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Worst is over; Compelling Valuations

We believe concern over Manappuram Finance (MFL) performance in
CMP: INR 94 terms of yield decline, margins, elevated credit cost in microfinance
segment has largely been over and the growth is expected to bounce
back from H2FY23 onwards. Competition in the gold loan sector in terms
of pricing is easing out as most of the lenders have discontinued teaser
rate loans and lending incrementally at the increased vyield in view of
rising interest rates .

Rating: Buy
Target Price: INR 131

Stock Info . .
Margins and Yield have largely bottomed out
BSE 31213 Higher competition in the gold loan industry had prompted MFL to launch
NSE MANAPPURAM teaser loans that put pressure on its NIM and profitability for 3-4
Bloomberg MGFL IN quarters. The company stopped the scheme and largely shifted towards
Reuters MNELBO higher-yielding Ioans.. Thus, we F)elu.ave yield and margin have Iargely
bottomed out and will see expansion in the current quarter over previous
Sector BFSI quarter. Company’ teaser loan book which was at 10% of the book as on
Face Value (INR) 2 Q1FY23 has come down significantly. Yield on the gold loan portfolio
Equity Capital (INR Cr) 169 increased from 18.8% to 19.4% QoQ in Q1FY22. The incremental lending
on the gold loan side is at around 20-22%. We believe the yield and
Mkt Cap (INR Cr) 8,113 . . . .
margin concern will get addressed in the current quarter and will see
52w H/L (INR) 224 /82 expansion. However, growth expected to be a marginal and bounce back
Avg Yearly Vol (in 000’) 5,816 expected from H2FY23 onwards.

No major additional credit cost expected in Asirvad MFI: Profitability of

Shareholding Pattern % the Asirvad MFI was impacted in the last 3-4 quarters due to higher credit

(As on June, 2022) cost and also growth has declined. GNPA of the company in MFI segment
Promoters 35.1 has gone up sharply from 2.6% in Q2FY22 to 7.7% in Q1FY23. However,
Fil 28.9 GNPA of new MFI book (disbursals post May’21) is less than 1%. We
ol e believe, going ahead credit cost will be lower with improved yields in the

MFI segment. Given the largely over of credit cost cycle and expectation
Public & Others 22.5 of stability in asset quality, Asirvad’s growth trajectory has resumed. Its

AUM has been increasing at a monthly rate of INR 150 cr over May-
Stock Performance (%) im  3m  12m July’22 with an improved vyield of 24% as compared to 20.3% upto

Manappuram Finance -9.6 12.5 -43.5 Mar'22.

Outlook and Valuation; Maintain Buy:

MFL’ has underperformed the broad market indices significantly over the
past 8-9 months due to pressures on margins which had impacted the
profitability and loan growth was lower. However, we believe, MFL’s
performance on gold loan side stabilizing gradually with improving yield
and there will be no major credit cost in the microfinance segment going
forward. We need to keep watch on loan growth numbers which is
expected to be a marginal in the current quarter and bounce back
expected from Q3FY23 onwards. Current valuations at 0.8x FY24E P/ABV
seems favorable considering RoA/RoE of 4.1%/16% by FY24E. We have a
Buy rating on the stock with a target price of INR 131.

Nifty 53 66 -46

incr. FY21 FY22 FY23E FY24E
NIl 4112 4050 3906 4451
PPOP 2756 2270 2339 2758
PAT 1725 1329 1525 1779
0, 10, 0 0,
Raju Barnawal NIM 16.0% 14.0% 12.2% 12.3%
. . . RoA 5.7% 4.0% 4.1% 4.1%
Raju.b@arihantcapital.com . . . 0
022 67114870 RoE 26.4% 16.9% 16.2% 16.2%
P/ABV 1.1 1.0 0.9 0.8
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Stock Rating Scale Absolute Return
BUY >20%
ACCUMULATE 12% to 20%

HOLD 5% to 12%
NEUTRAL -5% to 5%
REDUCE -5% to -12%

SELL <-12%
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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