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Northern Arc Capital Ltd (NACL) is a financial service platform that provides credit
solutions to housholds and businesses in India. As of March 31, 2024, the
company has financed Rs. 1.73 Million, which has impacted over 101.82 Million
lives in India as of March 31st, 2024. It is one of the leading NBFC companies in
terms of Asset Under Management (AUM) with a diversified business model
across offerings, sectors, products, geographies and borrower categories. It also
has the lowest credit cost amongst diversified NBFCs in India as of 315t March,
2024,
The company has expertise in enabling credit across sectors namely - Micro, Small
and Medium Enterprises (“MSMEs”) financing, Microfinance (“MFI”), Consumer
Finance, Vehicle Finance, Affordable Housing Finance and Agricultural Finance. It
has 14 years of experience in MSME, 15 years in MFI and 9 years into Consumer
finance sector. NACL, caters to retail credit market through a multi channel
approach which includes (l) providing financing from the balance sheet
("Lending") to Originator Partners in the form of loans or investments in their debt
to enable on-lending to retail customers ("Intermediate Retail Lending") and
directly to underserved households and businesses ("Direct to Customer
Lending"), either in partnership with Retail Lending Partners or via their branch
network, to provide MSME and rural finance. It has presence in 671 districts, 28
states and 7 union territories in India with AUM of Rs. 117,100.19 million, as of
March 31st, 2024. (ll) Providing credit for their originator partners through
different financing products (“Placements”) with aggregate placement volume of
Rs. 1,019,038.92 million as of March 31, 2024 (lll) Providing debt management
and portfolio management services (“Fund Management”) where Rs. 120,785.58
million had been deployed across 10 alternate investment funds (“AlFs”) and
three Portfolio Management Service (“PMS”) funds as of March 31st, 2024.
In their Lending channel, they provide loans to and guarantee the borrowings of
their extensive network of technology platforms, financial technology companies
("Fintechs") and other organizations that serve as business correspondents to
generate financial exposure (collectively, "Originator Partners") depending on
each Originator Partner's unique needs, they provide a range of financing options.
Also, they provide credit solutions to customers directly through a physical
approach, which is a combination of leveraging their technology and data first
approach. For this, they have 316 branches across India and 50 selected originator
partners who enable them to directly lend to customers.
In their Placements channel, with their technology platform- Nimbus, they work
with different investors who use this platform to access the opportunities to
invest in underserved sectors in India (“Investor Partners”). This also facilitates,
structure and syndicate financing through debt, credit enhancement or co-
investing in transactions as required to achieve the target credit rating or to
provide comfort to their investor partners.
In their Fund management channel, This is operating through a subsidiary- NAIM.
NAIM manages debt funds from contributions that are received from investor
partners. NAIM, broadly invests in subset of originator partners and mid-market
companies in line with the investment mandate of the respective funds.
The NACL, had raised Rs. 37450 million in investor commitments across 10 AlFs
and three PMS funds, out of which they have facilitated successful exits for
Investor Partners in four AlFs and one PMS fund as of March 31st, 2024.
The company has built an efficient business model which is supported by their
proprietory integrated customized technology. Their in house technology stack
includes- (1) Nimbus- This enables end to end debt transactions. (I) nPOS-
provides a co-lending and co-origination technology solution through Application
Programming Interfaces (“API1”). (Ill) Nu Score- It is an analytical module with
machine learning which assists their originator partners in the loan underwriting
process. (IV) AltiFi- This is a platform for an alternative retail debt.
Investment Recommendation and Rationale: -
At the upper price band of Rs. 263, the issue is priced at a P/E multiple of 13.36
its FY24 post IPO EPS of Rs. 19.69. We give a ‘SUBSCRIBE’ rating to the issue for
the following reasons: -
1. The company has lowest GNPA of 0.45% and NNPA of 0.08% as of FY24.
2. The company is able to maintained sustainable performance over the last
three years with consistently enhancing operational activity..
3. An experienced professional management team and BODs who are able to
manage business operations efficiently.
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Type of Issue

Fresh Issue of 1,90,11,407 shares
(aggregating up to Rs. 500.00 Cr) Offer for
Sale of 10,532,320 shares (aggregating up
to Rs. 277.00 Cr)

Rs. 777 crores

Rs. 249 to Rs. 263 per share

Bid lot/ Bid Size

57 shares/ Rs. 14,991

QIB-50%, HNI- 15%, Retail- 35%

Post issue equity
shares

16,13,25,417

Post issue implied
market cap

Rs. 4242.86 crores

BRLMs

ICICI Securities Limited, Axis Capital
Limited, Citigroup Global Markets India
Private Limited

Registrar to the issue

KFin Technologies Limited

Particulars

Total income

Financial Summary (Restated Consolidated) (Rs in million

Restated profit for
the year

Profit for the year
attributable to
owners of the holding
company

Total assets

Total equity

- Intermediate Retail
Lending AUM

As a % of total AUM
(%)

- Direct to Customer
Lending AUM

As a % of total AUM

Placements volume

Gross Transaction
Volumes (“GTV”)

FY24 FY23 FY22
19,060.33 13,112.00 9,165.45
3,176.93 2,422.14 1,819.38
3,083.34 2,300.11 1,725.00
117,076.59 93,715.72 79,741.16
23,204.11 20,677.30 18,321.12
7.53% 5.89% 5.34%
14.54% 12.55% 10.38%
117,100.19 90,086.93 71,083.17
58,767.46 56,232.07 54,493.41
50.19% 62.42% 76.66%
58,332.73 33,854.87 16,589.76
49.81% 37.58% 23.34%
117,559.19 130,642.25 73,257.47
293,236.80 273,851.59 | 198,964.29

Source: Red Herring Prospectus (RHP)
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Objects of the issue
Offer for Sale of 10,532,320 shares aggregating up to Rs. 277.00 Cr
Shareholding pattern

Weighted Average Cost of
Acquisition per Equity Share
(in X))~

Name of the Selling
Shareholders

Number of Equity Shares Offered

Type

LeapFrog Financial Inclusion India (I1) Ltd ISS |3,844,449 Equity Shares of face value Rs. 10 48.83
each

IAccion Africa-Asia Investment Company ISS 1,263,965 Equity Shares of face value Rs. 10 26.64
each

360 ONE Special Opportunities Fund (formerly known as IIFL ISS 1,408,918 Equity Shares of face value Rs. 10 197.02

Special Opportunities Fund) each

Eight Roads Investments Mauritius Il Limited (formerly known| ISS 1,746,950 Equity Shares of face value Rs. 10 121.23

as FIL Capital Investments (Mauritius) Il Limited) each

Dvara Trust (represented by its corporate trustee, Dvara ISS 1,344,828 Equity Shares of face value Rs. 10 4.10

Holdings (formerly known as Dvara Holdings Private Limited each

and as Dvara Trusteeship Services Private Limited)

Sumitomo Mitsui Banking Corporation ISS 923,210 Equity Shares of face value Rs. 10 197.02
each

Source: Red Herring Prospectus (RHP)

Fresh Issue of 1,90,11,407 shares aggregating up to Rs. 500.00 Cr
Company plans to use the Net Proceeds to fund the following objects:

1. To meet capital requirement towards onward lending.

2. Creating brand name.

Source: Red Herring Prospectus (RHP)

The table below sets forth sector wise break up of Gross Transaction Volume(“GTV"):

Fiscal 2024 Fiscal 2023 Fiscal 2022
Amount (Rs in % of total (%) Amount (Rs in % of total (%) Amount (Rs in % of total (%)
million) million) million)

MSME 81,609.16 27.83% 76,077.66 27.78% 70,764.08 35.57%
MFI 76,229.91 26.00% 81,337.50 29.70% 52,658.69 26.47%
Consumer finance 101,174.93 34.50% 85,742.80 31.31% 32,067.31 16.12%
Vehicle finance 19,012.61 6.48% 20,760.89 7.58% 34,636.25 17.41%
Affordable housing 10,154.50 3.46% 6,632.74 2.42% 4,797.01 2.41%
finance

Agriculture finance 5,055.69 1.72% 3,300.00 1.21% 4,040.94 2.03%
Total GTV 293,236.80 100.00% 273,851.59 100.00% 198,964.29 100.00%

Source: Red Herring Prospectus (RHP)

The table below shows performance in MSME, MFI and consumer finance sectors in India for Fiscal 2024:

Particulars

As of and for financial year ended March 31, 2024

MSME MFI Consumer finance
GTV (Rs. in million) 81,609.16 76,229.91 101,174.93
Cumulative number of Investor Partners 83.00 93.00 47.00
Placements fee income (Rs. in million) 103.05 127.50 51.65
Cumulative number of Originator Partners 122 68 40
Number of branches 54 262 -
Number of Retail Lending Partners 18 8 20
Number of Originator Partners funded through our funds 52 27 11
Number of funds invested 10 10 10
Gross Stage 3 — Loans and Investments (%) 0.74% 0.01% 0.38%

Source: Red Herring Prospectus (RHP)
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The table below shows comparision with NBFC industry of asset quality along with GNPA and NNPA ratio:

As of March 31, 2024

Particulars Industry Ratio

GNPA ratio (%) 4.1% 0.45%

NNPA ratio (%) 1.5% 0.08%

Source: Red Herring Prospectus (RHP)

Peer Comparison
Name of Company Revenue Face value P/E (x) EPS (Basic) EPS RoNW (%)

A X Net Asset
from per equity (Rs per (Diluted) Value
operations share Rs (Rs per
(Rs. "NAV" (Rs.
million) in million)
Northern Arc Capital Limited 18,900.84 10.00 19.69 34.61 23.40 13.32% 177.06
Peer Groups
PNC Infratech Limited Five- 21,828.47 1.00 26.76 28.64 28.39 16.09% 177.68
Star Business Finance Limited
SBFC Finance Limited 10,186.40 10.00 36.64 2.35 2.30 8.53% 25.87
CreditAccess Grameen Limited 51,666.70 10.00 13.12 90.88 90.41 5.01% 1,809.93
Fusion Micro Finance Limited 23,167.30 10.00 6.21 50.30 50.11 17.74% 281.93
Bajaj Finance Limited 549,694.90 2.00 30.93 236.89 235.98 18.84% 1,239.03
Cholamandalam Investment 191,396.20 2.00 36.22 41.17 41.06 17.46% 233.26
and Finance Company Limited
Poonawalla Fincorp Limited 31,090.10 2.00 17.81 21.89 43.71 20.60% 105.44
MAS Financial Services Limited 12,791.60 10.00 18.55 15.31 15.31 14.08% 108.71

Source: Red Herring Prospectus (RHP)

Competitive Strengths
1. Large addressable market with excellent sectoral expertise which is underpenetrated.
2. Strong network effect which is created by an extensive network of partners, data, and technological platforms.
3. Experienced Board and professional management team to drive the business.
Source: Red Herring Prospectus (RHP)

Growth Strategies
1. Exploring opportunities across sectors such as climate lending & gold loans and enhancing ESG risk management systems.
2. Expanding fund management channel through product innovation, geographical expansion, increase investor category.
3. Grow Direct to Customer Lending channel further to improve risk-adjusted returns.
4. Focus on credit quality to manage credit cost efficiently.
Source: Red Herring Prospectus (RHP)

Key Risks

1. If their borrowers fail to fulfill their repayment commitments, it may have a negative impact on business, operating results, cash flows, and
financial condition in addition to raising the amount of non-performing assets ("NPA"), related provisions, and write-offs.

2. The company do not have any identifiable promoter in terms of the SEBI ICDR Regulations and the Companies Act, 2013.

3. Their investments consist mostly of unsecured credit facilities and unsecured debt or subordinated to other creditors. Failure to recoup these
investments may lead to higher NPA levels, which may be detrimental to operations, prospects, company, cash flows, and financial health.

4. Dependence on Originator partners, Retail lending partners and Investor partners for their operations may adversely affect business, reputation,
results of operations, cash flows and financial condition if if they unable to maintain strong relationship with them.

Source: Red Herring Prospectus (RHP)
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Disclosure under SEBI Research Analyst Regulations 2014:

Sr.no. | Particulars Yes/No

1) Research Analyst or his/her relative's or Ajcon Global Services Limited financial interest in the subject | No
company(ies):

2) Research Analyst or his/her relative or Ajcon Global Services Limited actual/beneficial ownership of 1% | No
or more securities of the subject company (ies) at the end of the month immediately preceding the date
of publication of the Research report

3) Research Analyst or his/her relative or Ajcon Global Services Limited has any other material conflict of | No
interest at the time of publication of the Research Report

4) Research Analyst has served as an officer, director or employee of the subject company(ies) No

5) Ajcon Global Services Limited has received any compensation from the subject company in the past | No
twelve months

6) Ajcon Global Services Limited has received any compensation for investment banking, or merchant | No
banking, or brokerage services from the subject company in the past twelve months

7) Ajcon Global Services Limited has received any compensation for products or services other than | No

investment banking, or merchant banking, or brokerage services from the subject company in the past
twelve months

8) Ajcon Global Services Limited has received any compensation or other benefits from the subject | No
company or third party in connection with the research report

9) Ajcon Global Services Limited has managed or co-managed public offering of securities for the subject | No
company in the past twelve months

10) Research Analyst or Ajcon Global Services Limited has been engaged in market making activity for the | No

subject company(ies)

Disclaimer

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide
any assurance of returns to investors.

Ajcon Global Services Limited is a SEBI registered Research Analyst entity bearing registration Number INH0O00001170
under SEBI (Research Analysts) Regulations, 2014.

Individuals employed as research analyst by Ajcon Global Services Limited or their associates are not allowed to deal or
trade in securities that the research analyst recommends within thirty days before and within five days after the publication
of a research report as prescribed under SEBI Research Analyst Regulations.

Subject to the restrictions mentioned in above paragraph, We and our affliates, officers, directors, employees and their
relative may: (a) from time to time, have long or short positions acting as a principal in, and buy or sell the securities or
derivatives thereof, of Company mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage.

Ajcon Global Services Limited is a fully integrated stock broking, investment banking, merchant banking, corporate
advisory, commodity and currency broking Company. It may therefore have commercial relationship for the above said
services with the Company covered in this Report. Ajcon Global Services Limited research analysts responsible for the
preparation of the research report may interact with trading desk personnel, sales personnel and other parties for
gathering, applying and interpreting information.

Ajcon Global Services Limited encourages independence in research report preparation and strives to minimize conflict in
preparation of research report. Ajcon Global Services Limited or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither Ajcon Global Services Limited nor Research Analysts have any material conflict of interest at the time of
publication of this report.

Ajcon Global Services Limited or its associates may have commercial transactions with the Company mentioned in the
research report with respect to advisory services.

The information and opinions in this report have been prepared by Ajcon Global Services Limited and are subject to change
without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person
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or to the media or reproduced in any form, without prior written consent of Ajcon Global Services Limited. While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Limited is under no obligation to
update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Ajcon
Global Services Limited from doing so. This report is based on information obtained from public sources and sources
believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed.

This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though
disseminated to all the customers simultaneously, not all customers may receive this report at the same time. Ajcon Global
Services Limited will not treat recipients as customers by virtue of their receiving this report. Nothing in this report
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or
appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be
suitable for all investors, who must make their own investment decisions, based on their own investment objectives,
financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on
investment may vary because of changes in interest rates, foreign exchange rates or any other reason. Ajcon Global
Services Limited accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report.
Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document
to understand the risks associated before investing in the securities markets. Actual results may differ materially from those
set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. Ajcon
Global Services Limited or its associates might have managed or co-managed public offering of securities for the subject
company or might have been mandated by the subject company for any other assignment in the past twelve months.

It is confirmed that or any other Research Analysts of this report has not received any compensation from the company
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.

Ajcon Global Services Limited or its subsidiaries collectively or Directors including their relatives, Research Analysts, do not
own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding
the publication of the research report.

Ajcon Global Services Limited may have issued other reports that are inconsistent with and reach different conclusion from
the information presented in this report. Neither the Research Analysts nor Ajcon Global Services Limited have been
engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on Ajcon Global Services Limited by any Regulatory Authority
impacting Equity Research Analysis activities.

Analyst Certification

I,Divya Makwana, research analyst, author 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 compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view (s) in this

report. Digitally signed by Divya Babubhai

.
Makwana
I Vya DN: c=IN, o=Personal, title=9587,

For research related queries contact: 2.5.420=244c9f1ee4254aade 1 1a1e2

72cdcfd740651187bf45239ac869ee

Ba b u b h a i 9c642ed0aa8, postalCode=400092,

. . st=Maharashtra,

Divya Makwana - Research Analyst at research@ajcon.net serialNumber=g24ad3cd7e4195868
4e621fe36d3f8a362c79c651226b30

99d7efd869fce2df7, cn=Divya
CIN: L74140MH1986PLC041941 Ma kWa na Babubhai Makwana ’
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SEBI registration Number: INHO00001170 as per SEBI (Research Analysts) Regulations, 2014.
Website: www.ajcononline.com

Registered and Corporate office

408 - (4% Floor), Express Zone, “A” Wing, Cello - Sonal Realty, Near Oberoi Mall and Patel’'s, Western Express Highway,
Goregaon (East), Mumbai - 400063. Tel: 91-22-67160400, Fax: 022-28722062

Research analyst - Divya Makwana


mailto:research@ajcon.net

		2024-09-13T18:03:08+0530
	Divya Babubhai Makwana




