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Margins contract as opex normalises

Nippon Life Asset Management (NAM) reported a Rs 250bn sequential
increase in Q1FY21 AUM, largely due to the MTM effect. Lower AUM in
Q4FY20 had a lag effect on investment income - this coupled with
normalising opex led to EBITDA and PBT margin contraction. We cut
FY21/FY22 EPS estimates by 10%/9% as the high-yielding equity business is
likely to clock muted growth. Rolling valuations over, our Jun’21 TP remains

unchanged at Rs 210 - maintain SELL.
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AUM increased largely due to MTM: AUM (end of period) increased

~Rs 250bn on a sequential basis in Q1, primarily due to the mark-to-market
(MTM) effect, and not redemptions. Though SIP flows were steady at Rs 7bn,
we expect the high-yielding equity business to slow down in the wake of

Covid-19. We also argue that gaining market share in debt looks difficult for
NAM given FY19-FY20 debt write-offs.

Contraction in EBITDA and PBT margins: As argued earlier, we believe NAM
has exhausted its opex control levers in Q4FY20. In Q1, investment income
decreased 28% YoY to Rs 2.3bn largely due to the lag effect of reduced AUM
in Q4FY20. Opex declined slower than investment income at 26% YoY,
leading to a 100bps YoY increase in cost-to-core income ratio. EBITDA
margin and PBT margin contracted by 100bps and 320bps YoY respectively.
PAT grew 24% YoY to Rs 1.6bn, largely driven by other income of Rs 1bn.

Maintain SELL: Not only will gaining market share in debt prove challenging,
but we believe NAM also faces a tough balancing act to add equity market
share and maintain profitability. We retain our SELL rating with a Jun’21 TP of
Rs 210 (unchanged), as we cut our FY21/FY22 earnings estimates by 10%/9%

to bake in the pandemic impact.

KEY FINANCIALS

Y/E 31 Mar (Rs mn) FY19A FY20A FY21E FY22E FY23E
Core PBT (Rs mn) 5,290 5,696 5,047 6,229 7,610
Core PBT (YoY) 6.1 7.7 M4 234 222
Adj. net profit (Rs mn) 4,871 4158 5,255 6,213 7,324
EPS(Rs) 8.0 6.8 8.6 10.2 12.0
P/E () 34.0 39.8 315 26.6 226
MCap/AAAUM (%) 6.9 7.9 7.5 6.8 59
RoAAAUM (inbp) 204 19.9 23.8 254 26.1
ROE (%) 19.7 16.1 19.9 22.8 259

Source: Company, BOBCAPS Research

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

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

Ticker/Price NAM IN/Rs 270
Market cap US$ 2.2bn
Shares o/s 612mn

3M ADV US$4.8mn
52wk high/low Rs 453/Rs 208

Promoter/FPI/DIl  76%/6%/6%

Source: NSE
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FIG 3 - AUMINCREASED LARGELY DUE TO MTM
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FIG1- QUARTERLY PERFORMANCE

(Rs mn) Q4FY21 QIFY20 YoY (%) Q4FY20 QoQ (%)
Total income 3,362 3,604 6.7 1,496 124.8
Operating Expenses 1248 1,705 (26.8) 1,129 10.5
EBITDA 1,084 1,546 (29.9) 1,617 (33.0)
Core PBT 966 1,452 (33.5) 1,523 (36.6)
Other income 1,031 353 192.0 (1,249) (182.5)
PBT 1,997 1,805 10.6 274 NM
Tax 436 549 20.7) 232 87.6
Net Profit (ex-MI) 1,561 1,256 24.3 4 NM
Source: Company, BOBCAPS Research
FIG 2 - ESTIMATES VS. ACTUALS
(Rs mn) QIFY21E QIFY21A  Variation (%)
Total income 3,583 3,362 (6.2)
YoY (%) (0.6) 6.7 -
Operating Expenses 1,437 1248 (13.2)
EBITDA 1,651 1,084 (34.4)
YoY (%) 6.8 (29.9) -
Depreciation 40 105 162.5
Finance Costs 18 13 (28.0)
Core PBT 1,594 966 (39.4)
Yo (%) 9.7 (33.5) -
Other income 495 1,031 1082
PBT 2,089 1,997 (4.4)
Yo (%) 157 10.6 -
Tax 526 436 (17.3)
Tax Rate (%) 252 218 -
Net Profit (ex MI) 1,562 1,561 (0.1)
Yo (%) 24.4 243 -

Source: Company, BOBCAPS Research

FIG 4 - SIP FLOWS STEADY; DIP DUE TO

EFFECT RECLASSIFICATION
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FIG5 - DETAILED QUARTERLY PERFORMANCE

FY19 FY20 FY21 Variation (%)

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 QoQ YoY
Profit and Loss (Rs mn)
Total income 4,100 4,240 4,040 3,975 3,604 3,226 3,606 1,496 | 3,362 124.8 6.7)
Operating Expenses 2,430 2,533 2,317 2,018 1,705 1,551 1,560 1,129 1,248 10.5 (26.8)
EBITDA 1,350 1,378 1,182 1,415 1,546 1,451 1,471 1,617 | 1,084 (33.0) (29.9)
Depreciation 80 87 90 (164) 76 76 N 89 105 18.0 37.8
Finance Costs 0 0 0 0 17 16 19 5 13 173.9 26.7)
Core PBT 1,270 1,292 1,092 1,578 1,452 1,359 1,361 1,523 966 (36.6) (33.5)
Other income 320 329 541 543 353 224 575 (1,249 1,031 (182.9) 192.0
PBT 1,590 1,620 1,633 2,121 1,805 1,583 1,936 274 | 1,997 NM 10.6
Tax 500 490 536 604 549 216 443 232 436 87.6 (207
Net Profit (ex MI) 1,090 1,131 1,097 1,517 1,256 1,367 1,493 41| 1,56 NM 24.3
Ratios (Calc, %)
Cost to core income ratio 64.3 64.8 66.2 58.8 525 517 515 411 535 | 1,240bps 106bps
EBITDA Margin 357 352 338 41.2 47.5 48.3 48.5 58.9 46.5 [(1,240bps)  (106bps)
Core PBT Margin 33.6 33.0 31.2 46.0 447 453 449 55.5 414 1 (1,404bps)  (323bps)
RoAAUM 0.18 0.19 0.19 0.22 0.23 0.27 0.30 0.02 0.36 34bps 13bps
AUM (EOP)
Total AUM 2,318 2,238 2,272 2,278 2,025 1,886 1,997 1,635 1,881 15.0 (@A)
Equity 871 894 933 945 954 907 939 625 732 171 23.2)
Debt 930 896 797 752 505 438 442 383 380 (0.7 (24.8)
Liquid 392 317 298 280 312 273 352 384 496 29.2 59.2
Others 125 131 244 301 254 268 265 244 273 12.0 7.5
Other details
No of Branches 298 298 299 300 294 290 290 290 290 0 (€))
Empanelled distributors 68,187 70,827 72,203 73,000 | 74,500 75400 75600 76200 | 76,900 700 2,800
SIP Monthly flows (Rs bn) 83 85 8.4 8.6 8.1 7.6 7.5 7.2 7.0 (2.8) (13.6)
SIP transactions (mn) 2.8 29 29 31 32 32 33 32 34 6.3 6.3

Source: Company, BOBCAPS Research

EQUITY RESEARCH 3 28 July 2020
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Ea rnings call highlights

= Added 120 institutional investors and ~0.2mn retail folios in Q1FY21 (or
~3,500 investor folios per day despite branch closure)

= ETF investor folios rose by ~117,000

= Clocked a new SIP every 22 seconds and a new digital transaction every 7

seconds
= Added 650 IFAs
= Shares 50-70% of fees with distributors
= Equity assets contribute 70-75% of overall fees
= Debt funds contribute 35-40% to other income; balance from equity MTM
= SIP reclassification shows actual cash inflows
= AUM growth in Q1 was due to MTM impact

= Employee expense had a one-time adjustment in Q4FY20; hence the

increase in Q1
= FY21 expense would roughly match annualised Q1 expenses
= Fees and commissions are upfront costs for close-ended funds
= Average net yield is 46bps (annualised)
= Should not see any negative surprises in credit risk funds in near term

= In May, NAM board decided that all schemes will make fresh investments only

in AA-&-above rated issuers

FIG 6 - MTM GAINS ON IFA-MANAGED AUM... FIG7 - ..AND RETAIL AUM (LARGELY EQUITY)
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NAM is trading at 26.6x/22.6x FY22E/FY23E EPS for an estimated ROE of
22.8%125.9%. We believe the company is a play on the financialisation of savings
in India. However, due to legacy brand issues and multiple debt write-downs
during FY19-FY20, we think debt AAUM is unlikely to retrace to market share
levels seen pre-|L&FS.

Further, given NAM’s increasing reliance on independent financial advisors (IFA)
to source equity flows, we expect revenue realisations to be lower (at ~61bps) than
the average of the top-10 AMCs. A high opex structure due to increased costs
towards rebranding, marketing and ESOPs would dampen ~50% of revenue
realisations. Core PBT yields could thus remain range-bound at 33-35bps, with
PAT yields at 25bps over FY21-FY23 propped up by a benign tax rate. In our view,
the company faces a tough balancing act between profitability and market share

gains, with one coming at the expense of the other.

We cut FY21/FY22 EPS estimates by 10%/9% given the negative impact of
Covid-19 on the high-yielding equity business. Rolling valuations over, our Jun’2]
target price remains unchanged at Rs 210 — maintain SELL. We have arrived at
our target price using a three-stage dividend discount model (DDM). Our key
assumptions remain unchanged as follows: cost of equity of 14.0% (risk-free rate
of 7.75% and beta of 1.2x), with average growth of ~15% in the five-year explicit
period and terminal growth of 10%.

FIG 8 - REVISED ESTIMATES

Rebm) old New Change (%)

FY21 FY22 FY23 FY21 FY22 FY23 FY21 FY22 FY23
Total income 14 16 17 13 15 17 8.3) 7.9) 0.0
Operating Expenses 6 7 7 6 7 7 6.8) (6.9) 0.0
EBITDA 6 7 8 5 6 8 (12.6) a1 0.0
Core PBT 6 7 8 5 6 8 (13.2) ms) 0.0
Other income 2 2 2 2 2 2 0.0 0.0 0.0
PBT 8 9 10 7 8 10 9.8) 8.9) 0.0
Tax 2 2 2 2 2 2 9.8) 8.9) 0.0
Net Profit 6 7 7 5 6 7 9.8) (8.9) 0.0
AAUM 2,357 2,699 2,806 2,21 2,450 2,806 6.2) (9.2) 0.0
RoAAUM (bps) 25 25 26 24 25 26 (95bps) 9bps Obps

Source: Company, BOBCAPS Research

EQUITY RESEARCH 5 28 July 2020
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FIG 9 - RELATIVE STOCK PERFORMANCE
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Key risks

= Any further regulation on trail commissions could hamper equity flows from

[FAS.
= Additional risky debt exposure could lead to loss of trust in the new brand too.

= Fund alpha underperformance could fuel redemptions, especially in T30 cities

and among HNIs.

EQUITY RESEARCH 6 28 July 2020
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FINANCIALS

Income Statement

Y/E 31 Mar (Rs mn) FY19A FY20A FY21E FY22E FY23E
Investment management fees 14,787 12,030 11,318 13,030 14,912
YoY (%) 7.0 (18.6) (5.9 151 14.4
Operating expenses 9,396 5,945 6,025 6,547 7,038
Core operating profits 5,391 6,085 5,293 6,483 7,874
Core operating profits growth (%) 5.8 12.9 (13.0) 225 21.4
Depreciation and Interest 101 389 246 254 263
Core PBT 5,290 5,696 5,047 6,229 7,610
Core PBT growth (%) 6.1 7.7 .4 234 222
Other income 1,713 98) 1,979 2,078 2182
PBT 7,002 5,598 7,025 8,307 9,792
PBT growth (%) 6.8 200 255 18.2 17.9
Tax 2,132 1,441 1,770 2,093 2,468
Tax rate (%) 304 25.7 252 252 252
Reported PAT 4,871 4,158 5,255 6,213 7,324

Balance Sheet

Y/E 31 Mar (Rs mn) FY19A FY20A FY21E FY22E FY23E
Equity capital 6,120 6,121 6,121 6,121 6,121
Reserves & surplus 19,580 19,809 20,635 21,612 22,764
Net worth 25,700 25,931 26,757 27,733 28,885
Borrowings 0 0 0 0 0
Other liabilities & provisions 2,058 2,878 2,950 3,023 3,099
Total liabilities and equities 27,758 28,808 29,706 30,757 31,984
Cash & bank balance 18,328 23,479 24,162 24,989 25,982
Fixed & Other assets 2,568 3,256 3,419 3,590 3,769
Total assets 27,758 28,808 29,706 30,757 31,984
Per Share

Y/E 31 Mar (Rs) FY19A FY20A FY21E FY22E FY23E
EPS 8.0 6.8 8.6 10.2 12.0
Dividend per share 6.0 4.7 6.0 7.1 8.4
Book value per share 42.0 42.4 437 453 47.2

Source: Company, BOBCAPS Research

EQUITY RESEARCH 7 28 July 2020
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Valuations Ratios

Y/E 31 Mar (x) FY19A FY20A FY21E FY22E FY23E
P/E 34.0 39.8 315 26.6 226
P/BV 6.4 6.4 6.2 6.0 5.7
Dividend yield (%) 22 17 2.2 2.6 3.1

DuPont Analysis (Bps of AAAUM)

Y/E 31 Mar (bps of AAAUM) FY19A FY20A FY21E FY22E FY23E
Operating income 61.9 577 51.2 53.2 531
Operating expenses 393 285 27.3 267 251
EBITDA 22.6 29.2 239 26.5 28.1
Depreciation and Others 0.4 19 11 1.0 0.9
Core PBT 222 27.3 22.8 254 271
Other income 7.2 (0.9 9.0 8.5 7.8
PBT 293 269 31.8 339 34.9
Tax 8.9 6.9 8.0 8.5 8.8
ROAAAUM 20.4 19.9 23.8 254 261
Ratio Analysis

Y/E 31 Mar FY19A FY20A FY21E FY22E FY23E
YoY growth (%)

Investment management fees (@A) (18.6) 5.9 151 14.4
Core operating profit 58 129 13.0) 225 214
EPS 6.5 4.7 264 18.2 17.9
Profitability & Return ratios (%)

Operating income to total income 89.6 100.8 85.1 86.2 87.2
Cost to Core income ratio 63.5 494 532 50.2 472
EBITDA margin 36.5 50.6 46.8 49.8 52.8
Core PBT margin 358 473 44.6 47.8 51.0
PBT margin (on total income) 42.4 46.9 52.8 55.0 57.3
ROE 19.7 16.1 19.9 22.8 259
Dividend payout ratio 90.9 82.7 84.3 84.3 84.3

Annual Average AUM

Y/E 31 Mar (Rs bn) FY19A FY20A FY21E FY22E FY23E
AAAUM (Rs Bn) 2,388 2,084 2,21 2,450 2,806
YoY Growth (%) 13 (12.7) 6.1 10.8 14.5
% of AAAUM

Equity 379 436 447 459 46.6
Debt 371 226 223 222 218
Liquid 17.9 20.0 19.8 197 19.3
Others 71 13.8 131 123 123

Source: Company, BOBCAPS Research

EQUITY RESEARCH 8 28 July 2020
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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)

RATINGS AND TARGET PRICE (3-YEAR HISTORY): NIPPON LIFE INDIA ASSET MANAGEMENT (NAM IN)

(Rs) ———NAM stock price 15-May (S)
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B - Buy, A - Add, R - Reduce, S - Sell

Rating distribution

As of 30 June 2020, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 49 have BUY ratings, 23 have ADD ratings, 12 are
rated REDUCE, 10 are rated SELL and 1is UNDER REVIEW. 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.

BOBCAPSs 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 till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 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 28 July 2020
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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.
Opinions 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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