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Shriram Transport

Reuters: SRTR.BO; Bloomberg: SHTF IN
AUM growth at ~15% for FY23; Asset quality to improve

We hosted Shriram Transport (SHTF) as part of our annual investor conference.
The key highlights of the call are- (1) Expect merger between SHTF, Shriram
City Union Finance (SCUF) and Shriram Capital to be completed by Oct-Nov’22
(our_note on merger) (2) Expect combined entity (SHTF + SCUF) to report
combined AUM growth of 15% for FY23 (3) The NBFC may continue to follow
Nov’12 circular on NPA recognition despite the extension in deadline to Sept’23
(4) Credit costs for 4QFY22 expected at ~2% (5) CoF likely to improve by 20-
25bps over the next two quarters as 85-90% of the borrowings are fixed in
nature. Disbursements and collections were affected for three weeks from
Dec’21 end until 10t Jan’22, post which the same has improved. Demand for
Used CVs remains strong from Infra and Mining activities, with utilization
improving to 85-90%. Used Vehicle prices are up by 15-20%. Shriram Transport
is the largest player in the Used CV market and is well placed to gain market
share from the pick-up in CV replacement demand. In the last two years, SHTF’s
asset quality has remained better compared to peers while write-offs at 1.6%
(avg over last 7 qtrs) have remained in line with the 10-year average of 1.7%.
The third covid wave has been less severe than expected with minimal impact
on disbursements and collections. With this note, we rollover our valuation
basis to FY24E (earlier Sept'23). We value SHTF at 1.8x FY24E P/ABV to arrive
at a target price (TP) of Rs1,761 and maintain BUY.

Merger expected to be completed by Oct-Nov’'22: The NBFC has applied to
regulators and there are no major observations that may delay the process. IT
integration is likely to take 7-10 days as both the entities are using the same platform.
HR integration is likely to be smooth as both the entities follow the same
culture/processes. There is minimal branch overlap in North, West and East while
there is some overlap in South. However, no layoffs or branch closure is anticipated.
The management expects AUM growth of ~15% for the merged entity. SHTF
executives with field expertise will be transferred to SCUF and vice-versa. All SCUF
products (ex-SME) will be rolled out in SHTF branches while SCUF will roll out LCV
and Used CV products. It maintained its guidance of 8-10% (net of merger costs)
incremental profit in the first year post merger and 12-14% in the second year from
cross-sell opportunities. Assuming no synergy benefits and cost of Rs4bn towards
merger-related expenses in the first year, it will reduce profitability by 7.5% for the
combined entity.

Asset quality on the mend: Daily NPA tagging led to 80bps QoQ increase in GNPA
to 8.4% in 3QFY22. Around 2.5p.p. GNPA are less than 90dpd but are classified as
GNPA due to daily tagging. The NBFC expects 40-50% of increase in GNPA to fall by
4QFY22. The RBI recently extended NPA recognition and classification deadline to
30 Sept'22. However, the Board may take a call on provision reversals or on
continuation of daily tagging. The IR was of the view that it may remain compliant to
daily tagging. Credit cost for 4QFY22 is expected at 2%. The stressed segment of
ola/uber/bus transportation, etc. constitutes 3-3.5% of the portfolio. 50-60% of them
are now generating cash flows. 90% of restructuring is towards this segment.

Other highlights: Digital is at 20% and bank collections are at 30-40% of overall
collections. Expect this to increase by 3-5p.p. each year.
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Key Data

Current Shares O/S (mn) 270.5
Mkt Cap (Rsbn/US$bn) 340.3/4.6
52 Wk H/L (Rs) 1,696/1,103
Daily Vol. (3M NSE Avg.) 1,125,327

Price Performance (%)

1M 6M 1Yr

SHTF 30 03 (104)
Nifty Index (19) 50 153

Source: Bloomberg

Please refer to the disclaimer towards the end of the document.


https://www.nirmalbang.com/Upload/Shriram-Transport-Finance--Company-Update-14-December-2021.pdf
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Exhibit 1: One-year forward P/B and P/B adj.
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Exhibit 2: Income statement Exhibit 4: Key ratios
Y/E March (Rs mn) 2020 2021 2022E  2023E  2024E  Y/E March (Rs mn) 2020 2021  2022E  2023E  2024E
Financing Income 162,675 1,71281 187,834 210531 2,41,069 Spreads Analysis (%)
Finanancing charges 82703 90543 99644 1,07371 122945 |Interestyields (onadvances) 164 163 164 162 162
- . Avg Cost of funds 91 9.0 9.2 9.0 9.0
Net F 79,972 7 A 1,03,1 1,18,124

et mar:cmg income 9,9 80,739 88,190 03,160 8 NIMs 80 77 77 79 79
Change (%) 16 1.0 82 17.0 145 Interest spread 73 72 72 72 72
Other Income 3,152 3,083 3,391 3,560 3738
Net Income 83124 83821 91581 1,06,721 1,21,862 Profitability Ratios (%)

Change (%) 35 0.8 93 16.5 142 RoE 14.8 12.6 10.0 14.6 15.8

Employee Cost 10108 9063 10087 11440 12364 FOA 23 20 18 2.7 29

Other Operating E 10,680 10795 11207 12310 13731 Int. Expended/Int.Earned 50.8 52.9 53.0 51.0 51.0
er Dperating EXp- ’ ' : : : Other Inc./Net Income 38 37 37 33 3.4

Operating Profit 62,336 63964 70,287 82971 95768 23 22 19 29 31

Change (%) 1.2 26 9.9 18.0 154 Efficiency Ratios (%)

Total Provisions 27949 31,184 38562 29440 29,805 Op. Exps./Net Income 250 237 233 223 214

% to operating income 448 488 549 355 31.1 _Empl. CostiOp. Exps. 486 456 4714 482 474

PBT 34,387 32,780 31,724 53531 65963

T 9,368 7,908 7995 13490 16,623 Asset-Liability Profile (%)

& ' ’ ’ ' ' Loans/Borrowings Ratio 1083 1020 1092 1092 1092
Tax Rate (%) 212 241 252 252 252 GNPA 91771 82,928 1,02454 118696 1,37,361
PAT 25018 24,873 23,730 40,041 49,341 NNPA 59911 48,067 52764 59348 68,680
Change (%) 24 -0.6 -4.6 68.7 232  GNPL ratio (%) 8.4 7.1 7.9 7.9 8.1
Dividend 1134 4555 5052 7,034 7386 NPLrato (%) 56 42 40 39 40

- — — Leverage 6.3 6.0 5.3 55 5.4
Source: Company, Nirmal Bang Institutional Equities Research Average leverage (on BS) 65 6.2 57 5.4 5.4
CAR 20 225 234 224 223
Exhibit 3: Balance sheet Source: Company, Nirmal Bang Institutional Equities Research
Y/E March (Rs mn) 2020 2021  2022E  2023E  2024E
Capital 2,269 2,531 2,705 2,705 2705 .
Reserves & Surplus 177,783 2,113,153 255,756  2,88,763  3,30,718  Exhibit 5: Valuations
Net Wofth 180052 215684 258462 291469 333428 Ty 2020 2021 2022E 2083E  2024E
Borrowu‘:gs 943,718 10,61,964 11,04209 12,81,812 14,50,302 BVPS (INR) 704 852 95535 107735 12324
Change (%) 73 125 40 16.1 131 BY Growth (%) 137 74 121 12.8 144
Other Liabilities 17,517 19,141 19,913 20,708 21 ,371 Price-BV (X) 16 15 13 1.2 1.0
Total Liabilities 11,41,286 12,96,789 13,82,583 15,93,989 18,05,097 Ad]USted BV per share 529.5 662.4 760.3 858.0 978.6
Investments 27,985 31 ,979 35,1 76 38,694 42,563 P/ABV 2.4 1.9 1.6 1.5 1.3
Change (%) -300 143 100 100 100 “EPS(INR) 1074 1010 877 1480 1824
Loans 10,22,316 10,83,030 12,05,797 13,99,738 15,83,730 Growth (%) 49 6.0 131 68.7 23.2
Change (%) 5.7 5.9 13 16.1 131 Price-Eamings (x) 1.7 12.4 143 8.5 6.9
Net Fixed Assets 4,804 4,353 3,837 3,898 4,017 Dividend 6.0 18.0 220 26.0 273
Net Current Assets 86,181 1,77426 137,773 151,658 1,74,786 Dividend Yield (%) 05 14 18 21 22
Total Assets 11,41,286 12,96,789 13,82,583 1593,989 18,05,096

Source: Company, Nirmal Bang Institutional Equities Research

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
29 December 2020 Buy 1,016 1,265
31 Jan 2021 Buy 1,291 1,490
21 Feb 2021 Buy 1,405 1,714
3 May 2021 Buy 1,345 1,732
8 June 2021 Buy 1,487 1,730
2 Aug 2021 Buy 1,390 1,805
25 Aug 2021 Buy 1,267 1,805
26 Sep 2021 Buy 1,356 1,745
31 Oct 2021 Buy 1,449 1,785
9 Dec 2021 Buy 1,492 1,785
14 Dec 2021 Buy 1,385 1,785
26 Jan 2021 Buy 1,167 1,653
21 Feb 2022 Buy 1,254 1,761
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a registered
Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a registered Stock
Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different or
contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities Market.
NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its associates or Analyst do not
have any conflict or material conflict of interest at the time of publication of the research report with the subject company. NBEPL or its associates or
Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the
date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company covered
by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other benefits from the company covered
by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee of Subject Company and
NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Sonal Gandhi, research analyst, the author of this report, hereby certify that the views expressed in this research report
accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research.
The analysts are principally responsible for the preparation of this research report and have taken reasonable care to achieve and maintain
independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not soliciting any action
based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such transaction. In
preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to any other person in
any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or intended for
distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and
it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its affiliates or employees shall not be in any way
responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. NBEPL or any of its affiliates or employees do not
provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this statement
from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide information in response
to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is appropriate in light
of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual
security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock
market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the
director or the employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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