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The Glitter Is Back In Gold Loans

Manappuram Finance (MFL) reported its 3QFY18 results with the key strategic pointers
being: (1) Material reversion to growth for gold loan book at 5.3% QoQ. (2) Security
expenses would revert to prior levels on technology initiatives (please see conference-call
highlights). Per se, on the results front, MFL posted NIl growth of 5.5% QoQ to Rs6,153mn,
PPOP growth of 6.2% QoQ to Rs3,057mn and PAT growth of 8.2% to Rs1734mn. We have
marginally modified our legacy estimates for FY18/FY19 and retained Buy rating on MFL,
increasing our target price to Rs136 (from Rs132 earlier), valuing the stock at 2.2x FY20E
P/BV.

Reversion to growth for gold loan book dispels doubts about core business: Gold loan book
growing 5.3% QoQ shows that lending against gold is a truly bottom-of-pyramid business that is
now recovering from the cash-cycle disruption that had arisen because of a variety of factors
(demonetisation, drought-like condition in parts of South India). Non-gold loan businesses
continued their strong performance with MFl and CV growing 7.5% and 19% QoQ, respectively. CV
loans seem to be benefiting from operating leverage as they are disbursed entirely from gold loans
branches. Housing loans grew 4.8% with continued but transient impact of management change.
Overall AUM growth was 6.8% QoQ.

Microfinance subsidiary is back in the black with significantly lower provisioning expected
going forward: Asirvad Microfinance posted a profit in 3QFY18, for the first time since 3QFY17.
Rs310mn provision for Asirvad Microfinance is Rs260mn in excess of the RBI requirement and
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marks the last somewhat chunky bout of provisioning. Akin to leading industry peers, collection Key Data

efficiency of ‘new book’ created since 1 January 2017 is a pristine 99.04%, indicating stress is h 49
contained within the legacy book. Similarly, PARQ has diminished by ~Rs110mn-Rs12omn Corront Shares O (mn) 8420
sequentially, indicating stress of legacy book itself is not rising but rather diminishing. Mkt Cap (Rsbn/US$bn) 91.4/1.4
Nimble management plans to address higher security expenses with technology: Expenses 52 Wk H/L (Rs) 126/82
related to security have spiked to a quarterly run-rate of ~Rs450mn, but the management is  pgily vol. (3 NSE Avg.) 8,122,476

confident that these expenses could revert to the earlier level of ~Rs250mn per quarter on the back
of technology initiatives. The management also sounded confident about maintaining spread with
sticky yield (borrower profile largely insensitive to interest rates) and with flat-to-lower cost of
borrowings (NCDs to still re-price lower from higher legacy levels).

Valuation and outlook: We have revised our legacy NIl estimates by -0.3%/-3.3% for FY18/FY19,
our PPOP estimates by 3.2%/2.3% and our PAT estimates by 0.4%/2.8%, respectively. We have
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rolled forward our valuation of MFL based on FY20E financials, valuing the stock at 2.2x FY20E  Nifty Index (06) 68 205
P/BV and increasing our target price to Rs136 (from Rs132 earlier). Source: Bloomberg

Y/E March (Rsmn) 3QFY18 3QFY17 2QFY18 YoY (%) QoQ (%)
Interest income 8,728 8,977 8,291 (2.8) 5.3
Interest expenses 2,575 3,174 2,458 (18.9) 4.8
Net interest income 6,153 5,803 5,833 6.0 5.5
NIM (%) 174 16.0 17.2 135bps 21bps
Fee & other income 83 75 103 10.9 (19.3)
Operating income 6,237 5,878 5,936 6.1 5.1
Staff costs 1,594 1,252 1,549 27.3 2.9
Other operating expenses 1,586 1,133 1,510 39.9 5.0
Total operating expenses 3,180 2,385 3,059 33.3 4.0
Cost —to-income (%) 51.0 40.6 51.5 1,041bps (54bps)
Cost-to-AUM (%) 9.2 6.4 9.3 280bps (10bps)
Operating profit 3,057 3,493 2,877 (12.5) 6.2
Provisions 402 352 460 14.1 (12.7)
Credit costs (%) 1.1 1.0 14 16bps (22bps)
PBT 2,655 3,141 2,417 (15.5) 9.8
Tax 921 1,116 815 (17.4) 13.0
-Effective tax rate 34.7 35.5 33.7 (83bps) 98bps
PAT 1,734 2,025 1,602 (14.4) 8.2
EPS (Rs) 21 24 1.9 (14.9) 8.8
BV (Rs) 43.9 38.2 42.5 15.2 35
AUM (Rsmn) 146,502 145,544 137,232 0.7 6.8

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Key conference-call highlights

e Average loan-to-value ratio for gold loan business stood at 67%.

e Share of online gold loans moved up to 25.1% of total gold loans.

¢ For Asirvad Microfinance, disbursements are now 100% into bank accounts of borrowers.
o Consolidated headcount stood at 24,761 employees.

o Management stated that the long-term growth CAGR expectation for gold loans is ~10%-15%.
Furthermore, management stated that this could have been higher but for competition from other products
such as micro SME and fintech.

o The “investment proposals” placed before the board of directors were not taken up for implementation,
but have also not been rejected outright for future reconsideration. These would be “outward” proposals
and not any proposal of MFL being acquired.

o While branch count has not increased significantly, the process of shutting down unprofitable branches
and opening of branches in areas of high potential is an ongoing process.

o Asirvad Microfinance has intrinsic capacity to take the customer count to 2mn without meaningfully
augmenting branch count. The company is also the third-lowest in terms of interest rate offered to
borrowers.

o Loan ticket sizes of housing and CV loan businesses are ~Rs1.1mn and ~Rs0.6mn, respectively. For
two-wheelers, where the loan book stands at ~Rs0.3bn, the average ticket size is ~Rs 35,000.

e Asirdvad Microfinance may register 25%-28% AUM growth in FY19.

o Capital infusion in Asirvad Microfinance may be Rs1bn-Rs2bn over the next two years.
o Borrowing mix for Asirvad Microfinance is 30% NCD, 30% bank loans and 11% NBFCs.
e  CVloans are mostly for financing heavy commercial vehicles.

o The 100% insurance broking subsidiary is being used for cross-selling insurance, primarily general and
health insurance.

e ~50% of two-wheeler loan customers, ~20% of CV loan customers and ~10% of housing loan customers
are existing gold loan customers. However, these are not “cross-sell” customers as these are clients
who have approached MFL largely on their own. The management plans to now start cross-selling in a
meaningful way.

o Interest income reversal for the quarter was ~Rs130mn.
e  GNPA ratio in the housing business was ~3%.

o Break-up of other expenses: Rs450mn for security, Rs290mn for rent and Rs110mn for advertising are
among the major components.

e Other loans (amounting to Rs3,695mn) are primarily to other NBFCs (~Rs3.3bn). Yield in the NBFC
business was ~14%.

o Employee expenses have also gone up because of higher minimum wage, new verticals being formed
and increments.

o 15%-20% of delinquent microfinance loans may be recovered.

e Of the home loan book, ~80% is to self-employed borrowers and ~20% to salaried borrowers and this
mix will largely stay the same going forward.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E
Net interest income 14,016 22,075 24,266 27,920 33,282
Pre-provision profit 5,907 12,749 12,902 14,100 16,239
PAT 3,552 7,584 7,111 8,326 9,558
EPS (Rs) 4.2 9.0 8.4 9.9 114
BV (Rs) 32.8 39.9 46.2 534 61.9
PIE (x) 25.7 121 12.9 11.0 9.6
P/BV (x) 3.3 27 24 2.0 1.8
Gross NPAs (%) 0.9 2.3 2.5 2.8 29
Net NPAs (%) 0.7 1.6 1.5 1.6 1.6
RoA (%) 2.9 54 4.3 4.1 3.8
RoE (%) 13.2 24.8 19.6 19.8 19.7
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Actual performance versus our estimates
(Rsmn) 3QFY18 3QFY17 2QFY18 YoY (%) QoQ (%) 3QFY18E Devi. (%)
Net interest income 6,153 5,803 5,833 6 5 5,803 6
Pre-provision profit 3,057 3,493 2,877 (12) 6 3,493 (12)
PAT 1,734 2,025 1,602 (14) 8 2,025 (14)
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Change in our estimates
Revised estimate Earlier estimate % Revision
FY18E FY19E FY18E FY19E FY18E FY19E
Net interest income (Rsmn) 24,266 27,920 24,349 28,859 (0.3) (3.3)
Net interest margin (%) 16.1 15.3 15.9 15.3 25bps -
Operating profit (Rsmn) 12,902 14,100 12,500 13,778 3.2 2.3
Profit after tax (Rsmn) 7111 8,326 7,082 8,095 0.4 2.8
EPS (Rs) 8.4 9.9 8.4 9.6 0.4 2.8
ABV (Rs) 43.3 49.6 432 49.2 0.3 0.8
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: One-year forward P/BV
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Source: Company, Nirmal Bang Institutional Equities Research
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Financials
Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E
Interest income 23490 33,762 35481 41656 50,176 Growth (%)
Interest expenses 9,474 11,687 11,216 13,736 16,894 Net interest income 285 57.5 9.9 15.1 19.2
Net interest income 14,016 22,075 24,266 27,920 33,282 Operating profit 337 115.8 12 9.3 15.2
Non-interest income 249 326 570 508 619 Profit after tax 308 113.5 -6.2 171 14.8
Net revenues 14,265 22,401 24836 28,428 33,901 Business (%)
Operating expenses 8,358 9652 11,934 14328 17,662  Advances growth 18.3 216 17.7 246 220
-Employee expenses 4,327 5,026 6,151 7,678 10,014  Spread (%)
-Other expenses 4,031 4,626 5,783 6,650 7,647  Yield on loans 224 26.8 235 228 223
Operating profit 5,907 12,749 12,902 14,100 16,239 Cost of borrowings 104 113 9.3 9.2 9.1
Provisions 423 1,093 1,963 1,291 1,535 Spread 12.0 15.4 14.3 13.6 132
PBT 5484 11,656 10,939 12,809 14,704 NIM 133 175 16.1 15.3 14.8
Tax 1,932 4,072 3,829 4,483 5146  Operational efficiency (%)
PAT 3,552 7,584 711 8,326 9,558 Cost to income 58.6 431 48.1 50.4 52.1
Source: Company, Nirmal Bang Institutional Equities Research Cost to assets 60 wr 73 78 18
Productivity (Rsmn)
AUM per branch 311 33.8 38.8 422 454
AUM per employee 6.1 6.3 6.8 7.8 84
Exhibit 7: Balance sheet Employee per branch 5.1 54 5.7 54 54
Y/E March (Rsmn) FY16  FY17 FY18E FY19E Fyae  CRAR(%)
Share capital 1682 1684 1684 1684 1684 e 285 7 242 25 A3
Reserves & surplus 25808 31934 37220 43301 50417 Lerl 0504 06 06 06
Net worth 27580 33618 38904 44985 52101 |°@ 240261248 231 A9
Borrowings 96379 100861 132639 167505 205751 Assetquality (%)
Other liability & provisions 4432 8042 9667 12507 16260  COSSNPAS 09 23 25 28 29
Total liabilities 1,28,391 1,51,521 1,81,450 2,25,343 2,74,388 NetNPAs 07 16 15 16 16
Fixed assets 1948 1869 2.149 2472 2843 Provision coverage 227 29.7 412 429 443
Investments 490 50 50 50 50 Credit costs (excluding std. assets) 0.2 0.9 1.1 0.6 0.6
Loans 113853 138417 162978 203022 247761 Credit costs (including std. assets) 04 09 1.3 0.7 0.7
Cash 6045 5227 8149 10451 12388  Returnratios (%)
Other assets 6,055 5,958 8,123 9,648 11,346 RoE 132 248 196 198 197
Total assets 1,28,391 1,51,521 1,81,450 2,25,343 2,74,388 RoA 29 54 43 41 38
- — - Per share (%)
Source: Company, Nirmal Bang Institutional Equities Research EPS 42 9.0 8.4 99 14
BV 32.8 39.9 46.2 534 61.9
ABV 31.9 37.3 43.3 496 57.0
Valuation (x)
P/E 25.7 121 12.9 11.0 9.6
P/BV 3.3 2.7 24 2.0 1.8
P/ABV 3.4 29 25 2.2 1.9

Source: Company, Nirmal Bang Institutional Equities Research
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a relationship beyond broking

Rating track
Date Rating Market price (Rs) Target price (Rs)
9 June 2016 Buy 58 85
10 August 2016 Buy 87 130
11 November 2016 Buy 100 145
9 February 2017 Buy 93 140
14 February 2017 Buy 98 140
26 May 2017 Buy 89 120
11 August 2017 Buy 95 120
8 November 2017 Buy 99 132
9 February 2018 Buy 109 136
Rating track graph
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private
circulation. NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INH0O00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited
and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the
subject company. NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I/We, Shivaji Thapliyal, the research analyst and Shreesh Chandra, the research associate are the
author of this report, hereby certify that the views expressed in this research report accurately reflects my/our personal
views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s) principally responsible for the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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