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Change in Estimates

= Shriram City Union Finance (SCUF) reported Q4 earnings of Rs3.03bn, broadly in line with

our estimates. Coming off the festive season demand in Q3, two-wheeler disbursements EPS Chg FY23E/FY24E (%) -
1 0,

declined qoq, while gold loan disbursements increased 15% qoq. NIMs declined 23bps Target Price change (%) 11

Target Period (Months) 12

goq due to asset mix changes but were stable yoy. The cost-to-income ratio rose by _
122bps qoq to 43.7% (Q3FY22: 42.5%), resulting in PPOP growth of 8% yoy. Asset quality Previous Reco

. . . ; Emkay vs Consensus
improved, with GS3 and NS3 declining by 99bps/68bps qoq and credit costs .
declining 62bps qoqg to 2.2%. Affordable housing subsidiary, Shriram Housing Finance EPS ESt'mate; 24
Limited (SHFL), reported quarterly PAT of Rs0.22bn, up 56% yoy. AUM grew by 36% FY23E  FY24E

BUY

yoy/16%gqoq to Rs53.6bn. Emkay 1986 2419
Consensus 210.8 246.7
= SCUF is a play in retail financing across MSMEs, two-wheelers, gold, personal and auto, Mean Consensus TP (12M) Rs 2,301
among others. With the merger on track (approved by stock exchanges and NCLT Stock Details
approached for an application), as well as its ability to leverage Shriram Capital’s customer Bloomberg Code SCUF IN
base and appraise the “cash” businesses, SCUF is set to accelerate growth in the post- Face Value (Rs) 10
pandemic era. SHFL, with access to the wider Shriram network, seeks to gain share in the Shares outstanding (mn) 67
fast-growing affordable housing finance segment. 52 Week H/L 2,602 /1,400
= We retain our Buy rating on SCUF and raise our Mar'23 TP to Rs2,700 from Rs2,670, M Cap (Rs bn/USD bn) 1147149
taking into account the revised growth outlook for the standalone business and Daily Avg Volume (nos.) 44,729
SHFL. Considering the impending merger and the stock price movements since the Daily Avg Tumover (US$ mn) 1.0
merger announcement, we change our cost of equity estimate for SCUF from 13.1% to Shareholding Pattern Mar '22
13.5% to make it in line with SHTF. Our SOTP approach values 1) SCUF’s core lending Promoters 34.6%
business at 1.4x Mar'24E BVPS, using the excess return on equity method (ERE) for Flls 28.2%
FY23-24 RoE of 14.5%, and 2) SHFL at 2.6x Mar'24E BVPS, accounting for its strong Dlls 4.0%
growth potential. We apply a holdco discount of 20% to this unlisted business. Public and Others 33.2%

Price Performance

SCUF Q4 result highlights: Disbursements grew by 15% yoy but declined 1% qoq due (%) ™M 3M oM 12M
to a high base in the seasonally strong Q3. MSME, gold loan and PL gained share in Absolute. 6 @) (1) 18
disbursements, while two wheelers declined. With an increased share of gold loans in the Rel. to Nifty 7 @) (18) 3
disbursement mix, AUM growth is expected to lag disbursement growth. Since SCUF Relative price chart
has received an insurance broking license from IRDA, the fee income has started reflecting 2575 1Rs % [ 60
the inflow of commission from the sale of insurance products. SCUF has entered into 2340 1 L 46
agreements with Tata AIG, Care Healthcare, Shriram Life Insurance and Shriram General 2105 1 | 32
Insurance, among others, for the sale of their products. Incremental CoF was ~8.4% in 1870 | | 18
Q4, with NIMs broadly stable yoy. The cost-to-income ratio increased to 43.7% (Q3FY22:
42.5%, FY21: 41.1%); management expects the ratio to remain in the 38-40% range in 1% i
FY23. Asset quality improved, with GS3 & NS3 at 6.3% and 3.3%, respectively. Stage 3 Ry 21 Jum-21 Ay 21 0ct-21 Dee.21Feb-22 Apr-22
PCR came in at 49.3% (Q3FY22: 47.4%). Annualized credit costs in Q4 were 2.2% (Q3: Shriram City Union Finance (LHS) Rel to Nify (RHS)
2.8%), while full-year credit costs stood at 2.83%. Source: Bloomberg
. ; This report is solely produced by Emkay Global. The
Financial Snapshot (standalone) following person(s) are responsible for the
production of the recommendation:
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SHFL Q4 result highlights: SHFL continues to invest in its rapidly growing business in order
to make a mark in the booming affordable housing space, the full effects of which will be
visible from FY23. While AUM stood at Rs53.6bn in FY22, management expects AUM to
reach Rs100bn by mid-FY24. SHFL currently operates out of 103 branches and has ~200
Griha Poorti branches in collaboration with SCUF and STFC in AP, Telangana and Gujarat.
After the merger with SHTF, it will have access to the entire distribution network of ~3,000
branches of the merged entity across India. In Q4FY22, AUM growth was 36% yoy/16% qoq,
with affordable home loans accounting for ~65% of the portfolio. In Q4, SHFL received
approval for its first tranche of loan refinancing from NHB of Rs5bn. These resources have a
blended cost of funds of ~4.5%. For FY23, SHFL expects more than twice the quantum of
refinancing from NHB. The FY22 cost-to-income (CIR) ratio of 55% was impacted by a
Rs0.16bn charge due to a one-off assignment income recognition methodology change. It
was also impacted by an investment of Rs0.14bn in the Griha Poorti initiative project using
SCUF and SHTF branches for disbursing SHFL products. Net of these one-off items, CIR in
FY22 would have been ~47%. Management has guided for CIR to be in mid-40s in FY23.
Management expects RoA to be 2.6%-2.9% in FY23.

Change to estimates: In the case of SCUF, we factor in increased disbursements in the gold
loan portfolio. As per media reports, management has guided for the gold loan portfolio to
increase from current Rs40.1bn to Rs150-200bn in the next five years. Currently gold loans
are operational in 700 branches (600 South and 100 North), with the number expected to
increase to 2,500 in 18 months. This is mainly via the utilization of the catchment areas of
SHTF branches. Consequently, we expect the disbursements to increase at a CAGR of 24%
over FY22-25E for the standalone entity. This translates into a 21% CAGR in AUM over the
same period and earnings growth of 22%. While management expects FY23 credit costs to
be in the 2.5-2.6% range, we continue to estimate FY23 credit costs at 2.8%, taking into
account the historical trend in credit costs for the business and the elevated write-offs in FY22.
In the case of SHFL, we factor in management's AUM growth guidance over the forecast
period. We assume a disbursement CAGR of 37% over FY22-25E, resulting in FY24 AUM of
Rs100bn. We estimate FY23-25 average RoA of 2.4% for the housing finance business,
below the range given by management. This is taking into account our conservative estimate
of the continued investments in building the network.

We retain our Buy rating on SCUF and raise our Mar'23 TP to Rs2,700 from Rs2,670, taking
into account the revised growth outlook for the standalone business and SHFL. Considering
the impending merger and stock price movements since the merger announcement, we
change our cost of equity estimate for SCUF from 13.1% to 13.5% to make it in line with
SHTF. Our SOTP approach values 1) SCUF'’s core lending business at 1.4x Mar'24E BVPS,
using the excess return on equity method (ERE) for FY23-24 RoE of 14.5%, and 2) SHFL at
2.6x Mar'24E BVPS, accounting for its strong growth potential. We apply a holdco discount
of 20% to this unlisted business.

Please see our sector model portfolio (Emkay Alpha Portfolio): BFSI-NBFCs (Page 13)
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Exhibit 1: Quarterly Financials

Rs mn Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 % yoy % qoq FY21 FY22 % yoy
Interest Income 14,140 14,539 15,147 15,891 16,566  17.2% 4.2% 55,718 62,142 11.5%
Interest Expenses 5,659 5,746 6,158 6,486 6,936 24.8% 6.9% 21,339 25,325 18.7%
Net Interest Income 8,581 8,793 8,989 9,406 9,630 12.2% 2.4% 34,379 36,817 71%
Other Income 716 417 696 1,124 942  31.5% -16.2% 78 36
Total Income 9,297 9,210 9,685 10,530 10,571 13.7% 0.4% 36,029 39,979 11.0%
Operating Expenses 3,772 3,512 3,889 4,471 4,618 22.4% 3.3% 13,626 16,490 21.0%
Operating Profit 5,525 5,698 5,796 6,058 5,954 7.8% 1.7% 22,402 23,489 4.8%
Provisions 1,647 2,906 2,030 2,185 1,772 7.6% -18.9% 8,509 8,877 4.3%
CoR (%) 2.3% 3.9% 2.7% 2.8% 2.2% 2.9% 2.8%
PBT 3,878 2,792 3,766 3,873 4,182 7.8% 8.0% 13,894 14,612 5.2%
Tax 1,057 712 943 948 1,148 8.5% 21.1% 3,785 3,751 -0.9%
Tax rate (%) 27.3% 25.5% 25.0% 24.5% 27.4% 27.2% 25.7%
PAT 2,821 2,080 2,823 2,925 3,034 7.6% 3.7% 10,109 10,862 7.4%
AUM 2,95,710 2,95,990 3,04,250 3,22,470 3,31,860 12.2% 2.9% 2,95,710 3,31,860  12.2%
Disbursements 65,700 45,600 64,230 76,300 75,270  14.6% -1.3% 1,71,540 2,61,400 52.4%
Source: Company, Emkay Research
Exhibit 2: Revision in earnings estimates
FY22 FY23E FY24E

Y/e Mar (Rs mn) = = = =

Earlier Revised % change Earlier Revised % change Earlier Revised % change
Disbursements 2,65,230 2,61,400 -1.4% 3,17,408 3,34,315 5.3% 3,76,247 4,10,364 9.1%
AUM 3,41,069 3,31,860 -2.7% 4,03,199 4,09,096 1.5% 4,73,874 4,87,787 2.9%
Net interest income 37,074 36,838 -0.6% 42,912 43,194 0.7% 49,554 51,861 4.7%
PPOP 23,708 23,489 -0.9% 28,184 28,301 0.4% 32,986 34,446 4.4%
PAT 10,642 10,862 21% 12,804 13,261 3.6% 14,967 16,152 7.9%
EPS (Rs) 160 163 1.6% 193 199 3.1% 225 242 7.4%
BV (Rs) 1,360 1,347 -1.0% 1,525 1,501 -1.6% 1,717 1,688 -1.7%
Source: Company, Emkay Research
Exhibit 3: Actuals vs. Estimates
Rs mn Actual Estimates % variation (Emkay) Comments

(Emkay)

Disbursement 75,270 70,600 6.6% Stronger than qoq growth in gold loan disbursements
AUM 3,31,860 3,32,579 -0.2%
NIl 9,630 9,726 -1.0%
PPOP 5,954 6,147 -3.1% Continued investment in business resulted in opex remaining elevated
PAT 3,034 3,084 -1.6%

Source: Company, Emkay Research

Exhibit 4: We arrive at a target price of Rs2,700 based on SOTP valuation method

Particulars Stake (%) Value per share (Rs) % of total Valuation Rationale Target Multiple
Core Business 100.0% 2,300 85.2%  1,54,582 Excess return on equity 1.4
Housing Business 85.0% 500 18.5% 39,033 Excess return on equity 2.6
Post: 20% holding discount 400 14.8%
Target Value Post 20% Holding Company Discount 2,700 100.0%

Source: Company, Emkay Research

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

May 1, 2022 | 3


http://www.emkayglobal.com/

India Equity Research | Result Update

Story in Charts

Exhibit 5: AUM witnessed robust growth of 12% yoy Exhibit 6: Q4 disbursements displayed usual seasonality qoq
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Exhibit 7: NIMs declined by ~23bps qoq on account of changes in Exhibit 8: C:l ratio rose by 121bps qoq due to a higher opex and flat
asset mix net income
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Exhibit 9: Credit costs declined by 62bps qoq/10bps yoy Exhibit 10: Asset quality improved sequentially with GS3 and NS3
declining 99bps and 68bps respectively
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Exhibit 11: Key assumptions for SCUF
FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Disbursement Growth 7.3% -1.7% 1.7% 12.2% 23.3% 19.2% 20.4%
Loan Growth -3.4% -5.6% -24.5% 52.4% 27.9% 22.7% 20.0%
Credit Cost 2.7% 3.0% 2.9% 2.8% 2.8% 2.8% 2.9%
GS3 8.9% 7.9% 6.4% 6.3% 5.8% 5.4% 5.2%
NS3 5.4% 4.4% 3.2% 3.3% 3.1% 2.9% 2.8%
PCR (S3) 43.6% 48.5% 53.2% 49.3% 49.0% 49.0% 49.0%
ECL % of loans 6.7% 7.1% 6.9% 6.3% 5.6% 5.1% 4.8%
Write-off rate 2.3% 2.6% 3.0% 2.9% 2.6% 2.6% 2.5%

Source: Company, Emkay Research
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Exhibit 12: RoE decomposition of SCUF

FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Interest income 19.9% 18.9% 17.1% 16.7% 16.8% 17.1% 17.4%
Interest expended 7.0% 7.1% 6.5% 6.8% 6.9% 7.1% 71%
Net Interest Income 12.9% 11.8% 10.5% 9.9% 9.9% 10.1% 10.2%
Securitization income 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 0.0%
Other Income (Treasury / others) / Avg. Assets 0.4% 0.6% 0.5% 0.8% 0.9% 1.0% 1.0%
Income Yield / Avg. Assets 13.4% 12.4% 11.1% 10.8% 10.8% 11.0% 11.2%
Op. Cost (Staff cost) / Avg Assets 3.0% 2.8% 2.3% 2.6% 2.5% 2.5% 2.5%
Op. Cost (Other costs) / Avg Assets 2.3% 2.2% 1.8% 1.8% 1.8% 1.8% 1.8%
Operating profit / Avg Assets 8.1% 7.4% 6.9% 6.3% 6.5% 6.7% 6.9%
Provisions / Avg. assets 2.8% 2.9% 2.6% 2.4% 2.4% 2.5% 2.5%
Exceptional items / Avg. assets 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Pre-Tax ROA 5.4% 4.5% 4.3% 3.9% 41% 4.2% 4.3%
Tax Retention Rate 65.0% 73.8% 72.8% 74.3% 74.3% 74.3% 74.3%
Post Tax ROA 3.5% 3.3% 3.1% 2.9% 3.0% 3.1% 3.2%
Leverage = Avg. Assets / Avg. Equity 4.7 4.4 4.3 4.3 4.6 4.8 5.1
ROE (Leverage * ROA) 16.6% 14.7% 13.2% 12.7% 14.0% 15.2% 16.3%
Source: Company, Emkay Research
Exhibit 13: SHFL AUM witnessed strong growth at 16% qoq Exhibit 14: Disbursements growth picked up in Q4FY22 at 46% qoq
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Exhibit 15: SHFL AUM mix remained constant with >1/3™ being Exhibit 16: Housing loans formed ~65% of the AUM mix in Q4FY22
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Source: Company, Emkay Research Source: Company, Emkay Research
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Exhibit 17: Key assumptions of SHFL

FY19 FY20 FY21 FY22E FY23E FY24E FY25E
Disbursement Growth 0.1% 48.5% 94.8% 24.8% 37.0% 37.0% 37.0%
Loan Growth 3.5% 24.7% 70.5% 36.3% 37.1% 37.0% 37.0%
Credit Cost 0.0% 0.0% 0.7% 0.3% 0.5% 0.4% 0.4%
GS3 2.8% 2.4% 1.9% 1.7% 1.6% 1.6% 1.5%
NS3 21% 1.9% 1.5% 1.3% 1.3% 1.2% 1.2%
PCR (S3) 21.7% 21.9% 23.4% 23.4% 23.4% 23.4%
ECL % of loans 1.3% 1.1% 1.1% 1.1% 1.1% 1.0%
Source: Company, Emkay Research

Exhibit 18: SCUF currently trades at 1.1x one-year forward book value
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(Rs mn) SHTF SCUF Shriram Finance Limited Shriram Housing

FY22 FY23E FY24E FY22 FY23E FY24E FY22 FY23E FY24E FY22 FY23E FY24E
Interest Income 1,86,463 2,06,719 2,29,374 62,142 73,521 88,154 2,48,605 2,80,241 3,17,528 4,643 6,255 8,440
Interest expenses 97,343 1,04,903 1,16,094 25,325 30,353 36,324 1,22,668 1,35,256 1,52,418 2,806 3,592 4,745
Net interest income 89,120 1,01,816 1,13,280 36,817 43,169 51,831 1,25,937 1,44,985 1,65,111 1,837 2,664 3,695
NIM(%) 7.5% 7.7% 7.7% 11.7% 11.7% 11.6% 8.3% 8.6% 8.6% 5.1% 5.4% 5.5%
Other income 6,280 6,571 7,462 3,162 4,076 4,982 9,441 10,647 12,444 849 1,207 1,654
Net Operating income 95,399 1,08,387 1,20,742 39,979 47,244 56,813 1,35,378 1,55,631 1,77,554 2,686 3,870 5,349
Operating expenses 21,298 27,347 27,925 16,490 18,944 22,367 37,788 49,290 51,292 1,486 1,779 2,331
PPOP 74,101 81,040 92,817 23,489 28,301 34,446 97,590 1,06,341 1,26,263 1,199 2,091 3,018
Provisions 38,609 27,572 31,585 8,877 10,453 12,707 47,485 38,025 44,292 108 247 375
PBT 35,493 53,468 61,232 14,612 17,848 21,739 50,105 68,317 81,971 1,091 1,845 2,642
Taxation 8,413 13,741 15,737 3,751 4,587 5,587 12,164 18,328 21,324 288 474 679
PAT 27,079 39,727 45,495 10,862 13,261 16,152 37,941 49,988 60,648 803 1,371 1,963
Branches 1,854 1,854 1,854 986 986 986 2840 2840 103 103 103
AUM 12,70,409 14,15,664 15,88,160 3,31,860 4,09,096 4,87,787 16,02,269 18,24,760 20,75,947 53,550 73,417 1,00,616
No. of Shares (mn) 270.52 270.52 270.52 66.63 66.63 66.63 372.92 372.92 325.27 325.27 325.27
BVPS 959 1,085 1,220 1347 1501 1688 1,055 1,187 36 40 46
EPS 100 147 168 163 199 242 134 163 2 4 6
Source: Company, Emkay Research
Exhibit 20: Shriram Finance Limited RoE decomposition

. SHTF SCUF Shriram Finance Shriram Housing
RoE decomposition tree
FY22 FY23E FY24E FY22 FY23E FY24E FY22 FY23E FY24E FY22 FY23E FY24E

Interest income/Avg assets 13.7% 13.8% 13.8% 16.7% 16.8% 17.1% - 14.5% 14.6% 10.3% 10.4% 10.4%
Interest expended/Avg assets 7.2% 7.0% 7.0% 6.8% 6.9% 7.1% - 7.0% 7.0% 6.2% 6.0% 5.9%
Net Interest Income / Avg. Assets 6.6% 6.8% 6.8% 9.9% 9.9% 10.1% - 7.5% 7.6% 4.1% 4.4% 4.6%
Securitisation income / Avg. Assets 0.2% 0.1% 0.1% 0.0% 0.0% 0.0% - 0.1% 0.1% 1.2% 1.3% 1.3%
Other Income / Avg. Assets 0.3% 0.3% 0.3% 0.8% 0.9% 1.0% - 0.4% 0.5% 0.7% 0.7% 0.7%
Income Yield / Avg. Assets 7.0% 7.2% 7.3% 10.8% 10.8% 11.0% - 8.0% 8.2% 6.0% 6.4% 6.6%
Op. Cost (Staff cost) / Avg Assets 0.7% 0.7% 0.7% 2.6% 2.5% 2.5% - 1.1% 1.2% 1.9% 1.9% 1.9%
Op. Cost (Other costs) / Avg Assets 0.8% 1.1% 1.0% 1.8% 1.8% 1.8% - 1.4% 1.2% 1.4% 1.0% 1.0%
Operating profit / Avg Assets 5.5% 5.4% 5.6% 6.3% 6.5% 6.7% - 5.5% 5.8% 2.7% 3.5% 3.7%
Total provisions / Avg. assets 2.8% 1.8% 1.9% 2.4% 2.4% 2.5% - 2.0% 2.0% 0.2% 0.4% 0.5%
Pre-Tax ROA 2.6% 3.6% 3.7% 3.9% 4.1% 4.2% - 3.5% 3.8% 2.4% 3.1% 3.3%
Tax Retention Rate 76.3% 74.3% 74.3% 74.3% 74.3% 74.3% - 73.2% 74.0% 73.6% 74.3% 74.3%
Post Tax ROA 2.0% 2.7% 2.7% 2.9% 3.0% 3.1% - 2.6% 2.8% 1.8% 2.3% 2.4%
Leverage = Avg. Assets / Avg. Equity 5.7 5.4 5.3 4.3 4.6 4.8 - 5.2 5.2 5.2 4.9 5.8
ROE (Leverage * ROA) 11.4% 14.4% 14.6% 12.7% 14.0% 15.2% - 13.5% 14.5% 9.3% 11.2% 14.1%

Source: Company, Emkay Research
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Exhibit 21: Valuation of Shriram Finance Limited

Entity name FY24E BVPS No. of Shares (mn) Target Multiple  Holdco Discount M-Cap Estimate
SHTF (Standalone) A 1,220 270.5 1.2 0% 4,03,075
SCUF (Standalone) B 1,688 66.6 1.4 0% 1,54,582
Shriram Finance (Standalone) C =A+B 1,187 372.9 1.3 0% 5,567,656
Shriram Housing (Standalone) D 46 325.3 2.6 20% 31,226
Shriram Finance Valuation (Rs mn) = C+D 5,88,882
Shriram Finance value per share 1,580

Source: Company, Emkay Research

Concall highlights

SCUF has not availed the option given by the RBI to defer the adoption of revised IRACP
norms laid out in a circular dated 12" November, 2021.

Introduced gold loans to 70 branches in the north; Express two-wheeler loans continued to
perform well.

The Rs37.9bn funds raised during Q4FY22 had an incremental CoF of ~8.4%. The reason
for carrying high liquidity is to observe Covid-related developments and to keep high
liquidity ahead of the merger that is expected to conclude at the end of the calendar year.

Cross pollination of staff and senior executives has begun in 40 branches on a pilot basis.
This has been going on for the past 45-50 days. These branches have been cross-selling
SCUF and SHTF products. In the next two weeks, the aim is to expand the pilot program
to another 100 branches. The primary goal is that when the merger is legally completed,
teams in both companies shall be familiar with each other’s products to sell them. The
integration of HR systems is nearly done.

There is a good opportunity to expand the gold loans network. One year after the merger,
it should be present in most STFC locations. From the current 700 branches (~600 in south
and ~100 in north) that offer gold loans, it can move to 2500 in the next 18 months. It will
continue to focus on SME as well.

The personal loan new book is doing very well and the old book is running down. Asset
quality has improved qoq and it is organic, not dependent on write-offs. This trend is
expected to continue in the coming 4-6 quarters. The company may get into the prime
segment in future.

By the end of the next year, SCUF’s cost-to-income ratio should be 39-40%. For a couple
of years, the business was low and now it's picking up with higher variable pays.

SHFL has leveraged SCUF branches in Andhra Pradesh (AP) and Telangana (TL) and
SHTF branches in Gujarat. The focus this year is on AP, TL, Gujarat, Maharashtra, and
Rajasthan. Once the merger happens, SHFL will have 3000 SCUF and SHTF branches to
leverage over five years. Right now it operates in 103 live branches and 200 Griha Poorti
branches i.e. 178 SCUF branches in AP, TL and 22 SHTF branches in Gujarat.

SHFL has guided for 35-40% disbursement growth in FY23 and slightly higher AUM growth.
The yield guidance is 12.2-12.3%, resulting in 2.7-2.9% RoA in FY23. It expects Rs100bn
AUM by mid-FY24. AP and TL Griha Poorti programs contribute 8-10% to its home loan
disbursals. It expects that to continue to grow and ease into the 3,000 combined branches
over the next 3-4 years. It aims to reach 150 own branches by the CY-end.

SHFL is fine tuning its digital initiatives and have launched an app where consumers can
digitally seek loan approvals, an end-to-end digital process. This year’s cost-to-income was
a bit >50% due to Griha Poorti and other expansion investments in the last 6 months of
FY22. Cross-selling and leveraging past investments will bring down the cost-to-income
ratio to mid-40s by FY23 and 39-40% by FY24 or mid-FY25.

Reversals in SHFL income were due to a change in the methodology; earlier it was on the
contractual basis. Whatever assignment was done earlier, income was booked upfront on
the full contract; now it is changed to behavioral. HL 8 years and LAP loans run off 8-10
years. On amending the policy, reversal of last 2 years’ income also has happened
(Rs0.16bn).
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Fee income grew for SCUF as it has obtained a corporate broking license from IRDAI and
has started cross-selling insurance policy from Tata AIG, Care Healthcare, Shriram Life
Insurance, Shriram General Insurance, etc. So this insurance cross-selling commission is
driving fee income. The target is 10% of PAT from fee income.

Lower gog AUM growth is mainly due to gold loans running down.

For SHFL, the securitization income has been volatile. The cost-to-loan book has been
dropping, from 4.3% in FY21 to 3.5% in FY22. The difference was 0.4% that was the cost
went into launching Griha Poorti in AP, TL and Gujarat. Excluding that cost and one-time
change in accounting policy to reflect DA income, RoA, currently at 2.1%, would have been
closer to 2.6% (the highest in last four years).

SHFL NIMs would settle at 7.5-7.6% and the cost-to-AUM will settle at 3.3-3.5% for this
year and under 3% next year. The credit cost will settle at 0.4-0.5%, hence RoA could be
2.7-2.9% in FY23 and over 3% in FY24. Overall RoA has been ~2.1% because CoFs had
been higher till last year. In Dec’21-Jan’22, it got a Rs5bn approval from NHB, which came
in at 4.5%, and got a Rs1bn approval from NHB in Mar'22, not availed till now. It has
reduced CoF by over 100bps and expects a big boost from this in FY23.

Yields on gold loans are steady; always been around the 16-17% range.
Expects credit cost for SCUF to be 2.5-2.6% in FY23.

For SCUF no borrowings are linked to the repo rate. For SHFL, 2-3 loans are linked to
MCLR that is re-priced annually. Any rate hike will affect 12 months down the line.

SHFL sees steady NIMs of 7.5%. Even in case of an immediate rate hike, it can manage
NIMs for 2-3 or more quarters as CoFs will be impacted only down the line. NHB has
assured even more refinance than FY22. If it needs to pass on some costs, SHFL will do
it.

For SHFL, housing will always be over 60% of the overall book and with top-up at around
~65%. Construction finance won’t go over 7% and Construction Finance + LAP will be
around 30-32% of the book at any point in time and not more. There is not much change in
the risk profile going forward.

SHFL has no immediate listing plans.

ATS of two-wheeler loans has increased as the cost of vehicles has gone up.
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Key Financials (Standalone)
Income Statement

Y/E Mar (Rs mn) FY21 FY22 FY23E FY24E FY25E
Net interest income 34,360 36,838 43,194 51,861 62,301
Other income 1,669 3,141 4,051 4,952 5,914
Net income 36,029 39,979 47,244 56,813 68,215
Operating expenses 13,626 16,490 18,944 22,367 26,432
Pre provision profit 22,402 23,489 28,301 34,446 41,784
PPP excl treasury 22,402 23,489 28,301 34,446 41,784
Provisions 8,509 8,877 10,453 12,707 15,378
Profit before tax 13,894 14,612 17,848 21,739 26,405
Tax 3,785 3,751 4,587 5,587 6,786
Tax rate 27 26 26 26 26
Profit after tax 10,109 10,862 13,261 16,152 19,619

Balance Sheet

Y/E Year End (Rs mn) FY21 FY22 FY23E FY24E FY25E
Equity 660 666 666 666 666
Reserves 80,525 89,059 99,317 1,11,811 1,26,988
Net worth 81,185 89,725 99,983 1,12,478 1,27,654
Other liabilities and provisions 5,261 4,634 5,070 5,551 6,079
Borrowings 2,55,653 3,06,318 3,68,186 4,39,009 5,28,713
Total liabilities 3,42,100 4,00,677 4,73,240 5,57,037 6,62,446
Cash and bank 52,144 66,128 69,198 74,186 80,221
Investments 10,173 18,363 12,887 15,365 18,505
Loans 2,74,201 3,10,239 3,84,986 4,61,084 5,57,074
Others 5,582 5,947 6,169 6,401 6,646
Total assets 3,42,100 4,00,677 4,73,240 5,57,037 6,62,446

Key Ratios (%)

Y/E Year End FY21 FY22 FY23E FY24E FY25E
NIM 11.7 11.7 11.7 11.6 11.6
RoA 3.1 29 3.0 3.1 3.2
RoAE 13.2 12.7 14.0 15.2 16.3
GNPA (%) 6.4 6.3 5.8 54 5.2
NNPA (%) 3.2 3.3 3.1 29 2.8
Per Share Data (Rs) FY21 FY22 FY23E FY24E FY25E
EPS 152.8 162.6 198.6 241.9 293.8
BVPS 1,230.0 1,346.6 1,500.6 1,688.1 1,915.9
DPS 33.0 37.0 451 54.9 66.7
Valuations (x) FY21 FY22 FY23E FY24E FY25E
PER 11.2 10.5 8.6 71 5.8
P/BV 1.4 1.3 1.1 1.0 0.9
Dividend Yield (%) 1.9 2.2 2.6 3.2 3.9
Source: Company, Emkay Research

Growth (%) FY21 FY22 FY23E FY24E FY25E
NIl (4.0) 7.2 17.3 201 201
PPOP 0.1 4.8 20.5 21.7 21.3
PAT 1.0 7.4 221 21.8 21.5
Loans 3.0 13.1 241 19.8 20.8
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Quarterly (Rs mn) Q4FY21 Q1FY22 Q2FY22 Q3FY22 Q4FY22
NIl 8,581 8,793 8,989 9,406 9,630
NIM(%) 11.8 11.9 12.0 12.0 11.8
PPOP 5,525 5,698 5,796 6,058 5,954
PAT 2,821 2,080 2,823 2,925 3,034
EPS (Rs) 42.73 31.51 42.73 4410 45.54
Source: Company, Emkay Research

Shareholding Pattern (%) Mar-21 Jun-21 Sep-21 Dec-21 Mar-22
Promoters 34.6 34.6 34.6 34.5 34.6
Flls 28.5 28.3 28.8 28.2 28.2
Dlls 3.5 3.8 3.8 4.1 4.0
Public and Others 334 33.3 32.8 33.3 33.2

Source: Capitaline
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Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

May 1, 2022] 11


http://www.emkayglobal.com/

Shriram City Union Finance (SCUF IN) India Equity Research | Result Update

RECOMMENDATION HISTORY TABLE RECOMMENDATION HISTORY CHART
Closing Period N
Date : TP Rating Analyst — BUY Hold e Sell
Price (months) s Accumulate s Reduce = Price
30-Jan-22 1,788 2,670 12m  Buy Manjith Nair 2675 Target Price
28-Oct-21 2,253 2,600 12m Buy Manijith Nair 2266 A
Source: Company, Emkay Research
1857 N
1448 -

!

- m
630
) [} =} = - - N
- - N 59 Y Y N
> 3 5 3 5 3 5
2 e < C.> < Q <
& =} © © T} I} IN]
g 135} N 39 39 N N
Source: Bloomberg, Company, Emkay Research
Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on ictions on Distribution. In Sil this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited

Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

May 1, 2022] 12


http://www.emkayglobal.com/

India Equity Research | Result Update

Emkay Alpha Portfolio — BFSI-NBFCs

EAP sector portfolio
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Analyst: Manjith Nair Shriram City Union Finance 0.00 0.03 NA 3 0.39= 0:
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Analyst bio Base Latest
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Please see our model portfolio (Emkay Alpha Portfolio): Nifty
Please see our model portfolio (Emkay Alpha Portfolio): SMID

“Emkay Alpha Portfolio — SMID and Nifty are a supporting document to the Emkay Alpha
Portfolios Report and is updated on regular intervals”

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited

Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.

May

1,2022|13


http://www.emkayglobal.com/
https://web3.emkayglobal.com/ResearchAccess/Upload/Nifty_Apr22.pdf
https://web3.emkayglobal.com/ResearchAccess/Upload/SMID_Apr22.pdf
https://web3.emkayglobal.com/ResearchAccess/Upload/SMID_Apr22.pdf

India Equity Research | Result Update

Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.
BUY Over 15%

HOLD Between -5% to 15%

SELL Below -5%

Completed Date: 02 May 2022 01:49:20 (SGT)
Dissemination Date: 02 May 2022 01:50:20 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INH000000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. The analyst 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.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals 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 may be
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 including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not
be construed as official confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market
and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

» Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), 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 not subject to supervision by a U.S. broker-
dealer, and is/are not required to satisfy the regulatory licensing requirements of Financial Institutions Regulatory Authority (FINRA) or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account. This report is intended for distribution to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on
Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional
Investor. In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors.
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate does not serve as an officer, director or employee of the issuer or the
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests?
in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential
conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as
part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any
specific investment banking function of the EGFSL.

" An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of which the analyst, his spouse,
minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person accustomed or obliged to act in accordance with the directions
or instructions of the analyst.

2 Financial interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new listing applicant, or
financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not include commercial lending conducted at the
arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in
securities in respect of an issuer or a new listing applicant.

COMPANY-SPECIFIC /| REGULATORY DISCLOSURES BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of May 1, 2022
EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report
Disclosure of previous investment recommendation produced:

3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research
report during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment
recommendations published by EGFSL in the preceding 12 months.

4. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have any material conflict of interest in the
securities recommended in this report as of May 1, 2022.

5. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have actual/beneficial ownership of 1% or more
securities of the subject company at the end of the month immediately preceding the May 1, 2022

6. EGFSL, its subsidiaries and/or other affiliates and Research Analyst have not received any compensation in whatever form including compensation
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