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Change in Estimates | B Target | B Reco

Change in Estimates

Current Previous
FY20E FY21E FY20E FY21E
Rating BUY BUY
Target Price 1,441 1,441
NIl (Rs.) 84,940 94,669 85,787 95,329
% Chng. (1.0) 0.7)
PPoP (Rs.) 65,289 73,744 64,698 72,094
% Chng. 0.9 2.3
EPS (Rs.) 117.8 130.7 119.3 130.6
% Chng. (1.3) -
Key Financials - Standalone
Y/e Mar FY19 FY20E FY21E FY22E
Net Int.Inc. (Rs m) 80,112 84,940 94,669 107,456
Growth (%) 15.6 6.0 11.5 13.5
Op. Profit (Rs m) 61,605 65,289 73,744 84,993
PAT (Rs m) 25,640 26,726 29,654 33,704
EPS (Rs.) 113.0 117.8 130.7 148.5
Gr. (%) 4.2 4.2 11.0 13.6
DPS (Rs.) 13.0 15.5 15.5 15.5
Yield (%) 1.2 1.4 1.4 1.4
Margin (%) 8.0 7.6 7.4 7.3
ROAE (%) 17.4 15.6 14.8 14.6
ROAA (%) 25 24 2.3 2.3
PE (x) 10.0 9.6 8.6 7.6
P/BV (x) 1.6 1.4 1.2 1.0
P/ABV (x) 1.9 15 1.3 1.1
Key Data SRTR.BO | SHTF IN

52-W High / Low
Sensex / Nifty
Market Cap

Rs.1,297 / Rs.909
39,058 /11,584
Rs.255bn/ $ 3,600m

Shares Outstanding 227m
3M Avg. Daily Value Rs.2905.48m
Shareholding Pattern (%)
Promoter’s 26.25
Foreign 60.75
Domestic Institution 4.77
Public & Others 8.23
Promoter Pledge (Rs bn) -
Stock Performance (%)

iM 6M 12M
Absolute 0.9 (2.4) 3.7
Relative (0.3) 3.2) (10.5)

Shweta Daptardar

shwetadaptardar@plindia.com | 91-22-66322245

Shriram Transport Finance (SHTF IN)

Rating: BUY | CMP: Rs1,125 | TP: Rs1,441

Early signs of BS strengthening
Quick Pointers:
® Disbursements spring positive surprise, grow 7% QoQ

®  Slight deterioration in asset quality; credit costs spike to 242bps; collection
efforts upped

Backed by one-time tax gains (Rs1.7bn), accelerated disbursements
(7%Q0Q/9%Y0oY) and steady asset quality (8.8% Stage 3 assets), SHTF
Q2FY20 earnings (PAT at Rs7.65bn vs PLe: Rs7.13bn grew 26%YoY) stood
impressive defying market challenges. While funding pressures sustained for
past couple of quarters, they have seemingly appeared to be subsiding as
margins stand stable (719bps vs 716bps QoQ) and Management confident of
a better H2FY20 performance. Credit costs, however, disappointed slightly
with spike to 242bps on account of early bucket transitioning reflecting
underlying weak sectoral trends.

While Management cited confidence of a better H2 SHTF on the back of good
monsoon translating into better farm-related cash flows, possible pick-up in
infrastructure activity and government initiatives boosting used CV demand,
sustainable economic growth and stable funding is the key. With business
trends and core operating profit showing signs of stability, SHTF can put up
AUM growth at 15-16%, 7.3% NIMs and 210bps credit costs translating into
15% RoEs over FY20-22E. While our target price at Rs1,441 valued at 1.5x
PABYV Sep- 21E implies 50% discount to diversified CV player like CIFC, it also
sufficiently incorporates market apprehensions. Maintain BUY.

®  Corebook growth impressive: AUM at Rs 1081bn [PLe: Rs 1106bn] grew 2% QoQ
/4% YoY with used CV share in overall mix now at 84.4% as against 82% a year ago.
Used vehicle disbursements stood encouraging at 9%QoQ/7%YoY growth
indicative of built-up of heathier business trends ahead. BSVI pre-buying
Jan’20 onwards, increased rural reach through satellite branches in suburbs
and incremental focus on LCV should enable SHTF to put up 15-16% AUM
growth over FY20-22E.

®  Asset quality slightly deteriorates; collection efficiency intact: GNPA
stood at 8.8% vs 8.6% in the previous quarter [PLe of 8%)], absolute terms
GNPA increased 3% YoY/ 5% QoQ and PCR stood at 32%; credit costs spiking
to 246bps [PLe: 215bps]. A better winter crop and bountiful monsoons
translating into bettering farm cash flows should see credit quality improvement
in H2FY20. Moroever, Co.’s collection efforts in terms of increased customer
visit trips, digital collection drives and importantly reduction in LTV by 5-10% to
60-65% for used and 70-75% for new promises a better performance for rest
FY20. We assess 210bps credit costs and ~7% Stage 3 assets over FY21-
22E.

" RoOE catch-up likely: Initial signs of healthy business pick-up, core operating
metrics stabilizing and bettering funding environment should translate into
steady 15% RoEs over FY21-22E with positive upward bias.
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Exhibit 1: Lower tax, healthy disbursals support PAT

Y/e March (Rs mn) Q2FY20 Q2FY19 YoYgr. QI1FY20 QoQgr.
Interest income 41,099 39,126 5.0 39,868 3.1
Interest expenses 21,134 18,504 14.2 20,431 3.4
Net Interest Income 19,965 20,622 3.2) 19,436 2.7
Total Net Interest Income 19,965 20,622 3.2) 19,436 2.7
Operating & Other Income 1,099 352 212.4 749 46.8
Net revenue 21,064 20,974 0.4 20,185 4.4
Operating expenses 5,189 4,748 9.3 4,758 9.1
Staff Cost 2,505 2,321 7.9 2,331 7.5
Operating profit 15,875 16,226 (2.2) 15,428 2.9
Provisions 6,607 6,836 (3.4) 5,612 17.7
Profit before tax 9,269 9,390 (1.3) 9,816 (5.6)
Tax 1,618 3,295 (50.9) 3,473 (53.4)
Profit after tax 7,651 6,096 255 6,343 20.6
Busines mix
Total AUM 1,081,202 1,043,798 3.6 1,063,435 1.7
on book 1,064,634 1,043,563 2.0 1,044,014 2.0
off book 16,569 235 6,9445 19,421 (14.7)
on book % 98% 100% (1.5) 98% 0.3
Used CV book 912,146 860,574 6.0 890,205 25
New CV book 109,667 127,188 (13.8) 114,505 4.2)
Used CV book share 84% 82% 19 84% 0.7
New CV book share 10% 12% (2.0) 11% (0.6)
Disbursement 131,200 138,030 (4.9) 122,960 6.7
Used CVs 122,820 115,080 6.7 112,600 9.1
New CVs 6,660 16,910 (60.6) 8,910 (25.3)
Asset quality
Gross NPA (mn) 93,966 77,488 21.3 70,998 32.3
Net NPA (mn) 63,800 22,782 180.1 20,554 210.4
Gross NPA (%) 8.8% 8.8% 0.0 8.5% 0.3
Net NPA (%) 5.9% 2.8% 3.2 2.6% 34
Coverage ratio(%) 32.1% 70.6% (38.5) 71.0% (38.9)
Credit Cost (%) 2.5% 2.7% (0.2) 2.0% 0.5
Ratios
Gross Spread (on book) 6.1% 3.6% 254 6.0% 16
NIM/AUM 7.5% 8.2% (71) 7.4% 14
NIM/AUM - Reported 7.2% 7.5% (33) 7.2% 3
Asset quality under IND-AS
Gross Stage 3 93,966 90,925 3.3 89,257 5.3
Gross Stage 3 (%) 8.8% 8.6% 16 8.5% &8
Net Stage 3 63,800 59,794 6.7 60,852 4.8
Net Stage 3 (%) 5.9% 5.7% 17 5.7% 3.1
ECL Prov. on Gross Stage 3 30,165 31,131 (3.1) 28,406 6.2
Coverage Ratio Stage 3 32.1% 34.2% (214) 31.8% 0.9
Gross Stage 1 & 2 974,057 961,726 1.3 958,895 1.6
Net Stage 1 & 2 946,393 935,683 1.1 931,271 1.6
ECL Prov. on Gross Stage 1 & 2 27,665 26,043 6.2 27,624 0.1
ECL Prov. (%) Stage 1 & 2 2.8% 2.7% 13 2.9% (1.4)
Source: Company, PL
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...contributed from used CVs

Exhibit 3:

Exhibit 2: AUM growth improves...
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Exhibit 4: CV mix largely maintained
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Exhibit 5: M&LCVs share inching up

| EM&LCVs " HCVs mPV mTractors  Others Equipment|
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Exhibit 6: NIMs stable as funding challenges begin to subside
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Exhibit 7: Opex climbs as collection efforts increase

—&— Opex growth YoY
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Exhibit 8: Asset quality steady Exhibit 9: Credit costs spike, H2 should improve
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Exhibit 10: TP maintained at Rs1,441, reiterate BUY on compelling valuations

Fair price - EVA 1,750
Fair price - P/ABV 1,132
Average of the two 1,441
Target P/ABV 15
Target PIE 10.3
Current price, Rs 1125
Upside (%) 28%
Dividend yield (%) 1%
Total return (%) 29%
Source: Company, PL
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Income Statement (Rs. m)

Quarterly Financials (Rs. m)

Y/e Mar FY19 FY20E FY21E FY22E Y/e Mar Q3FY19 Q4FY19 Q1FY20 Q2FY20
Int. Inc. / Opt. Inc. 155,316 186,029 209,723 235,025 Int. Inc. / Operating Inc. 39,484 38,197 39,868 41,099
Interest Expenses 75,113 86,541 99,846 110,840 Income from securitization - - - -
Net interest income 80,112 84,940 94,669 107,456 Interest Expenses 19,187 18,885 20,431 21,134

Growth(%) 15.6 6.0 115 135 Net Interest Income 20,297 19,313 19,436 19,965
Non-interest income 233 523 811 1,176 Growth (%) 14.7 5.0 6.7 3.2)
Growth(%) (63.1) 125.0 55.0 45.0 Non-Interest Income 457 607 749 1,099
Net operating income 80,344 85,464 95,481 108,632 Net Operating Income 20,754 19,920 20,185 21,064
Expenditures Growth (%) 16.4 2.9 9.7 0.4
Employees 8,831 9,537 10,395 11,331 Operating expenditure 4,553 4,799 4,758 5,189
Other Expenses 9,479 10,048 10,751 11,718 PPP 16,202 15,120 15,428 15,875
Depreciation 430 590 590 590 Growth (%) - - - -
Operating Expenses 18,309 19,584 21,146 23,049 Provision 6,362 5,398 5,612 6,607
PPP 61,605 65,289 73,744 84,993 Exchange Gain / (Loss) - - - -
Growth(%) 14.4 6.0 13.0 15.3 Profit before tax 9,839 9,722 9,816 9,269
Provisions 23,823 29,574 34,116 39,953 Tax 3,485 2,262 3,473 1,618
Profit Before Tax 37,783 35,715 39,629 45,040 Prov. for deferred tax liability - - - -
Tax 12,143 8,989 9,974 11,337 Effective Tax Rate 35.4 23.3 35.4 175
Effective Tax rate(%) 321 25.2 25.2 25.2 PAT 6,355 7,460 6,343 7,651
PAT 25,640 26,726 29,654 33,704 Growth 18 9) 11 26

Growth(%) 42 4.2 11.0 13.7
AUM 1,038,17 1,044,82 1,063,43 1,081,20

Balance Sheet (Rs. m) 9 3 5 2

Y/e Mar FY19 FY20E FY21E FY22E YoY growth (%) 4.1 85 58 36
Source of funds Borrowing 721,717 877,796 1,019,29 1,201,66
Equity 2,269 2,269 2,269 2,270 9 5
Reserves and Surplus 156,004 182,819 212473 246,177 _ YoY growth (%) 16.0 288 17.4 30.1
Networth 158,363 185088 214,742 248447 ey Ratios

Growth (%) 16.7 16.9 16.0 157 vie Mar FY19  FY20E  FY21E  FY22E
Loan funds 879,144 996,252 1,122,369 1,297,135 CMP (Rs) 1125 1125 1125 1125
Growth (%) 7.0 13.3 127 156 £ps(rs) 113.0 117.8 130.7 148.5
Deferred Tax Liability - - - * Bookvalue (Rs) 697.9 8157 9464  1,094.7
Other Current Liabilities 15,418 20,590 35,350 36,080 Adj. BV(Rs) 6073 738.9 880.0 1,016.6
Other Liabilities - - - T PEWX 10.0 9.6 8.6 7.6
Total Liabilities 1,052,925 1,201,930 1,372,462 1,581,662 PIBV(X) 16 14 12 1.0
Application of funds PIABV(x) 19 15 13 11
Net fixed assets 1,454 1,528 1,604 1,685 DPS (Rs) 13.0 155 155 155
Advances 967,515 1,107,805 1,281,730 1,486,807 Dividend Payout Ratio(%) 115 132 119 10.4
Growth (%) 6.6 145 157 160 piidend Yield(%) 12 14 14 14
Investments 39,991 40,790 41,198 41,610
Current Assets 40,734 41036 44,375 63,792 Asset Quality
Net current assets 25,316 20,447 9,025 27,712 Yle Mar FY19 FY20E FY21E FY22E
Other Assets 3,211 3,311 3,533 3,713 Gross NPAs(Rs m) 70,998 84,826 92,423 104,631
Total Assets 1,052,925 1,201,930 1,372,462 1,581,662 Net NPA(Rs m) 20,554 17,424 15076 17,722
Growth (%) 8.3 14.2 14.2 15.2 Gross NPAs to Gross Adv.(%) - - - -
Business Mix Net NPAs to net Adv.(%) 2.2 1.7 1.3 1.3
AUM 1,044,823 1,195,727 1,374,008 1,584,051 NPA coverage(%) 71.0 79.5 83.7 83.1
Growth (%) 8.5 14.4 14.9 15.3 DU-Pont as a % of AUM
On Balance Sheet 850,847 978,474 1,135,030 1,321,175 Ve Mar 19 FV20E V2lE FV2oE
% of AUM 81.43 81.83 82.61 83.40
Off Balance Sheet 193,976 217,253 238,978 262,876 Nl 8 e 4 73
% of AUM 1857 1817 17.39 16.60 NIl INCI. Securitization 7.8 8.8 8.5 8.4
Total income 7.9 8.9 8.6 8.5

Profitability & Capital (%) Operating Expenses 1.8 1.8 1.7 1.6

Y/e Mar FY19 FY20E FY21E FY22E PPOP 6.0 7.1 6.9 6.9
NIM 8.0 7.6 7.4 7.3 Total Provisions 2.3 2.6 2.7 2.7
ROAA 25 2.4 2.3 2.3 ROAA 2.5 24 2.3 2.3
ROAE 17.4 15.6 14.8 14.6 Avg. Assets/Avg. net worth - - - -

Source: Company Data, PL Research ROAE 17.4 15.6 14.8 14.6

Source: Company Data, PL Research
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Price Chart Recommendation History

®s) No. Date Rating TP (Rs.) Share Price (Rs.)
16501 1 3-Oct-19  BUY 1,441 1,035
1434 - 2 4-Jul-19 BUY 1,481 1,063
3 9-May-19  BUY 1,481 1,027
28 4 22-Apr-19 BUY 1,568 1,213
1001 5 5-Apr-19 BUY 1,568 1,224
6 29-Jan-19 BUY 1,657 1,056
e & 5 S E = 3 3 7 7-Jan-19 BUY 1,660 1,176
8 2 8 2 8 g 8
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 BaajFance . BUY 468 4050
2 Capital First UR - 495
3 Cholamandalam Investment and Finance Company BUY 356 287
4 Edelweiss Capital NR - 276
5 HDFC Accumulate 2,274 1,972
6 L&T Finance Holdings Hold 88 86
7 LIC Housing Finance Accumulate 409 373
8 Mahindra & Mahindra Financial Services Accumulate 362 334
9 Shriram Transport Finance BUY 1,441 1,035
PL’s Recommendation Nomenclature (Absolute Performance)
Buy o > 15%
Accumulate : 5% to 15%
Hold : +5% to -5%
Reduce : -5% to -15%
Sell T <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
October 27, 2019 7
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ANALYST CERTIFICATION
(Indian Clients)

Well, Ms. Shweta Daptardar- MBA-Finance Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Ms. Shweta Daptardar- MBA-Finance Research Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are
not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act,
1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major
Institutional Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major
Institutional Investors, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.

Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India | Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209
www.plindia.com | Bloomberg Research Page: PRLD <GO>
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