15" May, 2023 BFSI

Stay Order on ED’s Investigation; Growth Momentum to Continue
Est. Vs. Actual for Q4FY23: NIl — Marginal MISS ; PPOP — MISS ; PAT — MISS
Changes in Estimates post Q4FY23

FY23E/FY24E: NII: -2.5%/ -5.8%; PPOP: -4.2%/ -7.6%; PAT: -7.3%/-12.9%
Recommendation Rationale

e High court of Kerala issued an interim stay order on ED’s investigation: The 12-year old
case reemerged with the complaint filed by the same person again. The RBI had overseen the
case in the past and all the requirements were fulfilled by VP Nandakumar. After analysing the
case, the RBI had also issued a due diligence report in the past, stating that it is largely
satisfied with the action. On 12" May, the High Court of Kerala issued a stay order on the ED’s
investigation for a period of 2 weeks.

e Strategy of diversifying into the non-gold space is gaining pace: Share of the Non-gold
vertical reached 44% of the total AUM, which is in line with the company’s objective of
achieving a 50:50 portfolio mix between gold: and non-gold portfolio. Going forward, the
management is confident to achieve robust consolidated AUM growth of 20% with the non-
gold loan portfolio outpacing the growth in the gold loan portfolio. The management highlighted
that the gold loan portfolio is expected to grow by 10% in FY24 and MFI portfolio to grow by
35-40%.

e Yield in gold loan portfolio expected to expand to 22.5% by the end of FY24: During the
quarter, there was a change in product structure wherein the tenure of the gold loan was
changed from 3 to 6 months. Due to this change, overdue charges are now due only beyond 6
months as compared to 3 months earlier and longer tenure led to demanding slightly lower
yield. This resulted in a decline in yield by 140bps QoQ in the gold loan. However, yield is now
recording an improving trend monthly in gold loans and thus management is confident that
yield will expand by 22% in Q1FY24 and 22.5% by the end of FY24.

Sector Outlook: Positive

Company Outlook & Guidance: We like Manappuram as the company is focusing on
diversification of its AUM mix with robust AUM growth along with improving asset quality.
Current Valuation: 1.1x SEP 24E ABV (Earlier Valuation: 1.3x FY24E ABV)

Current TP: Rs 150/share (Earlier TP: 165 Rs /share)

Recommendation: We maintain our BUY recommendation on the stock.

Financial Performance

MFL reported steady growth in AUM of 17.2/11.2% YoY/QoQ, majorly driven by healthy growth in
MFI (Up 40/15% YoY/QoQ), Vehicle (Up 49/16% YoY/QoQ) and other loans (Up 200/37%
YoY/QoQ). However, gold loans remained under pressure as it declined by 2% YoY but reported
sequential growth of 6% QoQ. Although net yields declined by 150 bps QoQ to 21% due to a
change in gold loan tenure, aided by robust AUM growth, NIl reported healthy growth of 25/3%
YoY/QoQ. Opex grew by 21%/3% YoY/QoQ, majorly driven by the increase in staff expenses by
35/5% YoY. With robust growth in AUM, healthy growth in NIl and lower-than-expected provisions,
PAT reported a growth of 59% YoY.

Outlook

In housing finance, the focus is on low-ticketing housing loans. Management has decided to tender
niche areas such as finance and healthcare professionals and small hospitals. In the vehicle
finance business management is focused to increase penetration in rural and semi-urban locations.
Capital infusion of about Rs 500 Cr from parent and subordinate debt of equal amount or either ipo
or from private equity in the MFI business is expected in the near term. The collection is expected to
improve in MFI going forward. Asset quality improvement is expected to continue with benign credit
costs. Thus with AUM growth momentum to continue, yields expected to expand in gold loans, NIl
growth to remain healthy, benign credit cost, and adequate liquidity, we believe, MFL has its key
growth lever intact to deliver sustainable ROA/ROE of +4.4/18%.

Valuation & Recommendation:

We maintain our BUY rating on the stock with the revised target price of Rs 150/share (1.1x SEP
24E ABV), implying an upside of 36% from the CMP.

Key Financials (Consolidated)

(Rs Cr) Q4FY23 QoQ (%) YoY (%) Axis Est. Variance

Source: Company, Axis Research

Result Update Manappuram Finance

BUY

Target Price

150

(CMP as of 12 May, 2023)

CMP (Rs) 110
Upside /Downside (%) 36%
High/Low (Rs) 134/81
Market cap (Cr) 9,306
Avg. daily vol. (6m)Shrs. 712878
No. of shares (Cr) 84.6

Shareholding (%)

Mar-23 Dec-22 Sep-22
Promoter 35.2 35.2 35.2
Flls 30.2 30 28.4
MFs / UTI 10.6 10.8 11.4
Others 24 24 25

Financial & Valuations

Y/E Mar (Rs Cr) FY23 FY24E  FY25E
NIl 4,253 4,938 5,765
PPOP 2,348 2,803 3,398
Net Profit 1,500 1,804 2,174
EPS (Rs) 18 21 26
ABV (Rs) 112 128 148
P/ABV (x) 1.0 0.9 0.7
RoA (%) 4.1 43 43
NNPA (%) 1.1 0.9 0.9

Change in Estimates (%)

Y/E Mar FY24E  FY25E
NIl 2.5 5.8
PPOP 4.2 7.6
PAT 7.3 -12.9

ESG disclosure Score**

Environmental Disclosure 0.4
Social Disclosure Score 15.4
Governance Disclosure 78.9
%otal ESG Disclosure Score 315

Source: Bloomberg, Scale: 0.1-100

**Note: This score measures the amount of ESG data a company reports
publicly and does not measure the company's performance on any data

point. All scores are based on 2020 disclosures
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Key Risks to our Estimates and TP

®  The slowdown in gold loan AUM growth may impact the NIl as the same is a high-yielding product.

Change in Estimates (Rs Cr)
Revised Old % Change
FY24E FY25E FY24E FY25E FY24E FY25E
NII 4,938 5,765 5,064 6,122 -2.5 -5.8
PBP 2,803 3,398 2,927 3,677 -4.2 -7.6
Provisions 348 440 332 348 5.0 26.4
PAT 1,804 2,174 1,946 2,497 -7.3 -12.9

Source: Company, Axis Securities




Results Review (Consolidated)

Y/E March
Net Interest Income
Non Interest Income
Operating expenses
Staff Cost
Pre provision profits
Provisions and contingencies
PBT
Provision for Tax
PAT
Business Performance
AUM
-- Gold Loans
-- Microfinance Loans
-- Housing Loans
-- Vehicle Loans

-- Other Loans

Blended Yields
Cost of Funds (%)
NIMs (%) - Calc.

Cost-Income ratio (%)

Asset Quality
Gross NPA (%)
Net NPA (%)
PCR (%)

Source: Company, Axis Securities

Q4FY23
1,125
85
596
406
614
47
567
151
415

35,452
19,746
9,297
1,096
2,455
2,858

18.7
8.5

12.2

49.2

1.3
1.1
15.4

Q4FY22
898
98
491
301
505
151
354
93
261

30,261
20,168
6,653
845
1,643
952

17.4
8.2
11.2
49.3

3.0
2.7
7.8

% YoY
25.2
SISED
21.2
34.8
21.6
-68.7
60.2
62.7
59.3

17.2
-2.1
39.7
29.6
49.4
200.4

124bps
28bps

101bps
-7bps

-165bps
-162bps
758.8bps

Q3FY23
1,092
77
577
386
592
51
541
147
393

31,883
18,614
8,066
1,005
2,112
2,087

18.7
8.4
12.3
49.4

1.6
1.4
11.8

(Rs Cr)
% QoQ
3.0
9.5
3.2
5.2
3.7
-7.0
4.7
2.6
5.5

11.2
6.1
15.3
9.1
16.2
37.0

-5bps
8bps

-8bps

-12bps

-31bps
-32bps
358bps




Financials (Consolidated)
Profit & Loss

Y/E March

Interest Income
Interest Expenses
Net Interest Income
Non Interest Income
Net Income
Operating Expenses
Pre Provision Profits
Provisions

PBT

Tax

Profit After Tax

Source: Company, Axis Securities

Balance Sheet
Y/E March
SOURCES OF FUNDS
Share Capital
Reserves
Shareholder's Funds
Borrowings
Other Liabilities & Provisions

Total Liabilities

APPLICATION OF FUNDS
Cash & Bank balances
Investments

Loans

Fixed Assets & Others
Total Assets

Source: Company, Axis Securities

FY22
5,840
2,011
3,828
287
4,115
1,845
2,270
486
1,784
455
1,329

FY22

169
8,215
8,384
24,816
610
33,811

2,697
421
28,971
1,721
33,811

FY23
6,440
2,188
4,253
310
4,562
2,214
2,348
307
2,041
541
1,500

FY23

169
9,679
9,848
28,483
1,173
39,504

3,035
534
34,195
1,741
39,504

FY24E
7,701
2,763
4,938

374
5,312
2,509
2,803

348
2,454

650
1,804

FY24E

169
11,084
11,253
32,447
1,338
45,038

1,118
586
41,349
1,984
45,038

(Rs Cr)

FY25E
9,087
3,322
5,765

453
6,218
2,821
3,398
440
2,957

784
2,174

(Rs Cr)
FY25E

169
12,777
12,946
40,648

1,641
55,234

1,924
719
50,158
2,434
55,234




Ratio Analysis

Y/E March
VALUATION RATIOS
EPS
Earnings growth (%)
BVPS
Adj. BVPS
ROAA (%)
ROAE (%)
P/E (x)
P/ABV (x)

PROFITABILITY
Yield on Advances (%)
Cost of Funds (%)
NIM (%)

OPERATING EFFICIENCY
Cost-Income Ratio

BALANCE SHEET STRUCTURE RATIOS
Loan Growth (%)
Total Capital Adequacy Ratio (CAR)

ASSET QUALITY
Gross NPLs (%)
Net NPLs (%)
Credit Cost(%)

Source: Company, Axis Securities

FY22

16
-22.98%
99
92
4.1
16.9

1.2

20.6

8.6
12.4

44.8

9.3%
31.3

2.3
2.0
1.8%

FY23

18
12.90%
116
112
4.1
16.5
6
1.0

20.2
8.5
12.2

48.5

18.0%
31.7

13
11
1.0%

FY24E

21
20.25%
133
128
4.3
17.1
5
0.9

20.1
9:3
12.2

47.2

20.9%
28.9

1.0
0.9
0.9%

(%)
FY25E

26
20.50%
153
148
4.3
18.0
4
0.7

19.6
9.4
12.0

45.4

21.3%
26.7

11
0.9
1.0%




Manappuram Finance Price Chart and Recommendation History

—Pricc @ Buy @ Sell @ Hold
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Nov-20 Jun-21 Feb-22 Sep-22 May-23
Date ‘ Reco ‘ TP ‘ Research

01-Jan-21 BUY 207 Top Picks
11-Jan-21 BUY 195 Pick of the week
01-Feb-21 BUY 207 Result Update
03-Feb-21 BUY 207 Top Picks
01-Mar-21 BUY 207 Top Picks
27-May-21 BUY 190 Result Update
11-Aug-21 HOLD 185 Result Update
06-Oct-21 HOLD 185 Result Update
16-Nov-21 BUY 230 Result Update
15-Feb-22 BUY 190 Result Update
19-May-22 BUY 165 Result Update
05-Aug-22 BUY 165 Result Update
15-Nov-22 BUY 175 Result Update
06-Feb-23 BUY 165 Result Update
15-May-23 BUY 150 Result Update

Source: Axis Securities
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