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Shriram Transport Finance (SHTF IN)

Rating: BUY | CMP: Rs1,060 | TP: Rs1,444

The leader is back

Quick Pointers:

"  AUMs grow 5% YoY; used CV mix climbs further to 85%
®  Credit costs declined 86bps QoQ

We did highlight a quarter ago that SHTF balance sheet is on the path of mend
and Q3FY20 healthy earnings set corroborates our stance. Amidst sectoral
headwinds and funding challenges, SHTF put up decent 5%YoY AUM growth,
remaining flat QoQ largely led by used CV loans that grew healthy 7.5%YoY/
1.5%Q0Q. Theused CV mix inched up 207bps YoY to 85% supporting margins
and growth alike. While funding pressures sustained for past couple of
quarters, Q3 witnessed slight higher overseas borrowing costs coupled with
excess balance sheet liquidity denting margins (719bps vs 714bps QoQ). Said
that, this stood largely offset with sharp decline in credit costs by 86bps QOQ.
With GNPAs declining 9bps QoQ and absolute GNPAs steady QoQ (mere 4%
up YoY), asset quality stress has peaked out for SHTF.

Management cited confidence with improved kharif and anticipation of better
rabi crop, sustained used CV vehicle enquiries and rural cash flows
remaining intact. While NIMs should witness slight pressures (7.2% by FY22),
the same should rightly be offset by controlled credit costs (~200bps by
FY22). This coupled with 14% AUM CAGR should translate into healthy 2.3%
RoA and 15% RoEs over FY20-22E. While we slightly tweak down our AUM
estimates (14% CAGR from 16% earlier over FY20-22E), pruning down of
credit costs 1.9%-2.07% (earlier 2.1%) is generating 2-3% EPS uptick over
FY20-22E. As SHTF stands as a bigger beneficiary of cyclical upturn on the
used CV finance side, we reiterate BUY recommendation, valuing the stock at
1.5x PABV Sep-21E. Our price target stands at Rs1,444 (earlier Rs1,441);
stock trades at attractive valuation largely pricing in all the concerns..

® Core book growth impressive: AUM at Rs 1089bn [PLe: Rs 1110bn] grew
5%YoY /1%QoQ with used CV share in overall mix now at 85% as against 83%
ayear ago. Used vehicle disbursements stood encouraging at 19% YoY growth
indicative of built-up of heathier business trends ahead. Used CV demand to
improve post Mar’20 with BSVI shift with resale value catching up
meaningfully should enable SHTF to put up 14-15% AUM CAGR over FY20-
22E.

"  Asset quality under control; credit costs dip: GNPA stood at 8.7% vs 8.8%
in the previous quarter [PLe: 8.8%)], absolute terms GNPA increased 4% YoY/
steady QoQ and PCR stood at 32%. The sharp 86bps QoQ dip in credit costs
to 1.64% came as a positive surprise indicating the asset quality stress has
peaked out already for SHTF. A better winter crop and bountiful monsoons
translating into bettering farm cash flows should see credit quality improvement
in FY21. Moreover, Stage 2 assets came down to 20.4% this quarter from
22.21% Q3FY19. Against this backdrop, we foresee meaningful decline in
NPAs to 7.2-7.4% NPA with credit costs at 200-210bps over FY21-22. This
should translate into robust RoAs at 2.3% and Roes at 15% by FY22.
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Exhibit 1: Lower provisions support PAT growth

Y/e March (Rs mn) Q3FY20 Q3FY19 YoYgr. Q2FY20 QoQgr.
Interest income 41,337 39,484 4.7 41,099 0.6
Interest expenses 21,193 19,187 10.5 21,134 0.3
Net Interest Income 20,144 20,297 (0.8) 19,965 0.9
Total Net Interest Income 20,144 20,297 (0.8) 19,965 0.9
Operating & Other Income 1,545 457 238.3 1,099 40.6
Net revenue 21,689 20,754 4.5 21,064 3.0
Operating expenses 5,382 4,553 18.2 5,189 3.7
Staff Cost 2,550 2,217 15.0 2,505 1.8
Operating profit 16,307 16,202 0.7 15,875 2.7
Provisions 4,444 6,362 (30.2) 6,607 (32.7)
Profit before tax 11,863 9,839 20.6 9,269 28.0
Tax 3,072 3,485 (11.9) 1,618 89.8
Profit after tax 8,792 6,355 38.4 7,651 14.9
Busines mix
Total AUM 1,089,314 1,038,179 4.9 1,081,202 0.8
on book 1,074,830 1,020,965 5.3 1,064,634 1.0
off book 14,484 17,214 (15.9) 16,569 (12.6)
on book % 99% 98% 0.3 98% 0.2
Used CV book 926,255 861,261 7.5 912,146 15
New CV book 104,651 120,768 (13.3) 109,667 (4.6)
Used CV book share 85% 83% 21 84% 0.7
New CV book share 10% 12% (2.0) 10% (0.5)
Disbursement 116,070 95,500 215 131,200 (11.5)
Used CVs 108,070 90,020 20.1 122,820 (12.0)
New CVs 4,760 4,000 19.0 6,660 (28.5)
Asset quality
Gross NPA (mn) 93,924 76,411 229 93,966 (0.0)
Net NPA (mn) 63,748 22,212 187.0 63,800 (0.1)
Gross NPA (%) 8.7% 9.0% (0.3) 8.8% (0.1)
Net NPA (%) 6.1% 2.8% 3.3 5.9% 0.2
Coverage ratio(%) 32.1% 70.9% (38.8) 32.1% 0.0
Credit Cost (%) 1.6% 2.4% (0.8) 2.5% (0.8)
Ratios
Gross Spread (on book) 5.9% 4.5% 147 6.0% (@)
NIM/AUM 7.4% 7.8% 37) 7.4% )
NIM/AUM - Reported 7.1% 7.4% (30) 7.2% 5)
Asset quality under IND-AS
Gross Stage 3 93,924 90,325 4.0 93,966 (0.0)
Gross Stage 3 (%) 8.7% 8.8% ) 8.8% (1.0)
Net Stage 3 63,748 58,459 9.0 63,800 (0.1)
Net Stage 3 (%) 6.1% 5.9% 23 5.9% 3.2
ECL Prov. on Gross Stage 3 30,176 31,866 (5.3) 30,165 0.0
Coverage Ratio Stage 3 32.1% 35.3% (315) 32.1% 0.1
Gross Stage 1 & 2 983,850 938,750 4.8 974,057 1.0
Net Stage 1 & 2 957,056 912,238 49 946,393 11
ECL Prov. on Gross Stage 1 & 2 26,794 26,511 11 27,665 (3.1)
ECL Prov. (%) Stage 1 & 2 2.7% 2.8% (20) 2.8% 4.1)
Source: Company, PL
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Exhibit 2: Better AUM growth...

Exhibit 3: ...contributed from used CVs
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Exhibit 4: Used CV mix inching up Exhibit 5: Stable AUM mix
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Exhibit 6: NIMs largely remain stable Exhibit 7: Opex descends
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Exhibit 8: Slight improvement in asset quality

Exhibit 9: Credit Cost declineas provisions are down 30%

| ——GrossnPa ()

Net NPA (%) |

YoY

10% A

6% A

4% A

2% A

3.0%
505 W

0% T T T

1Q18
2018
3018

4Q18

1019

2019

3019

4019

] —o— Credit cost (%)
2.5% A
2.0% A
1.5% f
1.0% 1
T T 1 05% T
o o o
N N N
O O O 00% T T T T T T T T T T 1
— N [92]

Source: Company, PL

1Q18
2018
3Q18
4Q18
1Q19
2Q19
3Q19
4Q19
1Q20
2Q20
3Q20

Source: Company, PL

Key Concall highlights:

Growth outlook: 8-9% YoY growth for FY20, low double digit growth for FY21,
thereafter would be determined by economic growth

Credit costs guidance: 2%

CoF: Higher overseas borrowing costs at 9.6% and liquidity pressure on BS
compressed NIMs. Management confident on cost improvement in FY21.

Industry commentary: BSIV inventory stood high last year, manufacturer hence
focused on inventory clearance that led to higher discounts leading to
postponement of purchases.

Industry commentary- Used CV financing to improve: Used vehicle enquiries
holding up well, new CV purchase enquiries stood down due to lack of clarity on
resale prices and discounting. Used CV demand to improve post Mar'20 with BSVI
shift with resale value catching up meaningfully. While Cash flows stood tight for
corporate and govt sector, rural market led by agri commodities have witnessed
decent cash flows with no challenges to SHTF customers.

Merger: Without adding much fuel further to speculation on merger, Management
expects to come back sooner post consideration of Board discussion on synergies
and value for stake holders.

Latest retail NCD issue response: Management also highlighted that latest
Rs200crs retail NCD augmentation did not stood lower by their standards as this
issue was largely subscribed by retail investors with negligible participation from
HNIs, rates too stood slightly lower
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Exhibit 10: Lower credit costs and moderate tweak in AUM CAR leading to EPS uptick

(Rs mn) old Revised % Change

FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Net Interest Income 84,940 94,669 107456 80,792 90,272 106,274 -5% -5% -1%
Operating Profit 65,289 73,744 84993 60,964 68,957 83,386 -7% -6% -2%
Net Profit 26,726 29,654 33704 27,437 28,857 34,412 3% -3% 2%
EPS (Rs) 117.8 130.7 148.5 120.9 127.2 151.6 3% -3% 2%
Price Target (Rs) 1441 1,444 3.5
Reco BUY BUY
Source: PL

Exhibit 11: TP at 1444 valuing the stock at 1.5x PABV SEP 21 ESTS, best play

on used CV financing

Fair price - EVA 1,750
Fair price - P/ABV 1,139
Average of the two 1,444
Target P/ABV 15
Target P/E 10.4
Current price, Rs 1060
Upside (%) 36%
Dividend yield (%) 1%
Total return (%) 38%

Source: Company, PL

Exhibit 12;: SHTF available at attractive valuations , maintain BUY
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Income Statement (Rs. m)

Quarterly Financials (Rs. m)

Y/e Mar FY19 FY20E FY21E FY22E Y/e Mar Q4FY19 Q1FY20 Q2FY20 Q3FY20
Int. Inc. / Opt. Inc. 155,316 181,881 204,511 232,659 Int. Inc. / Operating Inc. 38,197 39,868 41,099 41,337
Interest Expenses 75,113 86,541 99,846 110,840 Income from securitization - - - -
Net interest income 80,112 80,792 90,272 106,274 Interest Expenses 18,885 20,431 21,134 21,193

Growth(%) 15.6 0.8 11.7 17.7 Net Interest Income 19,313 19,436 19,965 20,144
Non-interest income 233 523 811 1,176 Growth (%) 5.0 6.7 3.2) (0.8)
Growth(%) (63.1) 125.0 55.0 45.0 Non-Interest Income 607 749 1,099 1,545
Net operating income 80,344 81,315 91,083 107,450 Net Operating Income 19,920 20,185 21,064 21,689
Expenditures Growth (%) 2.9 9.7 0.4 4.5
Employees 8,831 9,714 10,685 11,647 Operating expenditure 4,799 4,758 5,189 5,382
Other Expenses 9,479 10,048 10,851 11,828 PPP 15,120 15,428 15,875 16,307
Depreciation 430 590 590 590 Growth (%) - - - -
Operating Expenses 18,309 19,761 21,536 23,475 Provision 5,398 5,612 6,607 4,444
PPP 61,605 60,964 68,957 83,386 Exchange Gain / (Loss) - - - -
Growth(%) 14.4 (1.0) 13.1 20.9 Profit before tax 9,722 9,816 9,269 11,863
Provisions 23,823 24,298 30,394 37,399 Tax 2,262 3,473 1,618 3,072
Profit Before Tax 37,783 36,666 38,563 45,987 Prov. for deferred tax liability - - - 1,401
Tax 12,143 9,229 9,706 11,575 Effective Tax Rate 23.3 35.4 17.5 25.9
Effective Tax rate(%) 32.1 25.2 25.2 25.2 PAT 7,460 6,343 7,651 8,792
PAT 25,640 27,437 28,857 34,412 Growth 9) 11 26 38
Growth(%) 4.2 7.0 5.2 19.3 AUM 1,044,823 1,063,435 1,081,202 1,089,314
Balance Sheet (Rs. m) YoY growth (%) 8.5 5.8 3.6 4.9
Yo Mar 19 FVa0E volE FvaoE Borrowing 877,796 1,019,299 1,201,124 1,375,420
YoY growth (%) 28.8 17.4 30.0 90.6
Source of funds
Equity 2,269 2,269 2,269 2,270 Key Ratios
Reserves and Surplus 156,094 183,531 212,387 246,799  Y/e Mar FY19 FY20E FY21E FY22E
Networth 158,363 185,800 214,656 249,069 CMP (Rs) 1,060 1,060 1,060 1,060
Growth (%) 16.7 17.3 15.5 16.0 EPS (Rs) 113.0 120.9 127.2 151.6
Loan funds 879,144 996,252 1,122,369 1,297,135 Book value (Rs) 697.9 818.8 946.0 1,097.4
Growth (%) 7.0 13.3 12.7 15.6 Adj. BV(Rs) 607.3 735.8 878.3 1,029.5
Deferred Tax Liability - - - - P/E(X) 9.4 8.8 8.3 7.0
Other Current Liabilities 15,418 20,590 35,369 36,149 P/BV(x) 15 1.3 1.1 1.0
Other Liabilities - - - - P/ABV(x) 1.7 14 1.2 1.0
Total Liabilities 1,052,925 1,202,641 1,372,395 1,582,353 DPS (Rs) 13.0 15.5 15.5 15.5
Application of funds Dividend Payout Ratio(%) 11.5 12.8 12.2 10.2
Net fixed assets 1,475 1,549 1,625 1,706 Dividend Yield(%) 1.2 15 15 15
Advances 967,515 1,107,805 1,281,730 1,486,807 Asset Quality
Growth (%) 6.6 14.5 15.7 16.0
Y/e Mar FY19 FY20E FY21E FY22E
Investments 39,991 40,790 41,198 41,610
Current Assets 40734 49186 44308  4gsly  CroSSNPASRsm) 70998 83829 88,799 98,321
Net current assets 25316 28,507 8930 12368  NCtNPARsm) 20554 18849 15355 15414
Other Assets 3211 3311 3533 3713 Gross NPAs to Gross Adv.(%) 7.3 7.6 6.9 6.6
Total Assets 1052925 1202641 1,372,395 1582353 o NPAS(0NGLATV.(%) 22 18 13 11
Growth (%) 83 142 141 153 NPA coverage(%) 71.0 775 82.7 84.3
Business Mix Du-Pont as a % of AUM
AUM 1,044,823 1,124,529 1,251,248 1,452,857  Y/e Mar FY19 FY20E FY21E FY22E
Growth (%) 85 76 11.3 161 i 7.8 7. 7.0 7.
On Balance Sheet 850,847 918915 1,029,185 1,204,146 Ny INCI. Securitization 7.8 8.5 8.1 8.2
% of AUM 81.43 81.72 82.25 82.88 Total income 7.9 85 8.2 8.3
Off Balance Sheet 193976 205614 222,063 248711  Qperating Expenses 1.8 1.8 1.7 16
% of AUM 18.57 18.28 17.75 1712 ppop 6.0 6.7 6.5 6.7

Profitability & Capital (%) Total Provisions 2.3 2.2 2.4 2.5

Y/e Mar FY19 FY20E FY21E Fy2oE ~ ROAA 25 24 22 2.3
NIM 79 72 70 72 Avg. Assets/Avg. net worth - - - -
ROAA 25 24 22 23 ROAE 17.4 15.9 14.4 14.8
ROAE 17.4 15.9 14.4 14.8 Source: Company Data, PL Research

Source: Company Data, PL Research
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Price Chart Recommendation History

R
®s) No. Date Rating TP (Rs.) Share Price (Rs.)
1650 1 1 3-Jan-20  BUY 1,441 1,160
i 2 27-Oct-19  BUY 1,441 1,125
3 3-Oct-19 BUY 1,441 1,035
1275 -
4 4-Jul-19 BUY 1,481 1,063
1087 5 9-May-19 BUY 1,481 1,027
6 22-Apr-19 BUY 1,568 1,213
899
5 S g 3 3 3 & 7 5-Apr-19 BUY 1,568 1,224
3 = 3 S 5 3 g
i Z s ¢ ] " -
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 Bajaj Finance BUY 5,000 4,419
2 Capital First UR - 495
3 Cholamandalam Investment and Finance Company BUY 353 324
4 Edelweiss Capital NR - 276
5 HDFC Accumulate 2,612 2,390
6 L&T Finance Holdings Sell 99 118
7 LIC Housing Finance Sell 404 438
8 Mahindra & Mahindra Financial Services Reduce 373 351
9 Manappuram Finance Accumulate 202 189
10 Shriram Transport Finance BUY 1,441 1,160
PL’s Recommendation Nomenclature (Absolute Performance)
Buy  >15%
Accumulate : 5% to 15%
Hold : +5% to -5%
Reduce : -5%to -15%
Sell 1 <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
February 4, 2020 7
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ANALYST CERTIFICATION
(Indian Clients)

Well, Ms. Shweta Daptardar- MBA-Finance Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have 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

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Ms. Shweta Daptardar- MBA-Finance Research Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
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