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Shriram Transport Finance

3QFY11 Results Update
SECTOR: BANKING AND FINANCE
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M.Cap. (Rs b) 149.5
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Shriram Transport's (SHTF) 3QFY11 PAT grew 27% YoY to Rs3b, driven by 45% YoY growth in net income (including

income from securitization). This was led by disbursement growth of 30% YoY and NIM improvement (on AUM) by 57bp

QoQ to 8.91%. In 3QFY11 SHTF provided Rs552.7m to comply with recent RBI guidelines to provide 25bp on standard

assets. Key highlights are:

 SHTF reported 3QFY11 PAT growth of 27% YoY at Rs3b (against our estimate of Rs3.3b, 41% YoY). Adjusted for

provision on standard assets, PAT would have been higher at Rs3.4b (in line with our estimate).

 Net income (including income from securitization of Rs4b) was up 45% YoY at Rs8.5b. NIMs on AUM improved to

8.91% (7.37% in 3QFY10 and 8.34% in 2QFY11). The decline in cost of funds by 80bp and utilization of excess

liquidity helped to improve NIM on AUM. Yield on funds declined 40b QoQ to 18.5% due to an increase in disbursements

towards new vehicle loans to 29.2% from 24.1% in 2QFY11 and 18% in 3QFY10.

 Utilization of excess liquidity and resort to securitization led to lower borrowings in 3QFY11. Borrowings were down

6.3% YoY (up 3.9% QoQ) at Rs211b. At the end of 3QFY11, 74-75% of the liabilities were on a fixed rate basis.

 Operating expenses grew 67% YoY and 8.1% QoQ. Cost to income ratio was sequentially stable at 25.7% (22.3%

in 3QFY10). Absolute increase in operating expenses was largely due to brokerage/commission charges paid for

raising retail liabilities (up 9.4% QoQ). SHTF recruited 1,011 employees during the quarter.

 Gross NPA declined QoQ to 2.4% from 2.54% at the end of 2QFY11. Provision coverage ratio was 80.7%. Provision

towards NPAs/bad debts written off (excluding standard asset provision) as a percentage of total assets was 1.63%

against 1.8% in 2QFY11 and 1.5% in 3QFY10.

 The stock trades at 2.5x FY12E BV. Maintain Buy with a target price of Rs930 (2.8x FY13E BV).
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AUM up 20% YoY, off balance sheet AUM up 72% YoY

 Overall disbursements grew 30% YoY and 12.6% QoQ to Rs51.4b. The proportion of
used CV disbursements to total disbursements was lower at 70.8% in 3QFY11 (against
76% in 2QFY11 and 82% in 3QFY10). Incremental disbursement in new CV sales
was higher as SHTF benefited from strong demand for new CVs.

 Despite strong disbursals, AUM on books increased by 4% YoY and 9.6% QoQ to
Rs224.5b as SHTF continued with its strategy of securitizing a large proportion of its
new CV portfolio. SHTF securitized Rs15.6b loans in 3QFY11 against Rs25.5b in
2QFY11 due to which AUM off books increased 71.1% YoY (on a lower base) and
10.4% QoQ to Rs113.7b.

 Overall AUM grew 20% YoY (up 6.5% QoQ) to Rs337.7b. Used truck AUM grew
23.6% YoY (5.3% QoQ) to Rs258.4b. The share of new vehicle finance in overall
AUM improved by 9bp to 23.5% YoY.

Earning visibility strong; maintain Buy

 Strong origination capabilities, a loyal customer base and improved economic activity
will lead to healthy AUM growth for SHTF. Besides, with a strong ALM position,
securitization of assets and adequate liquidity on the books, SHTF is well placed in a
rising interest rate scenario.

 We model 23% CAGR in disbursements over FY10-13 and expect SHTF to report
EPS of Rs55 in FY11, Rs66 in FY12 and Rs78 in FY13. BV will be Rs269 in FY12E
and Rs333 in FY13E.

 SHTF has been generating high RoEs of 27-28% and its business growth is likely to
be 20-25%. Even adjusting for a payout ratio of 20%, SHTF will be left with sufficient
funds to manage its growth without diluting returns for shareholders.

 The stock trades at 2.5x FY12E BV with ROAs (on AUM) expected to remain to
firm above 3%. Maintain Buy with a target price of Rs930 (2.8x FY13E BV).

Spread analysis (percentage of total assets)
            FY09            FY10 FY11

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q

Total Income 18.4 18.4 18.7 17.0 16.5 16.5 17.0 17.7 18.8 19.0 18.5

Interest Expenses 9.2 9.5 10.5 8.8 8.7 8.1 8.3 8.0 8.0 7.9 7.1

Gross Spreads 9.1 8.9 8.2 8.2 7.8 8.4 8.6 9.7 10.8 11.0 11.3

NPA Provisions 1.5 1.4 1.4 1.4 1.5 1.7 1.5 1.5 1.9 1.8 2.4

Overhead Cost 2.8 2.7 2.5 2.6 2.4 1.9 1.9 2.2 2.6 2.6 2.9

Net Spreads 4.8 4.8 4.3 4.1 4.0 4.8 5.2 6.0 6.4 6.7 6.1

Source: Company/MOSL
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Proportion of AUM (%) between used and new CV financed

AUM on-books is likely to be

two-thirds of the total and

off-books, one-third

SHTF is using strong

demand for new CVs

to its advantage

AUM proportion

Disbursement break-up (Rs b)

Source: Company/MOSL
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Securitization during the quarters (Rs b)

Securitization is being used

to manage liquidity

An 80bp QoQ decline in cost

of funds leads to improved

spreads

Employee additions and

expenses incurred on

garnering retail liabilities

results in higher opex in

absolute terms, but with high

operating income, CI ratio is

stable

NIMS on AUM improves 57bp QoQ (%)

CI ratio stable (%)

Source: Company/MOSL
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Company description

Shriram Transport Finance Co Ltd (SHTF), incorporated
in 1979, is India's largest asset financing NBFC with total
assets under management (AUM) of Rs317b. A flagship
company of Chennai-based Shriram Group, SHTF provides
commercial vehicle (CV) finance to more than 700,000
customers through 487 branches in India.

Key investment arguments

 SHTF's loan book growth will stay strong, aided by
robust economic scenario, partnering with local
financiers and freight-bill-discounting initiatives.

 To augment its fee income, SHTF has started organizing
truck bazaars, bringing together customers and sellers
of pre-owned trucks. In FY11 it will set up 6-7 auto
malls, where repossessed vehicles can be refurbished
and sold at auctions.

 A high PCR would position SHTF to absorb negative
shocks on asset quality.

Key investment risks

 Increase in fuel prices without an accompanying
increase in freight costs could reduce profitability for
truck operators, and increase stress on asset quality.

 A slowdown in economic growth could impact SHTF's
business.

Recent developments

 Nil.

Valuation and view

 We model 23% CAGR in disbursements over FY10-
FY13 and expect SHTF to report EPS of Rs55 in FY11,
Rs66 in FY12 and Rs78 in FY13. BV will be Rs269 in
FY12E and Rs333 in FY13E.

 The stock trades at 2.5x FY12E BV with ROAs (on
AUM) expected to remain to firm above 3%. Maintain
Buy with a target price of Rs930 (2.8x FY13E BV).

Sector view

 In FY10 the CV industry rebounded with new vehicle
sales rising 34.6% YoY (in volume terms) against a 22%
drop in FY09.

 In line with heightened manufacturing activity, buoyant
consumption, evolving distribution and service networks,
easy availability of finance and road development
programs the growth in new CV sales is expected to
be strong in FY11.

Shareholding pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 41.3 41.4 43.9

Domestic Inst 3.4 3.7 5.3

Foreign 40.4 38.2 26.7

Others 14.9 16.7 24.1

Shriram Transport Finance: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 55.0 54.0 1.9

FY12 66.2 66.9 -1.2

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

663 930 40.3 Buy

Comparative valuations
SHTF M&M Fin

P/E (x) FY11E 12.1 14.3

FY12E 10.0 11.6

P/BV (x) FY11E  3.1 3.3

FY12E  2.5 2.7

RoE (%) FY11E  28.6 24.3

FY12E  27.3 24.8

RoA (%) FY11E  3.4 3.5

FY12E  3.3 3.3
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Financials and Valuations
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Financials and Valuations
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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. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt 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. MOSt 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.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Shriram Transport Finance
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional: Navin Agarwal.   Retail: Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: reports@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021


