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Consistent healthy quarter, valuation still provides room

SHRIRAM

About the stock: Shriram Finance (SHF) is large financier with a strong rural Finance
presence engaged in credit solution for commercial vehicles, two-wheeler, car loans,
home loans, gold loans and small business. Particulars

Particulars Amount

e As of 30 June 2024, SHF has a huge presence with 3095 branches across

India and employee count of 75813, customer base of ~87.2 lakhs. < 11360 crore

Market Capitalisation

52 week H/L 3059/1759

Q1FY25 performance: Shriram Finance reported an all-round performance in

Q1FY25. Growth in NIl came at 20.6% YoY, backed by healthy traction in AUM T 50559 Crore

MNet worth

Face Value 10.0

(20.8% YoY to X 2.33 lakh crore) offsetting impact of decline in margins (23 bps
QoQ). Sequential decline in margins is attributable to moderation in growth of high
yield segment i.e gold & personal loans. The same percolated in operating profit
growth at 23.3% YoY partly offset by uptick in credit cost (35% YoY) resulting in
18.2% YoY growth in earnings at X 1980 crore. Within AUM, PV (26.7% YoY), MSME
(~44% YoY) and 2-wheeler (~29% YoY) witnessed healthy traction while CV and
personal loans remained slower at 14.3% and 12.7% YoY, amid external
environment. Asset quality remained resilient with 11 bps & 6 bps QoQ decline in
Stage 2 & 3 asset at 6.66% & 5.39% with coverage maintained at ~51%.

Shareholding pattern

(in %)

Sep-23 Dec-23 Mar-24 Jun-24

Promoter 255 25.4 25.4 25.4

Fll
DIl
Others

54.7 54.0 53.9 54.3
15.2 15.8 15.7 15.2
4.7 4.8 5.0 5.1

Price Chart

Investment Rationale 3200 T 28000
2800 1 24000
e Relatively better show on asset quality amid prudent under-writing & Zoos 20000
collections: Shriram Finance has delivered relatively superior performance 1600 12888
on asset quality, attributable to focus on collections, despite external 1;881 8000
vagaries of heatwave, seasonality and elections. Stage 2 & 3 assets have 400 4000
decline by 11 & 6 bps QoQ to 6.66% & 5.39%, resulting in moderation in RPN A A
credit cost at 2.2% in Q1FY25. Going ahead, management targets to bring S 5353 5 3
Stage 3 asset at 5% and credit cost at 2% in FY25E which is seen to aid a a -
Shriram Finance Nifty Index

earnings. Expect 12.3% CAGR in PAT in FY25-26E.

e Aim to surpass growth guidance and Opex synergy to aid return ratios:
Management aims to surpass credit growth ahead of its guidance of 15%,
while auto business is likely to grow at 11-12%, non-auto is expected to
continue being higher led by MSME and gold loans, thus, expect advance
growth at 17% CAGR and NII/ AUM to be steady in the range of 8.2-8.4%
in FY25-26E. Emphasizes on cross selling to shore up fee-based income
and harnessing synergy benefit through enlarging product basket to result
in improvement in Cost to AUM ratio ahead and plans to increase coverage
of gold and MSME loans in 500 and 175 branches in FY25-26E, thereby
enlarging customer base and thus opportunity to cross sell which will aid
efficiency and thus earnings ahead.

Rating and Target Price

e Continued improvement in growth with focus on high yielding segments,
tailwinds from steady cost of funds supporting margins in current
environment, gradual improvement in asset quality and synergy benefit in
terms of improving efficiency is seen to aid RoA at ~3% and RoE at 14-
16%. Relatively strong performance and lower valuation warrants further
re-rating. Thus, we revise our target price to X 3400 per share, valuing
standalone business at ~2x FY26E BV and assigning X 103 for housing
subsidiary. Maintain Buy rating on the stock

Key Financial Summary

(i
(ii)

Moderation in credit growth

Higher  competition  could

impact margins
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2 year CAGR

2 year CAGR

| crore FY22 FY23 FY24 (FY22-FY24) FY25E FY26E (FY24-26E)
NIl 9,316 16,698 18,794 42% 21,445 24,246 14%
PPP 7,410 12,344 14,202 38% 16,012 17,997 13%
PAT 2,708 5,979 7,190 63% 8,164 9,072 12%
ABV (]) 794.3 1005.0 1137.4 1316.3 1512.1
P/E 29.1 18.5 15.5 13.6 12.3
P/ABV 3.7 2.9 2.6 2.3 2.0
RoA 1.9 3.0 3.1 3.0 2.9
RoE 10.4 13.8 14.8 14.6 14.3

Source: Company, ICICI Direct Research

Result Update

ICICI Securities — Retail Equity Research



j" Result Update | Shriram Finance (SHRTRA) ICICI Direct Research

Concall highlights and outlook
Highlights & Guidance

e The company expects to benefit from the union budget as it would have
direct impact on the company’s operations such as increased rural and
MSME lending, infrastructure development, agricultural productivity and
employment. This would ultimately improve the transportation,
manufacturing and the MSME business.

e Tractor sales de-grew mainly due to lower output in the agricultural
segment in the previous year, but with the expectations of good monsoon,
it is expected to improve in Q2.

e The board approved entire stake sale of Shriram Housing Finance Limited
on 13th May 2024.

¢ The management expects cost of funds going forward to be stable around
the current level of ~8%. The focus will be on securitization and off shore
funding which would keep cost of borrowing in check.

e The management expects old trucks business to grow at 12%. Further it
expects MSME to grow by 20% and 2W to grow in the range of 15-18%.

e The company has kept its per gram lending amount constant during the
quarter. There was slowdown owing to the restriction on disbursing cash
loan of more than 20,000 (ATS in gold loan business stood in the range of
~X70,000-75,000).

e The company also undertook a complete revamping of its security
measures for its legacy branches. All these factors combined led to a slower
rate of disbursals in gold loans. However, the management expects the
same to pick up post this adjustment phase.

e The growth outlook for AUM was steady at 15%. However, the current
quarter surpassed expectations for a slowdown, thus the management is
confident that the company will be able to outperform the stated AUM
guidance.

e The QoQ decline in margins was mainly due to change in product mix. Going
ahead, the management expects some improvement in margins.

e In the MSME sector, the company primarily provides loans to clients on a
mortgage or LAP basis, with each loan approval decision focusing
exclusively on the cashflows of the customers.

e 70% of the loans are towards small enterprises in the service and trading
sectors, while the remaining 30% is lent among manufacturing companies
with an ATS of X10L.

e Distribution mix of MSME business in terms of south v/s non-south business
stood at 60:40. The company is focusing on non-south market for MSME
lending due to increased demand. Hence the management is positive of the
potential for a shift in the distribution over time as the non-south market
expands.

e The management plans to add 175 branches in the MSME segment and 500
branches in the gold loan segment in the next 2 years.
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Exhibit 1: Variance Analysis

Q1FY25 Q1FY24  YoY (%) Q4FY24 QoQ (%) Comments
NIl 5,234 4,200 24.6 5,087 2.9 Backed by strong growth in Non CV segment
Other Income 247 317 -22.0 421 -41.3
Staff cost 868 790 9.9 825 5.3
Other Operating Expenses 758 600 26.3 778 -2.5
PPP 3,854 3,126 23.3 3,906 -1.3  Healthy topline percolates into operating profit
Provision 1,188 879 35.2 1,261 -5.9
PBT 2,667 2,248 18.6 2,644 0.8
Tax Outgo 686 572 19.9 698 -1.8
PAT 1981 1.675 182 1,946 18 Stong AUM growth and healthy operating metrics aided
earnings
Key Metrics
GNPA 12,408 11,509 7.8 12,081 2.7 GNPA ratio decline 6bps QoQ to 5.29%
NNPA 6,062 5,461 11.0 5,824 4.1 NNPA ratio remains flat
AUM 233444 193215 208 224862 38 Growth well above annual guidance of 15% led by MSME

and Non CV segments

ICICI Securities | Retail Research 3
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Financial Summary

Exhibit 2: Profit and loss statement X crore [ Exhibit 3: Key ratios

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Interest Earned 29,346.2 33,599.7 38,6375 43,1953 Valuation

Interest Expended 12,648.0 14,806.1 17,192.8 18,9498 No. of Equity Shares (Crores) 37.4 37.6 37.6 37.6
Net Interest Income 16,698.2 18,793.5 21,4446 24,2456 EPS () 159.7 191.3 217.2 2413
growth (%) 79.2% 12.5% 14.1% 13.1% BV () 1156.6 1292.4 1484.8 1689.9
Non Interest Income 4522 13945 13075 13414 ABV () 1005.0 1137.4 1316.3 1512.1
Net Income 17,150.4 20,188.1 22,752.2 25,587.0 P/E 185 155 13.6 12.3
Opex 48063 5986.1 67398 7,589.9 P/BV 2.6 2.3 2.0 1.8
Operating Profit 12,344.0 14,2020 16,0124 17,997.1 P/ABV 2.9 2.6 2.3 2.0
Provisions 4,159.2 45183 49440 5,669.8

PBT 8,184.8 9,683.6 11,0684 12,327.2 NI/AUM 9.0 8.4 8.3 8.2
Taxes 2,205.6  2,493.2 29047 3,2553 Cost to AUM 2.6 2.7 2.6 2.6
Net Profit 5979.2 7,190.5 8,163.7 9,071.9 Gross Stage 3 6.1 5.4 5.0 4.6
growth (%) 120.8% 20.3% 13.5% 11.1% Net Stage 3 31 2.6 25 2.3
EPS (|) 159.7 191.3 217.2 241.3 RoE 13.8 14.8 14.6 14.3
Source: Company, ICIC] Direct Research RoA 3.0 31 3.0 2.9

Source: Company, ICICI Direct Research

Exhibit 4: Balance sheet X crore [ Exhibit 5: Growth ratios

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Sources of Funds Total assets 43.3% 16.5% 16.3% 14.1%
Capital 374 376 376 376 Advances 47.4% 20.9% 18.1% 15.2%
Reserves and Surplus 42932 48193 55439 63150 Net interest income 79.2% 12.5% 14.1% 13.1%
Networth 43307 48568 55815 63526 Qperating expenses 141.9%  245%  126%  12.6%
Borrowings 157906 185841 215109 245452 .

Net profit 120.8% 20.3% 13.5% 11.1%
Other Liabilities & Provisions 2451 2866 5000 5742

Net worth 67.0% 12.2% 14.9% 13.8%
Total 203664 237276 275925 314721

Source: Company, ICICI Direct Research

Application of Funds

Cash & Bal 15817 10813 13548 15536
Advances 171985 207929 245623 282854
Investment 8565 10657 8263 7164
Other assets 7297 7877 8492 9168
Total 203664 237276 275925 314721

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl direct.com| N0
Invonncnu,o,::aulhngunp' BROKER
ICICI Securities Ltd. |@ 755 akmins
N Analyst Award 2012
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai — 400 093
research@icicidirect.com

ICICI Securities | Retail Research 5



j" Result Update | Shriram Finance (SHRTRA) ICICI Direct Research

ANALYST CERTIFICATION

1/We, Vishal Narnolia, MBA, Gaurav Singh, PGDM, Krishna Vyas, MMS, Research Analysts 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. It is also confirmed that above
mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not
serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and
distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with
Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities
Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered
Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance,
asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
None of the research recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our
associates might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research
Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading
volume etc as opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may
visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail
Research. The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of
the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information
contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part
or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update
the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory,
compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended
temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be
acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer
document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously,
not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in
this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions,
based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes
in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of
the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand
the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements
are not predictions and may be subject to change without notice.

ICICI Securities 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.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months
from the 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its
associates 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 ICICI Securities nor Research Analysts and their relatives 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.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in
the report as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or
actual/beneficial ownership of one percent or more or other material conflict of interest various companies including the subject company/companies mentioned
in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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