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Reliance Nippon Life Asset Management (RNAM IN)

Target Price Rs315.0
Current Price Rs247.6
% Upside 27%

Well Positioned to Capture the Mutual Fund Story in India

Capital Markets | Net Yields Should Rise Driven by Increase in Equity AUM
India Summary: Reliance Nippon Asset Management (RNAM) is amongst the top four asset
08 May 2018 management companies by mutual fund AAUM as of March 2018 and is the only listed

asset management company in India. The industry has been going through rapid
expansion over the last couple of years and RNAM has been one of the beneficiaries with

BUY its AUM growing at 21% during FY3/16—18. This was mainly led by financialization of
assets in India, which we think would continue given government focus and massive
Target: Rs315.0 investor education initiatives. RNAM is well placed to take advantage given its presence
% Upside: 27% across India and its strength with the Independent Financial Advisor (IFA) channel. Also,
] A the company runs one of the most efficient asset management companies with one of
e o e the highest net yields. We expect an AUM CAGR of 15% for the company and a NP CAGR

of 16% over FY3/19-21. Hence, we initiate with a BUY recommendation on the stock.

Target Price and Catalyst: We value RNAM using a dividend discount model and arrive at

Basic Share Information a target valuation of Rs192.6bn, implying a target FY3/21 P/E of 23.4x and FY3/21

Market cap Rs151.5b/Us$2.26b  valuation/AAUM multiple of 5.2%. Increase in proportion of equity as a percentage of
Daily traded value (3mth) usso.esm  total AUM would be the key catalyst for the stock as it would lead to increase in charging
Shares outstanding 6120m  ability of the mutual fund.

Free float 14%

Foreign Shareholding 46%

L1yr high Rs3256  Earnings: RNAM has seen an increase in its proportion of equity AUM to 36% as of

Lyrlow Rs2414  March 2018 compared to around 27% as of March 2017. Given equity funds have higher

investment management fees compared to debt and liquid funds, higher equity
proportion is likely to increase the net yield (net profit as a percentage of average AUM).
Thus, while we expect mutual fund AUM CAGR for RNAM of 15% over FY3/19-21, we
forecast an even higher rate of NP CAGR of 16% over this period.

Valuation: We value RNAM using a dividend discount model and arrive at a target
valuation of Rs192.6bn for RNAM, implying a FY3/21 PE of 23.4x and a FY3/21
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| Investment Thesis

BUY

» Financial savings of households in India should increase and within financial savings,
capital markets investments are gaining traction. Over the past two years, the
household allocation to shares and debentures has increased from 2% in FY3/15 to 10%
in FY3/17 (based on CRISIL research where FY3/17 numbers are based on preliminary
estimates). RNAM is the fourth largest by mutual fund AAUM as of March 2018 mutual

fund in India (as per AMFI) with mutual fund AAUM of Rs2.2trn as of March 2018 and
should benefit from this trend

» As of March 2018, RNAM had the highest percentage share of retail assets in the
country with a total market share of around 14% among asset management companies
in India, according to AMFI. Retail average assets under management (AAUM) has
grown faster than total AAUM resulting in increased contribution of retail AAUM to

total AAUM from 25% as of March 2017 to 30.5% as of March 2018 (compared to 24%
for the industry)

» RNAM also had one of the highest total mutual fund MAAUM (monthly average
assets under management) among all asset management companies in India from
beyond top 15 locations, as of March 2018, according to AMFI. These assets have grown
at 38% YoY over the one year from March 2017 to March 2018

» RNAM had increased the proportion of equity AUM to 36% as of March 2018
compared to 27% as of March 2017. Given equity funds have higher investment
management fees compared to debt and liquid funds, higher equity proportion is likely
to increase the gross yield (revenues as a percentage of average AUM)

» Multi-channel distribution network: RNAM has built a diversified distribution
network with high proportion of direct selling (45% of monthly AUM as of March 2018)

| Company Snapshot

Reliance Nippon Life Asset Management Company is one of the largest asset management
companies in India, managing total AUM of Rs3.96trn as of March 2018. It is promoted by
Reliance Capital (RCAP IN) (with business interests including in asset management and
mutual funds, life, health and general insurance, commercial and home finance, stock
broking, wealth management services, distribution of financial products, asset
reconstruction and proprietary investments) and Nippon Life Insurance Company (one of
the leading private life insurers in Japan with assets of approximately US$577bn, as of 31
March 2017). RNAM started its mutual fund operations in 1995 as the asset manager for
Reliance Mutual Fund and managed QAAUM (Quarterly Average Assets Under
Management) of Rs2.26trn and 8.1mn investor folios, as of March 2018. It has a pan-India
network of 282 locations and approximately 65,300 distributors including banks, financial

institutions, national distributors and independent financial advisors (“IFAs”), as of March
2018.
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| Key Investment Metrics
Revenue Growth [ tow [ Medium | IEPTED

Management fees recorded a CAGR of 23% over FY3/16-18; we expect management fee
to post a CAGR of 15% over FY3/19-21, mainly driven by slower growth in average AUM,
which we also expect deliver 15% CAGR over FY3/19-21.

Profit Margins [ tow | [Medium | IETEED

We expect operating margin to improve from 40% in FY3/18 to 44.1% in FY3/21, mainly
driven by slower increase in employee costs. We expect net profit margin to improve from
28.8% in FY3/18 to 31.7% in FY3/21.

Shareholder Returns [ ow ] [Medum | IETZID
We expect ROE to improve from 25.2% in FY3/18 to 31.3% in FY3/21.
B Balance Sheet Risks [_High [ Medium | IESED

Asset management companies work on asset light model given that the main source of
revenue is fee business collected from management of assets. The statutory requirement
for balance sheet net worth is minimal at Rs500mn.

| Barriers to Entry [tow ][ Medium | IETEED

Brand recall with customer and distribution play a big part in setting up a successful asset
management company. While many foreign players tried to penetrate the Indian AMC
industry, most of them have been unsuccessful given their global brand did not have the
same recall with the customer as the Indian domestic names.

| International Exposure/Breakdown [tigh ] [vedium | TSP
The company has negligible international exposure.

| FX Exposure [righ ] [Medur | IEERED

RNAM has negligible foreign currency exposure.

| corporate Governance [ tow [ Medium | IETTED
The company’s reporting of financials is in line with accepted standards.
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. Profit & Loss (Rsm) Mar-17A Mar-18A Mar-19E Mar-20E Mar-21E

Our MOdeI Assumptlons Asset management fee 13,075 15,860 18,239 20,975 24,121
We expect asset management Net fees and commission 13,075 15,860 18,239 20,975 24,121
fee to grow ata CAGR of 15% Total turnover 14,359 18,150 19,922 22,753 26,010
T FY3/19—21 Comm|55|on.a n(.1 fee expense (2,594) (3,090) (3,554) (4,087) (4,700)
Total operating income 11,765 15,060 16,369 18,666 21,310

Compensation costs (1,957) (2,300) (2,703) (3,178) (3,735)

Other operating costs (4,036) (5,500) (5,265) (5,679) (6,108)

Total operating costs (5,993) (7,800) (7,968) (8,857) (9,843)

Operating profit 5,772 7,260 8,401 9,809 11,467

Pre-tax profit 5,813 7,260 8,401 9,809 11,467

Net income to ord equity 4,028 5,220 6,040 7,053 8,245

Source: Company, HTI estimates

Click For Interactive Model

Management fees recorded a CAGR of 23% over FY3/16—-18; we expect management fee
to post a CAGR of 15% over FY3/19-21, mainly driven by slower growth in average AUM,

We expect the net yield to which we also expect deliver 15% CAGR over FY3/19-21.

improve from 21bps in FY3/18

to 22bps in FY3/21 We expect slower growth in employee compensation due to operating efficiency.

08 May 2018 4 iBBEDR
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Our Model Assumptions

G:rease in intangible assets\

FY3/17 is due to the
intangible assets created on
account of acquisition of
asset management rights of
Goldman Sachs’ schemes
pursuant to the acquisition

ints ETF business j

‘/ Key B/S Takeaway

The equity has increased in
FY3/18 owing to profits and
issue of fresh equity worth

Rs6.17bn
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Balance Sheet (Rsm) Mar-17A Mar-18A Mar-19E Mar-20E Mar-21E
Accounts receivable 432 410 410 410 410
Total investments 17,191 22,650 23,858 25,269 26,918
Tangible fixed assets 87 120 120 120 120
I Intangible assets 2,425 2,200 2,200 2,200 2,200
Other assets 380 300 300 300 300
Total assets 20,513 25,680 26,888 28,299 29,948
Accounts payable 1,083 1,150 1,150 1,150 1,150
Other liabilities 504 1,660 1,660 1,660 1,660
Total liabilities 1,587 2,810 2,810 2,810 2,810
Common stocks 115 6,120 6,120 6,120 6,120
Other reserves 18,511 16,750 17,958 19,369 21,018
Shareholders' equity 18,626 22,870 24,078 25,489 27,138
Other equity 300 - - - -
Total equity 18,926 22,870 24,078 25,489 27,138
Total liabilities & shareholders' equity 20,513 25,680 26,888 28,299 29,948

Source: Company, HTI estimates

Click For Interactive Model

Increase in intangible assets in FY3/17 is due to the intangible assets created on account of

acquisition of asset management rights of Goldman Sachs’ schemes pursuant to the

acquisition of ETF business of Goldman Sachs Asset Management (India) Private Limited.

The equity has increased in FY3/18 owing to profits and issue of fresh equity worth

Rs6.17bn.

iBEDRR
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Our Model Assumptions

We expect operating profit
margin to improve from 40% in
FY3/18 to 44.1% in FY3/21

We expect ROE to improve
from 25.2% in FY3/18 to 31.3%
in FY3/21

We expect operating profit
margin to improve to 44.1% in
FY3/21, mainly driven my
improvement in operating
efficiency, and slower growth
in employee costs
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Per Share Data Mar-17A Mar-18A Mar-19E Mar-20E Mar-21E
EPS (Rs) 349.6 8.5 9.9 11.5 135
FDEPS (Rs) 349.6 8.5 9.9 11.5 135
Revenue per share (Rs) 1,246 30 33 37 42
BVPS (Rs) 1,617 37 39 42 44
DPS (Rs) 258.8 7.2 7.9 9.2 10.8
Shares in issue (million) 115 612.0 612.0 612.0 612.0
Year end adjusted shares in issue (m) 11.5 612.0 612.0 612.0 612.0
Key Ratios Mar-17A Mar-18A Mar-19E Mar-20E Mar-21E
Valuation Measures
P/E (x) 0.71 29.02 25.08 21.48 18.37
P/B (x) 0.15 6.62 6.29 5.94 5.58
Dividend yield 104.5% 2.9% 3.2% 3.7% 4.4%
Growth
Revenue growth 9.3% 26.4% 9.8% 14.2% 14.3%
Operating profit growth 9.7% 25.8% 15.7% 16.8% 16.9%
Net profit growth 1.6% 29.6% 15.7% 16.8% 16.9%
Margins
Operating margin 40.2% 40.0% 42.2% 43.1% 44.1%
Pretax profit margin 40.5% 40.0% 42.2% 43.1% 44.1%
Tax rate 30.7% 28.1% 28.1% 28.1% 28.1%
Net profit margin 28.0% 28.8% 30.3% 31.0% 31.7%
Key Ratios
ROE 22.2% 25.2% 25.7% 28.5% 31.3%
ROA 20.2% 22.6% 23.0% 25.6% 28.3%
ROA (excl client assets) 20.2% 22.6% 23.0% 25.6% 28.3%
Sales/avg assets 0.72 0.79 0.76 0.82 0.89
Credit analysis
Avg assets/avg equity (x) 1.10 1.11 1.12 1.11 1.11
Avg assets (excl client assets) /avg equity (x) 1.10 1.11 1.12 1.11 1.11

Source: Company, HTI estimates

Click For Interactive Model

We expect operating profit margin to improve to 44.1% in FY3/21, mainly driven my
improvement in operating efficiency, and slower growth in employee costs.

We expect ROE to improve from 25.2% in FY3/18 to 31.3% in FY3/21.
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India’s asset management industry
has gone through a purple patch
over the past couple of years
supported by demonetization with a
CAGR for AUM of 27% over the
March 2014 — March 2018

08 May 2018

Overview of Asset Management Industry in India

Indian asset management industry is going through a purple patch over the last couple of
years which got a further boost post demonetization with the industry AUM clocking 27%
CAGR over the three years to FY3/18. Equity AUMs for the asset management industry
posted 42% CAGR over this period of time. The total AAUM for the industry touched
almost US$300bn and the equity AAUM has moved up to US$130bn.

Total AAUM for Asset Management Firms in India (Rs bn)
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Source: AMFI [Association of Mutual Funds in India]
Note: AAUM = Average Assets Under Management

Total Equity AAUM for Asset Management Firms in India (in Rs bn)
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Total MAAUM Split
o/ o/ o/ 9% %
73%
64% 62% 64% 64%
FY3/10 FY3/11 FY3/12 FY3/13 FY3/14 FY3/15 FY3/16 FY3/17 FY3/18
W Debt Oriented Schemes M Equity Oriented Schemes ETF and Others
Source: CEIC Database
This has been mainly been driven by the fact that the household saving moving into
financial savings.
Household Savings (As A Percentage of GDP) in India
25.7% 25.6% 26.7%
20.1% 25.0% : ©% 251% 5449, 251% 24.8% 253% 20.3%
22.0% 22.2%
21.0%
FY3/03 FY3/04 FY3/05 FY3/06 FY3/07 FY3/08 FY3/09 FY3/10 FY3/11 FY3/12 FY3/13 FY3/14 FY3/15 FY3/16
Source: RBI
Financial and Physical Savings as a Percentage of Household Savings in India
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Source: RBI
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About 83% of retail investors
financial instrument holdings were
equity-oriented as of end-FY3/18

08 May 2018

Household Savings in Mutual Funds
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R Household investment in Mutual Funds (LHS) (in Rs bn) = as % of financial savings (RHS)

Source: RBI (Reserve Bank of India)

Is Increasing Participation in Mutual Funds Trend Structural or Cyclical?

Looking at the history of the Indian asset management industry, we have noted a sharp
growth for asset managers when equity markets were brisk, but we also saw a six-year lull
in AUM growth (from FY3/08 to FY3/14 because of downturn in financial markets in
FY3/08). The asset management industry has shown a high correlation with the equity
markets because retail investors view mutual funds as a proxy for stock investment.

Breakdown of Retail Investor Financial Instrument
Holdings in India (March 2018)

Liquid/Money ~ ETFs and
Market, 2% Others, 1%

Breakdown of Corporate Investor Financial
Instrument Holdings in India (March 2018)

Debt
Oriented
Schemes,

15%

Liquid/ Debt
Money
Market,

Oriented
Schemes,
46%

34%

Source: AMFI Source: AMFI

We do not believe that the current pace of growth in India’s mutual fund industry is
sustainable. However, we see asset managers as a growth segment over the long term
because we believe the financialization of household savings is structural in nature.

If we assume that a) Indian GDP can grow at 8% year on year in line with IMF forecasts, b)
total savings increases to 20% of GDP in line with the earlier average, c) the proportion of
financial savings within total savings moves up to 30%, and d) Mutual Fund industry is able
to retain its share within financial savings then we may see the mutual fund industry
growing by 13% YoY and reach Rs65trn in the next 10 years.

Individual investors primarily hold equity—oriented schemes while institutions hold liquid
and debt oriented schemes. Around 83% of retail investor assets are held in equity oriented

9 Gnase
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schemes. About 80% of institutional assets are held in liquid / money market schemes and
debt — oriented schemes.

Breakdown of Corporate Investor Financial Breakdown of Retail Investor Financial Instrument
Instrument Holdings in India (March 2018) Holdings in India (March 2018)

Liquid/Money ETFs and
Market, 2% Others, 1%

Debt
Oriented
About 83% of retail investors Sc"l‘f_’f/‘fs’
financial instrument holdings were
equity-oriented as of end-FY3/18 Db
Oriented

Schemes,
46%

Source: AMFI Source: AMFI
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Expense ratio in equity schemes is
higher than that of debt and liquid

schemes

08 May 2018

RNAM is one of the Largest Asset Management Companies in India

Financial savings of households in India should increase and within financial savings, capital
markets investments are gaining traction. Over the past two years, the household
allocation to shares and debentures has increased from 2% in FY3/15 to 10% in FY3/17
(based on CRISIL research where FY3/17 is based on preliminary estimates). RNAM is the
fourth largest mutual fund in India with mutual fund AAUM of Rs2.2trn as of March 2018
and should benefit from this trend.

Quarterly Average AUM for RNAM
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Source: Company data

Superior Growth in Equity Segment

Reliance AMC has been able to increase its equity proportion from 29% as of March 2013
to 36% as of March 2018.

Quarterly AAUM for RNAM
3.1% 2.2% 1.5% 1.1% 6.0% 5%
0,
50% 50% 46% 48% - 40%
24% 32% 30% 27%
Q4 FY3/13 Q4 FY3/14 Q4 FY3/15 Q4 FY3/16 Q4 FY3/17 Q4FY3/18

MEquity M Debt (Liquid) Debt (Others) ETFs

Source: Company data. Note. MAAUM for Q4FY18 from AMFI

The expense ratio for more actively managed tends to be higher. Thus the expense ratio in
equity schemes is higher than that of debt and liquid schemes (see table below). Thus
increasing proportion of equity in total AUM would result in higher gross yield (revenue as
a percentage of average AUM) for RNAM going forward.
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Retail AUM for RNAM clocked a
CAGR of 51% over March 2013-
March 2018, which has led to an
increase in proportion of retail AUM
from 10% as of March 2013 to 30%
as of March 2018

08 May 2018

Average Expense Ratio for Regular Mutual Funds for RNAM

Category Equity Debt-Liquid Debt-Other
FY3/13 2.49% 0.32% 1.59%
FY3/14 2.52% 0.33% 1.53%
FY3/15 2.52% 0.30% 1.51%
FY3/16 2.51% 0.27% 1.45%
FY3/17 2.44% 0.26% 1.44%

Source: Company data

Equity funds typically have a higher average holding period than debt mutual funds. As of
March 2018, of the total equity funds AUM, nearly 30% had been held for over two years,
while 19% had been held for a period between 1 to 2 years. In comparison, assets held for
over two years and between one to two years accounted for 24% and 17%, respectively, of
the non-equity AUM. The main reason behind this trend is the difference in the primary
investor base for the two segments. Individual investors (including HNIs) are the main
investor segment for equity schemes while the institutional investor segment dominates
the debt scheme AUM.

Holding Analysis of Equity Schemes Across Investor  Holding Analysis of Non-Equity Schemes Across

Groups (as of March 2018) for the Industry Investor Groups (as of March 2018) for the
Industry
6%
13% 7% 19% (S s
23%
30% 30%
46% 44% 48%
80% 77%
66%
56% 51% . 59%
38% 4% 38% a7%
33%)
A > o o N
<& g Q° > @ o © © © RN >
8 S & <9 & & AR
& A
& A%
Blessthan1Year M1to2years Over 2 years Blessthan1Year M1to2years Over 2 years
Source: AMFI Source: AMFI

Strong Focus On Retail

According to ICRA, in India, the retail investors” MAAUM grew significantly by 163% from
March 2014 to June 2017 from Rs1.63trn to Rs4.28trn. As of March 2018, the MAAUM of
retail investors managed by RNAM was Rs732bn, which was the largest among asset
management companies in India according to AMFI.

Retail AUM for RNAM has grown at a CAGR of 51% over March 2013—March 2018, which
has led to an increase in proportion of retail AUM from 10% as of March 2013 to 30% as of
March 2018.

B IBEDRR
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Retail AAUM (in Rs bn) for RNAM Retail as Percentage of AAUM for RNAM

732 35% -

30%
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Source: Company data, AMFI Source: Company data, AMFI
Reliance AMC has the highest Reliance AMC has the highest proportion of retail investors at 30.5% as of March 2018

proportion of retail investors at 30% compared to its peers.
compared to its peers compared to

average 24% for the industry MAAUM Split Based On Investor Type (as of March 2018)
5% 3% 4% 4% 5%
35%
39% S0 9% 0%
18% 18% 25% 21%
IPRU AMC Aditya Birla AMC HDFC AMC RNAM SBI AMC

BRetail MHNIs Corporate Others

Source: AMFI. Note MAAUM: Monthly Average Assets Under Management

Retail investors AUM is considered stickier than the Institutional category. Also individual
investors are the main investor segment for equity schemes and accounting for nearly 83%
of the average AUM (according to AMFI). Similarly, the institutional investor segment
dominates the debt scheme AUM, accounting for about 80% of the AAUM.
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For RNAM, SIP book has more than
doubled in the last two years from
Rs3.4bn as of March 2016 to Rs7.5bn
as of March 2018, and now
comprises of 2.6mn SIP accounts
from 1.5mn SIP accounts in March
2016

08 May 2018

Composition of Institutions Investor Holdings as of
March 2018 for the Industry

Debt
Oriented
Schemes,

46%

Source: AMFI

SIP Book for RNAM has been growing strongly

BUY

Composition of Retail Investor Holdings as of
March 2018 for the Industry

ETFs and
Others, 1%

Liquid/Money
Market, 2%

Debt
Oriented
Schemes,

15%

Source: AMFI

For RNAM, SIP book has more than doubled in the last two years from Rs3.4bn as of March
2016 to Rs7.5bn as of March 2018, and now comprises of 2.6mn SIP accounts from 1.5mn
SIP accounts in March 2016. At the same time the ticket size per account has increased
from Rs2,326 in March 2016 to Rs2,885 in March 2018. For new SIP, the ticket size has
increased from Rs2,863 in December 2015 to Rs3,613 in March 2018.

SIP Book (in Rs bn) (LHS) and SIP Count (in mn) (RHS) for RNAM
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Branch Network (as of December 2017)
for RNAM

Region New Current Tota
East 16 32 48
North 45 49 94
South 15 36 51
West 13 55 68
Total 89 172 261

Source: Company data

For new SIP, the ticket size has
increased from Rs2,863 in December
2015 to Rs3,613 in March 2018

RNAM has one of the highest
concentration in B15 cities with
MAAUM as a percentage of total
AAUM at 21.3% compared to 18.8%
average for the industry as of March
2018
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New SIP Amount (in Rs mn) (LHS) and New SIP Count (in ‘000) (RHS) for RNAM
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Average Ticket Size for SIP book (Rs) for RNAM Average Ticket Size for New SIP (Rs) for RNAM
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PAN India presence with high focus on B15 Locations

RNAM has a pan India presence across 282 locations in India which is the highest in the
AMC industry (including new 120 locations added in FY3/18). According to the company, 84
out of these 120 locations added are in states with AUM/GDP ratio of less than 10%.

The B-15 MAAUM in India increased from Rs1.4trn as of March 2014 to Rs5.1trn in March
2018 (as per AMFI) at a CAGR of 38% over the four year period. The advantage of catering
to B15 locations is that the majority of B15 revenue is from individual or retail investors

(see chart below). RNAM has one of the highest concentrations in B15 cities with B15

AAUM as a percentage of total AAUM at 21.3% compared to 18.8% average for the industry.

It also has a separate business vertical, which focuses on developing business with PSU
banks to leverage rural network for widespread distribution of our products.
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B15MAAUM (in Rs bn) for RNAM Trends in B15 AAUM for Industry

4% 4% 5%
513

29% 30% 25%

508
465 471
410
379
I I 47% 45% 47%
|| || | | || || FY3/15 FY3/16 FY3/17

Dec-16 Mar-17 Jun-17  Sep-17 Dec-17 Mar-18

WRetail WHNI Corporate Non-Corporate

Source: Company data, AMFI Source: AMFI

AUM (monthly AUM) Split Based on T15 and B15 Cities As Categorized by AMFI as of March 2018

83% 84% 82%
IPRU AMC Aditya Birla AMC HDFC AMC RNAM SBI AMC
WT15 mB1S

Source: AMFI

Well diversified Distribution Network

RNAM has built a diversified distribution network with high proportion of direct selling
(45% of AUM as of March 2018). As of March 2018, RNAM’s AUM (monthly average
excluding direct AUM and institutional AUM) split by distribution channel was
approximately 33% through banks, 48% through IFAs and 19% through national distributors.
Overall as of March 2018, RNAM had tie-ups with approximately 65,300 distributors
including banks, financial institutions, IFAs, national distributors and online platforms.
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RNAM has built a diversified
distribution network with high
proportion of direct selling (45% of
AUM as of March 2018)
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Distribution Split for top 5 AMCs (as of March 2018)

53%

IPRU AMC

Source: AMFI

53%

Aditya Birla AMC

H Direct

56%

HDFC AMC

M Associate Distributor

54%

0%

RNAM

Non - Associate Distributor

Top 10 Distributors for Reliance AMC for FY3/17 (in Rs mn)
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27%

SBI AMC

Name

NJ India Invest

Indusind Bank

HDFC Bank limited

IIFL Wealth Management
Limited

Kotak Mahindra Bank
limited

ICICI Bank Limited

Prudent Corporate
Advisory Services

Citibank N.A

ICICI Securities Limited

Bajaj Capital

% of Total

Total of all Distributors

Total Commission
and Expenses

786

303

286

224

181

157

139

128

102

93

50%

4,801

Gross In
Flows

115,251

13,340

93,677

101,766

24,206

12,143

8,954

25,372

13,269

7,471

Average Distributor's AAUM as Commission as %

AUM
FY3/17

62,166

11,403

43,858

33,081

23,488

17,635

13,400

23,006

16,532

11,362

% of Total AAUM
FY3/17

2.9%

0.5%

2.1%

1.6%

1.1%

0.8%

0.6%

1.1%

0.8%

0.5%

Total Commisions Paid / Distributors AAUM

of Distributor's
AAUM

1.3%

2.7%

0.7%

0.7%

0.8%

0.9%

1.0%

0.6%

0.6%

0.8%

0.42%

Source: Company data
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Benchmarking With Peer AMCs
Financial Highlights of Top AMCs in India (as of FY3/17)
(in Rs mn unless stated) HDFC AMC  IPRU AMC RNAM Adi'lt\yl\a;:irla SBI AMC
FY3/17 FY3/18
:‘r’jrage Mutual Fund AUM (in Rs 2,460 2,430 2,109 2,449 1,953 1,570
Revenue 15,879 13,497 14,359 18,150 10,145 7,781
PBT 7,998 7,347 5,813 7,260 3,371 3,297
PBT (without Investment Income) 7,116 6,884 4,529 4,970 2,960 2,921
PAT 5,503 4,805 4,028 5,220 2,232 2,241
Networth 14,229 7,332 18,504 22,870 9,416 9,416
Gross Yield 65 56 68 74 52 50
Net Yield 22 20 19 21 11 14
RoE 43% 70% 24% 25% 25% 25%
Market Cap / FY18 AAUM (%) n/a n/a 6.4% 6.4% n/a n/a
Source: Company data
Gross Yield of Top 5 Mutual Funds in India (in bps)
Gross Yield FY3/14 FY3/15 FY3/16 FY3/17 FY3/18 Average
HDFC AMC 77 64 82 65 n/a 72
IPRU AMC 51 57 61 56 n/a 56
RNAM 75 70 83 68 74 74
Aditya Birla AMC 58 46 50 52 n/a 51
SBI AMC 61 60 52 50 n/a 56
Average Gross Yield 65 59 65 58 n/a 62
Source: Company data
Net Yield of top 5 Mutual Funds in India (in bps)
Net Yield FY3/14 FY3/15 FY3/16 FY3/17 FY3/18 Average
HDFC AMC 31 25 26 22 n/a 26
IPRU AMC 17 17 19 20 n/a 18
RNAM 29 26 25 19 21 24
Aditya Birla AMC 12 9 14 11 n/a 12
SBI AMC 24 22 15 14 n/a 19
Average Net Yield 23 20 20 17 n/a 20
Source: Company data
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Expenses Breakup for RNAM (FY3/18)

D&A, 3%

Marketing Employee
expenses + expenses,
advertising , 21%

20%

Admin
expenses,
28%

Brokerage,
incentives
and others,
28%

Source: Company data
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Breakup of Expenses

RNAM has improved its employee expense as percentage of AAUM from 17bps in FY3/13
to 9bps in FY3/18, but it still has one of the highest employee expenses among the top 5
AMCs, both in absolute terms and as percentage of AAUM.

Employee Expenses for RNAM Employee Expenses for Top AMCs (FY3/17)

Employee Expense as percentage
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Source: Company data Source: Company data

During FY3/16, brokerage and incentives shot up by almost 230% primarily due to a change
in accounting practices. Until FY3/15, charges associated with brokerage and incentives
were recovered from the respective schemes and had no effect on profit and loss. However,
from FY3/16, RNAM started booking such expenditure in profit and loss and accordingly a
higher fee was charged to the respective schemes. However it is still one of the lowest
among top AMCs at 12bps (as percentage of AAUM) as of FY3/17.

Brokerage and Incentives for RNAM Brokerage and Incentives for Top AMCs (FY3/17)

Brokerage and Incentives
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Source: Company data Source: Company data

Owning to increasing size, and in order to acquire market share, RNAM incurs the highest
business promotion expenses among top 5 AMCs at 6bps (as percentage of AAUM).
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Business Promotion Expenses for RNAM

Business Promotion as percentage
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Valuation
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Business Promotion Expenses for Top AMCs
(FY3/17)
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In our view, asset management companies can be valued using a dividend discount model
given the high dividend payout ratios exhibited by them (owing to minimal reinvestment
needs). In our model, we have built in an AUM growth for RNAM of 15% over FY3/19-30.
We assume the dividend payout ratio for RNAM to be 80% over FY3/19-30 (dividend
payout ratio for RNAM in FY3/18 was around 85%).

In FY3/18, equity AUM as a percentage of total AUM for RNAM improved to 30.5% from
27% in FY3/17. Hence, we expect the gross yield and net yield to improve from FY3/18

levels.

Dividend payout ratio for RNAM

(in Rs mn) FY3/17
PAT 4,028
Dividend 2,477
Dividend Tax 504
Dividend + DDT 2,981
Payout Ratio 74%

FY3/18 FY3/19E FY3/20E
5,220 6,040 7,053
3,672 4,015 4,688

749 817 954
4,421 4,832 5,642
85% 80% 80%

Source: Company data

RNAM: Waterfall Chart of Revenue and Costs (FY3/17)

80

70 62 5

60 __ . &
50 .
40

30

20

10

Mgmt Fee  Invst Income Brokerage Exp  Emp Exp

Source: Company data

20

12

. 6

L i :

Admin Exp  Mkting and D&A Tax PAT

Adv

iBmER
HAITONG



Reliance Nippon Life Asset Management (RNAM IN)

RNAM: Waterfall Chart of Revenue and Costs (FY3/18)
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21

PAT

We arrive at a target valuation of Rs192.6bn for RNAM, implying a FY3/21 P/E of 23x and

FY3/21 valuation/AAUM multiple of 5.2%.

Valuation Summary for RNAM

(in Rsbn)
Year FY3/18 FY3/19 FY3/20 FY3/21 FY3/22 FY3/23 FY3/24 FY3/25 FY3/26 FY3/27 FY3/28 FY3/29 FY3/30 TV
PAT 52 60 71 82 95 109 125 144 166 191 219 252 290 305
9% growth 30% 16% 17% 17% 15% 15% 15% 15% 15% 15% 15% 15% 15% 5%
s"’"de”dpay°”t 85% 80% 80% 80% 80% 80% 80% 80% 80% 80% 80% 80% 80% 90%
atio
Dividends 66 76 87 100 115 133 153 17.5 202 232 27.4
PV 59 60 62 64 65 67 69 71 73 75 126
Valuation (Rs
192.6
bn)
Shares (in mn) 612
Target price (Rs) 315
Target Valuation B
/AUM (FY3/21) e
Target PE 23.4
(FY3/21) :
Source: HTI Estimates
iBimEDR
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Main Risks to Our Rating, Target Price and Estimates
» Future revenue and profit are largely dependent on the growth, value and
composition of AUM of the schemes managed by them, which may decline due to
declines in the Indian equity markets, changes in interest rates and defaults and
withdrawals or fund exits in response to changes in market conditions or poor
investment performance.
» Change in regulatory policies
» Heavy reliance on third-party distribution channels and other intermediaries can
adversely affect their business
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P/E (x) vs EPS Growth (%)
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Revenue Growth

Management fees recorded a CAGR of 23% over FY3/16-18; we expect management fee to post a CAGR of 15% over FY3/19-21,
mainly driven by slower growth in average AUM, which we also expect deliver 15% CAGR over FY3/19-21.

Profit Margins

We expect operating margin to improve from 40% in FY3/18 to 44.1% in FY3/21, mainly driven by slower increase in employee
costs. We expect net profit margin to improve from 28.8% in FY3/18 to 31.7% in FY3/21.

Shareholder Returns

We expect ROE to improve from 25.2% in FY3/18 to 31.3% in FY3/21.

M Balance Sheet Risks

Asset management companies work on asset light model given that the main source of revenue is fee business collected from
management of assets. The statutory requirement for balance sheet net worth is minimal at Rs500mn.

The key risk to our target
price is any adverse
movement in equity markets
as it will impact the overall
mutual fund industry and
RNAM will also get impacted

08 May 2018

Investment Thesis — Target Price — Share Price Catalysts

Reliance Nippon Asset management company (RNAM) is amongst the top four by Mutual
Fund AAUM as of March 2018 and the only listed asset management company in India.
The industry has been going through rapid expansion over the last couple of years and
RNAM has been one of the beneficiaries of that with its AUM growing at 21% during
FY3/16-18. This is mainly led by financialization of assets in India, which we think would
continue given government focus and massive investor education initiatives. RNAM is well
placed to take advantage of that given its presence across India and its strength with the
Independent Financial Advisor (IFA) channel. Also, the company runs one of the most
efficient asset management companies with one of the highest net yields. We expect an
AUM CAGR of 15% for the company and a NP CAGR of 16% over FY3/19-21. Hence, we
initiate with a BUY recommendation on the stock. Hence, we initiate with a BUY
recommendation on the stock. We value RNAM using a dividend discount model and
arrive at a target valuation of Rs192.6bn for RNAM, implying a target FY3/21 PE of 23.4x
and FY3/21 valuation/AAUM multiple of 5.2%. Increase in proportion of equity as a
percentage of total AUM is the key catalyst for the stock as it would lead to increase in
charging ability of the mutual fund.
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APPENDIX

IMPORTANT DISCLOSURES

This research report is distributed by Haitong International, a global brand name for the equity research teams of Haitong International Research Limited (“HTIRL"), Haitong Securities India Private
Limited (“HSIPL"), Haitong International Japaninvest KK (“HTIJIKK”), Haitong International Securities Company Limited (“HTISCL"), Haitong International Investment Services Limited (“HTIIS”), and
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companies or issuers referred to in this research and (ii) no part of our compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this
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banking projects include a lead or co-lead manager in a public offering of equity or debt securities
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chart. ALL rated stocks have a target price which represents the analyst's best
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BUY 2 15% absolute upside performance expected within the next 12 months
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BUY or SELL rating. For purposes only of FINRA/NYSE ratings distribution rules,
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HTI Equity Research Coverage 71% 21% 8%
IB clients* 6% 3% 4%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Neutral rating falls into a hold rating category. Please note that stocks with an NR designation are not included in the table above.
Haitong International Non-Rated Research: Haitong International publishes quantitative, screening or short reports which may rank stocks according to valuation and other metrics or may suggest
prices based on possible valuation multiples. Such rankings or suggested prices do not purport to be stock ratings or target prices or fundamental values and are for information only.

HTI Equity-Style Portfolios: Stocks are selected for Haitong International’s equity-style portfolio products based on six different strategies: Value, Quality, Growth, Risk, Momentum and US
Exposure. Each quarter, HTI's rated coverage is screened based on the selection criterion for each strategy and using a scoring methodology, the top 20 stocks for each strategy are identified and
assigned to the portfolios. Note that the quantitative screening used to rank stocks for the HTI equity-style portfolios is separate from the fundamental analysis employed by HTI sector analysts, so
there may be differences in the assessments of individual stocks.

HTI Themes: The Haitong International research department periodically identifies a select number of themes that it believes have longevity and identifies stocks from among its rated coverage
that are relevant for these themes. These themes and the relevant stocks are reviewed on a quarterly basis. Note that the strategic attractiveness of a general theme may be different from the
fundamental assessments of individual stocks within that theme.

Related SCNet Visits: The designation of a related SCNet visit means that the specified Haitong International non-rated company visit reports may provide additional perspective with regard to
HTI's rated coverage. The research department selects these related SCNet visit reports on a quarterly basis. The process of compiling and publishing unrated SCNet notes is separate from the
fundamental assessment and publication of individual rated stocks.

Haitong International Coverage of A-Shares: Haitong International may cover and rate A-Shares that are subject to the Hong Kong Stock Connect scheme with Shanghai and Shenzhen. Haitong
Securities (HS; 600837 CH), the ultimate parent company of HTISG based in Shanghai, covers and publishes research on these same A-Shares for distribution in mainland China. However, the rating
system employed by HS differs from that used by HTl and as a result there may be a difference in the HTI and HS ratings for the same A-share stocks.

Haitong International Quality 100 A-share (Q100) Index: HTI's Q100 Index is a quant product that consists of 100 of the highest-quality A-shares under coverage at HS in Shanghai. These stocks
are carefully selected through a quality-based screening process in combination with a review of the HS A-share team’s bottom-up research. The Q100 constituent companies are reviewed
quarterly.

08 May 2018 25 @ el



Reliance Nippon Life Asset Management (RNAM IN) BUY

IMPORTANT DISCLAIMER

For research reports on non-Indian securities: The research report is issued by Haitong International Research Limited (“HTIRL"), a wholly owned subsidiary of Haitong International Securities
Group Limited (“HTISGL”) and a licensed corporation to carry on Type 4 regulated activity (advising on securities) for the purpose of the Securities and Futures Ordinance (Cap. 571) of Hong Kong,
with the assistance of Haitong International Japaninvest KK (“HTIIKK”), a wholly owned subsidiary of HTISGL and which is regulated as an Investment Adviser by the Kanto Finance Bureau of Japan.

For research reports on Indian securities: The research report is issued by Haitong Securities India Private Limited (“HSIPL”), an Indian company and a Securities and Exchange Board of India
(“SEBI") registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE Limited (“BSE”) and the
National Stock Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”). HSIPL was acquired and became part of the Haitong International Securities Group of Companies
(“HTISG") on 22 December 2016.

All the research reports are globally branded under the name Haitong International and approved for distribution by Haitong International Securities Company Limited (“HTISCL”) and/or Haitong
International Investment Services Limited (“HTIIS”), and/or any other members within HTISG in their respective jurisdictions.

The information and opinions contained in this research report have been compiled or arrived at from sources believed to be reliable and in good faith but no representation or warranty, express
or implied, is made by HTIRL, HTISCL, HTIIS, HSIPL, HTIKK or any other members within HTISG from which this research report may be received, as to their accuracy, completeness or correctness.
All opinions expressed herein are as of the date of this research report and are subject to change without notice. This research report is for information purpose only. Descriptions of any companies
or their securities mentioned herein are not intended to be complete and this research report is not, and should not be construed expressly or impliedly as, an offer to buy or sell securities. The
securities referred to in this research report may not be eligible for purchase or sale in some jurisdictions. If an investment product is denominated in a currency other than an investor's home
currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Certain transactions, including those involving derivatives,
give rise to substantial risk and are not suitable for all investors. You should also bear in mind that recommendations in this research report are not tailor-made for you. The analyst has not taken
into account your unique financial circumstances, such as your financial situation and risk appetite. You must, therefore, analyze and should, where applicable, consult your own legal, tax,
accounting, financial and other professional advisers to evaluate whether the recommendations suits you before investment. Neither HTISG nor any of its directors, employees or agents accepts
any liability whatsoever for any direct or consequential loss arising from any use of the materials contained in this research report.

HTISG and our affiliates, officers, directors, and employees, excluding the analysts responsible for the content of this document, will from time to time have long or short positions in, act as
principal in, and buy or sell, the securities or derivatives, if any, referred to in this research report. Sales, traders, and other professionals of HTISG may provide oral or written market commentary
or trading strategies to the relevant clients and the companies within HTISG that reflect opinions that are contrary to the opinions expressed in this research report. HTISG may make investment
decisions that are inconsistent with the recommendations or views expressed in this research report. HTI is under no obligation to ensure that such other trading decisions, ideas or
recommendations are brought to the attention of any recipient of this research report.

Please refer to HTI's website www.equities.htisec.com for further information on HTI's organisational and administrative arrangements set up for the prevention and avoidance of conflicts of
interest with respect to Research.

Non U.S. Analyst Disclosure: The HTI analyst(s) listed on the cover of this Research is (are) not registered or qualified as a research analyst with FINRA and are not subject to U.S. FINRA Rule 2241
restrictions on communications with companies that are the subject of the Research; public appearances; and trading securities by a research analyst.
DISTRIBUTION AND REGIONAL NOTICES

Except as otherwise indicated below, any Recipient wishing to discuss this research report or effect any transaction in any security discussed in HTI's research should contact the Haitong
International salesperson in their own country or region.

Notice to Hong Kong investors: The research report is distributed by Haitong International Securities Company Limited (“HTISCL") and/or Haitong International Investment Services Limited
(“HTIIS"), both licensed corporations to carry on Type 1 regulated activity (dealing in securities) in Hong Kong. This research report does not constitute a solicitation or an offer of securities or an
invitation to the public within the meaning of the SFO. This research report is only to be circulated to "Professional Investors" as defined in the SFO. This research report has not been reviewed by
the Securities and Futures Commission. You should not make investment decisions solely on the basis of the information contained in this research report

Notice to U.S. investors: As described above, this research report was prepared by HTIRL, HSIPL or HTIIKK. Neither HTIRL, HSIPL, HTUIKK, nor any of the non U.S. HTISG affiliates is registered in the
United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution
to “major U.S. institutional investors” and “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as
amended. When distributing research reports to “U.S. institutional investors,” HIT USA will accept the responsibilities for the content of the reports. Any U.S. recipient of this research report
wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only through Haitong International
Securities (USA) Inc. (“HTI USA”), located at 850 Third Avenue, Suite 9B, New York, NY 10022; telephone (212) 867-7300. HTI USA is a broker-dealer registered in the U.S. with the U.S. Securities
and Exchange Commission (the “SEC”) and a member of the Financial Industry Regulatory Authority, Inc. (“FINRA”). HTI USA is not responsible for the preparation of this research report nor for the
analysis contained therein. Under no circumstances should any U.S. recipient of this research report contact the analyst directly or effect any transaction to buy or sell securities or related financial
instruments directly through HSIPL, HTIRL or HTUIKK. The HSIPL, HTIRL or HTUIKK analyst(s) whose name appears in this research report is not registered or qualified as a research analyst with
FINRA and, therefore, may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account. Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S. issuers may not
be registered with, or be subject to U.S. regulations. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be subject to audit and
reporting standards and regulatory requirements comparable to those in effect within the U.S. The value of any investment or income from any securities or related financial instruments discussed
in this research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such
securities or related financial instruments. All inquiries by U.S. recipients should be directed to:

Haitong International Securities (USA) Inc.

340 Madison Avenue, 12™ Floor

New York, NY 10173

Attn: Sales Desk at (212) 351 6050
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People’s Republic of China (PRC): In the PRC, the research report is directed for the sole use of those who receive the research report in accordance with the applicable PRC laws and regulations.
Further, the information on the research report does not constitute "production and business activities in the PRC" under relevant PRC laws. This research report does not constitute a public offer
of the security, whether by sale or subscription, in the PRC. Further, no legal or natural persons of the PRC may directly or indirectly purchase any of the security or any beneficial interest therein
without obtaining all prior PRC government approvals or licenses that are required, whether statutorily or otherwise. Persons who come into possession of this research are required to observe
these restrictions.

Notice to Canadian Investors: Under no circumstances is this research report to be construed as an offer to sell securities or as a solicitation of an offer to buy securities in any jurisdiction of
Canada. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities
regulators and only by Haitong International Securities (USA) Inc., a dealer relying on the “international dealer exemption” under National Instrument 31-103 Registration Requirements,
Exemptions and Ongoing Registrant Obligations (“NI 31-103") in Alberta, British Columbia, Ontario and Quebec. This research report is not, and under no circumstances should be construed as, a
prospectus, an offering memorandum, an advertisement or a public offering of any securities in Canada. No securities commission or similar regulatory authority in Canada has reviewed or in any
way passed upon this research report, the information contained herein or the merits of the securities described herein and any representation to the contrary is an offence. Upon receipt of this
research report, each Canadian recipient will be deemed to have represented that the investor is an “accredited investor” as such term is defined in section 1.1 of National Instrument 45-106
Prospectus Exemptions or, in Ontario, in section 73.3(1) of the Securities Act (Ontario), as applicable, and a “permitted client” as such term is defined in section 1.1 of NI 31-103, respectively.

Notice to Singapore investors: This research report is provided in Singapore by or through Haitong International Securities (Singapore) Pte Ltd (“HTISSPL”) [Co Reg No 201306644N], which is an
Exempt Financial Adviser as defined in the Financial Advisers Act (“FAA”) and regulated by the Monetary Authority of Singapore, and is only provided to accredited investors, expert investors and
institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this research report are to contact HTISSPL in respect of any matters arising from, or in
connection with, the research report. If you are an accredited investor or expert investor, please be informed that in our dealings with you, we are relying on certain exemptions to the Financial
Advisers Act. Cap. 110 (“FAA”) - (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts us from complying with Section 25 of the FAA on disclosure of
product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts us from complying with Section 27 of the FAA on recommendations; and (3) the exemption set
out in Regulation 35 of the FAR, which exempts us from complying with Section 36 of the FAA on disclosure of certain interests in securities.

Notice to Japanese investors: This research report is distributed by Haitong International Japaninvest KK (“HTIIKK"), which is regulated as an Investment Adviser by the Kanto Finance Bureau of
Japan. This research report is solely and exclusively directed at, and made available only to “Qualified Institutional Investors” as defined in the Financial Instruments and Exchange Law of Japan.

Notice to UK investors: This research report is distributed by Haitong International Securities (UK) Limited, which is authorised and regulated by the UK Financial Conduct Authority. The research
report (and any advice contained therein) is directed only at, and made available only to, professional clients and eligible counterparties (as defined in the Financial Conduct Authority’s rules) who
are clients of Haitong International Securities (UK) Limited.

Notice to Australian investors: The research report is distributed in Australia by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong
International Securities (UK) Limited in reliance on ASIC Class Order 03/1102, 03/1103 or 03/1099, respectively, which exempts those HTISG entities from the requirement to hold an Australian
financial services license under the Corporations Act 2001 in respect of the financial services it provides to wholesale clients in Australia. A copy of the ASIC Class Orders may be obtained at the
following website, www.legislation.gov.au. Financial services provided by Haitong International Securities (Singapore) Pte Ltd, Haitong International Securities Company Limited, and Haitong
International Securities (UK) Limited are regulated under foreign laws and regulatory requirements, which are different from the laws applying in Australia.

Notice to Indian investors: The research report is distributed by Haitong Securities India Private Limited (“HSIPL"), an Indian company and a Securities and Exchange Board of India (“SEBI")
registered Stock Broker, Merchant Banker and Research Analyst that, inter alia, produces and distributes research reports covering listed entities on the BSE Limited (“BSE”) and the National Stock
Exchange of India Limited (“NSE”) (collectively referred to as “Indian Exchanges”).

This research report is intended for the recipients only and may not be reproduced or redistributed without the written consent of an authorized signatory of HTISG.
Copyright: Haitong International Securities Group Limited 2018. All rights reserved.
http://equities.htisec.com/x/legal.ntml
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