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Tamilnad Mercantile Bank Limited

Tamilnad Mercantile Bank Itd (TMBL), Incorporated in 1921, is a bank with
strong presence in the state of Tamil Nadu with 369 branches, 949 ATM’s and
255 Cash recycler machines (CRM’s). TMBL's business is majorly driven by
lending to MSME’s customers along with Agriculture and Retail customers
which combined contribute ~85% of total revenues. The bank reported
deposits of X 44,930 crore and advances of X 33,490 crore as of March 2022. In
fiscal 2022, TMB also reported a low credit cost ratio of 0.27%, along with that
bank has also reported return on assets (ROA) of 1.66% and return on equity
(ROE) of 16.58% which are better than the bank peers.

Positives: (a) Bank has reported strong growth in deposit and advances, from 2020-
22 bank has reported growth in deposit of 10.46% and growth in advance of 9.93%.
b) Consistently growing customer deposit base with a focus on low-cost retail,
current CASA ratio of 30.5%. (c) Bank consistently growing their customer base from
4.6 million customers in FY2020 to 5.08 in FY2022.

Investment concerns: (a) 70% of the loan book comes from MSME & Agricultural,
in which credit risk is high. (b) Highly concentrated on one state that is Tamil Naidu,
any natural calamity will impact the bank business adversely. (c) GNPA & NPA ratios
have improved significantly in the last couple of years, any downturn in the economy
will impact the bank.

Outlook & Valuation: In terms of valuations, the IPO is priced at price to book
of 1.4 times and PE levels of 9.1 times at upper price band of the IPO. Company's
consolidated revenue growth of 5% over FY20-22 but interest/discount on
advances was of 4.1% over FY20-22. It will be challenging for the bank to grow
its business in Tamil Naidu as well as new geographics. Looking at the current
valuation of price to book of 1.4 times we believe that near term positive has
been priced in the ipo price. Thus, we have a NEUTRAL rating on the issue.
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NEUTRAL

Issue Open: September 05, 2022
Issue Close: September 07, 2022

Issue Details

Face Value: %10

Present Eq. Paid up Capital: ¥ 143cr
Offer for Sale: ¥ O cr

Fresh issue: ¥ 832cr

Post Eq. Paid up Capital: ¥ 158cr

Issue size (amount): T 832cr

Price Band: ¥500- X525

Lot Size: 28 shares and in multiple thereafter

Post-issue mkt. cap: *¥7,818cr - **38,314cr

Promoters holding Pre-Issue: 0%

Promoters holding Post-Issue: 0%

*Calculated on lower price band
** Calculated on upper price band

Book Building

QIBs 75% of issue
Non-Institutional 15% of issue
Retail 10% of issue

Post Issue Shareholding Pattern

Promoters 0.0%

Key Financials Public 100.0%
Particular 2020 2021 2022

Total Business 65,061 72,511 78,681

Deposits 36,825 40,970 44,933

Net advances 27,716 31,070 33,492

Cost of deposits 6.3% 5.5% 4.9%

Yield on advances 10.2% 9.7% 9.5%

Credit cost 1.5% 1.4% 0.6%

Net interest margin 3.6% 3.8% 4.1%

Return on assets 1.0% 1.3% 1.7%

Return on equity 10.7% 14.1% 16.6%

CASA to total deposits ratio 25.9% 28.5% 30.5% Yash Gupta

Cost to income ratio 46.1% 44.9% 42.1%

Source: Company, Angel Research

Please refer to important disclosures at the end of this report
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Company background

Tamilnad Mercantile Bank Itd (TMBL), Incorporated in 1921, is a bank with
strong presence in the state of Tamil Nadu with 369 branches, 949 ATM’s and
255 Cash recycler machines (CRM’s). TMBL’s business is majorly driven by
lending to MSME’s customers along with Agriculture and Retail customers
which combined contribute ~85% of total revenues.

Bank’s deposits have grown at a healthy pace of 10.46% CAGR (compared to
median of its peers 7.90%), while its advances grew at 9.93% CAGR
(compared to median of its peers: 8%). As of March 31, 2022, their deposits
and advances portfolio in the state of Tamil Nadu has contributed 75.06% to
their Total Business. They also focus on diversifying their growth in other high
growth regions of India which will help increase their network and client base.
Other than Tamil Nadu, they are present in 15 other states and 4 union
territories of India. Apart from Tamil Nadu, they have sizable presence in the
states of Maharashtra, Gujarat, Karnataka, and Andhra Pradesh

Customer wise break-up

Bank Asset Products target the RAM customers, which include MSMEs,
agricultural customers, retail customers, and their corporate customers. The
information in relation to their advance portfolio for asset products as of March
31, 2022,

Exhibit 1: Loan Book

Amount % of Total Average
Category of Loan Portfolio Outstanding (X M ticket size (X
Advances

Cr) Cr)

MSMEs 12,615 37.38 0.19

Agricultural customers 10,022 29.70 0.01

Retail customers 6,882 20.39 0.05

Corporate customers 4,227 12.53 0.57

Total 33,748 100.00 0.03
Source: Company, Angel Research
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Issue details

The IPO is made up entirely of Fresh issue of 15,840,000 shares making the total
Issue size of ¥832cr

Pre & Post Shareholding

(Pre-lIssue) (Post-Issue)
Particulars No of shares % No of shares %
Promoter 0 0% 0 0%
Public 14,25,11,454  100% 15,83,51,454  100%
Total 14,25,11,454 100% 15,83,51,454 100%

Source: Company, Angel Research

Objectives of the Offer

The net proceeds from the issue will be utilized for the following purposes:

e To augment tier-l capital base to meet future capital requirements.

e To receive the benefits of listing the shares on the stock exchanges.

Kay Managerial Personnel

e KV Rama Moorthy is the MD & CEO of the Bank. He has over 40 years
of banking experience, including in Bank of Baroda and as an Executive
Director in United Bank of India. Prior to joining the Bank, he was
Executive Director in United Bank of India till 2017.

e Krishnan Sankarasubramaniam* The Board, pursuant to its resolution
has appointed Krishnan Sankarasubramaniam as the Managing
Director & CEO with effect from September 4, 2022. Prior to joining
the Bank, he was associated with Indian Bank, Syndicate Bank (which
was merged into Canara Bank) and Punjab and Sind Bank.

e Niranjan Sankar A is the Non-Executive Director of the Bank. He has
over 22 years of experience in small scale undertakings.

e SR Ashokis the Non-Executive Director of the Bank. He is a doctor by
profession and presently serves at the Thoothukudi Medical College
Hospital.

e Asok Kumar P C G is the Non-Executive Director of the Bank. He has
over 25 years of experience investing in the stock market.
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Financial Summary

Income Statement (Consolidated)

Y/E March (X cr) FY'20 FY’'21 FY'22
INCOME

Interest earned 3,466 3,609 3,834
Interest Expended 2,147 2,072 2,019
Net Interest Income 1,320 1,538 1,815
% chg 17% 18%
Other Income 526 644 823
Total Income 1,846 2,182 2,638
Operating Expenses 851 980 1,111
Cost to Income (%) 46% 45% 42%
PPoP (Operating Profit) 995 1,202 1,527
Provisions & Contingencies 410 404 402
PBT 585 798 1,125
current tax 156 192 293
deferred tax 21 3 10
Total Taxes 177 195 303
PAT 408 603 822
% chg 48% 36%
EPS 2.86 423 5.77

Source: Company, Angel Research

Balance Sheet (Consolidated)

Y/E March X cr) FY'20 FY'21 FY’'22
Sources of Funds

Capital 143 143 143
Reserves & Surplus 3,837 4,437 5193
Total Equity 3,980 4,580 5,336
Deposits 36,825 40,970 44,933
Borrowings 324 0 0
Other Liabilities and Provisions 1,630 1,977 2,590
Total Liability & Equity 42,759 47,527 52,858
Application of Funds

Cash with RBI 1,414 1,680 2,113
Balances with Banks 2,322 1,025 1,739
Investments 9,467 11,703 13,035
Advances 27,716 31,070 33,492
Fixed Assets 128 137 211
Other Assets 1,711 1,912 2,269
Total Assets 42,759 47,527 52,858

Source: Company, Angel Research
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Particular 2020 2021 2022
Interest Income 8.1% 7.6% 7.3%
Interest Expenses 5.0% 4.4% 3.8%
Net Interst Income 3.1% 3.2% 3.4%
Non Interest Income 1.2% 1.4% 1.6%
Total Income 4.3% 4.6% 5.0%
Operating Cost 2.0% 2.1% 2.1%
PPoP 2.3% 2.5% 2.9%
Provisions 1.0% 0.8% 0.8%
PreTax Profit 1.4% 1.7% 2.1%
Tax 0.4% 0.4% 0.6%
ROA 1.0% 1.3% 1.6%
Leverage 10.74 10.38 9.91
RoE (%) 10.2% 13.2% 15.4%
Source: Company, Angel Research
Key Performance
Particular FY20 FY21 FY22
Total Business 65,061 72,511 78,681
Deposits 36,825 40,970 44,933
Credit to deposit ratio 75.3% 75.8% 74.5%
Cost of deposits 6.3% 5.5% 4.9%
Net advances 27,716 31,070 33,492
Yield on advances 10.2% 9.7% 9.5%
Credit cost 1.5% 1.4% 0.6%
Net interest income 1,320 1,538 1,815
Net interest margin 3.6% 3.8% 4.1%
Operating profit 995.0 1202.2 1526.8
Net profit 407.7 603.3 821.9
Return on assets 1.0% 1.3% 1.7%
Return on equity 10.7% 14.1% 16.6%
CASA to total deposits ratio 25.9% 28.5% 30.5%
Cost to income ratio 46.1% 44.9% 42.1%
Source: Company, Angel Research
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DISCLAIMER

Angel One Limited (hereinafter referred to as “"Angel”) is a registered Member of National Stock Exchange of India Limited, Bombay Stock
Exchange Limited and Metropolitan Stock Exchange Limited. It is also registered as a Depository Participant with CDSL and Portfolio Manager
and investment advisor with SEBI. It also has registration with AMFI as a Mutual Fund Distributor. Angel One Limited is a registered entity
with SEBI for Research Analyst in terms of SEBI (Research Analyst) Regulations, 2014 vide registration number INHO00000164. Angel or its
associates has not been debarred/ suspended by SEBI or any other regulatory authority for accessing /dealing in securities Market.

This document is solely for the personal information of the recipient, and must not be singularly used as the basis of any investment decision.
Nothing in this document should be construed as investment or financial advice. Each recipient of this document should make such
investigations as they deem necessary to arrive at an independent evaluation of an investment in the securities of the companies referred
to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits and risks of
such an investment.

Angel or its associates or research analyst or his relative may have actual/beneficial ownership of 1% or more in the securities of the subject
company at the end of the month immediately preceding the date of publication of the research report. Neither Angel or its associates nor
Research Analysts or his relative has any material conflict of interest at the time of publication of research report.

Angel or its associates might have received any compensation from the companies mentioned in the report during the period preceding
twelve months from the date of this report for services in respect of managing or co-managing public offerings, corporate finance,
investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal
course of business. Angel or its associates did not receive any compensation or other benefits from the companies mentioned in the report
or third party in connection with the research report. Neither Angel nor its research analyst entity has been engaged in market making
activity for the subject company.

Reports based on technical and derivative analysis center on studying charts of a stock's price movement, outstanding positions 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.
Investors are advised to refer the Fundamental and Technical Research Reports available on our website to evaluate the contrary view, if
any.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources
believed to be true, but we do not represent that it is accurate or complete and it should not be relied on as such, as this document is for
general guidance only. Angel One Limited or any of its affiliates/ group companies 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. Angel One Limited has not independently
verified all the information contained within this document. Accordingly, we cannot testify, nor make any representation or warranty, express
or implied, to the accuracy, contents or data contained within this document. While Angel One Limited endeavors to update on a reasonable
basis the information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so.

This document is being supplied to you solely for your information, and its contents, information or data may not be reproduced,
redistributed or passed on, directly or indirectly.

Neither Angel One Limited, nor its directors, employees or affiliates shall be liable for any loss or damage that may arise from or in connection
with the use of this information. Angel or its associates or Research Analyst or his relative might have financial interest in the subject
company. Research analyst has not served as an officer, director or employee of the subject company.
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