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Indian Railway Finance Corp (IRFC), acting through the Ministry of Railways (MOR),
Government of India is a dedicated borrowing arm of the Indian Railways. Healthy
asset growth, diversified borrowing mix, regulated lending margins, and lean cost
structure are characteristics unique to IRFC, a PSU NBFC. This coupled with NIL NPA
and robust capital adequacy (400%+ CAR), is a perfect recipe for superior returns. With
~Rs15tn of capital outlay towards infrastructure development by the Indian Railways
till FY25, IRFC offers a play on the fast-growing railway infrastructure. On the valuation
front, the IPO is priced at 1x H1FY21 ABV (at the higher end of the price band). In our
view, businesses with monopolistic nature of operations, superior asset growth, NIL
NPA, and robust capital adequacy tend to trade at higher valuations. We see a
possibility of a similar story play out for IRFC in the longer run. SUBSCRIBE

= Sturdy 30%+ CAGR in AUM/disbursement: IRFC has witnessed a sturdy 31%/39%
CAGR in AUM/disbursement over FY18-20 led by a healthy Rs3.8tn of capital outlay
by the Indian Railways over the same time. As of H1FY21, AUM stood at Rs2.78tn
and was in nature of - 55.3% towards lease receivables (Rolling Stock Assets), 42.4%
being towards leasing of Project Assets and balance 2.3% as loans to central public
sector enterprises. Unlike some of its PSU peers that are into a competitive lending
space, IRFC enjoys a monopoly in its area of operations (see exhibit 1). It funded
48.2% [/ ~44% of actual capital expenditure in FY20/FY21E. With ~Rs15tn of capital
outlay by the Indian Railways till FY25E (2x+ the capital outlay over FY16-20), IRFC
is well-poised for a robust AUM/disbursement CAGR in ensuring period.

= Diversified borrowing mix; regulated lending margins: Superior rating profile
(AAA/A1+ towards its long/short-term borrowing by CRISIL/ICRA) has enabled IRFC
to borrow at competitive rates. As of H1FY21, the cost of borrowing was at 7.1%
(calc). and was in nature of borrowings from banks, foreign borrowings,
securitization, and capital market instruments (including CP). As of FY20, IRFC was
entitled to a margin of 40bps / 35bps over the weighted average cost of borrowing
for financing Rolling Stock Assets/financing Project assets, respectively. The
regulated margins coupled with favorable asset-liability mix has enabled a stable
margin (1.4%. calc annualized for H1FY21) over the years. Liquidity position has
remained healthy (long tenure asset and corresponding liability); shortfall if any is
funded by MOR.

= NIL NPA, robust capital adequacy - recipe for superior returns: The sheer nature
of its loan exposure (sovereign-backed and budgetary approved) has attributed to
NIL NPA / superior capital position to IRFC, characteristics unique to any lending
model. The favorable margin profile and lean operating structure (an outcome of
the wholesale nature of the lending model) has resulted in healthy operating profit.
Under the provisions of 115BAA of the Income-tax Act, IRFC is not liable to tax. FY20
RoA/RoE stood at 1.32%/ 11.6% respectively.

=  Valuation and view, key risks: IRFC IPO is priced at 0.9x / 1x H1FY21 BV of Rs26.7.
Empirical studies suggest that businesses with characteristics of superior asset
growth, limited NPA, and healthy capital position, tend to trade at higher valuations
as investors gauge greater confidence in earnings. SUBSCRIBE. Key risks: Reduction
in regulated margins thus impacting profitability, delayed growth in railway
infrastructure impacting AUM growth.
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Y/E Mar (Rs mn) Rg‘;e;l::i;r:sm gO/:oYvrl)tYh PAT g%o);':t); EPS (Rs) P/E () BV P/Adj. BV (x) RoA (%) ROE (%)
FY18 92,070 - 20,015 114.0 3.07 8.5 31.14 0.8 1.38 12.32
FY19 109,874 19.3 21,399 6.6 3.26 8.0 26.51 1.0 1.16 9.47
FY20 134,210 22.1 31,921 49.2 3.40 7.6 25.50 1.0 1.32 11.57
H1FY21 73,831 12.3 18,868 15.7 3.18* 8.2 26.67 1.0 0.66 6.09

Source: RHP, Company. PE/PB valuation at the higher end of the IPO price-band. * denotes annualized.
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IRFC and its PSU NBFC peers
Indian Railway Finance Power Finance Corporation HUDCO
Corporation (IRFC) (POWF)
Underlying asset and growth  Market borrowing arm of Funding the power sector Building assets for the Nation;
drivers Indian Railways; funding the requirement; PSUs + private funding housing requirements
railway sector growth players + SEB’s — key borrowers of EWS/LIG segment
Nature of existence MONOPOLISTIC Highly competitive Highly competitive

(no competition)
Earnings / revenue growth 31.2% CAGR/35.6% CAGR in 11.2% CAGR / 13.5% CAGR in 25.6% CAGR / 30.0% CAGR in

(FY18-20) AUM / PAT over FY18-20 loans / PAT over FY18-20 loans / PAT over FY18-20
Asset quality and Capital NIL NPA GNPA /NNPA at 7.4% /3.6%  GNPA / NNPA at 4.21% / 0.49%
positions respectively (FY20). respective (H1FY21)
Capital position Capital adequacy at 400%+ Capital adequacy at 18.4% CAR at 56.9% as at FY20.
(H1FY21).
Return ratios and valuation RoE low due to high capital; Stock trades at 0.6x FY20 BV.  Stock trades at 0.7x FY20 BV at
FY20 RoE / RoA stood at 11.6% FY20 RoE / RoA stood at 14.6% / Rs61.7. FY20 RoE/RoA stood at
/ 1.32% respectively. 1.1% 14.7%/ 2.3% respectively

Source: Companies, RHP.

Peer comparison

CMP (Rs) P/E P/B RoE (%) RoA (%)
FY20 FY21E  FY22E FY20 FY21E  FY22E FY20 FY21E  FY22E FY20 FY21E  FY22E
IRFC 25-26| 7.4-7.6 - - 0.9-1.0 - - 11.6 - - 1.3 - -
REC 146 5.1 4.9 45 0.8 0.8 0.7 15.9 16.7 18.2 2.0 1.8 1.9
PFC 121 45 4.4 3.6 0.6 0.6 0.6 14.7 154 16.7 1.1 1.9 2.1
HUDCO 447/ 5.3 6.5 5.5 0.7 0.7 0.6 14.7 10.6 11.3 2.3 1.8 2.0
Bajaj Finance 4,881 505 63.0 36.6 9.0 8.0 6.7 20.2 125 18.8 36 2.5 3.9

Source: Companies, Bloomberg,

Valuation and view

IRFC IPO is priced at 0.9x (lower end of the price-band) / 1x (higher end of the price band) H1FY21 BV of
Rs26.7. The wholesale nature of business could see volatility in disbursement growth on quarter-on-
quarter basis (as seen through in case of disbursement of H1FY21). However, AUM growth tends to
remain healthy and follows asset profile and the growth drivers (as also seen through in case of other
large wholesaler lenders).

Empirical studies suggest that businesses with characteristics of superior asset growth, limited NPA, and
healthy capital position, tend to trade at higher valuations as investors gauge greater confidence in
earnings. We see a possibility of a similar story play out for IRFC in the medium-to-longer run.
SUBSCRIBE. Key risks: Reduction in regulated margins thus impacting profitability, delayed growth in
railway infrastructure impacting AUM growth.
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Brief profiles of the Company Directors:

e Amitabh Banerjee is the Chairman and Managing Director of the company. He is an officer of the
Indian Railways Accounts Service. Prior to his current position, he was associated with Konkan
Railway Corporation Ltd. as well as the Hindustan Paper Corporation Ltd. in the capacity of director
(finance). Additionally, he has also been associated with Delhi Metro Rail Corporation Ltd. in the
capacity of general manager (finance). He has prior experience in the fields of finance, accounts,
and general administration.

e Shelly Verma is the Director (Finance) and Chief Financial Officer of the company. She has more
than 30 years of experience in power sector financing. Prior to her appointment to the Board, she
has served in various capacities, including, most recently, as an executive director with Power
Finance Corporation Ltd.

e Baldeo Purushartha is the Part-time Government Director of the company. He is on the board of
several institutions, including the India Infrastructure Finance Co. Ltd., ONGC Videsh Ltd., Indian
Railway Stations Development Corporation Ltd. and Asian Infrastructure Investment Bank.

e Chetan Venugopal is the Part-time Non-official Director (Independent Director) of the company. He
has prior experience in the field of finance, strategy, and consulting.

e Ashok Kumar Singhal is the Non-official Director (Independent Director) of the Company. He has
prior experience in the fields of finance, management, and administration.

e Bhaskar Choradia is the Part-time Government Director of the company. He has prior experience in
the railways accounts services in multiple capacities.

Key Managerial Personnel:

e Vijay Babulal Shirode is the Company Secretary and Compliance Officer of the company and was
appointed with effect from March 9, 2018. He is responsible for overlooking the secretarial, legal
and CSR functions in the company. He has experience in handling the secretarial, legal and CSR
matters and has previously worked with various entities.

e Ashutosh Samantaray is the Additional General Manager (Finance) of the company. He joined the
company with effect from January 20, 2006. He is responsible for overlooking the corporate finance
functions, financial risk management, and fund mobilisation functions of the company. He has
significant experience in the fields of accounts and finance, domestic and international fund-raising
activities of the company.

e N.H. Kannan is the General Manager (Finance) of the company. He joined the company with effect
from February 21, 2018. He is responsible for overlooking the finance related functions in the
company. He has significant experience in the fields of finance and accounts.

e Prasanta Kumar Ojha is the General Manager (Finance) of the company. He joined the company
with effect from January 9, 2019. He is responsible for overlooking the audit, accounts, finance and
loan appraisal functions of the company. He has prior experience in the field of banking and finance.

e Rahul Kumar Maurya is the Joint General Manager (Human Resource Management) of the
company. He joined the company with effect from July 29, 2020.

e RakhiDuais the Additional General Manager (Finance) of the company. She has joined the company
with effect from October 1, 2020.

e Ajay Swami is the General Manager (Finance) of the company. He has joined the company with
effect from July 29, 2020.
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Key Financials
Exhibit 1: Income Statement (Key financials)
:’:;"n":)/ E March FY18 FY19 FY20 H1FY20 H1FY21
Revenue from operation 92,070 109,874 134,210 65,748 73,831
Interest expenses. 66,376 81,831 101,627 49,373 54,410
Net interest income 25,694 28,043 32,584 16,374 19,421
Expenses (including provision) 383 490 663 92 570
Profit before Tax 25,319 27,553 31,921 16,304 18,868
Profit after Tax 20,015 21,399 31,921 16,304 18,868
Source: RHP, Company
Exhibit 2: Balance sheet (Key financials)
gf xf')“h FY18 FY19 FY20 H1FY20 H1FY21
Networth 203,243 248,663 302,998 262,455 316,870
Total Assets 1,614,510 2,064,383 2,755,041 2,382,780 2,919,866
AUM 1,545,347 2,009,373 2,661,370 2,219,103 2,780,076
Disbursements 367,223 525,352 713,921 245,343 190,164
Source: RHP, Company
Exhibit 3: Key Ratios
Y/E Mar FY18 FY19 FY20 H1FY20 H1FY21
Return Ratios (%)
ROE 12.32 9.47 11.57 6.38 6.09
ROA 1.38 1.16 1.32 0.73 0.66
Capital position
CAR 320.6 347.1 395.4 397.6 433.9
- Tier | 320.6 347.1 395.4 397.6 433.9
- Tier Il 0 0 0 0 0
Per share (Rs)
EPS 3.07 3.26 3.4 1.74 1.59
Book value 31.14 26.51 25.5 27.98 26.67

Source: RHP, Company
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Disclaimer: Monarch Networth Capital Limited (hereinafter MNCL), a publically listed company, is engaged in services of retail broking, credits, portfolio management
and marketing investment products including mutual funds, life & general insurance and as such prepares and shares research data and reports periodically with
clients, investors, stake holders and general public in compliance with Securities and Exchange Board of India Act, 1992, Securities And Exchange Board Of India
(Research Analysts) Regulations, 2014 and/or any other applicable directives, instructions or guidelines issued by the Regulators from time to time.

Research report is a written or electronic communication that includes research analysis, research recommendation or an opinion concerning securities or public
offer, providing a basis for investment decisions. The views expressed therein are based solely on information available publicly/internal data/other reliable sources
believed to be true. The information is provided merely as a complementary service and do not constitute an offer, solicitation for the purchase or sale of any
financial instruments, inducement, promise, guarantee, warranty, or as an official confirmation of any transactions or contract of any kind.

Research data and reports published/ emailed/ text messaged via Short Messaging Services, Online Messengers, WhatsApp etc/transmitted through mobile
application/s, including but not limited to FLIP™, Video Widget, telephony networks, print or electronic media and or those made available/uploaded on social
networking sites (e.g. Facebook, Twitter, LinkedIn etc) by MNCL or those recommendation or offers or opinions concerning securities or public offer which are
expressed as and during the course of “Public Appearance” are for informational purposes only. The reports are provided for assistance and are 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. Though disseminated to
clients simultaneously, not all clients may receive the reports at the same time. MNCL will not treat recipients as clients by virtue of their receiving this report.

The reports include projections, forecasts and other predictive statements which represent MNCL’s assumptions and expectations in the light of currently available
information. These projections and forecasts are based on industry trends, circumstances and factors which involve risks, variables and uncertainties. The actual
performance of the companies represented in the report may vary from those projected. The projections and forecasts described in this report should be evaluated
keeping in mind the fact that these-

are based on estimates and assumptions

are subject to significant uncertainties and contingencies

will vary from actual results and such variations may increase over a period
are not scientifically proven to guarantee certain intended results

are not published as a warranty and do not carry any evidentiary value.
(] are not based on certain generally accepted accounting principles

(] are not to be relied on in contractual, legal or tax advice.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Reports based
on technical analysis is focused on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as
such, may not match with a report on a company's fundamentals.

Though we review the research reports for any untrue statements of material facts or any false or misleading information, we do not represent that it is accurate or
complete and it should not be relied on in connection with a commitment or contract whatsoever. Because of the possibility of human, technical or mechanical error
by our sources of transmission of Reports/Data, we do not guarantee the accuracy, adequacy, completeness or availability of any information and are not to be held
responsible for any errors or omissions or for the results obtained from the use of such information. MNCL and/or its Affiliates and its officers, directors and
employees including the analysts/authors shall not be in any way responsible for any indirect, special or consequential damages that may arise to any person from
any inadvertent error in the information contained in the reports nor do they take guarantee or assume liability for any omissions of the information contained
therein. Information contained therein cannot be the basis for any claim, demand or cause of action. These data, reports and information do not constitute scientific
publication and do not carry any evidentiary value whatsoever.

The reports are not for public distribution. Reproduction or dissemination, directly or indirectly, of research data and reports of MNCL in any form is prohibited
except with the written permission of MNCL. Persons into whose possession the reports may come are required to observe these restrictions. Opinions expressed
therein are our current opinion as of the date appearing on the report only. Data may be subject to update and correction without notice. While we endeavour to
update on a reasonable basis the information discussed in the reports, there may be regulatory, compliance, or other reasons that prevent us from doing so.

The reports do not take into account the particular investment objectives, financial situations, risk profile or needs of individual clients. The user assumes the entire
risk of any use made of this information. Each recipient of the reports should make such investigation as deemed necessary to arrive at an independent evaluation
of an investment in the securities of companies referred to in such reports (including the merits and risks involved).

Certain transactions - futures, options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors.
Investors may lose his/her entire investment under certain market conditions. Before acting on any advice or recommendation in this material, investors should
consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of investments referred to in research
reports and the income from them may fluctuate. Transaction costs may be significant in option strategies calling for multiple purchase and sales of options. Foreign
currencies denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of or income derived from
the investment. Investors in securities such as ADRs, the value of which are influenced by foreign currencies effectively assume currency risk.

The recommendations in the reports are based on 12-month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return
basis. It is possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating. For reasons of
valuations/return/lack of clarity/event we may revisit rating at appropriate time. The stocks always carry the risk of being upgraded to buy or downgraded to a hold,
reduce or sell. The opinions expressed in the reports are subject to change, but we have no obligation to tell our clients when our opinions or recommendations
change. The reports are non-inclusive and do not consider all the information that the recipients may consider material to investments. The reports are issued by
MNCL without any liability/undertaking/commitment on the part of itself or any of its entities.

Recipients of the research reports should assume that entities of MNCL may receive commission, brokerage, fees or other compensation from the company or
companies that are the subject of the reports. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of
reports/data/material, may, from time to time have 'long' or 'short' positions in, act as principal in, and buy or sell the securities thereof of companies mentioned
therein or be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as market maker in the financial instruments
of the company/ies discussed therein or act as advisor or lender/borrower to such company/ies or have other potential conflicts of interests with respect to any
recommendation and related information and opinions.

Indian Railway Finance Corporation
IPO Note



MONARCH
NETWORTH CAPITAL
el rdefned

We further undertake that-

(] No disciplinary action has been taken against the research analyst or MNCL by any authority in connection with their respective business activity.

(] MNCL, Research analysts, persons reporting to research analysts and their relatives may have financial interests and material conflict of interest in the subject
company.

(] MNCL, Research analysts, persons reporting to research analysts and their relatives may have actual/beneficial ownership of 1% or more in the subject
company’s securities, at the month immediately preceding the date of publication of this research report.

Past performance is not a guide for future performance, future returns are not guaranteed, and investors may suffer losses which may exceed their original capital.

The securities described herein may not be eligible for sale in all jurisdictions or to all categories of investors. The countries in which the companies mentioned in
this report are organized may have restrictions on investments, voting rights or dealings in securities by nationals of other countries.
Distributing/taking/sending/dispatching/transmitting this document in certain foreign jurisdictions may be restricted by law, and persons into whose possession this
document comes should inform themselves about and observe any such restrictions. Failure to comply with this restriction may constitute a violation of any foreign
jurisdiction laws.

“Research Report is based on only financials and future/ current prospective of the company , any relations with the company does not have any impact on the
research analysis of the company , “MNCL” directly or indirectly may be associated with the company in business or regulatory relations”

The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents for Capital Markets and
Derivative Segments as prescribed by Securities and Exchange Board of India before investing in the Indian Markets.

Key to MNCL Investment Rankings

Buy: Upside by >15%, Accumulate: Upside by 5% to 15%, Hold: Downside/Upside by -5% to +5%, Reduce: Downside by 5% to 15%, Sell: Downside by >15%

Monarch Networth Capital Ltd. (www.mnclgroup.com)

Office: - 9th Floor, Atlanta Centre, Sonawala Lane, Opp. Udyog Bhavan, Goregaon (E), Mumbai 400 063. Tel No.: 022 3064160
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