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Stock data 

No. of shares : 417 mn 
Market cap  : Rs 45 bn 
52 week high/low : Rs 190/ Rs 62 
Avg. daily vol. (6mth) : 1.3mn shares 
Bloomberg code : MGFL IB 
Reuters code : MGFL.BO 
 
 
Shareholding (%)  Dec-10 QoQ chg 

Promoters : 36.4 (6.1) 
FIIs : 30.3 9.6  
MFs / UTI : 2.3 0.7  
Banks / FIs : 0.0 0.0  
Others : 31.0 (4.3) 

 

 CHANGE IN GOLD LOAN CLASSIFICATION FOR NBFCS 
RBI recently changed the regulation regarding classification of loans
against gold jewellery. According to RBI notification:  

 Loans sanctioned to NBFCs for lending to individuals or other
entities against gold jewellery, cannot be classified as Agri. loans 

 Similarly, investments by banks in securitized assets originated by
NBFCs, where the underlying assets are loans against gold jewellery,
and purchase/assignment of gold loan portfolio from NBFCs are
also not eligible for classification under the agriculture sector. 

Our view  
 We expect cost of funds to increase by ~100 bps which will lead to

~40 bps moderation in the margins of Manappuram (MGFL) from
~15% currently. Due to the rise in cost of funds, we have revised our
EPS and ABV estimates by 6% and 1% downwards respectively.   

 Management maintains its guidance of Rs 140 bn loan book by
FY12 and Rs 240 bn loan book by FY13. MGFL will require capital by
FY12-end to fund its high business growth. As per its management,
the company will originate all the new loans on its own books and
would stop further assignment transactions. 

                                                                               Continued on next page… 

Valuations 
We have revised our earnings estimate downwards by 6% in FY12 to
factor in the higher cost of funds and consequently revised our book
value multiple downwards to 2.8x (earlier 3x) to factor in the regulatory
pressures. However, MGFL has corrected by 43% from its recent high in
November 2010 and looks attractive at current levels. Moreover, we do
not see any significant impact of the recent regulation on MGFL’s
operating performance. Therefore, we maintain our BUY rating on the
stock with a revised TP of Rs 160 (2.8x FY12E ABV and 12x FY12E EPS)
– upside of 49% from CMP. 
 

Financial summary 

 
Y/E Mar 

PAT 
(Rs mn) 

FDEPS 
(Rs) 

EPS Change 
YoY (%) 

P/E 
(x) 

BV 
(Rs.) 

Adj.BV 
(Rs) 

P/ BV 
(x) 

P/ Adj.BV 
(Rs) 

RoE 
(%) 

RoA 
(%) 

Net NPA 
(%) 

2009  303   1.8   (11)  61   9   9  11.6 12.7  21.0   2.7  1.1 

2010  1,197   3.5   100   31   18   17  6.0 6.2  31.0   5.3  0.6 

2011E  2,732   6.6   86   16   46   45  2.4 2.4  21.7   4.6  0.4 

2012E  5,346   12.8   96   8   58   57  1.9 1.9  24.8   4.8  0.3 

Source: Company, ENAM estimates  
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 According to the management of various banks, the changed norms are 
applicable for assignment transactions of NBFCs with banks and not to the 
gold loans originated by banks on their own books. Going forward, the 
assignment route will be less attractive for NBFCs like MGFL which will spur its 
cost of funds. 

 
Conference call takeaways 

 There is 100 bps difference in costs between Priority sector loans (PSL) vs. 
Non-PSL.  

 Breakup of PSL 

Nature of Loans Amount (Rs bn) 

Assignment 12 

Short-term Loans 20 

Total 32 

Source: Company 

 MGFL will raise its resources via: (a) Commercial Paper; (b) NCDs issued to 
Retail investors; and (c) Non PSL loans from banks.  

 In absence of assignment, MGFL will carry all the advances on its books.  

 Management confirms our estimates, as they see overall impact will be an 
increase in cost of funds by ~100 bps on the PSL loans which will translate 
into ~40 bps impact on total portfolio yield.   

 Management clarified that loans to weaker sections will continue to be 
qualified under PSL. 

 Total credit lines of MGFL are at Rs 80 bn via the banking channel and Rs 20 
bn via CP limits. 

 Management has guided loans to grow to Rs 140 bn by FY12 & Rs 240 bn by 
FY13 with a target RoE of 30%. 

 Client profile of MGFL is shifting more towards the urban centres. PSL 
currently constitute 17% of total clients which will reduce to 15% in FY12E.  

 The co. has been spending heavily on Advertisement for Pan-India branding 
which has resulted in customer acquisition increasing four-fold from 1,000 
customers to 4,000 customers per day. 

Key Risk 
 Regulatory concerns regarding the sector, post the MFI Act capping margins 

for the sector. 
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this 
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to 
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities 
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of 
such an investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express 
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of 
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and 
alternations to this statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or 
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or 
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent 
of each other. The recipient should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM 
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other 
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to 
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident 
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform 
themselves about, and observe, any such restrictions 

Neither the Firm, not 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 profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


