INSTITUTIONAL EQUITY RESEARCH

Shriram Transport Finance iy

Pick up in disbursement strengthens revival hope

INDIA | BFSI | Quarterly Update

Shriram Transport Q3FY15 NIl came in at Rs10.5bn marginally ahead of estimates aided by
39.4%yoy growth in disbursement and 4bps goqg expansion in NIMs to 6.64%. However as
credit cost continue to remain higher at 2.3%, net profit grew by a moderate 3.7%yoy to
Rs3.12bn. Asset quality showed slight improvement as GNPA/ NNPA declined by 15bps/
6bps qoq to 3.6%/ 0.7% respectively. SHTF being a dominant player in used CV segment, is
well placed to benefit from the up cycle in CV segment. Maintain BUY with price target of
Rs1,300.

Key highlights for Q3FY15

e NIl grew by 12.9%yoy to Rs10.5bn, marginally ahead of expectation. The NIl growth
picked up slight pace helped by gradual improvement in AUM growth to 6.9%yoy and
4bps qoq improvement in NIM’s to 6.6%. The improvement in NIM was driven by higher
proportion (93%) of high yielding used vehicle segment. There was no securitization
during the quarter due to lack of demand from banks. Management has guided for pick
up in securitization deals going forward, which along with downtrend in interest rate
cycle will aid in lower cost of funds.

e Disbursement picked up pace as it grew by a significant 39.4%yoy to Rs90bn, helped by
32.9%yoy growth in used CVs, which contribute 93% to the total disbursement. Large
part of the disbursement growth was in the HCV segment led by higher replacement
demand. Resultantly AUM growth was a bit better at 6.9% as against 3% in Q2, though
still remain soft.

e Asset quality showed slight improvement as GNPA/ NNPA ratio declined 15bps/ 6bps
goq to 3.6%/ 0.7% respectively. However as the NPLs moved down to lower buckets,
the credit cost remained higher at 2.3%. As the CV recovery pick up pace over FY16/17
the GNPA ratio is expected to moderate to 3.2% by FY17.

Outlook & Valuation

We believe that STFC is well positioned to benefit from a pickup in demand in used HCV
segment. As the recovery gets broad based and spread to other segments of CV, the AUM
growth will show gradual improvement over the next two years. We expect the overall AUM
growth to be in the range of 14-15% over FY16/17. On the back of slower top line growth,
constant decline in securitization income and higher credit costs, RoAs have declined to
2.2% during 9MFY15. We believe that the NIMs and securitization income have bottomed,
and going forward, these should improve giving a boost to return ratios. At the CMP, STFC
trades at 2.1x FY17E Adj BV with RoA/ RoE of 2.5%/ 15%. We introduced FY17 estimates and
rolled our target multiple to FY17 book value. Maintain BUY with PT of Rs1,300.
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KEY FINANCIALS
Rs mn FY15E FY16E FY17E
Pre-prov ROE (%) 34.56 34.08 34.37
Pre-prov ROA (%) 5.84 5.79 5.87
Net Profit 12,058 14,243 17,229
% growth (4.62) 18.12  20.96
EPS (Rs) 53.1 62.8 75.9
Adj BVPS (Rs) 398.3 456.3 526.9
ROE (%) 13.65 14.17 14.98
P/E (x) 20.7 17.5 14.5
Adj P/BV (x) 2.8 2.4 2.1

Source: PhillipCapital India Research Est.
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Result Update

Q3FY15 Q3FY14 Q2FY15 YoY (%) QoQ (%)

Interest income 20,534 16,832 18,793 22.0 9.3
Interest expenses 11,351 10,434 10,921 8.8 3.9
Net Interest Income 9,183 6,398 7,871 43.5 16.7
Securitization Income - Net 1,341 2,919 2,196 -54.1 -38.9
NIl including securitization 10,524 9,318 10,067 12.9 4.5
NIM (% of AUM) 6.64 6.51 6.60

Other Income 151 267 169 -43.5 -10.7
Total Income 10,675 9,584 10,236 11.4 4.3
Operating Expenses 2,702 2,517 2,575 7.3 4.9
Cost/Income (%) 25.31 26.26 25.16

Pre Provision Profits 7,973 7,067 7,661 12.8 4.1
Provisions & contingencies 3,269 2,800 3,154 16.8 3.6
Profit before tax 4,704 4,268 4,506 10.2 4.4
Tax 1,580 1,254 1,484 26.0 6.4
Profit after tax 3,125 3,014 3,022 3.7 3.4
EPS 13.8 13.3 13.3 3.7 3.4
AUM 570,713 533,763 555,467 6.9 2.7
Disbursements 89,970 64,560 81,600 39.4 10.3
Gross NPAs 17,797 13,872 16,745 28.3 6.3
Gross NPAs (%) 3.59 3.56 3.74

Net NPAs 3,561 2,817 3,492 26.4 2.0
Net NPAs (%) 0.74 0.75 0.80

CAR (%) 21.07 22.21 21.96

Source: Company, PhillipCapital India Research
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Financials

Income Statement
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Valuation Ratios

Y/E Mar, Rs mn FY14 FY15e FY1l6e FY17e FY14 FY15e FY1l6e FY17e
Net interest income 34,390 38,024 43,110 49,508 No of shares (mn) 2269 226.9 226.9 2269
Other income 4,597 2,038 1,601 1,674 FDEPS (Rs) 55.7 53.1 62.8 75.9
Net Income 38,987 40,062 44,711 51,182 PER (x) 19.7 20.7 17.5 14.5
Operating expenses 9,218 9,539 10,464 11,643 Book value (Rs) 364.6 413.8 4719 5421
Preprovision profit 29,768 30,523 34,247 39,539 P/BV (Rs) 3.0 2.7 2.3 2.0
Provisions 11,488 12,525 12,989 13,824 Adjusted book value (Rs) 351.3 398.3 456.3 526.9
Profit before tax 18,280 17,998 21,258 25,715 P/ABV (Rs) 3.1 2.8 2.4 2.1
Tax 5638 5939 7,015 8,486 P/PPP (x) 2.8 3.1 3.1 3.1
Tax rate 33.0 33.0 33.0 33.0 Dividend yield (%) 0.6 0.6 0.7 0.7
Adjusted Profit after tax 12,642 12,058 14,243 17,229 Key ratios

Net interest margins 8.0 7.8 7.9 8.0

NIl to AUM 6.7 6.8 6.8 6.8
Balance Sheet cost to income ratio 23.6 23.8 234 22.7
Y/E Mar, Rs mn FY14 FY15e FYl6e FY17e provision to average loan book 3.0 2.8 2.6 2.4
Equity 2,269 2,269 2,269 2,269 RoAA 2723 24 26
Reserves 80,463 91,636 104,804 120,743 ROAE 16.3 13.7 14.2 15.0
Net worth 82,732 93,905 107,073 123,012 Gross NPA 14,505 16,733 17,644 18,482
Borrowings 369,116 417,769 482,653 555,400 Gross NPA (%) 39 38 35 32
Current liabilities 40,409 41,5594 39,732 38,481 Net NPA 3029 3,522 3528 3,465
Total liabilities 492,257 553,267 629,459 716,893 Net NPA (%) o 08 07 06
Net block 1,007 989 978 976 C.RAR 234 238 223 202
Investments 27,253 28,601 29,852 31,165 Tier | (%) 187 190 173 152
Loans 388,882 440,354 504,126 577,573
Current assets 75,116 83,323 94,502 107,179
Total assets 492,257 553,267 629,459 716,893

Source: Company, PhillipCapital India Research Estimates
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been
prepared by Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating,
target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in
this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the
information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale
of any security, investment or derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains
information provided to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this
information is correct, PCIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading
does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that
such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking
services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its
employees, directors, or affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the
company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither
PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed
herein are current opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the
information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) 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 PhillipCapital (India) 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, PhillipCapital (India) 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.
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