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Company Overview

Muthoot Capital Services Ltd., promoted by the Muthoot Pappachan Group, is a Non
Banking Finance Company (NBFC) based in Kochi, Kerala . The company offers fund
based financial services to retail, corporate and institutional customers through the
wide network of branches of Muthoot Fincorp Ltd . Its portfolio includes two-wheeler
loans, and corporate loans.

Key Highlights

e In Q4FY19, the company raised INR366 from HDFC Mutual Fund,
ICICI Bank, Kotak Mahindra Bank & DCB.

e There has been an increase in cost of borrowing both QoQ & YoY.
The cost stood at 10.1% vs 9.7% QoQ & 9.3% YoY.

e The company has NIL exposure to Commercial Paper & 65% of the
total borrowing is from banks, which provide stable & cost efficient
capital.

e The average ticket size stood at INR58920 vs INR52993, which
reflects the increase in cost of ownership of 2 wheelers.

e Operating expense as a % of NIl stood at 58% vs 50%. This was on
account of lower disbursements & hence AUM growth.

e There has been a fall in RoE & RoA both on QoQ & YoY basis.

Exhibit 1: Financial Performance at a glance (Consolidated)

Particulars (INR Cr) FY17 FY18 FY19 FY20E FY21E
Net Interest Income (NII) 180 275 373 466 576
Growth (%) 28% 53% 36% 29% 24%
Total Income 284 398 536 666 848
Growth (%) 24% 40% 34% 27% 27%
Provision & Write Offs 22 34 49 48 64
Profit After Tax 30 53 82 127 131
Growth (%) 32% 78% 54% 49% 3%
EPS 21.93 36.39 50.10 77.31 79.64
BVPS 129.91 24020 290.51  369.42  449.06
P/E (x) 34.4 20.7 15.1 9.8 9.5
P/BV (X) 5.8 3.1 2.6 2.0 1.7
ROE (%) 16.8 135 17.2 20.9 17.7

Source: Company Data, SMIFS Research
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Exhibit 2: Financial Performance Quarterly & Yearly

cartioulars (in INR Crore)

Income from Operations 15% 142 -4% 535 398 34%
Other Operating Income - - 0% - 0% - - 0%
Total Income from Operations (net) 136 119 15% 142 -4% 535 398 34%
Employee Benefit Expense 21 18 16% 20 5% 78 64 21%
Depreciation & Ammortisation expense 0.27 0.36  -25% 0.29 7% 1.03 0.97 6%
Provisions & Write Off 11 11 2% 12 -12% 49 34 45%
Other Expense 32 24 29% 32 2% 119 94 26%
Total expense 64 54 19% 65 2% 247 193 28%
Profit/ (Loss) from operations before other
income, finance income & exceptional 73 65 12% 77  -6% 288 205 41%
items

Other income 0.22 0.11  100% 0.09 144% 0.64 0.36 78%
Profltgf Loss from ordinary ac_tlvmes 73 65 12% 77 5% 287 205 41%
before finance cost & extraordinary Income

Finance Cost 45 32 38% 41 9% 162 123 31%
Profit & Loss from ordinary activities
after finance cost but before exceptional 28 33 -14% 36 21% 126 82 54%
items

Exceptional items - - 0% - 0% - - 0%
PBT (Ordinary Activities) 28 33 -14% 36 21% 126 82 54%
Tax Expense 10 11 -14% 13 -23% 45 29 56%
PAT (Ordinary Activities) 18 22 -15% 23 -20% 81 53 53%
Extraordinary Items (net of tax) - - 0% - 0% - - 0%
PAT 18 22 -15% 22 -18% 82 53 55%
EPS 11.14 13.08 - 14.17 - 50.10 36.39

Income from Operations 136.44 124 .64 11.80 The estimates for income from operations were
Finance Cost 44.68 44.98 (0.30) lower due to the slowdown in 2 wheeler sales
e e e 91.76 79 66 12.10 since entry level 2 wheelers will be facing a higher

— - hike in prices due to low base. Provisions have

Provisions & Write Off 10.85 12.52 (1.67) continued to remain elevated inspite of waning
PAT 18.35 14.38 3.97 effect of Kerala floods & lower AUM growth.

Source: Company Data, SMIFS Research
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Q4FY19 Concall Highlights:

e Bajaj sales is going up due to economy segment & people are preferring that.

« Rural & motorcycle sales is on an uptrend. Penetration of financing is low in rural area & from 1%
April it is mandatory to have ABS & Euro 6 norms from 2020, prices will go up & hence financing will
also go up.

e Inrural areas, many customers are new & demand is expected to go up for financing as compared to
urban areas. Financing industry would do good & company expects to grow at 25%, which means 4.5
lakh units being financed. 60 — 70% of the customers in 2 wheeler segment in the rural areas would
be first time customers & this will lead to significant growth.

e Cost of funds will not increase any further & is expected to stabilize soon. Increase in yields is
expected & it will be passed on to the customer.

e Thereis no correction in dealer payout.

e All new products that will be launched will be done via Fincorp branches so operating expenses will
not go up. Pre-owned vehicle segment is also doing well, and in the next few quarters 20 more
branches for pre-owned vehicle will be opened.

e Franchisee model is in a testing phase in two wheeler segment. Expansion will take place in Gujarat &
Maharashtra & more clarity would be provided in the next few quarters. Franchisee model is
expected to contribute significantly in future.

e Credit cost over the last 4 years have been in 2 — 2.5% range, it is due to the additional provisioning
due to floods in Kerala. On a normalised basis it would be in 1.5% range and numbers are not
expected to go up due to geographical expansion.

e Funding was aissue in the past quarters. INR631 Cr has been sanctioned from various branches in
term loans & WC & Securitization. The amount that has been sanctioned has still not been used.
Going forward enough liquidity will be there to achieve 25% growth.

e Muthoot Fincorp branches have helped in distribution synergies. The customer base is around 25
Lakhs. Captive customers will be contributing significantly to the growth.
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Outlook and Valuation

The company has significant presence in Southern India and is rapidly expanding into other geographies. Interest
rates & funding remain a concern for the NBFC sector, but the company has adequate liquidity and various
funding options which make it immune to the current scenario.

Strong management team with good execution skills led by extensive branch network of Muthoot Fin Corp in
urban and semi urban area, will let the company scale greater heights.

Price-Volume Chart: Valuation:
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Book Value to arrive at a target price of INR1077.
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For our previous reports, please refer below:
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mentioned in the Research Report.

Terms & Conditions and Other Disclosures:

Stewart & Mackertich Wealth Management Ltd is engaged in the business of Stock Broking, Depository Services, Portfolio Management
and Distribution of Financial Products. Stewart & Mackertich Wealth Management Ltd Limited is a registered as Research Analyst Entity
with Security & Exchange Board of India (SEBI) with Registration Number — INH300001474.

Stewart & Mackertich and our associates might have investment banking and other business relationship with a significant percentage
of companies covered by our Investment Research Department. Stewart & Mackertich generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the
analysts cover.

The information and opinions in this Research Report have been prepared by Stewart & Mackertich and are subject to change without
any notice. The Research 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 or to the media or
reproduced in any form, without prior written consent of Stewart & Mackertich Wealth Management Ltd. While we would endeavor to
update the information herein on a reasonable basis, Stewart & Mackertich is under no obligation to update or keep the information
current. Also, there may be regulatory, compliance or other reasons that may prevent Stewart & Mackertich from doing so. Non-rated
securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with
applicable regulations and/or policies of Stewart & Mackertich Wealth, in circumstances where Stewart & Mackertich might be acting
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This Research 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 Research 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
Research Report at the same time. Stewart & Mackertich will not treat recipients as customers by virtue of their receiving this Research
Report.
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Nothing in this Research 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 Research
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. Stewart & Mackertich accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this Research 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.

Since associates of Stewart & Mackertich are engaged in various financial service businesses, they might have financial interests or
beneficial ownership in various companies including the subject company/companies mentioned in this Research Report.

Stewart & Mackertich or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity
securities of the Company mentioned in the Research Report as of the last day of the month preceding the publication of the Research
Report.

Stewart & Mackertich encourages independence in Research Report preparation and strives to minimize conflict in preparation of
Research Report. Accordingly, neither Stewart & Mackertich and their Associates nor the Research Analysts and their relatives have
any material conflict of interest at the time of publication of this Research Report or at the time of the Public Appearance, if any.

Stewart & Mackertich 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.

Stewart & Mackertich or its associates might have received any compensation from the companies mentioned in the Research Report
during the period preceding twelve months from the date of this Research Report for services in respect of managing or co-managing
public offerings, corporate finance, investment banking, brokerage services or other advisory service in a merger or specific transaction

from the subject company.

Stewart & Mackertich or its associates might have received any compensation for products or services other than investment banking
or brokerage services from the subject companies mentioned in the Research Report in the past twelve months.

Stewart & Mackertich or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from
the subject companies mentioned in the Research Report or third party in connection with preparation of the Research Report.

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.
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