429.3 24,295.5 31,174.8 39,294.3 47,800.0 57,031.0 

Operating expenses 7,488.6 8,449.2 10,133.4 12,895.2 15,382.0 17,925.1 21,074.6 

Pre-provision profit 9,819.4 12,980.0 14,162.1 18,279.6 23,912.3 29,874.9 35,956.4 

Provisions 3,247.2 4,272.4 3,106.3 3,450.9 4,447.2 5,431.1 6,353.1 

Profit before tax 6,572.2 8,707.7 11,055.8 14,828.7 19,465.0 24,443.8 29,603.3 

Tax expense 2,220.6 3,023.2 3,868.4 5,091.9 6,683.9 8,393.5 10,165.2 

Net profit 4,351.6 5,684.5 7,187.4 9,736.8 12,781.1 16,050.2 19,438.1 

BALANCE SHEET (INR Mn) FY2015 FY2016 FY2017 FY2018 FY2019E FY2020E FY2021E 

SOURCES OF FUNDS 

Share capital 6,435.4 1,561.5 1,562.8 1,563.3 1,563.3 1,563.3 1,563.3 

Reserves & surplus 25,289.2 35,011.7 41,563.3 49,938.2 61,113.9 75,148.1 92,144.6 

Shareholders' funds 31,724.6 36,573.2 43,126.1 51,501.5 62,677.2 76,711.4 93,707.9 

Borrowings 1,94,752.4 2,25,762.2 2,42,067.8 3,19,022.0 3,90,340.8 4,75,311.6 5,87,923.0 

Other liabilities & provisions 12,246.5 16,546.9 22,015.1 24,520.8 30,713.4 34,731.4 41,340.3 

TOTAL LIABILITIES & EQUITY 2,38,732.3 2,78,882.8 3,07,211.7 3,95,045.7 4,83,731.4 5,86,754.4 7,22,971.2 

USES OF FUNDS 

Cash and cash equivalent 3,406.6 4,904.5 4,870.0 3,925.1 5,404.7 6,581.2 8,140.5 

Investments 674.8 665.7 2,385.5 3,189.9 3,924.9 4,779.3 5,911.6 

Advances 2,21,835.4 2,59,101.3 2,84,152.2 3,72,011.5 4,57,149.9 5,56,663.9 6,88,549.3 

Fixed & other assets 12,815.5 14,211.4 15,804.0 15,919.2 17,252.0 18,730.0 20,369.8 

TOTAL ASSETS 2,38,732.3 2,78,882.8 3,07,211.7 3,95,045.7 4,83,731.4 5,86,754.4 7,22,971.2 

Source: Company, KRChoksey Research 
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KEY RATIOS FY2015 FY2016 FY2017 FY2018 FY2019E FY2020E FY2021E 

Growth rates 

Advances (%) 14.2% 16.8% 9.7% 30.9% 22.9% 21.8% 23.7% 

Total assets (%) 10.8% 16.8% 10.2% 28.6% 22.4% 21.3% 23.2% 

NII (%) 21.9% 24.7% 12.9% 29.3% 26.3% 21.7% 19.0% 

Pre-provisioning profit (%) 17.8% 32.2% 9.1% 29.1% 30.8% 24.9% 20.4% 

PAT (%) 19.5% 30.6% 26.4% 35.5% 31.3% 25.6% 21.1% 

Balance sheet ratios 

Advances/Total assets (%) 92.9% 92.9% 92.5% 94.2% 94.5% 94.9% 95.2% 

Leverage (x) 8.3 7.6 7.4 7.4 7.7 7.7 7.7 

CAR (%) 21.2% 19.7% 18.6% 18.4% 17.4% 17.2% 16.9% 

Operating efficiency 

Opex/average AUM 3.1% 3.1% 3.2% 3.3% 3.2% 3.1% 3.0% 

Cost/NII 52.1% 47.1% 50.1% 49.3% 46.6% 44.6% 44.0% 

Cost/income 43.3% 39.4% 41.7% 41.4% 39.1% 37.5% 37.0% 

Profitability 

NIM (%) 6.7% 7.3% 7.3% 7.8% 7.8% 7.8% 7.5% 

RoA (%) 1.9% 2.2% 2.5% 2.8% 2.9% 3.0% 3.0% 

RoE (%) 15.9% 16.6% 18.0% 20.6% 22.4% 23.0% 22.8% 

Asset quality 

Gross NPA (%) 3.1% 3.5% 4.7% 2.9% 2.8% 2.7% 2.6% 

Net NPA (%) 2.0% 2.1% 3.2% 1.7% 1.5% 1.5% 1.4% 

PCR (%) 35.5% 40.0% 31.9% 41.4% 45.0% 45.0% 45.0% 

Credit cost (%) 1.6% 1.8% 1.1% 1.1% 1.1% 1.1% 1.0% 

Per share data / Valuation 

EPS (INR) 30.3 36.4 46.0 62.3 81.8 102.7 124.3 

BVPS (INR) 221.0 234.2 276.0 329.4 400.9 490.7 599.4 

ABVPS (INR) 185.6 194.3 206.0 281.8 350.3 431.6 528.8 

P/E (x) 19.4 19.6 21.0 25.4 19.3 15.4 12.7 

P/BV (x) 2.7 3.0 3.5 4.8 3.9 3.2 2.6 

P/ABV (x) 3.2 3.7 4.7 5.6 4.5 3.7 3.0 

ROA Tree FY2015 FY2016 FY2017 FY2018 FY2019E FY2020E FY2021E 

NII 6.3% 6.9% 6.9% 7.5% 7.5% 7.5% 7.3% 

Opex 3.3% 3.3% 3.5% 3.7% 3.5% 3.3% 3.2% 

PPOP 4.3% 5.0% 4.8% 5.2% 5.4% 5.6% 5.5% 

Provisions  1.4% 1.7% 1.1% 1.0% 1.0% 1.0% 1.0% 

PBT 2.9% 3.4% 3.8% 4.2% 4.4% 4.6% 4.5% 

PAT 1.9% 2.2% 2.5% 2.8% 2.9% 3.0% 3.0% 

Levrage (x) 8.3 7.6 7.4 7.4 7.7 7.7 7.7 

RoE (%) 15.9% 16.6% 18.0% 20.6% 22.4% 23.0% 22.8% 
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