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About the Company

Tamilnad Mercantile Bank (TMB) was incorporated in 1921 as Nadar Bank Ltd. and is one of the
oldest private sector banks in India. Bolstered by its strong portfolio of advances and deposits
from a diversified customer base including retail customers, agricultural customers, and MSMEs,
the company offers an array of banking and financial services to retail customers, MSMEs, etc.
The company is coming out with an IPO of Rs8.4bn, the market cap at higher band is seen at
Rs84bn.

~100 Years of Track Record

The company has a Long-term frack record with almost 100 years of history. The bank has
participated in various government sponsored schemes in order to extend its support to the
society. Moreover, the bank has also tied up with reputed training institutions like SIBSTC-
Bengaluru, NIBM-Pune and IIBF-Mumbai among others. It has a strong presence in Tamil Nadu
and backed by diversified and loyal customer base and a growing deposit base with a focus
on low-cost CASA.

Southern Specific Branch Network

As of Mar22, the bank has a strong branch network of 509 branches and a total customer
base of 5.08mn. TMB has a significant market presence in the state of Tamil Nadu with 369
branches, and is also present in 15 other states and 4 union territories of India. The company
added 9 new ATMs and 22 new CRMs during FY22. It also added 52 new e-lobbies. The bank’s
ATM and alternate delivery channel network stood at 1141 ATMs, 282 CRMs and 101 e-lobbies.
The company is diming to expand its reach even further in the coming years. The banks has
correspondent relations with 405 overseas banks by the exchange of bilateral keys under the
SWIFT.

Improved Asset Quality

TMB has improved asset quality by focusing on secured advances, high loan to value ratio,
diversification, low concentration across branches and more stringent audit procedures for
sanction of the loans. The risk assessment, mitigation and management measures towards
reducing NPAs and managing stressed assets portfolio is key parameter for TMB. Apart from
continuously monitoring loans during their tenure, it also conducts various audit processes such
as stock audits on working capital facilities. It also intends to reduce our NPAs by continuing
to offer various schemes of settlement to address the issues specifically faced by small ticket
borrowers.

Financials in Brief

The loan book has clocked ~8% CAGR during FY19-22 to Rs335bn in FY22. The strategy of TMB is
focusing on the RAM (Retail, Agri, MSME), which has clocked CAGR of 13% during FY20-22. TMB's
growth being concentrated within Tamil Nadu which contributes 76% of advances. The cost of
deposits for TMB is relatively on the higher side, while the net interest margin is healthy. TMB
performed well over the last two years despite the pandemic led disruptions. During FY20-22, its
NIl clocked 17% CAGR to Rs18.1.bn in FY22, while PAT grew by 42% CAGR to Rs8.2bn in FY22 led
by other income. Total deposits were up 10% YoY to Rs449.bn while total advances increased 8%
YoY to Rs335bn. During FY22, the net NPA of the bank decreased to 0.95% against 1.98% in FY21
while gross NPA, came down to 1.7% from 3.4% in FY21.

Our View

The IPO is valued at 1.6x FY22 Book. TMB is one of the oldest banks with 100+ years of legacy.
TMB focussed on diversifying product portfolio to access more client base. It continues to expand
relationship banking facilities to increase network. It intends to focus more on fee-based products
such as issuing debit cards, credit cards, insurance, online bill payment, DP services, etc. In view
of its improving assets quality, lower NPAs, focus on strategic expansion, growing deposit
base with a focus on low-cost retail CASA, strong financial track record and valuation
comfort, we recommend a ‘SUBSCRIBE’ to the issue.

IPO Details
Price Band (Rs) 500-525
Face Value (Rs) 10

Issue Open/Closing Date 5-Sep-22/7-Sep-22

Fresh Issues (mn) 15.8
OFS (mn) -
Total Issue (mn) 15.8
Minimum Bid Qty. (Nos) 28
Issue Size (Rs bn) 8.32
QIB / HNI / Retail 75%.15%/10%
*Implied Market Cap (Rs bn) 83.1
*At a higher band

Obiject of the Issue

» To augment tier-I capital base to meet future capital
requirements.

»  Listing benefit

Key Risk

> Regional Concentration in Southern Indig,
especially Tamil Nadu.

» Increase in NPAs

various
defaulting

> Issued nofices and initiated
recovery proceedings against
borrowers under the SARFAESI Act.

» Confingent liabilities exceed the net worth.

Shareholding (%) Pre-Issue  Post-Issue
Promoters - -
Others 100.0 100.0
Key Financials
(Rs mn) FY20 FY21 FY22
NIl 13,195 15,375 18,152
Pre Provisioning Profit 9,950 12,022 15,268
PAT 4,077 6,033 8,219
PAT Margin (%) 30.9 39.2 453
EPS (Rs) 257 38.1 51.9
Book Value (Rs) 251.3 289.2 337.0
PBV (x) 2.1 1.8 1.6
P/E (x) 20.4 13.8 10.1
ROE (%) 10.2 13.2 154
RoA (%) 1.0 1.3 1.7
Source: RHP
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Exhibit 1: Domestic credit to private sector (% of GDP) as of 2020

Exhibit 2: Deposit Growth
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Exhibit 3: Credit Growth Exhibit 4: TMB: No of Clients
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Exhibit 5: TMB: Branch Presence

Exhibit 6: TMB: Distribution of Advances and Deposits as of FY22
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Exhibit 7: TMB: Commission Revenue

Exhibit 8: Tamil Nadu has good potential for growth
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Exhibit 9: TMB has a strong Presence in Tamil Nadu Exhibit 10: TMB: Loyal Customer Base
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Exhibit 11: Products of TMB Exhibit 12: TMB: Focused Approach of Small Ticket Sizes to RAM
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Exhibit 13: TMB: Increased Focus on Small Ticket Size
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Exhibit 14: TMB Overall Portfolio Exhibit 15: TMB MSME Portfolio

Overall Portfolio Mix FY22 MSME Portfolio Mix FY22
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Exhibit 16: TMB Loan Portfolio Exhibit 17: TMB: Key Metrics
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Exhibit 18: TMB: Key Metrics Exhibit 97: TMB: NPA
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Exhibit 20: TMB compares favourably versus peers on asset quality Exhibit 21: Benchmarking with Peers (FY22)

Asset quality compared to peers Benchmarking with Peers (FY22)
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Exhibit 22: Benchmarking with Peers (FY22)
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Disclaimer:

Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable
financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and
commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services.
The list of associates of RSL is available on the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security
through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective securitylies) referred to herein. These information / opinions /
views are not meant fo serve as a professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely
on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before
executing any frades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by
RSL to be reliable. RSL or its directors, employees, dffiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such
information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, dffiliates or
representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved.
The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects
or returns. The value of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions,
micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks
including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect
the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action
has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/
or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to
inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions
in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short
position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might
have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer companylies) in last 12 months for the
brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said
issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying,
distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/
strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of
whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.

RSL CIN: U65990MH2005PLC154052. SEBI registration no. (Stock Broker: INZ000172433, Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, Research Analyst:
INHO00002384); AMFI ARN No.29889.
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