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We attended the IPO Analyst Zoom Call of UTlI Asset Management Company Limited (UTI AMC) today and we
share our takeaways from the call, commentary and data below. (The RHP can be accessed at this link.)

Segments of operation

e UTI AMC is present in the entire gamut of asset management segments including Mutual funds, PMS
funds, Retirement Solutions, Offshore Funds and Alternative Investment Funds.

e Non-mutual fund AUM at Rs 8.4%9 trn as of TQFY21 is much larger than mutual fund AUM at Rs 1.34 trn
but the former is far less profitable.

e Of the Non-mutual fund AUM, 82% conftribution as of TQFY21 is from PMS funds, which is primarily due to
the mandate from the EPFO, which led to a jump in PMS funds AUM from Rs 1.33 tfrn in FY19 to Rs 6.97 trn
as of 1QFY21.

¢ Refirement Solutions, Offshore Funds and Alternative Investment Funds contribute 16%, 1.8% and 0.1%,
respectively to Non-mutual fund AUM, as of TQFY21.

Discussion on profitability of Mutual fund business

e Decisively positive aspects
o UTI MF has a relatively high share of B-30 centres in AUM at 24.0% compared with 15.1% for the
industry, which is positive for profitability.
o Itis also has a relatively high proportion of Individual customers in AUM at 45.5%, which is also
positive for profitability.
¢ Regarding share of equity AUM
o UTI's share of equity AUM in total AUM, as per a certain definition, is 43%.
o However, it may be noted that, of the 43% equity share, 18% points are passive funds.
o Afthe same time, hybrid funds, normally classified as equity-oriented (since they generally have
more than 50% equity proportion) are not contained within the 43% and form 14% of total AUM.
o Hence, proportion of actively-managed equity-oriented AUM can be said to 39% of total AUM.
Share of equity AUM that has a holding period of greater than 2 years is 32% compared with
the industry at 21%, which is positive for UTI AMC's profitability.

Segment-wise profitability

¢ Mutual fund segment-wise yield (fee to AUM)

o Equity and hybrid funds - ~100 bps of AUM

o Fixed income funds (excluding Liquid funds) - ~28 bps

o Exchange fraded funds (ETFs) - ~5-6 bps

o Liquid funds - ~9-10 bps

o Weighted average yield for the mutual funds business - ~45-46 bps
¢ Non-mutual fund segment-wise yield / profit

o PMS business — 1-1.25 bps.

o Retirement business — PAT was Rs 60-70 mn.
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Discussion around low profitability in FY20

e Issues with debt mutual fund business
o There was a decline in management fees of about Rs 520 mn due to issues in the debt mutual
fund business.
o Insome of the high-yield fixed income funds, fresh subscriptions were stopped and exit load was
reduced.

e Marked-to-market (MTM) loss on treasury investments
o Thereis aseed investment of USD 23 mn in the International business.
o There was an MTM loss of Rs 820 mn in FY20 on this investment.

Other comments on profitability related matters

e Therise in ETFs is driven by new instfitutional money rather than a shift of preference of retail customers,
for whom the share of ETF products is in the very low single digits.
e More than 50% of the SIP book has a vintage of 5 years or more.

Unique distribution network

e |tis UTI AMC's wide reach that explains its higher share of B-30 AUM in total AUM.

e UTI AMC's distribution network provides access to 697 of 722 districts in India.

e The company has a large number of branches numbering 463.

e The key channel for sourcing of equity and hybrid funds is IFAs, which formed 60% of average AUM for
these products as of 1QFY21.

e For overall sourcing, the Direct channel is most important with 59% share in 1QFY21.

Market share

e General comments
o Assuch, UTI AMC has lost market share in recent years.
o However, they have put in place building blocks fo regain lost market share.
o Among other steps, they have ensured that their flagship equity scheme is one of the best-
performing ones.
o Market share in non-mutual fund segments
o UTI AMC has a 44.7% market share in PMS funds, second only to SBI Group at 46.2%.
o It has a market share of 29.2% in NPS, second only to SBI Group at 38.4%

Cost efficiency

e Overall cost to AUM of about 32 bps is higher than the industry average.

e Thisis, in part, due to a stagnant AUM in recent years.

e However, employee retirements, reduction in administrative expenses and technology inifiatives will aid
improvement in cost ratio over 2-3 years.

IPO Basics

e The Price Band is Rs 552-554.
e The IPO is entirely an Offer for Sale i.e. there will be no fresh issue of shares.

e The purpose of the IPO is to allow certain shareholders, viz. LIC, SBI and BoB, sell 8.25% stake each
whereas T Rowe Price and PNB will sell 3% each.
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Role played by T Rowe Price

T Rowe Price has not been a passive investor by any means but have rather been a strategic partner,
providing active guidance to UTI AMC on various aspects.

T Rowe Price finds representation on every key committee of the company including the steering
committee.

Other aspects

Dividend policy
o The payout ratio as a proportion of PAT is expected to be 50%.
ESOP vs IPO pricing
o The pricing of the ESOP was higher than the IPO price band.
o This is because the vesting period is 3 years and the exercise can happen in 4 years from
vesting.

Disputed staff liability

The matter is currently sub-judice in the Supreme Court.
The Bombay High Court had set aside the award made by the CGIT in favour of the employees.
UTI AMC has currently made no provisions against this.

Aspects related to the board and senior management

Composition of the Board of Directors
o 8directors out of 11 are independent in nature.
o 3 directors are women.
Personal involvement of the CEO with stakeholders
o Afleast 25 institutional clients are supervised by the CEO himself.
o About 50 IFAs are handled by the CEO.

Valuation (at the upper end of the Price Band)

The market cap to mutual fund AUM for UTI AMC would be 5.3% compared with 8.3% for Nippon Life
India AMC and 13% for HDFC AMC.

The FY20 P/B for UTI AMC would be 2.5x compared with 6.0x for Nippon Life India AMC and 11.2x for
HDFC AMC.

The average RoE over FY18-20 for UTI AMC is 12.9% compared with 18.9% for Nippon Life India AMC and
36.1% for HDFC AMC.

The FY20 P/E for UTI AMC would be 25.7x compared with 37.8x for Nippon Life India AMC and 35.6x for
HDFC AMC.

The EPS CAGR over FY18-20 for UTI AMC is -13% compared with -5% for Nippon Life India AMC and 33%
for HDFC AMC.

It may be noted that FY20 saw a revenue loss amounting to Rs 1.34bn for UTI AMC due to factors that
could be regarded as one-off in nature.
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Exhibit 1: Key parameters - 1QFY21

HDFC AMC Nippon Life AMC UTli AMC
Total MF AUM (Rs frn) 3.56 1.88 1.34
Equity AUM (Rs trn) — Excl. passive incl. hybrid 1.29 0.71 0.52
% Equity AUM — Excl. passive incl. hybrid 36% 38% 39%
Non-MF / Alternative Assets (Rs trn) 0.09 0.86 8.49
Live accounts (mn) 9.4 9.1 10.9
SIP accounts (mn) 3.1 3.4 1.2
SIP monthly flow (Rs bn) 9.6 7.0 7.2
Branch count 221 290 463
Distribution partners 65000 76900 53000
Source: Companies, AMSEC Research; UTI AMC Live accounts / Folio count is as of FY20
Exhibit 2: Share of sourcing (AUM) - 1QFY21

HDFC AMC Nippon Life AMC UTl AMC
IFA 23% 26% 30%
National Distributors 18% 9%
Banks 10% 13% M7
Direct 49% 52% 59%
Source: Companies, AMSEC Research; N.B. For UTI AMC, the total share of Banks and ND is 13%
Exhibit 3: Market shares (AUM) - 1QFY21
Market shares HDFC AMC Nippon Life AMC UTl AMC
Overall AUM 14.5% 7.7% 5.4%
Equity AUM 14.5% 8.0% 3.6%
B-30 AUM 11.7% 8.2% 8.5%
Source: Companies, AMSEC Research
Exhibit 4: Customer profile - TQFY21

HDFC AMC Nippon Life AMC UTl AMC
Proportion of B-30 AUM in Total AUM 13.0% 17.3% 24.0%
Proportion of Retail AUM in Total AUM 17.0% 24.0% 45.5%
Source: Companies, AMSEC Research
Exhibit 5: Valuation
Valuation HDFC AMC Nippon Life AMC UTl AMC
Market Cap to MF AUM 13% 8.3% 5.3%
P/B - FY20 11.2 6.0 2.5
Average RoE - FY18-20 36.1% 18.9% 12.9%
P/E - FY20 35.6 37.8 25.7
EPS CAGR - FY18-20 33% -5% -13%
Source: Companies, AMSEC Research
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Financials (Rs mn)
Income Statement Cash Flow Statement
Y/E (Mar) FY17 FY18 FY19 FY20 Y/E (Mar) FY17 FY18 FY19 FY20
Net revenue 10,349 11,501 10,505 8,550 CASH FLOW - OP ACTIVITIES
Employee expenses 2,866 3,208 3,067 3,399 Profit before tax 5,205 5,454 4,912 3,454
Other expenses 2,062 2,606 2,457 1,658 Op. profit before WC changes 3,750 4,014 3.726 3,118
EBITDA 5,422 5,687 4,982 3,493 Net cash from oper. activities 3,608 2,686 1,227 1,947
Depreciation 256 273 291 313 CASH FLOW - INV ACTIVITIES
EBIT 5,165 5,414 4,691 3,179 Net purchase of investments -2,791 -3.815 -1,174 -1,146
Interest/fin charges 93 87 82 85 Net cash used in inv. activities -2,630 -1,538 -258 -1,059
Otherincome 133 127 304 360 CASH FLOW - FIN ACTIVITIES
PBT 5,205 5,454 4,912 3,454 Dividend paid -469 -507 -634 -634
Tax expense 1,253 1,403 1,433 690 Tax paid on dividend -110 -79 -130 -58
PAT 3,952 4,051 3,479 2,765 Net cash from finan. activities -648 -746 -1,229 -938
Net incr./(decr.) in cash/equiv. 330 401 -260 -49
Balance Sheet Opening cash/equivalents 770 1,101 1,502 1,242
Y/E (Mar) FY17 FY18 FY19 FY20 Closing cash/equivalents 1,101 1,502 1,242 1,193
SOURCES OF FUNDS
Share capital 1,268 1,268 1,268 1,268
Reserves & surplus 18,992 22,406 24,776 26,357 Key Ratios
Shareholders' funds 20,260 23,674 26,044 27,625 Y/E (Mar) FY17  FY18  FY19  FY20
Other liabilities 4,771 5,518 4,089 3.924 Assets under management
Total equity & liabilities 25,031 29,193 30,133 31,549 Mutual fund AUM (Rs bn) 1,368 1,549 1,597 1,515
APPLICATION OF FUNDS Advisory services + PMS AUM (Rs bn) 1,737 2,048 2,397 8,281
Investments 18,002 21,788 22,614 23,558 g?f:;:‘(’; AUM (Rsbn) 3105 3598 3994 9.796
Fixed and other assets 7,029 7,404 7.519 7,992 Aggregate AUM na 15.9 1.0 145.3
Total assets 25,031 29,193 30,133 31,549 Revenue na 1.1 87 -18.6
EBITDA na 4.9 -12.4 -29.9
PAT na 2.5 -14.1 -20.5
Shareholders' funds na 16.9 10.0 6.1
Margins (%)
EBITDA 52.4 49.4 47 .4 40.9
EBIT 49.9 47.1 44.7 37.2
PBT 50.3 47 .4 46.8 40.4
PAT 38.2 35.2 33.1 323
Profitability (%)
ROA na 14.9 11.7 9.0
ROE na 18.4 14.0 10.3
Per share data (Rs)
EPS 31.6 28.7 27.8 21.5
BVPS 159.8 186.7 205.4 217.9
Valuations
P/E (x) 17.5 19.2 19.8 25.6
P/B (x) 3.5 3.0 2.7 25

Source: Company, AMSEC Research; Price is Upper End of Band i.e. Rs. 554
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Recommendation rationale Sector rating
. , i . )
Buy: Potential upside of  >+15% (absolute returns) Overweight: The sector is expected to outperform
Accumulate: >+51t0 +15% relative to the Sensex.
Hold / Reduce: +5 to -5% Underweight: The sector is expected to underperform
sell: <-5% relative to the Sensex.
Not Rated (NR): No investment opinion on the Neutral: The sector is expected to perform in line
stock with the Sensex.
o VAN J

Disclosures

This Report is published by Asian Markets Securities Private Limited (hereinafter referred to as “AMSEC”) for private
circulation. AMSEC is a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and
derivatives segments. It is also having registration as a Depository Participant with CDSL and as Portfolio Manager. ‘AMSEC is
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration Number as INHO00001378.’

AMSEC has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

AMSEC or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. AMSEC, its associates or analyst or his relatives do not hold any financial interest in the subject
company. AMSEC or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. AMSEC or its associates or Analyst or his relatives hold / do not
hold beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date
of publication of this research report.

AMSEC or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. AMSEC or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of subject company and AMSEC / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Shivaji Thapliyal, the research analysts and authors of this report, hereby certify that the views
expressed in this research report accurately reflects my personal views about the subject securities, issuers, products, sectors
or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and
objectivity in making any recommendations.

1. Name of the Analyst Shivaiji Thapliyal
2. Analysts’ ownership of any stock related to the information contained: Nil

3. AMSEC ownership of any stock related to the information contained: None

4. Broking relationship with company covered: None

5. Investment Banking relationship with company covered: None
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Disclaimer

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. AMSEC is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or
sell any security or product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not
take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of AMSEC and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient, you must not use or disclose the
information in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this
report at the same time. AMSEC will not treat recipients as customers by virtue of their receiving this report. This report is not directed
or infended for distribution tfo or use by any person or enfity resident in a state, country or any jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject AMSEC & its group companies to
registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or
warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or
update the information or opinions in it. AMSEC 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. AMSEC 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 partficular purpose, and non-
infringement. The recipients of this report should rely on their own investigations

This information is subject fo change without any prior notice. AMSEC reserves its absolute discretion and right to make or refrain from
making modifications and alterations to this statement from fime to time. Nevertheless, AMSEC is committed to providing
independent and fransparent recommendations to its clients and would be happy fo provide information in response to specific
client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an
adviser, whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There
are risks involved in securities tfrading. The price of securities can and does fluctuate, and an individual security may even become
valueless. Internafional investors are reminded of the additional risks inherent in international investments, such as currency
fluctuations and internafional stock market or economic condifions, which may adversely affect the value of the investment.
Opinions expressed are subject fo change without any notice. Neither the company nor the director or the employees of AMSEC
accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further
communication in relation to this research. Here it may be noted that neither AMSEC, nor 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 profit that may arise from or in connection with the use of the information contained in this report.

For U.S. persons: This research report is not infended to be distributed / marketed to U.S. based persons nor for soliciting business from
U.S. based investors.

The research report is a product of AMSEC, which is the employer of the research analyst who has/have, prepared the research
report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and is/are not associated
persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and
is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and frading securities
held by a research analyst account.

Copyright of this document vests exclusively with AMSEC.
Our reports are also available on Thomson Reuters, Fact Set, Capital IQ and Bloomberg ASNM <GO
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