NALANDA

Q
)
©
-g_ R E S E A R C H
%
D October 26, 2018 .
: Downside Current Price Upside
3 Shriram Transport Finance Company _ Scenario  Price  Target Scemario
< T T T L] d
(oJ] Q2FY19 Result Update 1081 1351
[ o 25% A
M Yo oo
arket Data
| AUM grew 21% YoY from to 1043.8bn on 46% growth in new vehicle book, 15% growth Indust BES|
()] in used CV book, 105% growth in business loans and 80% YoY growth in working cpaital Sn ustry 33690
; loans. Within book, share of HCV loans came at 46.3% (v/s 47.0% YoY), M&LCV came at N?:tsex 10125
LL 21% (v/s 20.6% YoY), PV came at 23.2% (v/s 24.1% YoY), tractors came at 3.9% (v/s 4.2% Iy
o~ Yov) Bloomberg Code SHTF:IN
d Company added 266 branches on annual basis with 76 branch addition in urban area Eq. Cap. (INR Crores) 227
and 190 branch addition in rural area. AUM per rural branch improved from 54.7cr to Face Value (INR) 10
. . . . 52-w L/H 902/1668
56.2cr,on near monsoon and higher crop yield while per urban branch it came at
104.2¢r v/s 106.5¢r Yo Market Cap (INR Crores) 24,533
Increased proportion of commercial paper to fund short tenure assets Valuation Data  FY18A EY19E FY20E
Company began tyre financing which is 6month tenure product. Average tenure of tyre NIM 7.7% 7.5% 7.7%
financing book stands at 4 months. Company increased CP from 1.1% in Q2FY18 to Book value 554 628 730
o
7:6% in Q2FY19. Adj BV 239 248 284
Margin held due to superior pricing power
ROAA 1.9% 2.1% 2.3%
NIM came at 7.52% as compare to 7.46% in Q2FY18 and 7.44% in Q1FY19. Although,
ROAE 13.1% 14.8% 17.0%

company expects rise in cost of funds by 100bps (recently securitization cost increased

by 75-100bps, CP by 80-100bps), NIM can be expected at similar levels.
Update on SVL

With reference to press release, company notified that contingent liability with respect 250 4

to SVL has been terminated. 200

Operational efficiency driven by rural centers 150 -

Cost to income ratio came at 21.1% as compare to 22.9% in Q1FY19 apparently 100
accounting for realization of economies of scale.
Asset quality continue to improve

GNPA/NNPA came at 8.77%/2.75% as compare to 8.98%/2.74% in Q1FY19 and 0

50 -

n © < ~ ~ ® ®

8.06%/2.45% in Q2FY18. Standard asset provisioning was kept at 0.4%. PCR came at Q S Q I S S S

70.60%. S 8 3 8 g 3 S
s BSE SeNsex STFC

Amortization of expenses aiding bottom line

Company raised ECB of $350 million in first week of August. Under IndAS, company Shareholding Pattern
could amortize upfront expense as oppose to upfront recognition under IndGAAP. This Sept’18 | Jun’18 | Sept’17

aided bottom line by 71.7cr. Promoters 26.1 26.1 26.1
Valuations Flls 48.7 47.4 49.5
PAT grew 23% YoY to 6.1bn. With expected AUM growth of CAGR 19% till FY20, 4r 4.1 53 2.5
constant NIMs and reducing credit cost due to a) improvement in asset quality b) lower Retail 6.1 6.1 6.3
provisioning requirement under IndAS, we re-iterate BUY with a target price of 1351 4. .o 15.0 15.2 15.6
see initiating coverage by valuing stock at 1.8x P/BV FY20E from current levels of 1.5x 100.0 100.0 100.0

,implying an upside potential of 25%.

(INR Crores) | eas | e | eaz | eis | Fvaee | Fvaoe
Interest Income 7778 9530 9801 11003 16269 19716
Growth 24% 23% 3% 12% 48% 21%
Net Interest Income 3375 4456 4592 5594 7969 9399
Growth 42% 32% 3% 22% 42% 18%
Total Operating Income 4129 5094 5528 6746 7986 9803
Growth 13% 23% 9% 22% 18% 23%
Provisions 1278 2071 2444 3,122 3,146 3,614
PAT 1238 1178 1257 1,568 1,980 2,618
Growth -2% -5% 7% 25% 26% 32%
Book Value (INR) 407 448 498 554 628 730
P/BV (x) 2.5 2.3 2.2 2.2 1.7 15

Source: Company, NSPL Research

* Read last page for disclaimer & rating rationale
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Q2FY19 Result Analysis

(INR Crores) Q2FY19 Q2FY18 Q1FY19

Interest Income 3913 3232 3707 21% 6%
Interest Expense 1849 1560 1836 19% 1%
Net Interest Income 2064 1672 1871 23% 10%
Other Income 35 28 27 26% 30%
Total Operating Income 2099 1700 1898 23% 11%
Operating Expenses 466 368 483 26% -4%
Core Operating Profit 1633 1332 1416 23% 15%
Provisions 694 576 533 21% 30%
PBT 939 756 883 24% 6%
Tax 329 259 310 27% 6%
PAT 610 497 573 23% 6%

Source: Company, NSPL Research

* Interest income grew 21% YoY from 3232cr in Q2FY18 & 6% QoQ from 3707cr to 3913cr in Q2FY19 on the back of robust 21%
YoY growth in AUM

*  AUM grew 21% YoY from 86357crin Q2FY18 & 4% QoQ from 10054 1cr to 104380cr in Q2FY19

* Net Interest income grew 23% YoY from 1672cr in Q2FY18 & 10% QoQ from 1871cr to 2064cr in Q2FY19 on the back of
improvement in NIM to 7.52% (v/s 7.46% YoY, 7.44% QoQ)

* Total operating income grew 23% YoY from 1700cr in Q2FY18 & 11% QoQ from 1898cr to 2099cr in Q2FY19 on the back of
strong 26% YoY / 30% QoQ growth in non-interest income.

* Cost to income ratio expanded from 21.6% in Q2FY18 to 22.2% in Q2

*  GNPA/NNPA came at 8.8%/2.8%

* Provisions grew 21% YoY from 576cr in Q2FY18 & 30% QoQ from 533cr to 694cr in Q2FY19

* Taxrate remained constant at 35.1%.

* PAT grew 23% YoY from 497cr in Q2FY18 & 6% QoQ from 573cr to 610crin Q2FY19

(INR Crores) Q2FY19 Q2FY18 Q1FY19

AUM 104380 86357 100541 20.9% 3.8%
On book AUM 87815 71113 82462 23.5% 6.5%
Gross NPA 7749 5773 7459 34.2% 3.9%
Net NPA 2278 1655 2132 37.6% 6.9%
Gross NPA % 8.8% 8.1% 9.0%

Net NPA % 2.8% 2.5% 2.7%

Source: Company, NSPL Research
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Conference Call Highlights

1. Economy is driven by consumption and government spending
2. Ruralyield and growth was better than urban growth due to near monsoon and agricultural favoring policies.
3. Company witnessed nearly 100bps rise in cost of funds (securitization and commercial paper). However, due to superior
pricing power, company was able to pass on rate hikes.
4. Company is looking for various sources of funding: raised 5000cr via retail bonds, raised $350million via ECBs, raised 1480cr
via securitization.
5. Contingent liability pertaining to SVL has been terminated.
6. Company has declared interim dividend of INR 5 per share in line with consistent dividend policy.
7. Branch count stood at 1301, rural centers were 864.
8. Company has guided for asset under management growth of 15-20% for next two years.
9. Company expects credit cost to reach 2-2.3% levels
10. With rising fuel cost, company expects slight moderation in growth, although axle policy augurs well for overall industry.
Resultant, trucks have increased their capacity by travelling 250km per day from 180km per day.
11. Within, passenger vehicle segment, company is lending mostly for commercial purposes (taxi, Ola, Uber)
12. Disbursement figures: total came at 13803cr. Within which new vehicle disbursement came at 1695cr, used vehicle at
11508cr and others at 600cr
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AUM Bifurcation

On-book v/s Off-book AUM
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INR (Crores) | FY15 | FY16 | FY17 | FY18 | FY19E | FY20E
Interest Income 7778 9530 9801 11003 16269 19717
Income from Securitization 770 687 953 1165 0 1713
Total revenues 8551 10226 10761 12180 16286 21446
Interest Expense 4403 5074 5209 5409 8300 10317
Securitization expense 19 58 24 25 0 34
Net Interest Income 3,375 4,456 4,592 5,594 7,970 9,399
Growth yoy% 42% 32% 3% 22% 42% 18%
Net securitization Income 751 629 929 1140 0 388
Growth yoy% -41% -16% 48% 23% -100% #DIV/0!
Other fee based income 3 10 7 12 17 17
Total Operating Income 4,129 5,094 5,528 6,746 7,986 9,804
Growth yoy% 13% 23% 9% 22% 18% 23%
Operating Expenses 1,078 1,309 1,229 1,489 1,891 2,301
Pre-provisioning Profit 3,050 3,786 4,299 5,258 6,096 7,502
as % of TOI 74% 74% 78% 78% 76% 77%
Provisions 1,278 2,071 2,444 3,122 3,146 3,614
PBT 1,842 1,781 1,924 2,372 3,052 4,035
Tax 605 603 667 804 1,072 1,417
PAT 1,238 1,178 1,257 1,568 1,980 2,618

(INR Crores)

Share Capital 227 227 227 227 227 227
Reserves & Surplus 9,011 9,927 11,075 12,345 14,025 16,342
Net Worth 9,238 10,154 11,302 12,572 14,252 16,569
Borrowings 44,276 49,791 53,110 63,319 77,120 1,265
Total Liabilities 59,327 67,963 74,410 88,470 103,950 120,413
Cash & Investments 6,936 2,468 4,493 3,638 2,677 1,171
Advances 50,764 63,770 67,840 82,740 99,174 117,140
Total Assets 59,327 67,963 74,410 88,470 103,950 120,413
RATIOS | s | e | vz | FY18 | evase | Fvaoe
Operating ratios (%)

Yield on On-book 18.1% 17.2% 15.4% 15.1% 18.5% 18.8%
Cost of funds 11.0% 10.8% 10.1% 9.3% 11.8% 12.3%
Cost to Income 26.1% 25.7% 22.2% 22.1% 23.7% 23.5%
Tax rate 32.8% 33.9% 34.6% 33.9% 35.1% 35.1%

Balance sheet ratios (%)

AUM growth 11.3% 23.1% 8.2% 22.5% 19.8% 18.7%
Borrowing growth 23.3% 12.4% 6.7% 19.2% 21.8% 18.3%
Gross NPA 3.8% 6.2% 8.2% 9.2% 8.1% 7.7%
Net NPA 0.8% 1.9% 2.7% 2.8% 2.3% 2.3%
Provision Coverage 80.0% 70.4% 69.3% 71.1% 71.4% 70.0%

Valuation metrics

EPS (INR) 54.6 51.9 55.4 69.1 87.3 115.4
Book Value (INR) 407.2 447.5 498.2 554.1 628.2 730.3
Adj Book Value (INR) 407.2 332.7 269.5 238.7 248.0 284.4
P/E (x) 18.7 20.2 19.7 17.4 12.4 9.4
P/BV (x) 2.5 2.3 2.2 2.2 1.7 1.5

Source: Company, NSPL Research
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Shriram Transport Finance Company Rating Legend
Date CMP (INR) Target Price (INR) Recommendation Strong Buy More than 15%
October 26, 2018 1081 1351 Strong Buy Buy 5% - 15%
July 30,2018 1415 1701 Strong Buy Hold 0-5%
July 12,2018 (IC) 1206 1643 Strong Buy Reduce -5%-0
Sell Less than -5%

Disclaimer:

This report has been prepared by Nalanda Securities Pvt. Ltd(“NSPL”) and published in accordance with the provisions of Regulation 18 of the Securities and Exchange Board of
India (Research Analysts) Regulations, 2014, for use by the recipient as information only and is not for circulation or public distribution. NSPL includes subsidiaries, group and
associate companies, promoters, directors, employees and affiliates. This report is not to be altered, transmitted, reproduced, copied, redistributed, uploaded, published or made
available to others, in any form, in whole or in part, for any purpose without prior written permission from NSPL. The projections and the forecasts described in this report are
based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. Projections and forecasts are necessarily speculative
in nature, and it can be expected that one or more of the estimates on which the projections are forecasts were based will not materialize or will vary significantly from actual
results and such variations will likely increase over the period of time. All the projections and forecasts described in this report have been prepared solely by authors of this report
independently. None of the forecasts were prepared with a view towards compliance with published guidelines or generally accepted accounting principles.

This report should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities, and neither this report nor anything contained
therein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. It does not constitute a personal recommendation or take into
account the particular investment objective, financial situation or needs of individual clients. The research analysts of NSPL have adhered to the code of conduct under Regulation
24 (2) of the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. The recipients of this report must make their own investment decisions, based on their
own investment objectives, financial situation or needs and other factors. The recipients should consider and independently evaluate whether it is suitable for its/ his/ her/their
particular circumstances and if necessary, seek professional / financial advice as there is substantial risk of loss. NSPL does not take any responsibility thereof. Any such recipient
shall be responsible for conducting his/her/its/their own investigation and analysis of the information contained or referred to in this report and of evaluating the merits and risks
involved in securities forming the subject matter of this report. The price and value of the investment referred to in this report and income from them may go up as well as down,
and investors may realize profit/loss on their investments. Past performance is not a guide for future performance. Actual results may differ materially from those set forth in the
projection.

Except for the historical information contained herein, statements in this report, which contain words such as ‘will’, ‘would’, etc., and similar expressions or variations of such
words may constitute ‘forward-looking statements’. These forward-looking statements involve a number of risks, uncertainties and other factors that could cause actual results to
differ materially from those suggested by the forward-looking statements. Forward-looking statements are not predictions and may be subject to change without notice. NSPL
undertakes no obligation to update forward-looking statements to reflect events or circumstances after the date thereof. NSPL accepts no liabilities for any loss or damage of any
kind arising out of use of this report.

This report has been prepared by NSPL based upon the information available in the public domain and other public sources believed to be reliable. Though utmost care has been
taken to ensure its accuracy and completeness, no representation or warranty, express or implied is made by NSPL that such information is accurate or complete and/or is
independently verified. The contents of this report represent the assumptions and projections of NSPL and NSPL does not guarantee the accuracy or reliability of any projection,
assurances or advice made herein. Nothing in this report constitutes investment, legal, accounting and/or tax advice or a representation that any investment or strategy is suitable
or appropriate to recipients’ specific circumstances. This report is based / focused on fundamentals of the Company and forward-looking statements as such, may not match with
a report on a company’s technical analysis report. This report may not be followed by any specific event update/ follow-up.

Following table contains the disclosure of interest in order to adhere to utmost transparency in the matter;

Disclosure of Interest Statement

. NSPL is a Stock Broker registered with BSE, NSE and MCX - SX in all the major segments
viz. Cash, F & O and CDS segments. Further, NSPL is a Registered Portfolio Manager and
is registered with SEBI

*  SEBI Registration Number: INH000004617

Details of Nalanda Securities Pvt. Limited (NSPL)

Details of Disciplinary History of NSPL No disciplinary action is / was running / initiated against NSPL
Research analyst or NSPL or its relatives'/associates' financial interest in the No (except to the extent of shares held by Research analyst or NSPL or its
subject company and nature of such financial interest relatives'/associates')

Whether Research analyst or NSPL or its relatives'/associates' is holding the

NO
securities of the subject company

Research analyst or NSPL or its relatives'/associates' actual/beneficial
ownership of 1% or more in securities of the subject company, at the end of NO
the month immediately preceding the date of publication of the document

Research analyst or NSPL or its relatives'/associates' any other material
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conflict of interest at the time of publication of the document
Has research analyst or NSPL or its associates received any compensation NO
from the subject company in the past 12 months
Has research analyst or NSPL or its associates managed or co-managed public NO

offering of securities for the subject company in the past 12 month

Has research analyst or NSPL or its associates received any compensation for
investment banking or merchant banking or brokerage services from the NO
subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation for
products or services other than investment banking or merchant banking or NO
brokerage services from the subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation or
other benefits from the subject company or third party in connection with the NO

document.

Has research analyst served as an officer, director or employee of the subject NO

company

Has research analyst or NSPL engaged in market making activity for the NO

subject company

Other disclosures NO
ANALYST ASSOCIATE . NALANDA SECURITIES PRIVATE LIMITED
Vaibhav Chowdhry Prabal Gandhi Vaibhav 310-311 Hubtown Solaris, NS Phadke Marg, Opp Teli Gali, Andheri East, Mumbai 69
vaibhav.chowdhry@ prabal.gandhi@ Chowdhry +91-22-6281-9649 | research@nalandasecurities.com | www.nalandasecurities.com

nalandasecurities.com nalandasecurities.com


mailto:vaibhav.chowdhry@nalandasecurities.com
mailto:prabal.gandhi@nalandasecurities.com
mailto:prabal.gandhi@nalandasecurities.com

		2018-10-26T14:14:48+0530
	Vaibhav Chowdhry




