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Innovation Continues In The Background

We recently met a comprehensive top management line-up from Manappuram Finance
(MFL) that included (1) V.P. Nandkumar, MD & CEO (2) Bindu A.L., CFO (3) Jeevandas
Narayan, MD, Home Finance (4) K Senthil Kumar, CEO, Vehicle Finance (5) Mayank
Thatte, CFO, Asirvad MFI and (6) Sushil Kumar Mishra, DGM, Treasury and gleaned
incremental insight into the strategy of the company. We share our detailed takeaways
below. We marginally revise our estimates upward for FY20/FY21 and retain Buy rating,
revising upward our target price to Rs154 (from Rs141 earlier), valuing the stock at 2.0x
FY21E (2.4x FY20E) P/BV. We prefer MFL over Muthoot Finance and, currently, have an
Accumulate Rating on the latter.

On liquidity situation
e Recent capital raises

o  MFL has recently raised Rs 4bn via NCDs, Rs 7.75bn from NABARD and
Rs 5bn from Corporation Bank.

o IFC will also be infusing Rs 5.4bn within a month.
e Therise in cost of funds has been passed on by MFL to borrowers.
o Risk weight regulation

o The risk weight for bank lending to MFL has declined from 100% to 30%,
given MFL is rated in the broad AA category.

e Cost of borrowings

o The commercial paper rate for MFL, which was ~9.7% a while ago, has
declined to ~8%.

o Expect cost of borrowings is expected to come down further by about 20-
25 bps in 1QFY20.

o  Cost of borrowings can decline by upto 60 bps on a steady state basis.

On broad factors affecting demand for Gold-backed financing

e MFL does not see microfinance eating into gold-backed finance as a major factor.

e What was and still is a major factor is the capping of LTV for gold loan NBFCs at
75% since the unorganised lenders are able to lend at much higher LTV.

e MFL has gotten around this hit to demand by improving client servicing via

technology.
o The cost to the customer has declined due to the advent of online gold
loans.

o Also, the safety of the MFL locker is a big draw for women clients.

Operating Expenses

e MFL is targeting a cost to income ratio of ~33% on standalone basis.

e The opex to AUM which is about 8% can be brought down to 7.5% for the parent.
e There is scope to bring it down by 100 bps over a period of time.

e The security costs have been brought down by Rs 700mn on annualised basis.

e MFLis targeting a Rs 1bn cost reduction in FY20.

(The takeaways are continued from page 2 onwards).
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Operating expenses (continued from page 1)
o How exactly Security Costs were brought down through innovation

o There was an overhauling of the storage system for collateral. Earlier standardised safes
with 2-3 shelves were used. Now, each safes has 100 separate cases.

o This increases the time taken by a robber to execute a robbery and the time taken for
robbery is of critical importance.

o There is a central monitoring system with the help of which the police is informed quickly.

o S0, (a) time taken by robbers to execute robbery has increased and (b) time taken by
police to arrive has decreased. This has reduced the requirement for human security
personnel.

o  GPS tracking devices have also been introduced
= This has helped catch robbers in UP.

= Firstly, these robbers could not steal a significant portion of what was contained
in the safe they opened.

= Whatever they stole was largely recovered.
e Cost-cutting through centralisation

o There are plans to further rationalise cost through centralisation and establishing a strong
back-end team.

o This will enable the delegation of several tasks to lower levels on the back-end.
o The requirement for headcount would reduce.
e  Manappuram Comptech

o This subsidiary is already operational and the intention is to run this entity as a profit
centre after it has duly performed its duties towards MFL.

Commercial vehicles business
o Size and growth of the business
o This book has grown to about Rs 9.75bn as of December-end.
o ltis growing at the rate of ~20% QoQ.
o The target for FY19-end is Rs 12bn.
o The run rate per month is about Rs 0.9-1bn.
o The intention is to grow this book to Rs 30bn in 3 years.
o Nature of business
85-90% of the business is pre-owned vehicles.
The business initially started with significantly old vehicles of about 10-years vintage.
About 2 years back, the business pivoted and is targeting vehicles that are 6-7 years old.
The business mostly targets small first-time buyers who plan to own 1-2 vehicles.

o O O O O

The average ticket size in this business is Rs 0.7mn.
o 2W business is also conducted and used cars are also cross sold to 2W customers.
o Yield on the business
o This business is competitive on interest rates, service offerings and turnaround times.
o This business is currently generating an yield of ~19.5%.

o One of the key competitors focused on truck financing is yielding 17% but that is primarily
due to their pivot to financing new vehicles.

Manappuram Finance
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e Operating leverage
o The business is currently operating in 150 locations.
o The outlets are co-located with existing gold loan branches.

o Apart from paying for the table and chair, there is no fixed cost for the vehicle finance
business.

o It may be noted, though, that the proportion of CV business sourced via branches would
be less than 10%.

o The proportion of 2W business sourced via branches, on the other hand, would be high.
e Sourcing

o The sourcing team comprises specialists who have experience in this field. (The vehicle
finance sourcing is not dependent on gold loan personnel.)

o DSA and other channel partners are also involved in sourcing.
e Collection
o The collection team is separate from the sourcing team.
o However, the branch manager oversees both sourcing and collection.
o Geographical breakup
o There is no concentration in any given state and exposure to Kerela is about 5% of book.
o The business is operative in 22 states.
o The business’ entry into East India is more recent.
o The share of West and South India is roughly similar.
o Asset quality and analytics
o The GNPA ratio of this business should stabilise at 2.5%.
o MFL has piloted a scoring card in a few locations.
o Also, automation of credit delivery will reduce turnaround time.
e On the general slowdown in vehicle sales
o MFL sees this as a lull before the elections and essentially a temporary phenomenon.

o The impact on MFL due to this is, in any case, minimised since they are primarily into pre-
owned segment.

o MFL also sees demand coming in due to BS norms. This would be for larger fleets first
and then trickle down to other sections.

e Competition
o Mahindra Finance’s customers are largely a different set compared with that for MFL.

o Cholamandalam, on the other hand, is beginning to target MFL's core segment more
aggressively.

o Tractor business
o This business is relatively new and, currently, this book stands at ~Rs 150mn.
o MFL has identified some districts and are focusing on them.

o The idea is to focus on well-irrigated districts which are not dependent on the vagaries of
the monsoon.

Manappuram Finance
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Housing business

o Asset quality
o The housing business has had some issues with some high value loans in certain centres.
o MFL has acted to reduce ticket size as well as loan to value ratio.
o Forthe key stressed accounts, SARFAESI has been initiated.

o The centres which have led to some trouble include Surat, Madurai and Trichy and MFL is now
more cautious there.

o Aspects pertaining to self construction

= While the land and constructed house is collateral, liquidation can become and issue,
especially if completion is low and buyers are only found if a haircut is effected.

= Hence, MFL now generally finances those cases where 30-40% of the construction is
already complete.

= Furthermore, MFL focuses on self occupied property to minimise propensity of default.
o The GNPAis currently ~5% but could close the year at sub 4%.
o Key aspects about the business
o The yield on this business is about 15%.
o The average ticket size of this business is about Rs 0.9mn.
o Business mix
= Most of the book, i.e. about 70%, comprises financing of self constructed homes.
= The remaining is mostly resale properties.
e Geographical presence
o Maharashtra, Tamil Nadu and Gujarat constitute about 2/37 of this book.

o Other southern states Kerela, Karnataka and Andhra Pradesh are some of the other key
states.

e Sourcing
o 15-20% sourcing is done by DSA.
o The remaining proportion is sourced by direct sales team.

o In a few places, the housing business shares a common branch with the gold loan
business.

o Prepayment rate
o Earlier, this was 4-5% but has declined to 1%.

o The balance transfer is mostly to other NBFCs. Lately, there has been some transfer to
banks as well.

o Bank of Baroda has become more active in Gujarat.

o MFL has increased prepayment fee to 4% although, as per regulation, this is not
applicable to floating rate loans.

o Profitability
o FY19 will be the first year of profit for the housing business.
o Theidea is to first achieve an RoE of 15% in the next 3 years.

o Over the long-term, an RoE of 20% may be possible.

Manappuram Finance
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¢ Funding profile
o The main source of funding is bank borrowing, most of it of 7 years’ duration.
o Only one CP issuance has been carried out, the quantum being ~Rs 250mn.
o The cost of borrowings is currently ~9.2%. The same had gone up to ~9.8%.
o Capital adequacy
o With a capital infusion of Rs 2bn, the CAR has gone up to ~40%.
o MFL can triple the housing book before capital is required again.
o  Supply side issues
o MFL has not witnessed any major supply side issues in their housing business.
o Organised players are increasingly moving into this space.

o In Karnataka, they do not operate in Bangalore (where Can Fin Homes has cited supply
side issues in the past). They are present in 2 cities including Hubli.

Microfinance
e Growth
o This business is executing a rough monthly run rate of Rs 4.5bn worth of disbursements.
o The target for disbursements in FY20 is Rs 55.5bn. 55% growth is expected in FY20.
o 55% of incremental customers are new.
o Nature of business
o Theincremental ticket size is Rs 32,000.
o The book churns in about 18 months.
o Lending model
= The JLG model is following for 100% of the business.
= The lending is done to groups of 10 women.
o No concentration risk

o 65-70% of customers in Tamil Nadu, Asirvad’s largest state, are repeat customers, which
is higher than the ratio in the rest of India.

o When Asirvad was acquired, Tamil Nadu contributed ~95% to business but this has since
declined to ~25%.

o However, Asirvad’s market share in Tamil Nadu is still only 4%.

o Nevertheless, the board has mandated that the share of Tamil Nadu would be brought
down to ~20-21% by FY20-end.

o Inafew years, this share would come down to 15-16% of book

o The second largest state is West Bengal with a share of 12% in total Asirvad book.
o Asirvad will be adding 150 branches.
o Asset quality

o The hit rate with the credit bureau is high.

o The share of first time borrowers is very low.

o Asirvad allows a limit of 2 MFls + 1 Small Finance Bank.

o 95% of customers have a total indebtedness of less than Rs 0.1mn.

o 99% of customers have a total indebtedness of less than Rs 0.15mn.
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o Capital adequacy
o There would be a Rs 2.56bn capital infusion.

o The Capital Adequacy ratio will be north of 25% and capital will not needed for the next 2-
2.5 years

o Over and above this, there is also a USD 100mn capital infusion by a private equity player
that is on the cards in the next 2-3 quarters.

Lending to other NBFCs
o This book is about Rs 5.7bn. The book size could rise to Rs 7.5bn by FY20-end.

o Half of this book is to other MFI institutions. The remaining is a mix of vehicle financiers, MSME
lenders and HFCs.

e Margin and return ratio
o The yield on this book is about 13.5%.

o The rise in cost of funds could not be passed on fully to the NBFCs resulting in moderate
margin compression.

o Thisis a~2.5% RoA business.
o Asset quality
o The repayment is done on monthly EMI basis and there no delinquency in this book.
o The NBFCs lent to have sound auditors.
o Most of them are in fact under-written by IFMR.

o The business model, the history and promoter quality is all looked at carefully.

Manappuram Finance



&% NIRMAL BANG Institutional Equities

Exhibit 1: Change in our estimates

Revised estimate

Earlier estimate % Revision
FY19E  FY20E FY21E | FY19E  FY20E FY21E | FY19E FY20E FY21E
Net interest income (Rsmn) 27,305 30,935 36,006 | 27,305 30,935 36,006 0.0 0.0 0.0
NIM (%) 15.8 14.8 14.1 15.8 14.8 14.1 Obps  Obps 0 bps
Operating profit (Rsmn) 15,069 16,872 21,069 | 15,069 16,844 21,024 0.0 0.2 0.2
Profit after tax (Rsmn) 9,315 10,416 13,046 9,315 10,398 13,017 0.0 0.2 0.2
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: One-year forward P/BV
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Financials
Exhibit 3: Income statement Exhibit 5: Key ratios
Y/E March (Rsmn) FY17 FY18 FY19E  FY20E FY21E  Y/E March (Rsmn) FY17 FY18 FY19E FY20E FY21E
Interest income 33,762 34,092 40525 46486 55,106  Growth (%)
Interest expenses 11,687 10,277 13,220 15,551 19,100 Net interest income 57.5 7.9 14.7 133 16.4
Net interest income 22,075 23,815 27,305 30,935 36,006  Operating profit 115.8 10.3 7.2 12.0 249
Non-interest income 326 673 1,697 927 1,278 Profit after tax 1135 (11.9) 394 11.8 252
Net revenues 22,401 24,489 29,003 31,863 37,284 Business (%)
Operating expenses 9652 10426 13933 14990 16,215  Advances growth 216 132 204 214 226
-Employee expenses 5,026 6,167 7,119 7,494 7,969  Spread (%)
-Other expenses 4,626 4,259 6,815 7,496 8,246 Yield on loans 26.8 231 235 223 216
P::;i:’TOViSiOHmQ operating 12749 14063 15060 16872 21,069  Costofborrowings 11.3 8.7 9.5 9.2 9.2
Erovisions 1003 3893 515 847 ggg  SPread 154 144 140 131 124
PBT 11656 10,170 14,554 16,025 20,071 NIM 175 16.1 158 148 141
Tax 4072 3486 529 5609 7025  Operationalefficiency (%)
PAT 7584 6,684 9315 10416 13046 Cost-to- income 43.1 426 48.0 47.0 435
Cost- to-assets 7.7 71 8.1 7.2 6.4
Source: Company, Nirmal Bang Institutional Equities Research Productivity (Rsmn)
AUM per branch 33.8 371 418 452 52.5
AUM per employee 6.3 6.3 71 8.6 9.9
Exhibit 4: Balance sheet Employee per branch 54 59 59 53 53
CRAR (%)
Y/E March (Rsmn) FY17 FY18 FY19E  FY20E FY21E Tier| 957 266 245 239 234
Share capital 1,684 1,685 1,685 1,685 1,685 Tier Il 0.4 0.4 0.6 0.6 0.6
Reserves & SUI’p|US 31,934 36,677 43,882 52,182 63,063 Total 26.1 27.0 251 244 24.0
Net worth 33,618 38362 45567 53,868 64,748 Asset quality (%)
Borrowings 109,861 125,963 152,347 185,709 229,514 Gross NPAs 23 0.4 18 19 2.0
Other Iiability & pl’OViSiOﬂS 8,042 8,000 8,671 10,235 11,384 Net NPAs 16 0.3 1.2 12 12
Total liabilities 151,521 172,325 206,933 250,246 306,218 Speciﬁc provision coverage 29.7 385 337 36.9 391
Fixed assets 1,869 2,746 3,158 3,631 4176 Credit costs (excluding std. assets) 0.9 25 0.3 0.4 0.4
Investments 50 51 51 51 51 Credit costs (including std. assets) 0.9 2.6 0.3 0.4 0.4
Loans 138,417 156,634 188,585 228,970 280,814 Return ratios (%)
Cash 5,227 6,986 7,543 8,701 10,671 RoE 24.8 186 222 21.0 220
Other assets 5,958 5,907 7,596 8,894 10,507 RoA 5.4 4.1 49 46 47
Total assets 151,521 172,325 206,933 250,246 306,218 Per share (%)
Source: Company, Nirmal Bang Institutional Equities Research EPS 9.0 79 1.1 124 15.5
BV 39.9 455 54.1 63.9 76.8
ABV 37.3 45.0 51.5 60.6 727
Valuation (x)
PIE 14.1 16.0 115 10.3 82
P/BV 32 2.8 24 20 1.7
P/ABV 34 2.8 25 2.1 1.7

Source: Company, Nirmal Bang Institutional Equities Research
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a relationship beyond broking

Rating track
Date Rating Market price (Rs) Target price (Rs)
26 March 2018 Buy 106 128
9 February 2018 Buy 114 133
10 August 2018 Buy 113 142
9 October 2018 Buy 68 103
9 November 2018 Buy 83 112
7 February 2019 Buy 97 127
8 April 2019 Buy 121 141
15 April 2019 Buy 127 154
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private
circulation. NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INH0O00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited
and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the
subject company. NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Shivaji Thapliyal and Raghav Garg, the research analyst is the authors of this report, hereby
certifies that the views expressed in this research report accurately reflects my personal views about the subject
securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst was,
is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The analyst
principally responsible for the preparation of this research report and has taken reasonable care to achieve and
maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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