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Demand uptick to offset lower liability mobilisation

Muthoot Finance’s (MUTH) gold AUM increased 11% YoY to Rs 357bn in Shubhranshu Mishra
Q2FY20, the slowest growth in the last five quarters as the company research(@bobcaps.in
calibrated LTV to 687%. Lower liability mobilisation led to lower disbursals.

Demand uptick and robust collections largely offset incremental borrowing

cost, keeping spreads buoyant at 14.47%. Stable expenses and low credit cost

aided a 40% YoY increase in PBT to Rs 10.5bn. We largely retain FY20-FY22

estimates. Despite rolling valuations over, our Mar'’21 TP remains at Rs 825.

. . ) Ticker/Price MUTH IN/Rs 650
LTV calibration dampens loan growth: Gold loan AUM increased 11% YoY (the Market cap US$ 3.6bn
slowest pace in the last five quarters) to Rs 357bn as the company calibrated its Shares ofs 407mn
LTV due to increasing gold prices. Gold tonnage came off by 3% QoQ to 171t 3MADV US$ 8.2mn

52wk high/low Rs 719/Rs 543

as customers pledged lower amounts of gold. Due to higher collections, yields
Promoter/FPI/DIl  73%/15%/8%

(calc.) spiked ~270bps QoQ to 23.9%.

Source: NSE
Foreign borrowing to weigh on borrowing cost: Reduced liability mobilisation STOCK PERFORMANCE
from banks led MUTH to access foreign debt markets. The company has raised . U
US$ 450mn at a higher cost than the domestic cost of funds (of ~9.5%). 50
Calculated spreads increased ~240bps YoY to 14.4%. We believe the demand 650
uptick will largely offset the incremental cost of funds, keeping spreads stable. 550

450

Strong expense control, credit cost in check: MUTH’s expense ratio remained ;zg
close to the 18-quarter average at 4.4% due to stable employee expense and \é 'v; é "; 'v; é w o'_o é é\ o c;g ‘ol_\
rent. Though credit costs surged 25bps YoY owing to Rs 141mn in write-offs, 332738 g;%”g 9 54%05
PBT increased 40% YoY to Rs 10.5bn. Source: NSE

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Net interest income 42,707 45,202 50,787 58,289 66,344
NIl growth (%) 277 5.8 12.4 14.8 13.8
Adj. net profit (Rs mn) 17,776 19,721 25,507 29,554 34,038
EPS (Rs) 44.4 49.2 63.7 73.8 85.0
P/E () 14.6 13.2 10.2 8.8 7.7
P/BV (x) 33 27 22 19 1.6
ROA (%) 5.8 5.7 6.3 6.5 6.5
ROE (%) 24.8 224 239 234 229

Source: Company, BOBCAPS Research

Important disclosures, including any required research certifications, are provided at the end of this report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda |
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FIG1- QUARTERLY PERFORMANCE

FY18 FY19 FY20 Variation (%)
Q Q2 Q3 Q4 Q Q2 Q3 Q4 Qi Q2| QQ  Yor
Profit and Loss (Rs mn)
Income from operations 13599 16431 15652 16339 | 16108 16316 16827 18319 | 18274 | 21057 | 152 291
Other operating income 173 186 150 135 216 7o 338 478| 2041 32 60 738
Total operating income 13773 16616 15802 16474 | 16325 16495 17165 18797 | 18568 | 21369 1 151 295
Other Income 1 2 m 552 5 6 6 7 190 371 90 5071
Total Income 13,773 16619 15914 17,025 | 16330 16501 17,171 18,804 | 18,587 | 21,405 | 152 297
Interest expenses 5121 4933 4725 4535 | 5016 5354 5889 6| 6416 6699 44 251
Net income 8652 1,686 1,190 12490 | 1314 1,148 11,282 12,694 | 12171 14707 | 208 319
Total Opex 31038 3119 3254 3699 | 3738 3669 3440 4547 | 3972 3969 (O 8.2
Employees 1858 1947 1889 2130 | 2069 2086 1980 2741 | 22951 2327 14 1.6
Rent 503 425 474 sn| 475 493 503 503 5271 530 06 7.5
Depreciation and Amrt 104 106 s 14 91 100 110 19 9 ! 103} 72 26
Others 637 641 776 945 | 1003 991 847 1184 | 10541 1009 (42 19
Operating profits 5550 8567 7936 8791 | 7577 7478 7842 8147 | 8199 | 10738 | 3.0 436
Provisions and write offs 26 1070 505 59 27 25 19 205 331 2651 7025 9433
Profit before tax 5424 7397 7431 8195 | 7550 7453 7,823 7,942 | 8166 | 10473 | 283 405
Taxes 1975 2940 2645 312 | 2634 2615 2971 2827 | 2866 | 1894 (339) (27.6)
Profit after tax 3,449 4457 4787 5083 | 4916 4,838 4852 5115 | 5300 | 8579 | 619 773
Asset quality (Overall) ! !
Gross Stage 3 14320 19353 21481 12872 | 8835 6170 6372 9326 | M474) 12267 69 988
GS3 (%) 51 70 76 44| 29 19 20 27| 320 34 23bps 152bps
ECL Provisions 6131 6673 7089 6089 | 582 5795 5835 6359 | 689 7014 17 210
ECL Provisions (%) 22 24 25 21 19 18 18 19 191 201 3bps  17bps
Provisions ofs in books 6071 7197 7640 8096 | 8096 8096 8096 809 | 8095 8215: 15 15
Ratios (Calc, %) 5 5
Yields 200 240 226 230 27 208 212 25| 22% 239! - -
Cost of funds 95 8.9 8.7 8.6 9.0 9.0 9.5 9.4 931 95| - -
NIMs 12.6 16.9 16.0 17.4 15 14 13.9 15.2 139 1 164 ! - -
Spreads 10.5 151 13.9 14.4 127 1.8 17 13.2 M9 144 - -
Cost income ratio 359 267 291 296 | 330 329 305  358| 326! 270 - -
Cost to average AUM 45 45 47 52| so 46 42 55| a5 a4 - -
AUM related
(Gtz'ndni:;CkHO'di”g 152 152 153 155 161 168 166 169 176 71 2.8) 1.8
Avg gold loans per branch 65 64 65 67 70 73 72 75 78 77 .5 5.0
(Rs mn) : :
Overall AUM (Rs bn) 279 276 283 291 310 323 325  342| 358 357 (02 106
Other details 5 5
CAR 256 265 277 266| 264 259 257 201| 2471 2711 - -
Tier | 227 236 255 248 | 248 253 252 257| 243 267 - -
Tier I 3.0 29 21 18 17 06 05 0.4 04! 04 - -
Book Value 172 183 195 194 207 219 231 244 2431 264 | - -
Leverage () 33 32 29 3.0 3.0 29 27 27 201 26| - -

Source: Company, BOBCAPS Research
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Business

MUTH’s entire gold AUM is on bullet repayment basis, though customers

have the provision to pay on a monthly basis.

Interest income without collections reduced by Rs 2bn in Q2FY20. This can

be treated as a one-off for the quarter.

Kerala contributes 3.4% of AUM. A total of 42 branches in the state will be

closed, with Rs Tbn being run down at these branches.

The increase in gold prices meant customers had to pledge a lower quantum of

gold. Hence, gold tonnage came off by 5t QoQ during the quarter.
Lack of funding led to lower disbursements.
Average LTV stood at 68%.

Advertising expense will go up in H2FY20. MUTH did not advertise

aggressively in H1due to funding constraints.

Management is comfortable with a maximum leverage of Sx.

Liquidity

Fully hedged cost of foreign borrowings is higher than domestic borrowings.

Cost of borrowings stood at 9.17% in Q1FY20 and 9.3% in Q2. This is guided
to increase to 9.5% in FY20 as banks are still cautious on lending and are

attaching a risk premium to loans.

Cash as a percentage of the balance sheet will be similar to Q2FY19 levels in
2HFY20.

Asset quality

Loans of more than 15 months vintage were classified as GNPA.
Auctions of Rs 580m were held in Q2.

MUTH will hold excess provisions intact as RBI may come up with a circular

on provisions. ECL provisions totalled Rs 7.01bn.

Subsidiaries

Management is cautious on the home finance business and hence disbursing

to houses that are 85% complete. ROA improved because of securitisation.

Guidance

15% gold loan growth for FY20; 21% average yield from Q3FY20 onwards.

3 13 November 2019
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STORY IN CHARTS

FIG 2 - AUM GROWTH TAPERED DOWN... FIG 3 - ...AS VOLUME GROWTH DECLINED DUE TO
LOWER GOLD PLEDGING
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FIG 4 - DESPITE FUNDING CRUNCH... FIG5 - ..SPREADS HAVE REMAINED RANGE-BOUND
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FIG 6 - COST CONTROL STRONG FIG 7 - BUSINESS REMAINS LOW-LEVERED
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MUTH is trading at 2.3x/0.9x FY20E/FY21E BV for ROE of 23.9%/23.4%. We
believe its focused strategies to become the gold financier of choice have helped it
cement leadership in gold finance. The focus on customer stickiness and higher
branch productivity is expected to fuel a robust ~13% loan CAGR over FY19-
FY22. Incentivising staff for regular collections has produced a high-churn
portfolio and curbed auction losses, stabilising yields — we model for yields of 21%
in FY20-FY22. Further, a favourable borrowing mix underpinned by a short-tenor
portfolio should anchor spreads at ~11.5%.

MUTH is the lowest cost gold financier in India and its expense ratio is forecast to
remain at ~4.5% of AUM through to FY22. We expect the company to maintain
market leadership in NBFC gold financing and yield steady-state ROA of ~6%,
with leverage of ~3.5x. MUTH has diversified into home finance and microfinance
(Belstar), with vehicle finance as a second priority. Belstar being a dominant SHG
business model is a safer MF| play despite geographic concentration in Tamil
Nadu. We expect incremental capital to be allocated to these fledgling businesses,

of which Belstar is well placed to contribute meaningfu”y in the near term.

Following the in-line performance in Q2FY20, we keep FY20-FY22 earnings
estimates largely unchanged. Though we roll over to a Mar’21 TP, our fair value
remains unchanged at Rs 825. Our target is derived using the SOTP method

as follows (a) Rs 769/sh for the standalone book based on 2.0x FY22E BV,

(b) Rs 47/sh for MHFL based on 4.0x FY22E BV (from last stake sale), and

(c) Rs 22/sh for Belstar based on 2.5x FY22E BV (post holdco discount of 20%).

FIG 8 - SOTP VALUATION SUMMARY

Value Value Value/sh

SOTP FY22E based (Rs bn) (US$ bn) (Re) % of total Rationale

Core business 308 4.4 769 93.3 2.0x BV

Key Ventures

Muthoot Homefin 19 03 47 5.8 4.0x BV based on last stake sale
Belstar Investment and Finance 9 0.1 22 2.7 2.5x BV

Total Value of Ventures 28 04 70 8.4

Less: 20% holding discount 6 0.1 14 25.0

Value of Key Ventures 22 0.3 56 6.7

Target Value Post 20% Holding Co Disc 330 4.7 825 100.0

CMP 261 3.7 652

Upside (%) 26.5 26.5 26.5

Source: Company, BOBCAPS Research

EQUITY RESEARCH S5 13 November 2019
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FIG 9 - RELATIVE STOCK PERFORMANCE
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Source: NSE

Key risks

= Chunky delinquencies in high-ticket gold loans
= Weak collections in home finance

= High dependence on the state of Tamil Nadu in the Belstar MFI

EQUITY RESEARCH 6 13 November 2019
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FINANCIALS

Income Statement

Y/E 31 Mar (Rs mn) FY18A FY19A FY20E FY21E FY22E
Net interest income 42,707 45,202 50,787 58,289 66,344
NIl growth (%) 27.7 5.8 12.4 14.8 13.8
Non-interest income 1,310 1,236 1,358 1,49 1,638
Total income 44,017 46,438 52,145 59,780 67,982
Operating expenses 13174 15,394 17,062 19,106 21,172
Operating profit 30,843 31,044 35,083 40,674 46,811
Obperating profit growth (%) 40.0 0.6 13.0 15.9 151
Provisions 2,397 275 984 1,163 1,305
PBT 28,447 30,768 34,100 39,51 45,505
Tax 10,671 1,047 8,593 9,957 1,467
Reported net profit 17,776 19,721 25,507 29,554 34,038
Adjustments 0 0 0 0 0
Adjusted net profit 17,776 19,721 25,507 29,554 34,038

Balance Sheet

Y/E 31 Mar (Rs mn) FY18A FY19A FY20E FY21E FY22E
Equity capital 4,000 4,007 4,007 4,007 4,007
Reserves & surplus 74,120 93,921 m, 775 132,463 156,290
Net worth 78,120 97,927 15,782 136,470 160,296
Deposits 0 0 0 0 0
Borrowings 211,670 268,332 290,844 327,238 373,033
Other liabilities & provisions 18,132 14,428 17,314 20,777 24,932
Total liabilities and equities 307,923 380,687 423,940 484,484 558,261
Cash & bank balance 4,870 17,355 15,239 21,004 33,488
Investments 3,954 9,826 11,299 12,994 14,943
Advances 295,068 349,329 392,639 445,044 503,594
Fixed & Other assets 2,062 2,154 2,369 2,606 2,867
Total assets 307,923 380,687 423,940 484,484 558,261
Deposit growth (%) NA NA NA NA NA
Advances growth (%) 55 18.4 124 133 13.2
Per Share

Y/E 31 Mar (Rs) FY18A FY19A FY20E FY21E FY22E
EPS 44.4 492 63.7 73.8 85.0
Dividend per share 10.0 12.0 15.9 18.4 212
Book value per share 195.3 244.4 289.0 340.6 4001

Source: Company, BOBCAPS Research

EQUITY RESEARCH 7 13 November 2019
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Valuations Ratios

Y/E 31 Mar (x) FY18A FY19A FY20E FY21E FY22E
P/E 14.6 13.2 10.2 8.8 7.7
P/BV 33 27 2.2 1.9 1.6
Dividend yield (%) 15 1.8 24 2.8 33
DuPont Analysis

Y/E 31 Mar (%) FY18A FY19A FY20E FY21E FY22E
Net interest income 14.0 13.1 12.6 12.8 12.7
Non-interest income 0.4 0.4 0.3 0.3 0.3
Operating expenses 43 45 42 42 41
Pre-provisioning profit 101 9.0 87 9.0 9.0
Provisions 0.8 01 0.2 0.3 0.3
PBT 9.3 89 8.5 8.7 8.7
Tax 3.5 3.2 2.1 2.2 2.2
ROA 5.8 5.7 6.3 6.5 6.5
Leverage () 4.3 39 3.8 3.6 35
ROE 24.8 224 239 234 229
Ratio Analysis

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
YoY growth (%)

Net interest income 277 5.8 12.4 14.8 13.8
Pre-provisioning profit 40.0 06 13.0 159 151
EPS 504 10.8 293 15.9 15.2
Profitability & Return ratios (%)

Net interest margin 14.9 14.0 13.7 13.9 14.0
Fees / Avg. assets 0.0 0.0 0.0 0.0 0.0
Cost-Income 299 332 327 32.0 311
ROE 24.8 224 239 234 229
ROA 5.8 5.7 6.3 6.5 6.5

Asset quality (%)

GNPA 4.4 27 2.6 24 2.3
NNPA 6.2 2.3 2.1 2.0 1.8
Provision coverage 14.8 13.9 16.2 18.6 20.8
Ratios (%)

Credit-Deposit 0.0 0.0 0.0 0.0 0.0
Investment-Deposit 0.0 0.0 0.0 0.0 0.0
CAR 26.3 26.0 271 279 284
Tier-1 255 25.6 26.6 274 28.0

Source: Company, BOBCAPS Research

EQUITY RESEARCH 8 13 November 2019
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

HISTORICAL RATINGS AND TARGET PRICE: MUTHOOT FINANCE (MUTH IN)

(Rs) = MUTH stock price
750 4
670 4
590 -
03-Oct(®)
510 - Shubhranshu/\/\ishra§
TP:Rs 825
430 A
350 lll|lllllllllllllllllllllllllfl
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B - Buy, A - Add, R - Reduce, S - Sell

Rating distribution

As of 31 October 2019, out of 79 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 48 have BUY ratings, 18 are rated ADD, 7 are
rated REDUCE and 6 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS's activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid il

03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZO00159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the

opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations

EQUITY RESEARCH 9 13 November 2019
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expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Obpinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS's associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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