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India Ratings and Research (Ind-Ra) has taken the following rating actions on Shriram City Union Finance Limited (SCUF) and its debt instruments:

Instrument Type Date of Coupon Maturity Size of Rating/Outlook Rating
Issuance Rate (%) Date Issue Action
(billion)
Long-term/Short-term Issuer Rating - - - - IND AA/Stable/IND A1+ Affirmed
Principal protected market linked debentures (PP-MLDs)*# - - - INR3.0 IND PP-MLD AAemr/Stable Assigned
Non-convertible debentures (NCDs)* - - - INR45 IND AA/Stable Affirmed
Bank loan - - - INR175 IND AA/Stable Affirmed
PP-MLDs* - - - INR14.0 IND PP-MLD AAemr/Stable Affirmed
Fixed deposit programme - - - - IND tAA/Stable Affirmed

* Details in Annexure, # Yet to be issued

The suffix ‘emr’ denotes the exclusion of the embedded market risk from the rating. The rating of the market-linked debentures is an ordinal assessment of the underlying credit risk of
the instrument and does not factor in the market risk that investors in such instruments will assume. This market risk stems from the fact that coupon payment on these instruments
will be based on the performance of a reference index or equity share (detailed in the information memorandum of the issue).

PP-MLD refers to full principal protection in the equity linked notes wherein the issuer is obligated to pay the full principal upon maturity.

Analytical Approach: Ind-Ra continues to take a consolidated view of SCUF (34% owned by Shriram Capital Limited and Shriram Ventures Limited) and Shriram Housing Finance Ltd
(SHFL; debt rated at ‘IND AA’/Stable, 85% owned by SCUF), to arrive at the ratings. While SCUF mainly provides business loans, SHFL provides housing loans across segments and
plans to leverage on the Shriram group’s ecosystem.

KEY RATING DRIVERS

Well-established Track Record in High-yielding Segment: SCUF has an established track record of over three decades, with an expertise in low-ticket-size and high-yielding
products such as small and medium enterprises (SMEs), contributing 47% to the assets under management (AUM) and two-wheeler (contributing 22% to the AUM) lending at end-
2QFY22. During FY21, the company also launched higher yielding (as compared to the overall yields) pre-owned two-wheeler loans and loan against property (LAP) to better leverage
its understanding of the two-wheeler and SME segment. The company’s AUM was worth INR304 billion, distributed across 22 states, with a total network ofc971 branches and 25,308
employees at end-September 2021. SCUF's key strengths are its large customer base with long-term relationships directly or through the Shriram Group companies, coupled with the
strong local knowledge and the ability to appraise businesses dealing in cash and robust collection infrastructure. This has been reflected in a sharp recovery in its collection efficiency
post the first and second wave of COVID-19.

Adequate Capitalisation: The company’s consolidated leverage stood at 3.4x at 1HFYE22 (FYE21: 3.5x, FYE20: 3.4x, FYE19: 3.7x). SCUF (standalone) reported a tier-I capital
adequacy ratio of 29.1% at end-2QFY22 (FYE21: 28.6%, FYE20: 27.7%, FYE19: 22.75%). The agency expects SCUF to continue to hold significantly higher equity buffers than those
of its peer non-banking financial companies in view of its customers’ weaker credit profiles, implying operations at the higher end of the yield curve in the SME and two-wheeler
portfolio, and the lack of seasoning in its housing subsidiary’s portfolio. Ind-Ra believes SCUF is well capitalised to withstand credit costs that may exceed pre-provision operating
profit, though this is unlikely over the near-to-medium term.

Liquidity Indicator — Adequate: According to the asset liability management statement at end-September 2021, the company continues to be in a comfortable position, with a
cumulative surplus (excess of short-term assets over short-term liabilities) of up to one year (25% of total assets). This also reflects the unencumbered cash and liquid investments of
over INR41.4 billion at end-October 2021 and unutilised bank lines of about INR4.0 billion.

For SCUF (standalone), bank loans constituted 44% of its total borrowings in 2QFY22 (FY21: 48.5%, FY20: 45.6%, FY19: 54%), in line with most of its peers. The share of retail
deposits in SCUF’s overall funding continues to increase (2QFY22: 24%, FY21: 22%, FY20: 18.4%, FY19: 16%). The company raised funds amounting to INR67.1 billion during 1HFY22
(FY21: INR139 billion;). The blended cost of borrowing declined to 8.33% in 1HFY22 (4QFY21: 9.09%; FY20: 9.70%). In Ind-Ra’s opinion, the decline in SCUF’s borrowing cost is
lower than that observed for many other similarly rated non-banking financial companies. In terms of the lenders’ environment, during the first wave of COVID-19, the lenders were
hesitant to lend to most segments. The concerns regarding liquidity are low over the near term as, during the second wave, with the experience gained during the first wave and the
existing liquidity in the system, the lenders’ support has improved.



Buffers to Absorb Incremental Credit Costs in Place: SCUF's gross stage-3 assets increased to 6.86% in 2QFY22 (FY21: 6.37%, FY20: 7.90%, FY19: 8.9%). The company’s
credit costs, as a percentage of average advances, remained largely stable at 3% (annualised) during 2QFY22 (FY21: 3.1%, FY20: 3.3%, FY19: 3.0%). SCUF’s provision coverage ratio
on stage-3 assets stood at 51.2% at end-2QFY22 (FYE21: 53.2%, FYE20: 48.5%, FYE19: 43.6%) and its net stage-3 assets increased to 3.47% (3.1%, 4.2%, 5.2%). SCUF had a
COVID-contingency buffer of INR6.7 billion (2.2% of AUM) at end-2QFY22, which provides cushion for an unfavourable incremental asset quality outcome. Till end-2QFY22, through
the emergency credit line under guarantee scheme, SCUF lent about INR883 million (0.3% of AUM) and restructured loans stood at INR3192 million (1.0% of AUM). The consolidated
return on average assets stood at 2.9% in 1HFY22 (FY21: 3.1%; FY20: 3.2%; FY19: 3.3%).

Loan Growth to Improve in FY22 on Flat Base: SCUF's AUM grew at a low CAGR of 2.3% over FY18-FY21, reflecting the macroeconomic stress in the SME segment as well as
competition. Moreover, post the COVID-19 outbreak, the AUM growth was further impacted during FY21, as the company focused on collections while disbursing much lower amounts
in the gold and two-wheeler segments. Due to the disruptions caused by the second wave, disbursements were impacted in April-May 2021; however, they have normalised from June
2021. According to the management, a substantial portion of SCUF's borrowers is also related to essential goods and services segment. These segments witnessed some demand
revival in 2QFY22 which registered 14.4% yoy growth in consolidated AUM. While many competitors have remained absent from the home loan financing segment, SHFL plans high
growth in the same over the medium term; however, at end-2QFY22, it constituted only about 12% of the consolidated AUM. SCUF has further strengthened the capital position of
SHFL with another infusion of INR3 billion during October 2021, post which the capital adequacy ratio is estimated to improve above 30%.

Incremental Pressure on Asset Quality over Near Term: Owing to the second wave of COVID-19, SCUF's collection efficiency (calculated as total collections excluding all
overdues, prepayments, pre-closures, among others/billing for the month) declined to 71% (excluding overdues, prepayments and foreclosures and excluding gold loan collections) in
May 2021 (March 2021: 80%), before recovering to 83% in June 2021 and further to 94% in September 2021. There was a similar improvement in the SME segment as well.

That being said, the base effect as well as recent effect of disbursements worth INR238 billion (which included gold loans of INR67 billion) over 3QFY21-2QFY22 would have also

helped the delinquencies partially in that pool. Given the current tough operating environment, Ind-Ra expects asset quality and credit cost to be adversely affected over the near
term; the agency will monitor the collection trends over the near term.

RATING SENSITIVITIES

Positive: Sustained growth in SCUF's franchise and funding profile with higher capital market participation at competitive rates and asset quality while maintaining the profitability and
liquidity ratios could lead to a positive rating action.

Negative: A significant deterioration in the asset-liability profile and liquidity position, the gross stage-3 assets exceeding 10% and/or the net stage-3 assets surpassing and sustaining
above 6%, the tier 1 ratio falling below 20% and a higher-than-expected deterioration in return on assets could lead to a negative rating action.

COMPANY PROFILE

SCUF was established in 1986 as a commercial vehicle financier, part of the larger Shriram Group. In FY06, SCUF shifted focus to retail financing which includes small business loans,
two-wheeler loans, auto loans, loans against gold, and personal loans. SUCF is one of the largest non-banking financial companies that lends to small businesses directly. It had 971
branches and total loans under management of INR304 billion at end-September 2021.

FINANCIAL SUMMARY (Consolidated)

Parameters (INR billion) FY21 FY20
Total assets 3773 332.3
Total equity 82.5 73.6
Net income 10.8 10.3
Return on average assets (%) 3.1 3.2
Debt/Equity (x) 3.5 3.4
Tier-I capital (%)* 28.6 27.7
Source: SCUF; *Standalone

RATING HISTORY

Instrument Type Current Rating/Outlook Historical Rating/Outlook
Rating Type Rated Rating 24 August 31 May 26 May 23 March 10 March 15 February 27
Limits 2021 2021 2021 2021 2021 2021
(billion)
Issuer rating Long-term/Short-term - IND AA/Stable/IND A1+ IND IND IND IND IND IND
AA/Stable/IND | AA/Stable/IND | AA/Stable/IND | AA/Stable/IND | AA/Stable/IND | AA/Stable/IND | AA/
Al+ Al+ Al+ Al+ Al+ Al+
NCDs Long-term INR45 IND AA/Stable IND AA/Stable | IND AA/Stable | IND AA/Stable | IND AA/Stable | IND AA/Stable | IND AA/Stable | INC
Bank loan Long-term INR175 IND AA/Stable IND AA/Stable | IND AA/Stable | IND AA/Stable | IND AA/Stable [ IND AA/Stable | IND AA/Stable | INC
Fixed deposit programme Long-term - IND tAA/Stable IND IND IND IND IND IND
tAA/Stable tAA/Stable tAA/Stable tAA/Stable tAA/Stable tAA/Stable tA
PP-MLDs Long-term INR17.0 | IND PP-MLD AAemr/Stable IND PP-MLD IND PP-MLD IND PP-MLD IND PP-MLD IND PP-MLD IND PP-MLD INI
AAemr/Stable | AAemr/Stable | AAemr/Stable | AAemr/Stable | AAemr/Stable | AAemr/Stable | AAc




ANNEXURE

Instrument Type ISIN Date of Issuance | Coupon Rate (%) Maturity Date Size of Issue (billion) Rating/Outlook
NCDs INE722A07AU6* 28 February 2020 9.25 28 May 2024 INR5.0 IND AA/Stable
NCDs INE722A07AF7 28 February 2020 9.25 28 February 2023 INR2.4 IND AA/Stable
NCDs INE722A07AN1 8 February 2021 9.25 8 February 2030 INRO.1 IND AA/Stable
NCDs INE722A07A09 8 February 2021 9.50 7 February 2031 INRO.3 IND AA/Stable
NCDs INE722A07AP6 22 February 2021 9.25 22 February 2030 INRO.2 IND AA/Stable
NCDs INE722A07AQ4 22 February 2021 9.50 21 February 2031 INR0.45 IND AA/Stable
NCDs INE722A07AP6 25 March 2021 9.25 22 February 2030 INRO.3 IND AA/Stable
NCDs INE722A07AQ4 25 March 2021 9.50 21 February 2031 INRO.3 IND AA/Stable
NCDs INE722A07AQ8 12 August 2021 7.95 12 August 2024 INR2.6 IND AA/Stable
NCDs INE722A07BA6 21 September 2021 8.65 21 September 2031 INR1.89 IND AA/Stable
NCDs INE722A07BB4 21 September 2021 7.70 21 December 2022 INR3.5 IND AA/Stable
NCDs INE722A07BC2 21 September 2021 7.48 21 September 2024 INR 3.0 IND AA/Stable
Utilised INR20.05
Unutilised INR24.95
Total Limit INR45.0
PP MLD - NCD INE722A07AM3 27 January 2021 - 27 January 2023 INR1.5 IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AR2 1 March 2021 - 1 March 2023 INR 4.91 IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AR2 3 March 2021 - IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AR2 10 March 2021 - IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AS0 17 March 2021 - 17 May 2023 INR1.4 IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AS0 17 March 2021 - 17 May 2023 INR1.6 IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AT8 30 March 2021 - 30 March 2023 INR2.0 IND PP-MLD AAemr/Stable
PP MLD - NCD INE722A07AZ5 1 September 2021 - 1 March 2024 INR2.0 IND PP-MLD AAemr/Stable
Utilised INR13.41
Unutilised INR3.59
Total Limit INR17.0

*ISIN INE722A07AEOQ has been revised to INE722A07AU6 post conversion to fully paid NCD.

BANK WISE FACILITIES DETAILS

Click here to see the details

COMPLEXITY LEVEL OF INSTRUMENTS

Instrument Type

Complexity Indicator

Fixed deposit programme Low
Bank loans (short- & long-term facilities) Low
NCDs Low
PP-MLD High

For details on the complexity level of the instruments please visit https://www.indiaratings.co.in/complexity-indicators.

SOLICITATION DISCLOSURES

Additional information is available at www.indiaratings.co.in. The ratings above were solicited by, or on behalf of, the issuer, and therefore, India Ratings has been compensated for the

provision of the ratings.

Ratings are not a recommendation or suggestion, directly or indirectly, to you or any other person, to buy, sell, make or hold any investment, loan or security or to undertake any

investment strategy with respect to any investment, loan or security or any issuer.




ABOUT INDIA RATINGS AND RESEARCH

About India Ratings and Research: India Ratings and Research (Ind-Ra) is India's most respected credit rating agency committed to providing India's credit markets accurate,
timely and prospective credit opinions. Built on a foundation of independent thinking, rigorous analytics, and an open and balanced approach towards credit research, Ind-Ra has
grown rapidly during the past decade, gaining significant market presence in India's fixed income market.

Ind-Ra currently maintains coverage of corporate issuers, financial institutions (including banks and insurance companies), finance and leasing companies, managed funds, urban local
bodies and project finance companies.

Headquartered in Mumbai, Ind-Ra has seven branch offices located in Ahmedabad, Bengaluru, Chennai, Delhi, Hyderabad, Kolkata and Pune. Ind-Ra is recognised by the Securities
and Exchange Board of India, the Reserve Bank of India and National Housing Bank.

India Ratings is a 100% owned subsidiary of the Fitch Group.

For more information, visit www.indiaratings.co.in.

DISCLAIMER

ALL CREDIT RATINGS ASSIGNED BY INDIA RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY
FOLLOWING THIS LINK: HTTPS://WWW.INDIARATINGS.CO.IN/RATING-DEFINITIONS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE
AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE WWW.INDIARATINGS.CO.IN. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. INDIA RATINGS' CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND
PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.
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