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Recommendation ‘ Time Horizon

Base Case Fair Value ‘ Bull Case Fair Value

Buy in Rs 1520-1540 band & add more on dips to Rs 1330-1350 band Rs 1680 Rs 1805 2 quarters

Industry
BFSI - NBFC Rs 1532
HDFC Scrip Code MUTFIN
BSE Code | 533398
NSE Code | MUTHOOTFIN
Bloomberg ‘ MUTH IN
CMP Oct 21, 2021 | 1531.5
Equity Capital (Rs cr) ‘ 401.3
Face Value (Rs) ‘ 10
Equity Share O/S (cr) 40.1
Market Cap (Rs cr) 61444
Book Value (Rs) ‘ 379.8
Avg. 52 Wk Volumes | 16,72,000
52 Week High (Rs) | 1638.9
52 Week Low (Rs) | 1090.0

Share holding Pattern % (Sep, 2021)
Promoters

Institutions

Non Institutions

Total

L1

HDFCsec Retail research

Our Take:

Muthoot Finance Ltd. (MFL) continues to be the No. 1 gold loan financier, driven by its strong business model led by its lean cost structure, high
standards of collection and operational efficiencies. This has resulted in best-in-class margins along with negligible ALM (Asset Liability
Management) & NPA issues. As normalcy is restored in the post Covid world and businesses resume activities, gold loan demand would return
as customers with stressed cash flows and short term needs fall back on gold loans. MFL has a comfortable liquidity position with ~Rs 8250cr as
cash and investments which when deployed would result in NIM expansion and higher return ratios.

The non-gold portfolios faced asset quality challenges due to the pandemic and the management had strategically decided to curtail
disbursements resulting in de-growth in the housing loan and vehicle finance business. However the management expects these businesses to
pick up Q2FY22 onwards.

On February 12, 2021, we had initiated coverage on the stock (Link) with a recommendation to ‘Buy on dips to Rs 1220-1228 band and add
further in Rs 1113-1121 band’ for base case fair value of Rs 1325 and bull case fair value of Rs 1406. The stock entered our buying range on
March 8 and achieved both the targets on June 2, 2021.

Valuation & Recommendation:

We expect the MFL to maintain strong RoEs of >25% and RoAs of >7% by FY23E. Margins are expected to improve on higher gold lending, lower
cost of borrowing and deployment of surplus cash Given the fast growth in book values, high profitability, high return ratios and low balance
sheet risk, gold loan companies deserve to be valued higher than other NBFCs. We have not gone for SOTP valuation of MFL but value the whole
company on P/ABV. We feel investors could buy the stock in Rs 1520-1540 band and add on dips to Rs 1330-1350 band (2.2x Sep-23E ABV) for
base case fair value of Rs 1680 (2.75x Sep-23E ABV) and bull case fair value of Rs 1805 (2.95x FY23E ABV) in 2 quarters. At CMP the stock is trading
at 2.5x Sep-23E ABV.

Changes since our last report

stock rating meter

for details about the ratings, refer at the end of the report
* Refer at the end for explanation on Risk Ratings
Fundamental Research Analyst
Atul Karwa
atul.karwa@hdfcsec.com

Old Estimate New Estimate | Variation (%) |
FY22E FY23E FY22E FY23E FY24E ‘ FY22E ‘ FY23E
NII 7920 8958 7839 9161 10723 -1.0 2.3
PPoP 6031 6910 6098 7243 8610 1.1 4.8
PAT 4367 5006 4434 5269 6266 1.5 5.3
EPS 108.9 124.8 110.5 131.3 156.2 1.5 5.2

(Source: Company, HDFC sec)
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Particulars (Rs cr) Q1 FY22 Q1 FY21 YoY (%) Q4 FY21 QoQ (%) FY21 FY22E FY23E

NII 1702 1445 17.8 1838 -7.4 6636 7839 9161 10723
PPoP 1334 1140 17.0 1361 -2.0 5101 6098 7243 8610
PAT 971 841 15.5 996 -2.5 3722 4434 5269 6266
EPS (Rs) 24.2 21.0 15.5 24.8 -2.5 92.8 110.5 131.3 156.2
P/E (x) 16.7 14.0 11.8 9.9
P/ABV (x) 4.2 3.4 2.8 2.3
RoAA (%) 6.5 6.5 6.9 7.2

(Source: Company, HDFC sec)

Recent Developments

Q1FY22 Result Update

MFL reported a muted performance in Q1FY22, a quarter impacted by staggered lockdowns due to second wave of Covid. Net interest
income grew by 18% YoY but declined 7% on a sequential basis to Rs 1702cr. Consolidated AUM grew by 27.4% driven by 28.6% growth in
gold loans to Rs 52,069cr while non-gold loans de-grew 31.9% YoY to Rs 545cr. On a sequential basis AUM was flat. LTV declined by ~390bps
goq to ~71%.

Interest spread declined by 34bps to 12.9% led by ~190bps compression in yield on advances. Total borrowings increased by 4% qoq,
leading to an absolute increase in interest expenses (up 3% qoq) in Q1FY22. Consequently NIMs compressed 101/134 bps YoY/QoQ to
12.9%. PAT grew by ~16% YoY, but fell 2% QoQ to Rs 971cr on account of lower NIl and higher provision, slightly mitigated by lower opex
(down 23% QoQ). As a matter of prudence it has been maintaining higher liquidity on balance sheet leading to near term drag but acts as a
cushion in case the funding environment deteriorates.

Stage lll loans increased during the quarter to 1.2% vs 0.9% QoQ. Average monthly disbursement stood at Rs 5200cr. Despite COVID-related
lockdowns, MFL added ~115k new loan accounts in Q1FY22. ATS (Average Ticket Size) has largely remained stable (with a declining bias)
over the last three quarters. Muthoot’s subsidiaries, engaged in microfinance, housing finance and auto loans, contributed ~10% to its
overall consolidated AUM. The company reported 5.9% gross stage-3 in home finance, 18% in vehicle finance and 3.7% in microfinance.
Collections remained weak and concerning in microfinance, down to 66% in June 2021 from 71% in May 2021 and 89-94% over March-April
2021.
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Management continues to guide gold loan growth to 15% YoY for FY22 on a conservative basis. It expects AUM growth to gradually pick
up from Q2FY22 led by a gradual rise in branch footfall. In Non gold portfolio, management expects good disbursal in homes loans and
in vehicle finance it will restart its business from Q2FY22 onwards. MFL rationalized 7 branches net in Q1FY22 taking the total gold loan
branch network to 4625 branches.

Key Triggers
Gold loans continue to withess strong momentum

The COVID-19 pandemic brought a paradigm shift in the gold loan market as people started realising that gold is an instrument of credit
rather than an instrument of savings, particularly in India. Demand for gold loans remained strong and increased by 26.5% in FY21 for the
company. Gold loans are one of the easiest ways for people facing financial difficulties to access cash as it is a fairly liquid asset and has
lower scope of loss.

According to the World Gold Council, Indian consumers have US$1.5tn of gold, mostly in the form of jewellery. Overall financing
penetration against this is about USS$150bn (ie, 10%), per estimates. The World Gold Council expects the gold loans market to grow at an
annual rate of 15.7% and reach Rs 4.62 lakh crore in FY22, from 3.45 lakh crore rupees in FY20. Consulting firm KPMG said in a 2020 report
that the total gold loans outstanding in the organized sector in 2019 was estimated at 5.5% of the total household gold holdings in India.
Organized lenders are estimated to account for 35% gold loan market share, with unorganized lenders accounting for the remaining 65%.
This presents the organized players with a huge opportunity for growth. The management is targeting to achieve Rs 1 lakh crore of gold loan
book by FY25 which implies CAGR of 17.4% over FY21-FY25. This could be achieved by targeting more than 2 cr of its old, inactive customers
for driving new loans, increasing the ticket size - as gold loans are being borrowed by small businesses for working capital purposes and
tapping the underpenetrated north and east India by opening new branches every year in these regions..

NIMs to expand driven by lower borrowing cost

Despite increasing competition from Banks, who lend at lower rates, MFL has been able to sustain its NIM. This has been mainly on account
of reach of the company, deeper local knowledge, quick turnaround time and trust built over the years. Borrowers tend to stick with the
company due to small ticket size and short duration loans. We expect NIMs of the company to improve in the coming years as rating
upgrade in Feb-21 by Crisil (from AA/Positive to AA+/Stable) would enable the company to borrow at lower rates. Further the company has
~11.3% of its assets in cash which when deployed would provide a higher return, aiding yield on assets. We have built in 50bps NIM
improvement over FY21-FY24.

(/j ‘RE TAILRESEARCH
’



Muthoot Finance Ltd. 20"

Click. Invest. Grow. YEARS

Lower borrowing cost and cash deployment to drive NIM expansion
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(Source: Company, HDFCsec)

Unwinding of high liquidity to be margin accretive

Muthoot has been running significantly high cash balances due to the slowdown in lending and caution in the time of pandemic, which has
been impacting its NIMs and return ratios. It had ~11.3% of its assets in cash and cash equivalents as of FY21. Deployment of surplus cash
for lending would be margin accretive for the company in the near term as it would have to borrow lesser funds. It has also been raising
funds at very competitive rates and the cost of funds is expected to decline further, which is positive for NIM expansion.

Credit costs to remain negligible

Gold financing is a high 20%+ yield business which is fully secured against gold which is a very liquid asset. Thus NPA is not of any concern as
the company maintains sufficient collateral against its lending. MFL lends at max 75% of the value of gold and has a 25% margin of safety.
The GNPA are merely a technical classification as the outstanding amount is fully recoverable from the collateral. MFL gives sufficient time
to the borrowers to make the payment and auctions gold only as a last resort. In FY21, it auctioned Rs 171cr worth of gold, most of which
were for loans originated in 2016-2018.

MFL is carrying Rs 650cr of expected credit loss provision in the books, which exceeds regulatory requirement by Rs 295cr. Also most of the
loans of the company are repaid in 6 months while the liabilities are relatively of longer term in nature resulting no ALM issues for the
company. We believe write-off to remain negligible mainly related to theft and counterfeits.
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Asset quality to remain stable
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Rise in gold prices could allow higher lending by MFL (and growth in AUM) without seeking additional collaterals.
Gold price have been trading in a range for the past few months. Any increase in the gold prices would allow the company to lend more to
the same customer without seeking additional collaterals. This could drive higher AUM growth. As of Q1FY22 MFL had an LTV of 71%.

International (S/ounce) and domestic (Rs/10 gm) gold price trend
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(Source: Investing.com, Goolge)
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Healthy financial ratios

The company’s earnings profile has been healthy in the past and, has improved further over the last few fiscals to outperform NBFCs and
banks. Over the last 5 years its RoA/RoE has improved from 3.0/15.1% in FY16 to 6.5/27.8 in FY21. This superior profitability can be
attributed to the company’s ability to generate high interest margins while keeping operating expenses and provisioning requirements low.
We expect the company to sustain these ratios going forward

Improvement in return ratios
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Risk & Concern

Sustained competition from other NBFCs and Banks

Emerging competition from other NBFCs, fintechs and Banks who are entering Gold loan space is a concern. However Gold loan companies
have quicker turnaround time, lower ticket sizes, niche customer base, easy accessibility of a large branch network focused only on gold
loans and flexible repayment schedules. With increasing competition from banks, a medium-term yield and NIM decline cannot be avoided.
However, this may be partially offset by lower cost of funds.

Geographical concentration

Despite attempts for gradual diversification, Muthoot Finance’s operations have a high degree of geographical concentration - South India
accounts for 50% of the company’s AUM and 60% of its branches as of FY21. Significant regional concentration renders the company to
vulnerabilities of economic, social, and political disruptions in the region.

Regulatory changes

The permissible loan to value (LTV) in gold lending is capped at 75% by the Reserve Bank of India. Any adverse changes related to the
permissible LTV or caps on lending rates/ NIMs could impact the company negatively.

Overdependence on Gold loans
Although MFL is diversifying to other areas of lending, Gold loans still account for more than 70% of its AUM. Given the large AUM of
Gold loans, the non-gold loan portfolio will take time to reach a decent proportion of the overall AUM.

Fluctuation in gold prices
Wide fluctuations or a sharp fall in gold prices could lead to lower growth in advances in the gold loan business.

Increasing NPA in subsidiary
There has been a sharp increase in GNPA in Muthoot Homefin and Muthoot Money (wholly-owned subsidiaries of MFL) in Q1FY22. In
percentage terms it has increased from 4% to 5.9% for Muthoot Homefin and from 2.4% to 3.7% for Muthoot Money.

Company Background:

Muthoot Finance Ltd is India’s largest, niche gold finance company with a gold loan AUM of ~Rs 52,068cr as of Jun-21 and consolidated
AUM of ~Rs 58,135cr. Headquartered in Kochi (Kerala), the company is majority owned by the Muthoot family (73.4% stake as of Jun-2021).
It currently has 4,625 gold loan branches and presence across 29 states/union territory in the country. However, its footprint is
concentrated mostly in the South with ~60% of the branches. While loans are typically disbursed with tenure of 6-12 months, most of the
loans are repaid within six months — implying average duration of close to six months for the loans.
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Besides gold loans, the company has also diversified into micro finance, housing finance, SME loans, vehicle loans and insurance broking
with promising results. Overall, non-gold businesses contributed ~10% of the consolidated business in FY21 and 2.5% of consolidated PAT.

Outstanding loan book growth Diversified pan-India presence, Branch-wise Break-up
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(Source: Company, HDFC sec)
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(Rs cr) FY20 FY21 FY22E FY23E FY24E As at March (Rs cr) FY20 FY21 FY22E FY23E FY24E
Interest Income 8564 10329 12108 13956 16095 Return Ratios (%)
Interest Expenses 2791 3692 4269 4796 5372 Calc. Yield on adv 22.1 21.4 20.6 20.4 20.2
Net Interest Income 5773 6636 7839 9161 10723 Calc. Cost of borr 8.7 8.9 8.7 8.7 8.6
Non interest income 158 246 235 273 318 Calc. NIM 14.9 13.7 134 134 13.5
Operating Income 5932 6882 8073 9434 11041 RoOAE 28.3 27.8 26.2 25.5 24.9
Operating Expenses 1779 1780 1975 2191 2431 RoAA 6.8 6.5 6.5 6.9 7.2
PPoP 4153 5101 6098 7243 8610 Asset Quality Ratios (%)
Prov & Cont 96 95 147 171 199 GNPA 2.2 1.2 1.0 1.0 1.1
Profit Before Tax 4057 5007 5951 7072 8411 NNPA 2.0 0.8 0.8 0.8 0.8
Tax 1039 1284 1518 1803 2145 Growth (%)
PAT 3018 3722 4434 5269 6266 Advances 22.0 26.9 17.0 16.0 17.0
Borrowings 384 23.7 13.6 12.5 14.1
Balance Sheet NIl 27.7 14.9 18.1 16.9 17.1
(Rs cr) FY20 | FY21 FY22E | FY23E | FY24E | PPOP 33.8 22.8 19.5 18.8 18.9
Share Capital 401 401 401 401 401 PAT 53.0 23.3 19.1 18.8 18.9
Reserves & Surplus 11171 14838 18269 22334 27196 Valuation Ratios
Shareholder funds 11572 15239 18670 22735 27597 EPS (Rs) 75.3 92.8 110.5 131.3 156.2
Borrowings 37130 45946 52185 58700 66962 P/E (x) 20.3 16.5 13.9 11.7 9.8
Other Liab & Prov. 1758 2280 1127 -304 -1634 Adj. BVPS (Rs) 268.5 369.8 452.7 552.1 670.8
SOURCES OF FUNDS 50460 63465 71981 81131 92925 P/ABV (x) 5.3 4.0 3.3 2.7 2.2
Fixed Assets 257 285 314 345 380 Dividend per share (Rs) 15.0 20.0 25.0 30.0 35.0
Investment 1438 1590 1708 1834 1889 Dividend Yield (%) 1.0 1.3 1.6 2.0 2.3
Cash & Bank Balance 5641 7190 6325 5136 4292 Other Ratios
Advances 42604 54063 63254 73375 85849 Cost-Income (%) 30.0 25.9 24.5 23.2 22.0
Other Assets 520 336 380 440 515 Leverage (x) 3.7 3.5 3.4 3.2 3.1
TOTAL ASSETS 50460 63465 71981 81131 92925
(Source: Company, HDFC sec)
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Atul Karwa, (MMS-Finance), 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. HSL has no material adverse disciplinary history as on the date of publication of this report. 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.

Research Analyst or her relative or HDFC Securities Ltd. does have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the
Research Report. Further Research Analyst or her relative or HDFC Securities Ltd. or its associate does have any material conflict of interest.

Any holding in stock — Yes

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and
no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or
what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), 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 company(ies) mentioned herein 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 company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs,
reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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