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CMP 213 ¢ NIl growth has decreased by 9% YoY on the back of sequential steady AUM growth. The
other income has remained steady YoY. PAT growth has declined by 33% on the back of
Price Target 219 higher provisioning of Rs 61 Cr.
Potential Upside 3% e NIM has sequentially declined to 12.86% v/s 12.32% QoQ. The Yield has improved from
21.44% to 21.70% while the cost of the fund has declined from 9.12% to 8.85%.
Management has guided to pass on the rise in the cost of funds to the customer thus
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e AUM growth has remained healthy at 17% YoY mainly driven by micro finance
portfolios. The share of MFI has declined to 80% from 84% YoY, the share of Others
(Housing finance + Satin Finserv Ltd) segment has increased from 0.5 to 3% of the
portfolio, the share of MSME & Product financing stood steady at 7% YoY while the
share of TSL portfolio stood at 9%.

e Disbursement growth stood at 23% YoY majorly driven by the MFI portfolio followed by
the TSL portfolio. Management has guided to decline MFI portfolio to 1/3rd in a few
ears' time frames.

e The GNPA has remained stable at 3.1% QoQ while NNPA has declined to 0.9% from
1.5% QoQ. The PCR has improved to 71% from 52% QoQ. The credit cost has spiked to
3.33% v/s 0.89 bps as at 2QFY20.

¢ The collection efficiency for the loans disbursed after April 2018 stood at 99% which
constitute 96% of the portfolio.

e The TSL AUM has grown at a rate of 13% while its disbursement stood at 41%. The
average ticket size stood at Rs 31000.

e The Satin Housing AUM has grown to Rs 138 Cr majorly catering to the affordable
housing segment. The average ticket size of Satin Housing stood at Rs 12.68 Lakh.

e The AUM in the Satin Finserv Limited stood at Rs 109 Cr, the average ticket size stood at
Rs 13.27 Lakh.

¢ The percentage of Promoter pledge has gone down from 52.88 to 19.85% in 3QFY20.

e The average ticket size of the MFI portfolio stood at Rs 35000.

e SATIN has added 55 new branches across 14 districts during Q3FY20. SATIN has a
strategy to have per district exposure below 1% of total AUM.

e The CRAR stood at 32.17% in Q3FY20.

View and Valuation

The growth has remained steady sequentially, as management has deliberately
slowed down AUM growth, as the focus was majorly towards the re-engineering of
processes. NIM has improved sequentially as the spike in the cost of funds eases. The
restructuring process was over in 3QFY20, now management is confident of strong
incremental growth going ahead. It has been able to maintain 99% collection
efficiency in 96% of the portfolio but the recent stress in the upper Assam portfolio
(exposure Rs 250 Cr) has led to higher credit cost. Though management has provided
Rs 26 Cr of provision for the Assam portfolio we remain cautious as the collection
efficiency is still tending at 70-80% range. We decrease our estimates on the back of
higher provisioningand reduce our target priceto 219 at0.7xat P/BFY21e.

Key Risks to our rating and target
e Lackof fundingavailability willhamper the growth
e Thedelinquencytrend goingahead.

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have not and
will not receive any compensation for providing a specific recommendation or view. Narnolia Financial Advisors Ltd. does and seeks to do business with
companies covered inits research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to the Disclaimers at www.narnolia.com
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Healthy Growth

3QFY20 Results
In Line With Expectations

FiginRs Cr
FINANCIALS 3QFY19(4QFY19|1QFY20 | 2QFY20 | 3QFY20 | YoY %| QoQ% | FY18 | FY19 | YoY %
Interest Inc. 283 239 249 238 250 | -11.7% 5.0% 960 1,186 | 23.6%
Interest Exp. 167 153 153 150 145 | -13.3% -3.2% 534 642 | 20.3%
NIl 116 86 96 88 105 -9.3%| 19.0% 425 544 | 27.8%
Other Income 116 111 104 129 125 7.8% -3.1% 72 422 | 486.8%
Total Income 232 197 200 217 230 | -0.8% 5.9% 497 806 | 62.0%
Ope Exp. 107 122 116 126 115 7.6% -8.9% 337 437 | 29.8%
PPP 125 75 84 91 115| -7.9%| 26.3% 160 368 | 129.7%
Provisions 10 (12) 20 16 61(508.7% | 281.3% 44 52| 17.9%
PBT 115 87 64 75 54 | -53.0% | -28.0% 116 316 | 172.6%
Tax 45 30 23 21 7| -84%| -66.7% 41 114 | 178.4%
Extra Items - - - - - - - - - -
Net Profit 70 57 41 54 47 | -33.2%| -13.0% 75 201 169%

Concall Highlights

* NIM has improved QoQ. Management has guided NIM to be in the range of 12.25% range. Management has been able to
pass ontherise in the costto the customer.

» SATIN has undergone several process engineering which was completed in Dec 2019, it is expected to improve operational
efficiency. Management has guided the C/I ratio to improve on the incremental growth numbers. As the entire process is set
management has guided loan growth will be better going forward.

» The collection efficiency has improved to 99% for portfolios post-Mar 2018 comprising of 96% of the portfolio, it has resulted in
the improvementin the GNPAby 10 bps.

+ Management has adopted a cautious approach in the state of Assam due to unrest in few districts of upper Assam by some
organizations and protests thereafter. The Assam portfolio stood at Rs 250 Cr where the collection efficiency dropped to
around 50% in the ongoing protest scenario. Now the collection efficiency stood at 75-80%. Management has provided Rs 26
Crof provision. Managementis confidentin improving the Assam portfolio.

» Assamtea garden exposure was at Rs 14 Cr which was majorly impacted where the collection efficiency is at 70-80%.

» Management has resorted to 100% cashless disbursement in all its branches. The cashless collection stood at 27% on Dec
19.

* In the 3QFY20 55 branches in 14 districts were added. The branch network grew by 21% on a YoY basis. The total district
stood at 391.

» Write back for FY19 stood at Rs 21 Cr which management expects to maintain in this range in FY20.

*  96.9% of the total district has less than 1% of the exposure.

+ Managementis planning to grow the secured lending portfolio through the subsidiaries. Capital infusion to the tune of Rs 30 Cr
was donein SATIN HF.

» SATIN HF has 100% retail book with 87% of affordable housing and 13% of LAP.

» Management has guided 1/3rd of the portfolio to be non-MFlin the next 5-6 year timeframe.

» Theonlylenderto Satinis at 57% while 49% of the customer is first cycle customers.

+ Directassignment (DA) is limited to a certain fixed percentage of the book. The DAincome is expected to remain in the steady
range going ahead.

» Percentage of Promoter pledge has gone down from 52.88% to 19.85% at 3QFY20.

» 27% of collection is via cashless mode in Dec’19, up from 12% in Sep’19, enabled in 42% branches.

» Theaverage ticket size stands at Rs 35000.

Narnolia Financial Advisors Ltd.
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Profitability Matrix

1QFY19 [ 2QFY19|3QFY19 |4QFY19|1QFY20 [ 2QFY20 | 3QFY20 | YoY (+/-) [ QoQ (+/-)
C/l Ratio % 55.6 54.0 46.1 62.1 58.0 58.1 50.0 3.89 -8.09
Empl. Cost/ Tot. Exp. % 40.2 36.2 34.8 42.5 43.0 41.0 374 2.57 -3.58
Other Exp/Tot. Exp.% 1.6 1.5 1.4 1.8 1.7 1.8 1.7 0.32 -0.10
Provision/PPP % 46.4 20.5 8.0 (16.0) 237 17.6 53.0 45.02 35.47
Tax Rate % 33.3 36.1 38.8 347 36.5 28.0 13.0 -25.80 -15.08
Int Exp./Int Inc. (%) 52.9 55.6 59.1 63.9 61.3 62.9 58.0 -1.10 -4.92
Other Inc./NIl % 0.2 1.3 2.9 1.9 1.8 1.1 0.1 -2.79 -1.00
PPP/ Net Income % 44 .4 46.0 53.9 37.9 42.0 41.9 50.0 -3.89 8.09
PAT/ Net Income % 15.9 234 304 28.7 20.3 24.9 20.4 -9.92 -4.42
NIl Growth % (YoY) 475 442 18.9 (22.7) (29.7) (34.4) (9.3) -28.16 25.10
PPP Growth YoY % 59.9 115.5 236.9 31.2 8.9 0.8 (7.9) -244.77 -8.73
PAT Growth % (132.7) (37.3) 46.8 50 47.4 17.6 (33.2) -79.93 -50.80
Margin Performance
MARGIN % 1QFY19 [ 2QFY19|3QFY19 |4QFY19|1QFY20 | 2QFY20 | 3QFY20 | YoY (+/-) | QoQ (*+/-)
Yield on Advances (Calc.) 19.0 19.2 19.2 15.3 14.4 14.0 14.4 -4.75 0.45
Cost Of Funds (Calc.) 13.2 13.3 12.8 1.7 11.6 11.8 1.4 -1.42 -0.36
Spreads (Calc.) 10.1 10.4 11.2 6.3 5.7 5.3 5.7 -5.49 0.33
NIM (Calc.) 10.4 9.4 7.7 54 5.8 5.1 5.9 -1.80 0.74

Exhibit: Calculated Yield and Cost

Spreads has Improved Sequentially

mYield% (Cal.)

m Cost of Fund % (Cal.)

Exhibit: Net Interest Margin

NIM has Improved Sequentially
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Asset & Borrowings Growth Trend .
FiginRs Cr

3QFY18 |[4QFY18|1QFY19 |2QFY19|3QFY19 |4QFY19 | 1IQFY20 | 2QFY20 | 3QFY20

Disbursements 1465 2234 1511 1633 1744 2873 1946 2046 2144
Growth YoY % 302 80 16 18 19 29 29 25 23
AUM 4882 5757 6026 6192 6208 7067 7139 7182 7284
Growth YoY % 31 42 43 38 27 23 18 16 17
Borrowings 4034 4411 5009 5666 5000 5200 5200 4972 4972
Growth YoY % 7 14 32 51 24 18 4 -12 -1
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SATIN

Exhibit: AUM Growth %

Exhibit: Disbursement Growth %
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Asset Mix
3QFY18 |4QFY18|1QFY19 (2QFY19| 3GQFY19 |4QFY19 | 1IGFY20 | 2QFY20 | 3QFY20
SCL (%) 88.2 88.3 88.8 86.3 83.5 81.2 81.5 80.8 80.5
MSME+ Prod. Financing (%) - - 0.8 3.5 6.6 9.0 9.1 8.5 7.2
TSL(%) 11.8 11.6 10.2 9.8 9.2 8.5 7.6 8.2 8.9
Others (%) - 0.0 0.2 0.4 0.7 1.3 1.8 25 3.1
Asset Quality
FiginRs Cr
1QFY19 |2QFY19| 3QFY19 |4QFY19 | 1IGFY20 | 2QFY20 | 3QFY20 | YoY (+/-) | QoQ (+/-)
GNPA 212 227 199 205 200 223 226 (2) 3
GNPA % 3.9 41 3.2 29 2.8 3.1 3.1 (1.0) -
NNPA 24 47 73 92 86 108 66 19 (42)
NNPA % 0.4 0.8 1.2 1.3 1.2 1.5 0.9 0.1 (0.6)
Total Specific PCR % 89 79 63 55 57 52 71 (8) 19
Exhibit: Asset Quality Exhibit: Provisions
GNPA Improved Sequentially PCR has Improved
k= GNPA% == NNPA % PCR % (Calculated)
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Exhibit: Collection Efficiency (%)

Exhibit: Branch

1333 1388

1262

99.5 99.5 99.5 99.4 99.6
99.0
8.2 8.0
7.7 75 7.7
7.1
' ' ' ' ' 2 2 3 2 < 3
< % % 4 < > Q Q Q Q Q Q Q
qkﬁb 9?29 qkﬁb Q. Q?%p Ckkb S s s s %, %, %,
mCollection Efficiency (Jan'18 onwards) mCollection Efficiency Jan'17 toDec'17 mBranch = MFl
Borrowing Mix
4QFY18(1QFY19 |2QFY19| 3QFY19 (4QFY19 [1QFY20 | 2QFY20 | 3QFY20
Term Loan (Bank) (%) 34 22 27 29 27 33 29 53
Term Loan (Others) (%) 19 58 44 25 24 21 14
NCD (%) 12 - 5 10 8 5 7 17
Commercial Paper (%) 6 4 4 2 2 -
ECB (%) 3
Securitized & Assignment Portfolio (%) 29 17 19 34 40 41 48 27
Total 100 100 100 100 100 100 100 100
Productivity Metrics For MFI Lending
1QFY19 [2QFY19| 3QFY19 |4QFY19 [ 1GQFY20 | 2QFY20 | 3QFY20
Disbursement/ Branch (%) 1.6 1.4 1.3 22 1.7 1.7 1.7
Disbursement/ Loan Officer (%) 0.3 0.2 0.2 0.4 0.3 0.3 0.3
GLP/ Branch (%) 6.4 6.2 5.8 6.3 6.3 5.7 5.5
GLP/ Loan Officer (%) 1.0 1.0 0.9 1.0 1.0 0.9 0.9
No. of Clients/ Branch (%) 3,095 3,102 3,055 3,211 3,135 3,016 2,833
No. of Clients/ Loan Officer (%) 507 485 479 520 533 486 446
Average Ticket Size
1QFY19 [2QFY19| 3QFY19 |4QFY19 [1QFY20 | 2QFY20 | 3GQFY20
MFI Lending (SCNL) ) (Rs.) 29000 28000 27000 26000 28000 30000 35000
TSL (Rs.) 25800 26700 26900 28400 28600 31000 31000
Product Financing (SCNL) (Rs.) 4643 6000 2884 3666 3722 4674 4120
MSME (SCNL) (Lakh) 12 11 23 40 50 36 14
SHFL (Lakh) 13 15 14 15 14 13 13
SFL (Lakh) - - - 287 6 12 13

Narnolia Financial Advisors Ltd.
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Financial Details
Balance Sheet
FiginRs Cr
Y/E March FY14 FY15 FY16 | FY17 FY18 FY19 | FY20E | FY2IE
Share Capital 29 31 31 62 47 49 49 49
Equity Capital 29 31 31 37 47 49 49 49
Preference Capital - - - 25 - - - -
Reserves & Surplus 116 168 293 600 837 1,101 1,277 1,484
Networth 144 199 324 638 885 1,149 1,326 1,533
Change (%) 17 38 62 97 39 30 15 16
Total Borrowings 1,121 1,630 2,748 3,864 4,411 5,200 5399.2 | 6108.8
Change (%) 90 45 69 41 14 18 4 13
Provisions 2 17 26 71 11 15 16 16
Other Liabilities (152) 164 205 204 992 388 330 342
Total Liabilities 1115.8 | 2010.7 3303.4 | 4777.2 6299 | 6752.8 7071 | 8000.2
Investments 0 0 0 21 72 264 319 384
Loans 785 1,464 2,275 3,199 4,303 4,459 53746 | 5912.1
Change (%) N/A 87 55 41 34 4 21 10
Fixed Assets 12 14 21 51 58 63 93 103
Other Assets 104 183 298 377 733 209 127 154
Cash Balances 215 349 710 1,130 1,134 1,757 1,157 1,448
Total Assets 1115.8 | 2010.7 3303.4 | 4777.2 6299 | 6752.8 7071 | 8000.2
Income Statement FainRsCr
Y/E March FY14 FY15 FY16 | FY17 | FY18 | FY19 | FY20E | FY2IE
Interest income 167 299 470 673 960 1,186 981 1,020
Interest expended 106 177 290 436 534 642 597 643
Net Interest Income 61 122 180 237 425 544 383 378
Change (%) 142 98 48 32 79 28 (29) (1)
Other Income 24 25 89 129 18 171 311 316
Change (%) 64 3 256 45 (86) 868 82 1
Total Net Income 86 147 269 366 497 806 838 843
Change (%) 114 71 83 36 36 62 4 1
Operating Expenses 62 100 160 269 337 437 465 465
Change (%) 79 61 60 68 25 30 6 0
Employee Expenses 24 39 88 172 220 305 339 342
Change (%) 48 66 125 94 28 39 11 1
Other Expenses 39 61 72 97 116 132 125 124
Pre-provisioning Profit 23 46 108 97 160 368 374 378
Change (%) 338 98 133 (11) 66 130 1 1
Provisions - - 21 59 44 52 135 99
Change (%) N/A N/A N/A 182 (24) 18 157 (26)
PBT 23 46 88 38 116 316 239 279
Tax 8 15 30 13 41 114 62 73
Profit After Tax 16 32 58 25 75 201 176 206
Change (%) 346 104 83 (57) 200 (169) (12) 17
Adjusted Profit After Tax 16 32 58 25 75 201 176 206
Change (%) 346 104 83 (57) 201 (169) (12) 17

Narnolia Financial Advisors Ltd.
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Financial Details

Key Ratios
Y/E March FY14 FY15 FY16 | FY17 | FY18 | FY19 | FY20E (| FY21E
Balance Sheet Metrics
AUM 1056 2141 3271 4067 5757 7067 7775 8552
Off-Book AUM 785 1464 2275 3199 4303 4459 5375 5912
AUM Growth (%) N/A 102.7 52.8 24.3 41.6 22.8 10.0 10.0
Borrowing Growth (%) 90.0 455 68.6 40.6 14.2 17.9 3.8 13.1
Loan/Borrowing (%) 0.7 0.9 0.8 0.8 1.0 0.9 1.0 1.0
Disbursement (Rs Cr) 0 2366 3915 4133 6386 7762 7691 6464
Disbursement Growth (%) N/A N/A 65.5 5.6 54.5 21.6 (0.9) (16.0)
CRAR (%) 15 16 17 24 24 28 26 26
Tier 1 (%) 14.3 9.6 11.3 16.6 20.3 19.9 21.3 21.8
Tier 2 (%) 1.0 6.1 5.5 7.6 3.4 8.6 4.8 43
Debt/Equity(x) 7.8 8.2 8.5 6.1 5.0 4.5 4.1 4.0
Assets Quality Metrics
Gross NPA (Rs) 0 0 5 523 226 205 145 154
Gross NPA (%) 0.0 0.0 0.2 14.5 4.4 2.9 27 2.6
Net NPA (Rs) 0 0 3 462 131 92 62 66
Net NPA (%) 0.0 0.0 0.1 12.8 2.6 1.3 1.2 1.1
Specific Provision Coverage (%) 50 50 50 12 42 55 57 57
Provision/Average Advances (%) - - 0.8 1.6 0.9 0.8 1.8 1.2
Margin Metrics
Yield On Advances (%) 15.9 18.7 17.4 18.3 19.5 18.5 15.9 14.9
Cost Of Funds (%) 9.5 12.9 13.2 13.2 11.8 124 11.3 11.2
Spread (%) 6.4 5.8 4.1 5.2 7.7 6.1 4.6 3.7
NIM on AUM (%) 5.8 7.6 6.6 6.5 8.7 8.5 7.9 7.0
Profitability & Effeciency Metrics
Int. Expense/Int.Income (%) 63.3 59.3 61.7 64.8 55.7 54.2 60.9 63.0
Other Income/NII (%) 39.4 20.5 494 54.2 4.2 31.5 81.2 83.6
Operating Profit/Net Income (%) 274 31.7 40.3 26.4 32.2 45.7 44.6 44.9
Net Profit/Net Income (%) 18.2 21.6 21.6 6.8 15.0 25.0 211 24.5
Cost to Income (%) 72.6 68.3 59.7 73.6 67.8 54.3 55.4 55.1
Employee Exp/Net Income (%) 27.5 26.7 32.9 47.0 44.3 37.9 40.5 40.5
Cost on Average Assets (%) 5.9 6.3 5.9 7.3 6.9 6.8 6.3 5.7
Provision/PPP (%) - - 19.2 60.8 27.7 14.2 36.0 26.3
Tax Rate (%) 33.5 31.7 33.8 341 354 36.2 26.1 26.0
Valuation Ratio Metrics
EPS (Rs) 7 12 18 7 16 41 36 42
Change (%) 346.4 82.8 47.8 | (63.5) 136.9 163 (12.4) 16.9
ROAE (%) 11.6 18.4 221 5.2 9.8 19.8 14.3 14.4
ROAA (%) 1.7 2.0 2.2 0.6 1.4 3.1 2.6 2.7

Dividend Payout (%) - - - - - - - -
Dividend yield (%) - - - - - - - -

DPS - - - - - - - -
Book Value(Rs) 62 77 101 170 185 235 271 313

Change (%) 17 24 31 67 9 27 15 16
P/B (X) - - 3.2 2.1 2.2 0.9 0.8 0.7
P/E (X) - - 180 | 537 | 255 5.2 5.9 5.1

Narnolia Financial Advisors Ltd.
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Financial Details

Exhibit: DuPont Analysis

FY14 | FY15 | FY16 | FY17 | FY18 | FY19 | FY20E | FY2IE
Interest Income 18.0 19.1 17.7 16.7 17.3 18.2 14.2 13.5
Interest expended 11.4 11.4 10.9 10.8 9.6 9.8 8.6 8.5
Net Interest Income 6.6 7.8 6.8 5.9 7.7 8.3 5.5 5.0
Non-Fund Based Income 26 1.6 3.3 3.2 1.3 4.0 6.3 6.2
Total Income 9.2 9.4 10.1 9.1 9.0 12.3 11.9 11.2
Total Operating Expenses 6.7 6.4 6.0 6.7 6.1 6.7 6.7 6.2
Employee Expenses 25 25 3.3 4.3 4.0 4.7 4.9 4.5
Other Expenses 4.1 3.9 2.7 24 21 2.0 1.8 1.6
Operating Profit 25 3.0 4.1 24 29 5.6 51 5.0
Provisions - - 0.8 1.5 0.8 0.8 1.9 1.3
Others
PBT 25 3.0 3.3 0.9 21 4.8 3.2 3.7
Tax 0.8 0.9 11 0.3 0.7 1.8 0.9 1.0

PAT/RoAA 1.7 2.2 0.6 1.4 3.1 2.3

Eaquity Muliper m
. W

18.4 221 19.8 12.7

Narnolia Financial Advisors Ltd.
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