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Muthoot Finance Ltd—IPO Analysis

Sector — NBFC
Recommendations - Subscribe

Bidding Details

Price Band — Rs 160- Rs 175

Face value — Rs 10

Bid Size — 40 and in multiple thereof
Issue Opens — Apr. 18, 2011

Issue Closes — Apr. 21, 2011

Retail Applications Details

No. of Shares — 1120 shares or 28 lots
Application Money — Rs 1, 96,000

(At the higher side of the band)

Issue Size —Rs 824.00 Cr — Rs 901.25 Cr

Issue Allocation

Category Shares

Net Issue to Public 100% 51,500,000
QIB's 50% 25,750,000
Non Institutional 15% 7,725,000
Retail 35% 18,025,000

éhareholdin Pattern (%

Post-Issue
Promoters 93% 80.11%
Public 7% 19.89%
Shares Outstanding (Cr.
Pre-Issue Post-Issue
320,212,768 371,712,768

Issue Type - 100% Book Built Issue

Grade
Crisil Rating -
4/5 indicating above average Fundamentals

Book Running Lead Managers
ICICI Securities Ltd

Kotak Mahindra Capital Co.Ltd
HDFC Bank Ltd

Registrar
Link Intime India Pvt. Ltd

Listing
BSE, NSE

18th Apr, 2011

IPO of Muthoot Finance Ltd. provides an opportunity to
invest in a NBFC having niche business segment of lending
against Gold. The company is in expansion mode to reach
untapped geographies. The company has significantly
increased its AUM along with improved efficiencies. At the
higher side of the price band, the issue is available at a
discount to its traded peers. We recommend subscribe for
handsome gains in medium to long term horizon.

Rapidly Expansion

The company is rapidly expanding its branch network across the
country. Company’s branch network has increased from 700
branches in FY08 to more than 2600 branches as on Feb’'l1.
The management’s focus is on increasing its branch network to
tap new business and thereby grow its AUM. .

Improved AUM

The company’s assets under management increased at a CAGR
of 75.7% during the period FY06-10. While during eight month
period ended November 2010, the AUM’s grew by 74.8% over
March 2010 levels to Rs130bn. Such strong growth in asset
under management could be partially attributed to the rapid
branch expansion during this period.

Improved Efficiencies

On the other hand, the company has also successfully improved
the branch efficiencies resulting into higher AUM growth. This is
clearly reflected from the fact that the AUM per branch has
increased from Rs31.5mn in FY08 to Rs 49.8mn in November
2010 despite rapidly growing branch network.

Continue to Focus on Gold

The company intends to undertake sustained marketing efforts
to diminish the stigma attached to pledging gold jewellery in
India. The company is trying to position Gold Loans as a
“lifestyle product” and expand its customer base to include
upper-middle income and upper income groups.

Margins to Remain Healthy; Sustainability Debatable
Growing competition from banks and other NBFCs and
regulatory changes (RBI disallowing banks lending to NBFCs for
direct on lending against gold jewellery or by way of investment
in securitized assets from classifying as agri-lending) are likely
to impact margins adversely. However, we believe, given the
strong growth opportunities and price inelastic demand in this
segment; margins are unlikely to contract substantially in the
near to medium term.

Quality Service to Customer

The company provides its customers a clean, attractive and
secure environment to transact their business. Although
disbursement time may vary depending on the loan ticket size
and the number of items pledged, it can generally disburse an
average loan ticket size of Rs.20,000 within five minutes from
the time the gold is tendered to the appraiser. High Quality
customer services are significant competitive strengths that
differentiate its services and products from those provided by
commercial banks.
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Business Analysis

Strong Brand Name, Track Record & Management Expertise

The company’s operating history has evolved over a period of 70 years since M George Muthoot (the father of the
Promoters) founded a gold loan business in 1939. The company has a highly experienced and motivated
management team that capitalizes on this heritage at both the corporate and operational levels. Under the current
management team, the retail loan portfolio has grown from Rs.22,263.8 million as of March 31, 2008 to
Rs.74,381.5 million as of March 31, 2010.

Expertise in Niche Business Segment

The company is the largest gold loan financier in the country, with a market share of 19.5% (as on FY10). MFL has
achieved its leadership position in this niche business segment, given its strong domain knowledge, healthy brand
reputation, widespread distribution network and operational efficiency to achieve scale along with profitability,
while maintaining quality.

Immense Growth Potential

The gold loan industry offers immense growth potential, given its low penetration (despite strong growth seen
recently — the gold loan market has grown at a CAGR of 43% during FY07-10) and changing mindsets of Indian
households towards raising money against gold, which was earlier perceived as demeaning. The company
believes that this industry can continue to grow at a rapid pace in the medium term, providing ample opportunities
for existing as well as new players in the market

Healthy Asset Quality

The company's asset quality remains healthy, with gross NPAs as a % of gross retail AUM at 0.35% as on
November 2010 v/s 0.46% as on March 2010. Although lending against gold is perceived to be a nearly zero risk
business, improving asset quality on a rapidly growing asset base is commendable.

Peer Analysis
Peers Muthoot Finance Rel Capital Shriram Trans
Sale (Rs Cr) 1,077.0 2,370.0 4,402.8

EBITDA (Rs Cr) 827.5 1,708.0 3,586.0

EBITDA Margins (%) 7% 2% 81%

PAT (Rs Cr) 227.6 339.4 873.0
PAT Marins () 21% 14% 20%
CMP (Rs) 175 585.0 781.0
Equity Cap (Rs Cr) 301.0 246.2 225.5

Networth (Rs Cr) 584.6 6,959.0 3,842.0

Face Value (Rs 10.0 10.0 10.0
Shares outstandings (Cr) 30.1 24.6 22.6
7.6 13.8 38.7
23 42.4 20.2

* At higher price of the stock

At the higher side of the price band, the issue is available at a P/E of 23x to its annualized EPS of RS 7.6. The
issue looks attractive as compared to its trading peers.

Recommendations

The company has withessed a steep growth in the past (72.4% CAGR for MFL during FY07-10 v/s industry
CAGR of 43%), we expect MFL to continue to outpace industry growth. Valuations remain reasonable, we
recommend ‘Subscribe’ to the issue.
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About the Company

Muthoot Finance Ltd. (MFL) is the largest gold financing company in India in terms of loan portfolio (AUM of
Rs130bn as on Nov'10), with a market share of 19.5% as on FY10. It has been classified as “Systemically
Important Non-deposit taking NBFC” by the Reserve Bank of India (RBI). The company provides personal and
business loans secured by gold jewellery, or gold loans, primarily to individuals who possess gold jewellery but
cannot access formal credit within a reasonable time. As on February 2011, it has a network of 2,611 branches
spread across 25 states in India with nearly 67% of branches concentrated in the southern states.
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Income Statement

Full Year Ending 31-Mar-08 31-Mar-09 31-Mar-10
Interest Income 357.94 606.2 1,077.5
Net Interest Growth NA 69.4% 77.7%
Interest Charges 179.8 309.8 473.7
%YoY NA 72.3% 52.9%
Net Interest Income 178.1 296.5 603.7
%YoY NA 66.4% 103.6%
Depreciation & Amortization 7.41 9.9 14.9
Total operating Exp. 89.31 155.5 264.8
EBIT 268.63 450.7 812.7
EBIT Margins 75% 74.3% 75.4%
Other Income 10.70 14.16 11.93
As a % age of Net Revenue 3.0% 2.3% 1.1%
Interest 182.35 316.7 479.0
EBT 96.98 148.16 345.55
EBT Margins 0.27 24.4% 32.1%
Provision for tax 33.38 50.5 118.0
PAT 63.60 97.71 227.57
PAT Growth NA 53.6% 132.9%
PAT Margins 17.77% 16.12% 21.12%
No. of shares outstanding (cr) 5.0 49.0 301.0
EPS (Basic) (Rs) 127.20 19.94 7.56
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Balance Sheet

Balance Sheet

As on 31-Mar-08

12M

12M

31-Mar-09

12M

31-Mar-10

SOURCES OF FUNDS:
Share Capital

Total Reserves
Shareholder's Funds
Secured Loans
Unsecured Loans

Total Debts

Total Liabilities

APPLICATION OF FUNDS :

Gross Block

Less: Accumulated Depreciation

Net Block

Capital Work in Progress

Investments

Current Assets, Loans & Advances
Sundry Debtors

Cash and Bank

Other Current Assets

Loans and Advances

Total Current Assets

Less: Current Liabilities and Provisions
Current Liabilities

Provisions

Total Current Liabilities

Net Current Assets

Miscellaneous Expenses not written off

Deferred Tax Assets / Liabilities

Total Assets

5.00
218.45
223.45

1840.02
75.29
1915.31

2138.75

121.53
22.27
99.25

6.36
5.53

5.47
258.04
78.38
1838.00
2179.88

122.49
39.04
161.53
2018.36
9.25
0.00
2138.75

49.00
322.17
371.17

3008.74
156.85
3165.59

3536.76

148.27
32.08
116.19
13.12
7.53

4.10
882.53
118.75

2622.55
3627.93

180.56
52.45
233.00
3394.93
8.78
-3.79
3536.76

301.00
283.55
584.55
4547.12
733.40
5280.52

5865.07

169.11
44.90
124.21
29.07
7.50

3.34
575.99
135.87

5566.64
6281.85

452.43
122.99
575.42
5706.42
0.35
-2.48

5865.07
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For Further Details/Clarifications please contact

RR Information & Investment Research Pvt. Ltd.

47, MM Road Jhandewalan New Delhi-110055 (INDIA)
Tel: 011-23636362/63

research@rrfcl.com

www.rrfinance.com

www.rrfcl.com

RR Research Products and Services

Online Equity Calls during Market Hours (9:00 AM to 3:30 PM)
Online Commaodity Calls during Market Hours (10:00 AM to 11:30 PM)

Daily Morning Pack

Equity Fundamental - Daily
Equity Technical Analysis - Daily
Derivative — Daily

Debt - Daily

Commaodity - Daily

Currency — Daily

VVVYVYYY

Daily Market Review

Weekly Pack

Equity Fundamental - Weekly
Equity Technical Analysis - Weekly
Derivative — Weekly

Debt - Weekly

Commodity - Weekly

Currency — Weekly

Mutual Fund Watch

VVVVYVYYVYY

Fundamental Research
» Economic Analysis
» Industry Analysis
» Company Research & Valuations
» Result Updates
» News Updates

IPO Analysis

Mutual Fund Analysis

Fixed Deposit Analysis

Money Market Instruments Analysis

Investment Monitor — The complete monthly magazine design for Indian investors
Share Views with Zee Business.

And many more...

RR Research can also be viewed and downloaded from following websites:
www.moneycontrol.com

www.valuenotes.com

www.reportjunction.com

www.capitalmarket.com
WWW.myiris.com
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Disclaimer

Kindly read the Risk Disclosure Documents carefully before investing in Equity Shares, Derivatives or other
instruments traded on the Stock Exchanges. RR would include RR Financial Consultants Ltd. and its subsidiaries,
group companies, employees including makers of this report and affiliates. The 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 RR. The information contained herein is obtained from public sources and sources believed to be
reliable, but independent verification has not been made nor is its accuracy or completeness guaranteed. RR or
their employees including makers of this report may have or may not have an outstanding buy or sell position or
holding or interest in the products mentioned herein. The contents and the information herein is solely for
informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell
or subscribe for securities or other financial and insurance products and instruments. Nothing in this report
constitutes investment, legal, accounting and/or tax advice or a representation that any investment or strategy is
suitable or appropriate to recipients specific circumstances. The securities and products 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. Please note that fixed deposits, bonds,
debentures are loans/lending instruments and the investor must satisfy himself/herself on the financial health of the
company/bank/institution before making any investment. RR and/or its affiliates take no guarantee of soundness of
any company or scheme. RR has/will make available all required information to the prospective investor if asked for
in respect of any scheme/fixed deposit/bond/loan/debenture. RR is only acting as a broker/distributor and is not
representing any company in any manner except to distribute its schemes. Mutual Fund Investments are subject to
market risks, read the offer document carefully before investing. Any recipient herein may not take the content in
substitution for the exercise of independent judgment. The recipient should independently evaluate the investment
risks of any scheme of a mutual fund. RR, employees including makers of this report and its affiliates accept no
liability for any loss or damage of any kind arising out of the use of any information contained herein. Past
performance is not necessarily a guide to future performance. Actual results may differ materially from those set
forth in projections. RR may have issued other reports that are inconsistent with and reach different conclusion from
the information presented in this report. The information herein is not directed or intended for distribution to, or use
by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction,
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
RR and its affiliates to any registration or licensing requirement within such jurisdiction. The securities and products
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in
whose possession this document may come are required to inform them of and to observe such restriction(s). The
display, description or references to any products, services, publications or links herein shall not constitute an
endorsement by RR. Insurance is a subject matter of solicitation. Kindly also note all the risk disclosure documents
carefully before investing in Equity Shares, IPO’s, Mutual Fund Schemes, Insurance Schemes, Fixed Deposit
schemes, Debt offers, Hybrid Instruments, or other instruments traded on Stock Exchanges or otherwise.
Prospective investors can get all details and information from the sites of SEBI, IRDA, AMFI or respective Mutual
Fund Companies, Insurance Companies, Rating Agencies, Stock Exchanges and individual corporate websites.
Prospective investors are advised to fully satisfy themselves before making any investment decision.

NSE - INB 231219636, INF 231219636
BSE - INB 011219632

Red Herring prospectus can be downloaded from the following link:

http://www.sebi.gov.in/dp/muthhootdraft.pdf
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