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Manappuram Finance Limited

BUY CMP Rs162 Target Rs225

Fortified by Gold Loans; retain BUY with 12m PT of Rs225

MGFL delivered stronger-than-expected earnings performance in Q2 FY21 driven by
sustained strong growth momentum in gold loans (flat tonnage qoq was a better show
than the larger peer), funding cost decline and portfolio mix shift led margin expansion
and lower-than-expected provisions (management’s expectation of sustained
improvement in collection efficiency in non-gold businesses). However, we see the
billing collection trends (w/o arrears and foreclosures) in MFl and CV portfolio as being
weaker than peer companies in these segments. Thus, we retain our conservative loan
loss outcomes in microfinance (7.5%), vehicle finance (6%) and housing finance (4%)
businesses. Notwithstanding this, we estimate MGFL to deliver 5% RoA in the current
year on the back of solid profitability in gold loans. As credit cost would be much lower
in non-gold segments during FY22, the consol. RoA could climb above 5.5%. RoE
delivery would be sturdy at 24-25% in FY21/22 with improving capitalization levels
(AUM growth substantially lower than RoE). In this context, stock’s valuation is
attractive at 1.6x P/ABV and 7x P/E on our FY22 estimates. Re-iterate BUY with an
unchanged 12m TP of Rs225.

Key Result Highlights

v’ Earnings beat of 13% on our estimate, underpinned by PPOP beat of 8% and 14%
lower-than-estimated provisions. Provisioning was largely made on MFI and CV
portfolios.

v" Management considers provisioning done so far for potential Covid impact across
businesses to be adequate.

v" Gold Loan portfolio witnessed growth robust (11% qoq and 30% yoy). Internals
were strong too i.e. flat tonnage (not a decline like Muthoot), 3-4% increase in
customer base and 9% jump in ATS

v" Share of Gold AUM rose to 73.4% from 70% in preceding quarter. Vehicle Finance
AUM contracted 16% qoq, while MFI and Mortgage AUM had a mild de-growth.
NBFC and SME lending book declined 24% qogq.

v" Strong 7% qoq NIl growth reflected NIM expansion, with a decline in funding cost
(fell 30bps qoq to 9.1%) despite broad-basing of borrowing mix (NCD share rose
to 29% and Bank'’s share declined to 51%). AUM mix movement also aided margin
expansion through expansion of yield.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY19 ‘ FY20 FY21E FY22E
Operating income 41,795 54,653 63,047 70,076
PPOP 15,113 22,449 26,526 30,547
Net profit 9,486 14,803 16,213 20,463
yoy growth (%) 40.5 56.1 9.5 26.2
EPS (Rs) 11.3 17.5 19.2 242
Adj.BVPS (Rs) 53.9 67.3 814 102.7
P/E (x) 144 9.2 8.4 6.7
P/adj.BV (x) 3.0 24 20 1.6
ROE (%) 19.2 229 25.0 254
ROA (%) 4.9 5.9 52 5.9
CAR (%) 24.0 234 25.8 28.7

Source: Company, YES Sec - Research
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MANAGEMENT COMMENTARY

AUM Growth

v" Online gold loan now accounts for 61% of Gold AUM.

v" Co has extended doorstep gold loans to all branches across India.

v" Gold portfolio LTV at 61% on current gold prices - average loan per gram at Rs2,869.

v" Gold loan growth not affected by bank competition due to different customer territory - in
H2 traction in portfolio should continue.

v' Stagnation in gold tonnage due to increase in price - should see the reverse when gold price
comes down.

v" CV AUM declined sharply as focus was on recovery/collection and consolidation.

Liquidity, Funding Cost & NIM

v

Raised fresh borrowing of Rs25bn in Q2 FY21 on standalone basis through NCDs and Bank
Loan.

Borrowing costs declined sequentially by 26 bps, despite significant extension in average
duration of borrowings.

Excess cash and undrawn bank lines at Rs54bn on consolidated basis.

CP rollovers happening at record low rates - share in borrowings at 7% v/s 25% a year ago.

Asset Quality and Credit Cost

v

90% collections efficiency in Asirvad MFI in September and October, including the previous
dues and foreclosures - 87% of borrowers paying complete installments while 9% of
borrowers have not yet started repayments.

MFI collection efficiency in WB relatively lower due to uneven lockdowns, but it should
improve going ahead. KTK collection rate dip in October (94% v/s 99% in Sept.) is transient
in nature.

MFI collection efficiency w/o arrears and foreclosures for July-to-Oct months at 68%, 71%,
82% and 82%.

Asirvad provided Rs660mn provision during Q2 FY21 for COVID-19 and has made Rs2bn
provisions cumulatively so far (3.9% of AUM).

Major provisioning for the MFI portfolio behind - even taking into account some more
provision in H2 FY21, capital raise in Asirvad would not be required.

Vehicle finance collection efficiency w/o arrears for July-to-Oct months at 59%, 74%, 77%
and 81% - pre-Covid the trend was 92-94% - cumulative provision on this portfolio stands
at Rs780mn.

Restructuring in vehicle finance at only 3% of portfolio.

Housing Finance collection efficiency w/o arrears at 86-87% in Sept-Oct.
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Exhibit 2: Result Table - Consolidated

(Rs mn) Q2FY21 Q1FY21 % qoq Q2FY20 % yoy
Total Operating Income 15,656 15,125 3.5 13,430 16.6
Interest expended (5,710) (5,668) 0.7 (4,480) 27.5
Net Interest Income 9,946 9,457 52 8,951 11.1
Other income 123 39 212.9 471 (73.8)
Total Income 10,070 9,496 6.0 9,422 6.9
Operating expenses (3,545) (3,121) 13.6 (3,647) (2.8)
PPOP 6,524 6,376 2.3 5,775 13.0
Provisions (1,080) (1,453) (25.6) (292) 270.1
PBT 5,444 4,923 10.6 5,483 (0.7)
Tax (1,390) (1,243) 11.8 (1,153) 20.5
PAT 4,054 3,680 10.2 4,330 (6.4)

Source: Company, YES Sec - Research

Exhibit 3: Business Data

(Rs mn) Q2FY21 ‘ Q1FY21 % qoq Q2FY20 % yoy
AUM 269,027 253,458 6.1 226,769 18.6
Gold Loan 197,360 177,368 11.3 151,683 30.1
MFI 49,710 50,383 (1.3) 47,243 52
Mortgage 6,206 6,273 (1.2) 5,679 9.3
cv 10,623 12,703 (16.4) 13,178 (19.4)
Others 5,128 6,731 (23.8) 8,987 (42.9)

Source: Company, YES Sec - Research

Exhibit 4: Key Ratios - Consolidated

(V) Q2FY21 ‘ Q1FY21 chg qoq Q2FY20 chg yoy
Op Income as % of AAUM 23.7 23.3 0.3 23.9 (0.2)
Int. Expense to AAUM 8.7 9.0 (0.2) 8.4 0.4
NIl as % of AAUM 15.2 15.0 0.3 16.7 (1.5)
Cost to Income (%) 35.2 32.9 2.3 38.7 (3.5)
Provisions as % of AAUM 1.7 2.3 (0.6) 0.5 1.1
RoE (%) 26.0 25.0 1.0 28.0 (2.0)
RoA (%) 51 4.8 0.3 5.9 (0.8)
Gross NPA (%) - SA* 1.1 1.3 (0.2) 0.6 0.6
Net NPA (%) - SA* 0.7 0.7 - 0.3 0.4

Source: Company, YES Sec - Research; * represents standalone figures; AAUM is Average AUM
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Exhibit 5: 1-year rolling P/ABV band
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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.

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 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.

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.

Sr.

No. Yes/No

Particulars

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

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

w

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

YSL has received any compensation for investment
banking or merchant banking or brokerage services from No
the subject company in the past twelve months

o

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

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

[e0)

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

Ne)

Research Analyst or YSL has been engaged in market

L _ making activity for the subject 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.

YES Securities (India) Limited

Registered Address: Unit No. 602 A, 6th Floor, Tower 1 & 2,
One International Center, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India
Email: research@ysil.in | Website: https://yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX: INZ000185632 | Member
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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: Vaibhav Purohit (For Broking / Research /
Investment Adviser): Email: compliance@ysil.in /
Contact No.: 022-33479208 | Dhanraj Uchil (For Merchant Banking):
Email: dhanraj.uchil@ysil.in / Contact No.: 022-33479684
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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: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-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 SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. 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.
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