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Lower growth due to lack of demand and competition from banks BUY

Repco Home Finance (RHFL) has reported its 2QFY20 results with the key pointers being: (1) Lack of
demand and high competition from banks were the key reasons for subdued growth (2) We sense Sector: NBFC

signs of pricing/margin pressure (3) GNPAs remain unchanged QoQ at 4.2% with uptick in the self-

employed/non-salaried segment. (See detailed conference call takeaways on page 2 for significant CMP: Rs288
incremental colour). Per se, on the key P&L items, RHFL posted NIl growth of 11% YoY at Rs1,237mn, .

PPOP growth of 5% YoY at Rs1,021mn and PAT growth of 51% YoY at Rs1,006mn. We have revised Target Price: Rs389
our estimates for FY20/FY21/FY22 and retained Buy rating on RHFL, revising our target price to Rs389 Upside: 35%

(from Rs430 earlier) and valuing the stock at 1.1x H1FY22E P/BV. P ' 0
Lack of demand and high competition from banks were the key reasons for subdued growth: Given the Raghav Garg
natural advantage for banks, in terms of cost of funds, the rate competition continued to be high during the quarter, Research Analvst

resulting in disbursements of Rs. 7 bn which were down 9.6% YoY (+5.2% QoQ). Apart from this, the run down on y

the book, as a result of repayment and prepayments, was also high, at ~19%. As a result of both these factors, loan ~ faghav.garg@nirmalbang.com
book growth was weak at 10.7% YoY/1.4% QoQ. For the full year FY20, the company has guided for loan book +91-22-6273 8192

growth of 12-15%. Geographically, growth from rest of India (ex-TN/Pondicherry) was higher at 17% YoY. Growth in

TN/Pondicherry was 6% YoY. The share of DSA-sourcing has increased by 400 bps YoY to 18% with most of this .

channel approach being adopted in western states of Gujarat and Maharashtra. Though sand-mining issues, which Ar]un Bagga

were a hindrance till a couple of quarters ago, have mostly subsided, we believe that continued slowdown in key ~Research Associate
manufacturing sectors such as auto remains a key constraint to improvement in demand/growth. Consequently, we arjun.bagga@nirmalbang.com
envisage subdued growth in Tamil Nadu, which accounts for 56.2% of the overall loan book. In terms of funding, the +91-22-6273 8111

company had Rs. 100.3 bn worth of borrowings outstanding as of Q2FY20, up 15% YoY/5% QoQ. Over the last one
year, share of bank funding has increased considerably (75% vs. 69% YoY) while CPs have completely run off.
Share of NCDs has come down by ~300 bps YoY to 7%. The company was able to obtain bank sanctions worth Rs
30 bn at competitive rates during the quarter, of which Rs 28 bn were unutiized as of Q2FY20. Cashlequivalents on  Key Data

the balance sheet as of Q2FY20 were to the tune of >Rs. 5 bn as against ~Rs. 0.6 bn as of Q4FY19, implying  Current Shares O/S (mn) 62.6
higher liquidity. Management stated this was to provide comfort to rating agencies and banks.

We sense pricing/margin pressure: Besides mentioning that the banks have been aggressive by way of offering Mkt Cap (Rsbn/ US$mn) 18.0/250.8
lower interest rates, the company also mentioned that it reduced rates in some cases in order to retain/acquire 52 Wk H /L (Rs) 482/269
customers. Reported blended yields were down 10 bps QoQ to 11.6%. However, on incremental basis, yields on )

home loans were up 10 bps QoQ at 10.7% while that on LAP loans were up 40 bps QoQ at 13.7%. As against this, ~Daily Vol. (3M NSE Avg.) 103,496

cost of funds was reported at 8.6%, unchanged YoY/+30 bps QoQ. As a result, NIMs were reported at 4.3% for the
quarter, down ~20 bps YoY/QoQ.
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GNPAs remain unchanged QoQ at 4.2% with uptick in the self-employed/non-salaried segment: GNPAs in Price Performance (%)
self-employed/non-salaried segment increased by 30 bps sequentially to 6.5% while salaried segment GNPAs were 1M 6M 1Yr

stable at 1.5%. Management has cited cash flow issues as the main reason behind the self-employed segment not
being able to service loans. Product wise, LAP GNPAs were 6.8% (-10 bps QoQ) while housing loans GNPAs were ~ Repco Home 34 (280) (296)
3.6% (flat QoQ). Write offs during the quarter were Rs. 93.2 mn. The company has retained its guidance of 3% Nifty Index 47 58 12.3

GNPAs by the end of FY20.
Valuation and outlook: We have revised our NIl estimates by -3.0%/-5.0%/-1.8%, PPOP estimates by -3.7%/- Source: Bloomberg
6.2%/-2.2%, and PAT estimates by 1.0%/-6.9%/-2.5% for FY20/FY21/FY22, respectively. We have retained Buy
rating on RHFL, revising our target price to Rs389 (from Rs430 earlier) and valuing the stock at 1.1x H1FY22E

P/BV.

Y/E Mar (Rsmn) Q2FY20 Q2FY19 Q1FY20 YoY (%) QoQ (%)
Interest Income 3,322 2,870 3,286 15.8 1.1
Interest Expense 2,085 1,755 2,015 18.8 3.5
Net Interest Income 1,237 1,115 1,271 10.9 (2.7)
NIM (%) 4.3 4.5 45 -20 bps -20 bps
Fee & Other income 33 90 2) (63.2) (2,306.7)
Total Income 1,270 1,205 1,270 54 0.0
Staff Cost 156 138 147 12.8 6.2
Other Op Exp 93 98 88 (4.7) 57
Total Operating Expenses 249 236 235 5.6 6.0
Cost to Income (%) 19.6 19.6 18.5 3 bps 110 bps
Cost to AUM (%) 0.9 0.9 0.8 -5 bps 3 bps
Pre-Provisioning Operating Profit 1,021 969 1,035 54 (1.3)
Provisions 1 (35) 75 (104.0) (98.1)
Credit Cost (%) 0.0 (0.1) 0.3 14 bps -26 bps
PBT 1,020 1,004 960 1.6 6.2
Tax 14 338 336 (96.0) (96.0)
-effective tax rate 1.3 33.7 35.0 -3233 bps -3371 bps
PAT 1,006 666 624 51.1 61.3
Other Comprehensive Income -2 4 2 (151.4) (200.0)
Total Comprehensive Income 1,004 670 625 49.9 60.6
EPS (Rs) 16.1 10.6 10.0 51.1 61.3

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Comprehensive Conference Call Takeaways
Asset Quality

o The company expects to reduce GNPAs to below 3% by end of FY20.

o As per the company, it provided Rs0.8-0.9bn in excess of what was required as per the ECL norms.

o The company ruled out the write off route to achieve its guidance of 3% GNPAs.

o During the quarter, write-offs were Rs93.2mn, emanating mainly from cases which were 2-3 years old and
nearly 100% provided for.

o The company expects to have higher collections from non-salaried and LAP segments going forward.

e As per the company, more than 50% of its GNPA accounts are still paying partially.

Business and Loan Growth

o While the company’s core expertise would continue to be in doing loans to the non-salaried segment, it is
aiming for a share of 50% for the salaried class. In the salaried segment, the company is chasing
customers working at good companies and earning about Rs 50,000-70,000 per month.

o As per the company, it is facing challenges due to low demand and rate competition from banks (both
private and public). The competition is mainly in the higher ticket size loans (>Rs 3 mn). Also, competition
from HFCs has reduced considerably.

e Repayment rate (prepayment + normal repayment rate) during the quarter stood at 19%. As per the
company, FY19 was the worst in terms of prepayment and it expects a repayment rate (prepayment +
normal repayment rate) of ~20% over the next 6 months.

e The company has guided for a credit growth of 12-15% for FY20.

o As per the company, sand mining and land registration issues in Tamil Nadu are majorly over now.

o The rejection ratio at proposal finalization stage is ~10%. The company estimates rejection rate at lead
generation stage at ~35-40%. As per the company, the rate is in line with HFC industry average and has
been broadly stable at this level.

o As per the company, the ratio of actual income taken into assessment to documented income has shrunk
in last 6 months.

o Disbursements through DSAs stood at 18% during the quarter, up 400 bps YoY.

e The company has reduced its reliance on loans with ticket size over Rs10mn.

o As per the company DSAs are mostly used in the western states of Gujarat and Maharashtra.

Margin, Liabilities and Liquidity

o During the quarter, the company was sanctioned over Rs30bn from multiple banks.
e Theincremental yields during the quarter were as follows:
o Home loans: 10.7% (vs 10.6% qoq)
o LAP:13.7% (vs 13.3% qoq)
o Weighted average: 11.3% (vs 11.2% qoq)
e In some cases, the company has reduced interest rates in order to retain customers. This, to some
extent, has impacted NIMs.

e The company is likely to maintain relatively higher liquidity in the near future.

Operating Expenses

e The whole benefit of Rs152.1mn accruing from DTL remeasurement was taken during the quarter.

e The company expects to have a tax rate of ~25.1% going forward.

e The company generally adds 10-15 branches per year and expects the trend to continue. 5 branches
have already been opened in H1FY20.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net interest income 4,362 4434 4,786 5,554 6,667
Pre-provisioning operating profit 3,822 3,768 3,780 4,453 5,437
PAT 2,010 2,346 2,730 3,016 3,703
EPS (Rs) 32.1 375 43.6 459 56.4
BV (Rs) 209.2 244 1 284.8 3434 396.7
PIE (x) 9.0 7.7 6.6 6.3 51
P/BV (x) 14 1.2 1.0 0.8 0.7
Gross NPAs (%) 3.2 3.3 3.0 2.9 2.8
Net NPAs (%) 1.8 2.2 1.8 1.5 1.3
RoA (%) 2.2 2.3 2.4 2.3 2.5
RoE (%) 16.4 16.5 16.5 14.9 15.2

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimates

(Rsmn) Q2FY20 Q2FY19 Q1FY20 YoY (%) QoQ (%) Q2FY20E  Devi. (%)
Net interest income 1,237 1,115 1,271 10.9 (2.7) 1,290 4.1)
Pre-provisioning operating profit 1,021 969 1,035 54 (1.3) 1,033 (1.1)
PAT 1,006 666 624 51.1 61.3 748 34.5
Source: Company, Nirmal Bang Institutional Equities Research N.B. We were expecting a net DTA addition of Rs51mn and an adjusted
PAT of Rs799mn.

Exhibit 3: Change in our estimates

Revised Estimate Earlier Estimate % Revision
FY20E FY21E FY22E | FY20E FY21E FY22E | FY20E FY21E FY22E
Net Interest Income (Rs mn) 4,786 5,554 6,667 4932 5,846 6,790 (3.0) (5.0) (1.8)
Net Interest Margin (%) 4.2 4.3 4.5 4.3 4.5 46 | -13bps  -23bps  -8bps
Operating Profit (Rs mn) 3,780 4,453 5,437 3,927 4,746 5,560 (3.7) (6.2) (2.2)
Profit after tax (Rs mn) 2,730 3,016 3,703 2,702 3,239 3,800 1.0 (6.9 (2.5

Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: One-year forward P/BV
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Financials
Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E  Y/E March FY18 FY19 FY20E FY21E FY22E
Interest income 10,851 11,634 13,088 14,785 17,088  Growth (%)
Interest expenses 6,489 7,200 8,302 9,232 10,421  Netinterest income 21.0 1.7 79 16.1 20.0
Net interest income 4,362 4,434 4,786 5,554 6,667  Operating profit 19.8 -14 0.3 17.8 221
Non-interest income 250 318 61 97 111 Profit after tax 13.0 16.7 16.4 104 228
Net revenues 4,612 4,752 4,846 5,650 6,778  Business (%)
Operating expenses 790 984 1,066 1,197 1,341 Advances growth 9.8 12.3 11.8 14.0 15.0
-Employee expenses 495 585 595 656 718  Spread (%)
-Other expenses 295 399 471 541 623  Yield on loans 118 1.3 114 114 115
zree'r!)a:?rIVISIT-g;:;g 3’822 3,768 3,780 4’453 5’437 Cost of bOrrOWingS 8.3 8.3 8.5 8.5 85
perating p Spread 35 3.1 29 29 3.0
Provisions 748 170 324 427 493
NIM 47 43 42 43 45
PBT 3,074 3,598 3,456 4,026 4,944
Operational efficiency (%)
Tax 1,064 1,252 726 1,011 1,241 )
Cost- to-income 171 20.7 220 212 19.8
PAT 2,010 2,346 2,730 3,016 3,703
Cost-to-AUM 0.9 1.0 0.9 0.9 0.9
Source: Company, Nirmal Bang Institutional Equities Research Productivity (Rsmn)
Loan per branch 603.1 637.5 700.0 730.0 766.5
-~ Loan per employee 122.9 116.7 127.3 132.7 139.4
Exhibit 7: Balance sheet perempoy
Employee per branch 49 55 55 55 55
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E  cRAR (%)
Share capital 626 626 626 657 657 Tier| 23.0 241 241 259 252
Reserves & SUI’p|US 12,459 14,648 17,190 21,898 25,404 Tier Il 0.0 0.0 0.0 0.0 0.0
Net worth 13,085 15,274 17,815 22,555 25,050 Total 23.0 241 241 259 252
Borrowings 81,343 92,774 102,577 114,637 130,559  pgset quality (%)
Other Iiability & pl’OViSiOﬂS 2,882 1,522 1,81 6 2,072 3,471 Gross NPAs 3.2 3.3 3.0 29 28
Total liabilities 97,310 109,570 122,209 139,264 160,090 Net NPAs 18 22 18 15 13
Fixed assets 135 155 157 158 160 Pprovision coverage 430 331 413 481 545
Investments 156 220 242 266 293 Credit cost (excluding std. asset) 0.8 0.2 0.2 0.2 0.2
Loans 96,492 108379 121185 138151 158874  (redit cost (including std. asset) 038 0.2 03 03 03
Cash 259 576 364 414 477 Return ratios (%)
Other assets 268 239 261 274 287 RoE 16.4 16.5 16.5 14.9 15.2
Total assets 97,310 109,570 122,209 139,264 160,090 RoA 22 23 24 23 25
Source: Company, Nirmal Bang Institutional Equities Research Per share (%)
EPS 32.1 375 436 459 56.4
BV 209.2 2441 284.8 3434 396.7
ABV 181.2 206.1 250.7 317 365.9
Valuation (x)
PIE 9.0 77 6.6 6.3 5.1
P/BV 14 1.2 1.0 0.8 0.7
P/ABV 1.6 14 1.1 0.9 0.8

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
26 March 2018 Buy 549 684
25 May 2018 Buy 567 724
14 August 2018 Buy 598 721
9 October 2018 Buy 378 588
19 November 2018 Buy 401 558
18 February 2019 Buy 338 456
8 April 2019 Buy 450 523
3 June 2019 Buy 403 498
8 July 2019 Buy 374 495
19 August 2019 Buy 3N 424
23 September 2019 Buy 320 445
7 October 2019 Buy 304 430
15 November 2019 Buy 288 389
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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. INH000001436. 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: We, Raghav Garg, research analysts and Arjun Bagga Research Associate the authors of this report, hereby certify that
the views expressed in this research report accurately reflects our personal views about the subject securities, issuers, products, sectors or industries.
It is also certified that no part of the compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analysts are principally responsible for the preparation of this research report and have 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%
DISCLAIMER

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. NBSPL 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 NBSPL 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. NBSPL 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 NBSPL & 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. NBSPL 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. NBSPL 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. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this
statement from time to time. Nevertheless, NBSPL 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 NBSPL 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 NBSPL, 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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