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Aavas Financiers Limited

Spread compression and elevated Opex weigh
on RoE

Slightly weak core performance in the quarter

Aavas delivered a 2%/7% miss on core NII/PPOP (ex. of DA income) as Portfolio Spread
compression was significant reflecting loan pricing, funding cost and BT pressures, and
non-employee opex continues to increase on implementation of new LMS and ERP.
Disbursements improved as was expected (up 8% qoq), but the volume was marginally
short of our expectation. However, AUM growth was steady at 5% qoq/23% yoy as
portfolio run-off rate came-off for second consecutive quarter.

Portfolio Spread contracted further by 20 bps qoq from 5.3% to 5.1%, after having
compressed by 30 bps in the preceding quarter. The decline was caused by increase in
CoF and reduction in Portfolio Yield (fell by 20 bps over past 2Qs). The pressure on
Portfolio Yield is from competitive rates for new loans and repricing of BT requests.
Incr. CoF moderated in the quarter with to around 8% with co. availing the NHB
sanctions.

Non-employee Opex grew 8% qoq/29% yoy with Phase-2 investments being done on
implementation of new LMS (Flexcube) and ERP (Oracle Fusion). Notably, Branch
addition has been low so far in the year. Slight increase was seen in 1+ dpd (from 3.58%
to 3.75%) and Stage-3 assets (from 1.04% to 1.1%) causing marginal uptick in
provisions. Write-offs continue to be marginal at ~Rs30mn and ECL coverage was
largely maintained across buckets.

Confident of delivering 22-25% pa growth and sustaining spreads above
5%

1 lakh+ login applications have been successfully processed under the new Salesforce
LOS, and Rs.45bn+ worth of cases have been sanctioned. Login to Sanction TAT has
come down. Oracle Fusion ERP system has been made live in Sept’23 and in under
stabilization. New LMS (Flexcube) is under testing and migration. So, the major tech
transformation would get complete in next 3-4 months. As per the Management,
disbursement throughput is improving MoM and in January the disbursement value
was higher 20-25% yoy.

Besides enlarging the execution capacity by multi-fold, Aavas is taking initiatives for
augmenting non-branch sourcing through eMitra and digital channels. Management is
also reenergizing its core product (low-ticket high-yielding HL) and aspires to improve
its origination share by 5 ppt. All the efforts on tech/system changes, sourcing
expansion and product focus sharpening is likely to generate stronger growth outcomes
from FY25. Management intends to double AUM over next three years.

With incremental borrowing rate peaking and focus on increasing the business
contribution of small-ticket HL, the Portfolio Spread is expected to be sustained above
5% over the medium term. Management also believes that higher-scale execution post
tech transformation would increase branch/resource productivity and gradually
improve the opex metrics.

Earnings have been cut; see a more gradual RoE improvement

Our FY24/25/26 earnings estimates get cut by 4-8% on lowering expectation of
sustainable portfolio spread. We believe that delivery of 22-23% pa AUM CAGR should
not be a challenge considering benefits from expansion of lead funnel and
augmentation of business execution capacity after tech transformation. Key
monitorables for immediate quarters would be recovery in disbursement growth and
stabilization of portfolio spread around the current level. Though valuation at 2.4x
P/ABV and 16x PE on FY26 is not expensive, a more gradual RoE improvement
trajectory is likely to preclude any significant re-rating. Maintain Neutral rating on
Aavas with 12m PT of Rs1615.
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(Rs mn) FY24E FY25E FY26E
Op. income 11,804 14,223 17,246
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Net profit 4,746 5,843 7,296
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Exhibit 1: Result table

Aavas Financiers Limited

(Rs mn) Q3 FY24 Q2FY24 % qoq Q3 FY23 % yoy
Operating Income 5,080 4,967 2.3 4,113 23.5
Interest expended (2,166) (2,036) 6.4 (1,504) 44.0
Net Interest Income 2,914 2,931 (0.6) 2,609 11.7
Other Income 12 8 52.2 7 68.7
Total Income 2,926 2,938 (0.4) 2,616 11.9
Operating expenses (1,349) (1,308) 3.2 (1,201) 12.3
PPOP 1,577 1,631 (3.3) 1,415 11.5
Provisions (80) (65) 222 (35) 126.9
PBT 1,497 1,565 (4.3) 1,380 8.5
Tax (331) (348) (5.0) (307) 7.8
PAT 1,166 1,217 (4.2) 1,073 8.7

Source: Company, YES Sec

Exhibit 2: Business Data
(Rs mn) Q3FY24 Q2FY24 % qoq Q3 FY23 % yoy
AUM 1,60,795 1,53,195 5.0 1,30,887 22.9
Disbursements 10,682 12,585 (15.1) 12,025 (11.2)
Ann. Run-off Rate (%) 8.0 16.1 (8.0) 21.0 (12.9)
Customer-wise AUM
Salaried 64,640 61,431 52 51,962 24.4
Self-employed 96,155 91,764 4.8 78,925 21.8
Product-wise AUM
HL 1,13,191 1,08,537 4.3 93,512 21.0
Other Mortgage Loans 49,364 46,418 6.3 39,135 26.1

Source: Company, YES Sec

Exhibit 3: Key Ratios
(VA Q3FY24 Q2FY24 chg qoq Q3FY23 chg yoy
NIM 7.9 8.0 (0.1) 8.2 (0.3)
Yield 131 13.2 (0.1) 13.0 0.0
Cost of Borrowings 8.0 7.9 0.1 7.3 0.7
Spread 51 5.3 (0.2) 5.8 (0.6)
Cost to Income 46.1 44.5 1.6 45.9 0.2
Gross NPA 1.1 1.0 0.1 1.1 (0.0)
Net NPA 0.8 0.8 0.0 0.9 (0.1)
Credit cost* 0.2 0.2 0.0 0.1 0.1
Cum. RoA 3.2 3.3 (0.0) 34 (0.2)
Cum. RoE 135 13.6 (0.2) 13.6 (0.1)

Source: Company, YES Sec, *Calculated

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

Exhibit 4: Asset Quality

(%) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24
1+ DPD 41 3.3 3.7 3.6 3.8
90+ DPD / Stage 3 11 0.9 1.0 1.0 1.1
HL GNPA (%) 11 0.9 1.0 1.0 1.0
Other Mortgage Loans GNPA (%) 1.3 1.0 1.1 1.2 1.3

Source: Company, YES Sec

Exhibit 5: ECL Summary
(Rs mn) Q3FY23 Q4 FY23 Q1FY24 Q2FY24 Q3FY24
Gross Stage 3 NPA 1,204 1,067 1,193 1,295 1,425
ECL Provisions Stage 3 288 287 322 356 392
Net Stage 3 917 780 872 939 1,033
Coverage ratio - Stage 3 (%) 23.9 26.9 26.9 27.5 27.5
Gross Stage 1 & 2 104,999 114,412 118,716 123,529  1,29,353
ECL Provision Stage 1 & 2 388 429 444 441 453
Net Stage 1 & 2 104,612 113,983 118,272 123,087  1,28,900
ECL Provision % Stage 1 & 2 0.4 0.4 0.4 0.4 0.4
Total ECL Provisions - (%) 0.6 0.6 0.6 0.6 0.6

Source: Company, YES Sec

Exhibit 6: Funding Mix
(%) Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24
Term Loans 42.2 45.0 46.6 49.6 47.0
Assignment 22.3 22.0 20.9 20.8 24.2
NHB Refinancing 22.0 20.8 21.3 18.3 18.8
NCDs 135 12.2 11.2 114 10.1

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 7: 1-yr rolling P/ABV band Exhibit 8: 1-year rolling P/ABV vis-a-vis the mean
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Aavas Financiers Limited

FINANCIALS

Exhibit 9: Balance Sheet

Y/e 31 Mar (Rs mn) FY22 FY23 FY24E FY25E FY26E
Equity Capital 789 791 791 791 791
Reserves 27,297 31,906 36,652 42495 49,790
Shareholder's funds 28,086 32,697 37,442 43,285 50,581
Provisions 40 66 73 80 88
Deferred Tax Liabilities 496 724 724 724 724
Total Non-Financial liabilities 536 790 797 804 812
Debt Securities 17,095 14,245 17,450 21,551 26,939
Borrowings (Other than Debt Sec.) 61,632 83,162 1,01,874 1,25,814 1,57,268
Other Financial Liabilities 2,817 3,125 3,828 4,727 5,909
Total Financial liabilities 81,581 1,00618 1,23,238 1,52,179 1,90,202
Total Equities and Liabilities 1,10,204 1,34,105 1,61,477 196,268 2,41,595
Assets

Cash and Cash Equivalents 423 1,767 2,898 4,168 7,814
Bank balances 14,879 12,050 12,050 12,050 12,050
Loans 90,534 1,14,763  1,40,204 1,72,798  2,13,404
Investments in Associates 675 1,231 1,477 1,772 2,127
Other Financial Assets 2,616 3,027 3,481 4,003 4,604
Total Financial assets 1,09,128 1,32,837 1,60,110 194,791  2,39,998
Property, Plant and Equipment 269 316 347 382 420
Other Intangible Assets 413 245 245 245 245
Other Non-Financial Assets 336 677 745 820 902
Total Non-Financial assets 1,076 1,269 1,368 1,477 1,597
Total Assets 1,10,204 1,34,105 1,61,477 196,268 2,41,595

Source: Company, YES Sec
Exhibit 10: Income statement

Y/e 31 Mar (Rs m) FY22 FY23 FY24E FY25E FY26E
Income from Operations 13,044 16,083 20,188 24,079 29,509
Interest expense (4,775) (5,910) (8,421) (9,893) (12,299)
Net interest income 8,269 10,173 11,767 14,186 17,210
Non-interest income 12 18 37 37 37
Total op income 8,281 10,191 11,804 14,223 17,246
Total op expenses (3,506) (4,577) (5,405) (6,346) (7,416)
PPoP 4,775 5,614 6,399 7,877 9,830
Provisions (226) (124) (315) (386) (477)
Profit before tax 4,549 5,490 6,084 7,491 9,354
Taxes (981) (1,189) (1,339) (1,648) (2,058)
Net profit 3,568 4,301 4,746 5,843 7,296

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures,

refer to the end of this material.
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Exhibit 11: Growth and Ratio matrix

Y/e 31 Mar FY22 FY23 FY24E FY25E FY26E
Growth matrix (%)

Net interest income 28.2 23.0 15.7 20.6 21.3
Total op income 28.0 23.1 15.8 20.5 21.3
Op profit (pre-provision) 22.3 17.6 14.0 23.1 24.8
Net profit 23.2 20.5 10.3 23.1 24.9
Loans 20.3 26.8 22.2 23.2 235
Borrowings + Debt 26.0 23.7 22.5 23.5 25.0
Total assets 23.0 21.7 204 21.5 23.1

Profitability Ratios (%)

NIM 7.9 8.0 7.5 7.3 7.2
Non-interest income/Total income 0.1 0.2 0.3 0.3 0.2
Return on Avg. Equity 13.7 14.1 13.5 14.5 15.5
Return on Avg. Assets 3.6 3.5 3.2 &3 &3

Per share ratios (Rs)

EPS 45.2 54.4 60.0 73.9 92.3
ABVPS 347.0 403.7 463.2 534.7 624.0
Other key ratios (%)

Loans/Borrowings 115.0 117.8 117.5 117.3 115.9
Cost/Income 42.3 44.9 45.8 44.6 43.0
CAR 514 46.9 44.0 41.3 39.1
Gross Stage 3 (%) 1.0 0.9 0.8 0.8 0.8
Credit Cost 0.2 0.1 0.2 0.2 0.2
Tax rate 21.6 21.7 22.0 22.0 22.0

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 6
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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. Registration granted by SEBI and certification from NISM
in no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

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

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 7t Floor, Urmi Estate Tower A, Ganpatrao
Kadam Marg, Opp. Peninsula Business Park, Lower Parel (West),
Mumbai - 400 013, Maharashtra, India.

X research@ysil.in | Website: www.yesinvest.in

Aavas Financiers Limited

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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INHO00002376 | INVESTMENT ADVISER:
INAO00007331 | Sponsor and Investment Manager to YSL Alternates
Alpha Plus Fund (CAT Il AIF) SEBI Registration No.: IN/AIF3/20-21/0818 |
AMFI ARN Code - 94338.

Details of Compliance Officer: Name: Aditya Goenka,
Email id: compliance@ysil.in, Contact No: 022- 65078127 (Extn: 718127)

Grievances Redressal Cell: customer.service@ysil.in/igc@ysil.in

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

=T Particulars

No. Yes/No

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

2 securities of the subject company(ies) at the end No
of the month immediately preceding the date of
publication of the Research Report

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

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 No

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

o

No

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

No

YSL has received any compensation or other
8 benefits from the subject company or third party No
in connection with the research report

YSL has managed or co-managed public offering
9 of securities for the subject company in the past No
twelve months

Research Analyst or YSL has been engaged in
10  market making activity for the subject No
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.

Digitally signed by Digitally signed by
RAJIV DHILAN Rajiv DHILAN MEHTA MANUJ MANUJ OBEROI

Date: 2024.02.05 Date: 2024.02.05
MEHTA 06:31:21 +05'30' OBEROI 05:38:20 +05'30"

Aavas Financiers Limited

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: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -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 Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
also a SEBI-registered Category | Merchant Banker, Investment Adviser
and Research Analyst. YSL is also a Sponsor and Investment Manager of
Alternate Investment Fund - Category Ill (YSL Alternates) and AMFI
registered Mutual Fund Distributor. The Company is also a registered
Depository Participant with CDSL and NSDL. 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.
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