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Shriram Finance

Encouraging growth and asset quality

Enthusing show on multiple fronts

Shriram Finance delivered a reasonably strong performance in Q3 FY23 that was
characterized by a) brisk well-rounded disbursements growth (up 13% qoq/28% yoy),
b) acceleration in AUM growth (up 4.8% qoq/13% yoy), c) 25-30 bps improvement in
NIM underpinned by rationalization of borrowings/liquidity, and largely stable
borrowing cost and loan mix, d) absolute opex being flat goq on account of lower
merger related expenses (Q2 also had Rs650mn of one-time sales tax litigation
settlement expenses), e) stable credit cost owing to lower write-offs and marginal
improvement in the share of Current/Stage-1 assets and f) impressive RoA/RoE levels
of 3.4%/17%.

Product mix and liquidity level unlikely to change much

Shriram Finance witnessed strong sequential growth across its key product segments
of used CV/PV financing, SEL and 2w loans. As per management, these key products
would be made available across most/all branches over the next 3-4 quarters. For SEL,
the co. would be targeting distribution in states like UP, MP, RJ, PJ and HR through its
existing network. While the product/AUM mix is unlikely to undergo any significant
change in next couple of years, the share of SEL is estimated to rise in the longer run.
Current BS liquidity covers 5 months of liability repayment, and the co. intends to hold
such buffer in the near term.

There is a creation of Goodwill/Intangible Assets worth of Rs14bn each on account of
the merger which would be independently reviewed for impairment every year.
However, the management does not foresee any impairment impact in the next couple
of years.

12-15% growth in AUM and earnings likely; rate BUY

Management reiterated growth expectations of 15% pa and expects RoA/RoE to trend
above 3%/15% on a steady-state credit cost of near 2%. In our view, double-digit
growth for Shriram Finance looks plausible considering buoyancy in used CV/CE/PV
markets and immense scope to distribute the small enterprise loan (SEL) product
through the network of erstwhile Shriram Transport. Aided by merger benefits and the
borrowings construct (lower share of bank loans), the CoF is expected to increase only
gradually over the next couple of quarters. We expect the co. to deliver 12-15% growth
in AUM and earnings in FY24/25 with RoE of 15-16%. Basis this expectation and an
undemanding valuation (1.2x P/ABV and 6.6x P/E on FY24 estimates), we rate the
stock as BUY with 12m PT of Rs1685.

Exhibit 1: Result table

(Rs mn) Q3FY23 Q2FY23 % qoq Q3 FY22* % yoy
Operating Income 76,090 74,090 2.7 48,279 57.6
Interest expended (31,120) (32,249) (3.5) (23,973) 29.8
Net Interest Income 44,971 41,841 7.5 24,306 85.0
Other income 33 96 (65.7) 45 (26.6)
Total Income 45,003 41,937 7.3 24,351 84.8
Operating expenses (11,987) (11,999) (0.1) (5,275) 127.2
PPOP 33,016 29,938 10.3 19,076 73.1
Provisions (9,173) (8,976) 2.2 (9,843) (6.8)
PBT 23,844 20,962 13.7 9,233 158.2
Tax (6,074) (5,411) 12.2 (2,427) 150.3
PAT 17,770 15,551 14.3 6,806 161.1

Source: Company, YES Sec. * Data pertains to erstwhile Shriram Transport
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KEY CON-CALL HIGHLIGHTS

Disbursements in Q3 were at Rs292.5bn v/s Rs258bn in Q2 and Rs229%bn yoy.

Indicative break-up of current quarter disbursements as Rs77.5bn CV, Rs50.6bn PV,
Rs29bn SEL, Rs21bn GL and Rs18.5bn PL.

Overall AUM growth expected around 15% pa - SEL growth to be much faster than CV
and 2w over the next five years - reaching out in UP, MP, RJ, PJ and HR for SEL growth.

Out of 2900 branches, 85% are now running one additional product.

Approach more calibrated for introduction/cross-selling of CV loans and Small
Enterprise Loans (SEL), and the roll-out of these large ticket products across the branch
network would take more 3-4 quarters.

Total borrowings 1.53tn, of which 23% deposits and 24% NCDs.
Liability mix might change in the coming quarters due to lower securitization.

Fresh borrowings of Rs122bn raised in Q3 with ~Rs44bn through securitization and
~Rs49bn via retail deposits.

Confident that CoB will not increase in Q4, as incr. CoF (8.5-8.6%) is marginally lower
than that on the book (8.77%) - majority bank borrowings are liked to MCLR.

Hold BS liquidity equivalent to 5 months of liabilities repayment - will continue with
current buffer till March and review thereafter.

Erstwhile SCUF borrowings to get the advantage of one-notch higher rating now.
C/l is expected to trend down going forward - to reach 24-25% in the long run.
Merger related expenses were Rs190mn in the quarter.

LGD at 42.3% and PD for Stage-1 at 7% and for Stage-2 at 17.4%.

Credit cost at 1.94% for 9m FY23 - should be around 2% on going forward basis.

O/s Covid provision buffer/management overlay of Rs16.5bn is held against specific
contracts which are maturing by Mar'24.

Expect 3% RoA and 16-18% RoE on long-term basis.

Goodwill created from merger of Rsl4bn would be tested for impairment by
independent valuer every year - however, management does not see any impairment in
next 2 years.

Shriram Housing disbursements grew by 30% yoy and AUM grew by 55% yoy - GS3 at
1.15%, a decline of 30 bps qoq.

Shriram Housing would remain a largely owned subsidiary (85% stake).

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Shriram Finance Limited

Exhibit 2: Business Data

(Rs bn) Q3 FY23 Q2 FY23 % qoq Q3 FY22 % yoy
AUM 1,775 1,694 4.8 1,569 13.2
Commercial Vehicle 906 877 3.4 810 11.9
Passenger Vehicle 318 301 5.8 263 20.9
Construction Equipment 139 134 3.6 128 8.7
Farm Equipment 33 33 0.9 32 3.1
MSME 177 169 4.4 170 3.9
2-Wheelers 100 85 17.9 88 13.3
Gold 44 44 0.2 41 8.0
Personal Loans 58 51 13.6 35 63.0
Others 1 1 (28.6) 2 (68.8)
Source: Company, YES Sec.
Exhibit 3: Key Ratios
(VA] Q3FY23 Q2FY23 chg qoq Q3 FY22* chg yoy
NIM (%) 8.5 8.3 0.3 6.7 1.9
Cost to Income (%) 22.3 24.5 (2.2) 19.7 2.6
BV (Rs) 1,132.9 1,084.9 4.4 935.6 211
RoE (%) 171 15.6 1.5 10.9 6.2
RoA (%) 34 3.0 0.4 1.9 1.5
CAR (%) 23.0 232 (0.2) 23.3 (0.3)
Gross Stage 3 (%) 6.3 6.3 (0.0) 8.4 (2.1)
Net Stage 3 (%) 3.2 3.3 (0.2) 4.4 (1.2)
Stage 3 Coverage (%) 50.7 491 1.7 50.3 0.5
Source: Company, YES Sec; *Data pertains to erstwhile Shriram Transport
Exhibit 4: Funding Mix
Share (%) Q3FY23 Q2FY23 chg qoq Q3 FY22 chg yoy
NCD 213 21.2 0.0 19.1 2.2
Public Deposits 22.5 20.6 1.9 19.7 2.8
Securitisation 13.2 12.5 0.7 16.2 (3.0)
Sub-ordinate debts 3.0 2.9 0.1 3.3 (0.3)
Term Loans 26.8 26.3 0.5 24.9 1.9
ECB (External Comm. bond) 8.1 12.2 (4.1) 13.4 (5.3)
ECB Loans 4.7 4.0 0.6 2.9 1.8
Other Borrowings 0.5 0.3 0.2 0.6 (0.1)

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 5: ECL Summary

ECL (Rs mn) Q3 FY22* Q4 FY22* Q1FY23 Q2 FY23 Q3 FY23
Gross Stage 3 103,581 88,876 101,316 105,831 110,586
ECL Provisions - Stage 3 52,054 44,415 49,256 51,923 56,081
Net Stage 3 51,527 44,461 52,060 53,908 54,506
Gross Stage 3 (%) 8.4 7.1 6.3 6.3 6.3
Net Stage 3 (%) 4.4 3.7 3.3 3.3 3.2
Coverage ratio - Stage 3 (%) 50.3 50.0 48.6 49.1 50.7
Gross Stage 1 986,528 1,034,930 1,340,247 1,401,882 1,484,831
ECL Provisions - Stage 1 32,251 33,813 34,491 37,793 41,120
Net Stage 1 954,277 1,001,116 1,305,756 1,364,089 1,443,711
Gross Stage 1 (%) 80.0 82.3 83.0 83.6 84.4
Coverage ratio - Stage 1 (%) 853 3.3 2.6 2.7 2.8
Gross Stage 2 143,147 133,185 174,141 169,988 163,005
ECL Provisions - Stage 2 13,150 12,110 12,947 11,741 10,779
Net Stage 2 129,997 121,075 161,195 158,247 152,226
Gross Stage 2 (%) 11.6 10.6 10.8 10.1 9.3
Coverage ratio - Stage 2 (%) 9.2 9.1 7.4 6.9 6.6

Source: Company, YES Sec. *Data pertains to erstwhile Shriram Transport

Exhibit 6: 1-yr rolling P/ABV band Exhibit 7: 1-year rolling P/ABV vis-a-vis the mean
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FINANCIALS

Exhibit 8: Balance Sheet

Y/e 31 Mar (Rs m) FY21 FY22 FY23E FY24E FY25E
Equity Share Capital 2,531 2,705 3,744 3,744 3,744
Other Equity 213,153 256,617 438,828 504,612 580,486
Share-holders fund 215,684 259,322 442,572 508,356 584,231
Financial Liabilities 1,078,492 1,158,745 1,613,889 1,823,116 2,059,485
Trade payables 1,534 1,687 - - -
Debt Securities 400,619 412,566 - - -
Borrowings (Excl. Debt Sec.) 452,814 466,769 1,594,607 1,801,906 2,036,153
Deposits 162,324 219,490 - - -
Subordinated Liabilities 46,208 46,143 - - -
Other Financial Liabilities 11,498 8,596 19,282 21,210 23,331
Non-Financial Liabilities 3,438 2,994 8,651 9,516 10,467
Current tax liabilities (net) 1,020 368 - - -
Provisions 1,425 1,382 8,651 9,516 10,467
Other non-financial liabilities 993 1,244 - - -
Total Liabilities & Equity 1,297,613 1,421,061 2,065,111 2,340,988 2,654,183
Financial Assets 1,282,198 1,402,803 2,003,008 2,278,884 2,592,079
Cash and Cash Equivalents 110,509 106,624 199,625 227,165 257,670
Bank balances 53,909 56,927 - - -
Derivative financial instruments 1,693 2,014 - - -
Receivables 588 1,980 - - -
Loans 1,083,030 1,166,652 1,699,946 1,937,939 2,209,250
Investments 31,979 68,092 93,596 102,955 113,251
Other Financial Assets 490 515 9,841 10,825 11,907
Non- Financial Assets 15,415 18,258 62,104 62,104 62,104
Current tax assets (Net) 1,717 2,282 - - -
Deferred tax assets (Net) 6,391 8,694 - - -
Investment Property 20 20 - - -
Property, Plant and Equipment 1,244 1,106 - - -
Intangible assets 24 30 14,086 14,086 14,086
Other Non-Financial Assets 2,933 3,100 48,018 48,018 48,018
Total Assets 1,297,613 1,421,061 2,065,111 2,340,988 2,654,183

Source: Company, YES Sec.*Note: Balance sheet projections are based on reported summarized BS line-items.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5



| YES,/SECURITIES

INSTITUTIONAL EQUITIES

Exhibit 9: Income statement

Shriram Finance Limited

Y/e 31 Mar (Rs m) FY21 FY22 FY23E FY24E FY25E
Income from Operations 174,205 192,552 298,163 342,560 390,518
Interest expense (90,543) (97,343)  (124,852) (144,402) (163,175)
Net interest income 83,662 95,209 173,310 198,157 227,343
Non-interest income 160 191 481 553 609
Total op income 83,821 95,399 173,792 198,711 227,952
Total op expenses (19,857) (21,298) (46,942) (54,453) (62,621)
PPoP 63,964 74,101 126,849 144,257 165,331
Provisions (31,184) (38,609) (39,274) (45,122) (51,439)
Profit before tax 32,780 35,493 87,575 99,135 113,892
Taxes (7,908) (8,413) (22,496) (25,465) (29,256)
Net profit 24,873 27,079 65,079 73,670 84,636

Source: Company, YES Sec

Exhibit 10: Growth and Ratio matrix
Y/e 31 Mar FY21 FY22 FY23E FY24E FY25E
Growth matrix (%)
Net interest income 0.9 13.8 82.0 14.3 14.7
Total op income 0.8 13.8 82.2 14.3 14.7
Op profit (pre-provision) 2.6 15.8 71.2 13.7 14.6
Net profit (0.6) 8.9 140.3 13.2 14.9
Advances 5.9 7.7 45.7 14.0 14.0
Total Borrowings 12.5 7.8 39.3 13.0 13.0
Total assets 13.7 9.5 45.3 13.4 13.4
Profitability Ratios (%)
NIM 7.4 6.9 10.2 10.1 10.2
Non-interest income /Total income 0.2 0.2 0.3 0.3 0.3
Return on Avg. Equity 12.6 114 18.5 15.5 15.5
Return on Avg. Assets 2.0 2.0 3.7 3.3 3.4
Per share ratios (Rs)
EPS 98.3 100.1 173.8 196.8 226.0
Adj. BVPS 662.4 794.3 961.6 1120.5 1306.9
DPS 6.0 20.0 15.0 18.0 20.0
Other key ratios (%)
Cost/Income 23.7 22.3 27.0 27.4 27.5
Tier-1 capital 19.9 20.7 21.4 21.7 22.0
Credit Cost 2.7 2.8 2.3 2.3 2.3
Stage 1 and 2 ECL Provision 4.1 3.9 0.0 0.0 0.0
Tax rate 24.1 23.7 25.7 25.7 25.7
Dividend yield 0.5 1.5 1.2 1.4 1.5

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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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

Shriram Finance Limited

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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ 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 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 by YES Securities (India) Limited only 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 or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
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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: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW
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