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Worth its mettle

MMFS’ robust disbursal (+24/22%) and AUM
(+31/6%) growth sustained. Asset quality improved
as Gross/Net Stage lll dipped further, by ~130/20bps
to ~7.7/5.8% (in part, optical, due to higher w/os at
~Rs 9.85bn i.e. 17% of Op. Gross Stage lll). Calc. NIMs
were sequentially flat at ~7.9%. Notably, MMFS
continues to expand its reach (added 17 branches in
3Q and 135 in the last 12 months).

MMFS’ impressive performance appears even better
when viewed contextually: (1) Disbursal growth
sustained (in fact jumped QoQ) while fuel prices
increased and auto OEMs reported sluggish growth
(indicating mkt share gains) and (2) NIMs were
sequentially flat while CoFs rose as liquidity
tightened for NBFCs. MMFS’ strong 3Q performance,
corroborated by our ground check (Refer to our
report titled Better than expected dated 21-Dec-18)
reinforces our constructive thesis. Maintain BUY with
an SOTP of Rs 498 (2.75x Dec-20 ABV of Rs 174.5 + Rs
18 for MIBL).

Financial Summary

BUY

nghllghts of the quarter
In spite of sluggish sales by auto OEMs and higher fuel
prices, disbursal growth sustained at ~24/22%
YoY/QoQ; driven by the CV/CE (~86/22%) and Car
(~18/22%) segments. Geographically, disbursement
was broad based, with slightly faster growth in the
east. Presence across products in upcountry locations
was instrumental for driving growth. The management
remarked that used vehicle disbursals grew
significantly (due to receding competition, we believe).
We have factored in AUM CAGR of 19% over FY19-21E.

= After a 40/30bps sequential improvement in 2Q,
Gross/Net Stage Il further improved 130/20bps to
7.7/5.8%. While the co has relentlessly focused on
collections in the recent past, the drastic sequential
improvement was in part due to w/os of ~Rs 9.85bn vs.
~Rs 1.41bn QoQ.

® Near Term Outlook: Given the healthy business
traction and better asset quality performance, the
stock should be buoyant.

(Rs mn) 3QFY19 3QFY18 YoY(%) 2QFY19 QoQ (%) FY18| FY19E  FY20E  FY21E
Net Interest Income 12,040 10,028 20.1 11,666 3.2 36816| 47,826 56,650 66,837
PPOP 7,444 6,622 12.4 7,869 (54)  257344| 32,571 38599 45790
Reported PAT 3,187 3,963 (19.6) 3,814 (16.4) 8,269| 14,239 17,477 20,976
EPS (Rs) 5.1 6.4 (20.3) 6.2 (17.4) 14.5 23.2 28.4 34.1
ROAE (%) 11.3 14.5 16.0 17.1
ROAA (%) 1.78 2.40 2.50 2.54
Adj. BVPS (Rs) 119.3 142.8 158.5 179.8
P/ABV (x) 3.34 2.79 2.51 2.21
P/E (x) 27.4 17.2 14.0 11.7

Source: Company, HDFC sec Inst Research

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO>& Thomson Reuters
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Surprisingly, Calc. NIMs were flat (we expected them
to compress). Given that yields increased ~27bps and
CoF increased ~6bps, NIMs were flat due to the cost
of carrying excess liquidity. Moderation in
incremental borrowing cost and pricing power in the
hinterland are expected to keep NIMs buoyant. We
have factored NIMs of ~7.7% over FY19-21E.

Opex grew ~37/14% YoY/QoQ led by a sharp rise in
other opex (43/16%) and staff costs (33/13%). Staff

MMEFS : RESULTS REVIEW 3QFY19

provisions of “Rs 200mn and a (3) 7-10% wage hike.
The steep rise in other opex was due to continued
branch expansion (added 135 branches in last 12
months, incl. 17 during the qtr) and higher
advertisement  expenses.  Continuous  branch
expansion is an attractive strategy as it enables
MMFS to connect better with customers. We have
increased our opex growth assumptions (18% CAGR
over FY18-21E) to factor continued branch expansion.

cost increased due to (1) Addition of ~1050 However, our C-AA ratio remains flat over FY18-21E
employees in 12 months, (2) Additional ex-gratia at ~3.3%.

Change In Estimates

R FY19E FY20E FY21E

smn Ooid New Change old New Change oid New Change
NIl 48,185 47,826 -0.7% 57,116 56,650 -0.8% 67,643.5 66,837 -1.2%
PPOP 33,539 32,571 -2.9% 39,700 38,599 -2.8% 47,120.1 45,790 -2.8%
PAT 14,158 14,239 0.6% 17,352 17,477 0.7% 21,145.1 20,976 -0.8%
Adj. BVPS (Rs) 141.21 142.8 1.1% 161.5 158.5 -1.9% 179.6 180 0.1%

Source: HDFC sec Inst Research
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Five Quarters at a Glance

MMEFS : RESULTS REVIEW 3QFY19

(Rs mn) 3QFY18 4QFY18 1QFY19 2QFY19 3QFY19 YoY Growth QoQ Growth
Net Interest income (NII) 10,028 13,050 10,771 11,666 12,040 @‘/3‘2'%’
Non-interest income 125 138 138 451 237 89.6% -47.4%
Total Net income 10,153 13,188 10,909 12,117 12,277 20.9% 1.3%
Total Operating Expenses 3,531 4,927 3,849 4,248
PPOP 6,622 8,261 7,060 7,869 7,444 12.4% -5.4%
Provisions And Write Offs 1,228 1,572 2,938 2,311 2,247 83.0%
PBT 5,394 6,688 4,122 5,558 5,197 -3.7%
Tax Expense 2,081 2,443 1,432 1,744 2,010 -3.4%
Adj. PAT 3,314 4,245 2,691 3,814 3,187 -3.8%
Exceptional item 650 - - - - - -
Reported PAT (incl. OCl) 3,959 4,245 2,659 3,823 3,158 -20.2% -17.4%
Other details
Disbursements (Rs bn) 107.1 118.6 103.4 108.6 132.9 24.1%
Auto/UV (%) 27.0 26.0 24.0 23.0 24.0 -300 bps 100 bps
Tractors (%) 20.0 18.0 19.0 18.0 19.0 -100 bps 100 bps
Cars, non-M&M UVs (%) 21.0 20.0 21.0 20.0 20.0 -100 bps 0 bps
CV/CE (%) 12.0 13.0 17.0 18.0 18.0 600 bps
Pre-owned and others (%) 20.0 23.0 19.0 21.0 19.0 -100 bps
AUM (Rs bn) 483.3 551.0 587.1 594.7 630.7 6.1%
Auto/UV (%) 28.0 27.0 27.0 25.0 26.0 -200 bps 100 bps
Tractors (%) 18.0 17.0 17.0 17.0 17.0 -100 bps 0 bps
Cars, non-M&M UVs (%) 23.0 22.0 22.0 21.0 21.0 -200 bps s
CV/CE (%) 13.0 14.0 14.0 15.0 17.0
Pre-owned and others (%) 18.0 20.0 20.0 22.0 19.0 -300 bps
Borrowings (Rs bn) 370.0 403.1 428.9 467.1 7.2%
CRAR (%) 23.5 22.0 21.9 19.7 19.4 -410 bps -30 bps
Tier | (%) 17.0 16.1 16.6 14.5 14.7 -230 bps 20 bps
Profitability
Yield on Advances (%) (calc) 15.23 15.93 13.54 14.24
Cost of Funds (%) (calc) 8.68 7.81 8.16 8.36
Spreads 6.54 8.12 5.38 5.87
NIM (%) (calc) 8.40 10.09 7.57 7.90
Cost-Income ratio (%) 34.8 374 353 35.1 394 459 bps 431 bps
Tax rate (%) 38.6 36.5 34.7 314 38.7 11 bps 731 bp
Asset Quality
Gross Stage Il (Rs mn) 60,230 50,419 55,338 56,389 50,645 -10.2%
Net Stage Il (Rs mn) 26,980 33,258 35,923 36,717 37,034 37.3% 0.9%
Gross Stage Il (%) 11.60 9.00 9.40 9.00 7.70 -390 bps -130 bps
Net Stage IIl (%) 5.60 6.20 6.30 6.00 5.80 20 bps -20 bps

Source: Company, HDFC sec Inst Research; NOTE: Numbers for 4QFY18 are as per | GAAP

Led by a ~31% growth in AUM while NIMs
declined 4bps

Driven by a 43/16% growth in other opex
and staff costs at ~33/13%

Provisions dipped as asset quality improved
(Gross/ Net Stage Ill down ~130/20bps QoQ)

Driven by Tractors (29%), Auto/UVs
(28%) and Cars & CV/CE (22%)

Driven by ~42/11% growth in east India
followed by north India at ~35/10%

The share of assignment/ securitisation
increased ~400bps QoQ to ~6% while that of
mkts borrowings dipped ~400bps to ~13%

NIMs were flat in spite of yields (+27bps)
rising faster than CoFs (+6bps) due to the
impact of carrying excess liquidity

The dip in Gross/ Net Stage Ill is in part
optical due to higher write-offs at ~Rs 9.85bn
(i.e. 17% of Op. Gross Stage Ill) vs. ~Rs
1.41bn QoQ

Page | 3
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Disbursements growth was Disbursement Grew ~24/22% YoY/QoQ Disbursements Break-up: Sequentially Stable
propelled by the CV/CE I Total Disbursement (Rs bn LHS) —=s=— YoY (%) —#— QoQ (%) B M&M Auto/UV [ M&M Tractors W Cars, UV [ CVs @ Others
140 - - 50 S —
segment (86% YoY) 100% -
; : 80% -
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Source: Company, HDFC sec Inst Research Source: Company, HDFC sec Inst Research
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. . Calc.NIM Flat Qo NIl Grew ~20/3% YoY/Qo
Calc. Yields increased ~27bps QoQ / b/ QoQ "
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C-AA increased ~20/29bps
YoY/QoQ to 3.16%
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Provisions dipped ~3% Provisons Dipped Sequentially Asset Quality Improves Further
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securitisation
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Peer Set Comparison

Mcap  CMP . P ABV (Rs) P/E (x) P/ABV (x) ROAE (%) ROAA (%)
NBFC Rating

(Rsbn)  (Rs) (Rs) | FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E
MMFS# 258 416 BUY 498 143 159 180 17.2 14.0 12.2 2.79 2.51 2.31 14.5 16.0 17.1| 2.40 250 2.54
SHTF 254 1,120 BUY 1,520 565 671 789 10.9 9.3 8.0 1.98 1.67 1.42 17.2 17.6 17.7| 247 251 246
LICHF 229 453 BUY 534 273 318 369 9.6 8.6 7.5 1.66 1.43 1.23 17.5 16.9 16.9| 130 126 1.24
CIFC 179 1,148 BUY 1,616 353 432 519 15.4 12.6 10.7 3.25 2.65 2.21 20.6 20.9 206| 267 273 277
REPCO 26 409 BUY 583 223 262 303 10.6 9.7 8.5 1.83 1.56 1.35 16.8 15.9 15.6| 227 220 219

Source: Company, HDFC sec Inst Research; # Adjusted for subsidiary
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Income Statement Balance Sheet

(Rs mn) FY17 FY18  FY19E  FY20E  FY21E (Rs mn) FY17 FY18  FY19E  FY20E  FY21E
Interest Earned 57,694 66,820 84,911 102,631 123,566 SOURCES OF FUNDS
Interest Expended 28,575 30,004 37,085 45,981 56,729 Share capital 1,130 1,229 1,229 1,229 1,229
Net Interest Income 29,120 36,816 47,826 56,650 66,837 Reserves and surplus 63,642 91,802 101,895 114,283 129,152
Other Income 4,681 5,242 4,876 5,606 6,367 Shareholders' Funds 64,772 93,031 103,124 115,512 130,381
Total Income 33,801 42,057 52,702 62,256 73,203 gorrowings 279,814 308354 367,388 437,920 517,809
Total Operating Exp 14,509 16,714 20,131 23,657 27413 (Gther Liabilities 115,266 142,293 171,160 204,680 244,921
PPOP 13,291 25344 32,571 38,599 45,790 14y iabilities 459,852 543,678 641,671 758,113 893,111
Provisions & Contingencies 13,091 12,266 10,496 11,917 13,766
PBT 6200 13,078 22,076 26,682 32,024 o an ool
Provision For T. 2,198 4,809 7,837 9,205 11,048
rovision ror fax ' ' 2 : z Advances 425,292 510,043 614,602 731,376 863,024
PAT 4,002 8,269 14,239 17,477 20,976
Investments 18,895 18,732 17,762 16,909 19,953
Source: Company, HDFC sec Inst Research
Fixed assets 1,120 1,197 1,256 1,319 1,385
Other Assets 14,546 13,707 8,051 8,508 8,749
Total assets 459,852 543,678 641,671 758,113 893,111

Source: Company, HDFC sec Inst Research
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Key Ratios

FY17 FY18 FY19E FY20E FY21E
VALUATION RATIOS
EPS (Rs) 7.1 14.5 23.2 28.4 34.1
Earnings Growth (%) (40.5) 106.6 72.2 22.7 20.0
BVPS (Rs) 114.6 151.4 167.8 188.0 212.2
Adj. BVPS (Rs) 86.3 119.3 142.8 158.5 179.8
DPS (Rs) 2.4 4.0 5.8 7.1 8.5
ROAA (%) 0.94 1.78 2.40 2.50 2.54
ROAE (%) 6.4 11.3 14.5 16.0 17.1
P/E (x) 56.2 27.4 17.2 14.0 11.7
P/ABV (x) 4.61 3.34 2.79 2.51 2.21
P/PPOP (x) 11.7 9.6 7.5 6.3 5.3
Dividend Yield (%) 0.6 1.0 1.4 1.7 2.1
PROFITABILITY
Yield On Advances (%) 15.27 15.03 15.10 15.25 15.50
Cost Of Funds (%) 8.55 7.75 8.20 8.50 8.80
Core Spread (%) 6.73 7.28 6.90 6.75 6.70
NIM (%) 7.35 7.87 7.73 7.65 7.62
OPERATING EFFICIENCY
Cost/Avg. Asset Ratio (%) 3.4 33 3.4 3.4 33
Cost-Income Ratio 42.9 39.7 38.2 38.0 37.4
BALANCE SHEET STRUCTURE RATIOS
Loan Growth (%) 16.0 19.9 20.5 19.0 18.0
Borrowings Growth (%) 18.4 13.6 19.7 19.6 18.8
Equity/Assets (%) 14.1 17.1 16.1 15.2 14.6
Equity/Loans (%) 15.2 18.2 16.8 15.8 15.1
Total CRAR 17.6 22.0 20.2 19.2 18.3
Tier | 13.2 16.1 14.7 14.0 13.1
ASSET QUALITY
Gross NPLs (Rs mn) 41,827 46,987 47,623 56,255 64,884
Net NPLs (Rs mn) 15,997 19,706 15,394 18,104 19,894
Gross NPLs (%) Total Assets 9.00 8.50 7.70 7.60 7.40
Net NPLs (%)Total Assets 3.60 3.80 2.49 2.45 2.27
Coverage Ratio (%) 61.8 58.1 67.7 67.8 69.3
Provision/Avg. Loans (%) 3.0 2.4 1.7 1.6 1.6

ROAA TREE FY17 FY18 FY19E FY20E FY21E
Net Interest Income 6.81% 7.34% 8.07% 8.09% 8.10%
Non-Interest Income 1.09% 1.04% 0.82% 0.80% 0.77%
Operating Cost 3.39% 3.33% 3.40% 3.38% 3.32%
Provisions 3.06% 2.44% 1.77% 1.70% 1.67%
Tax 0.51% 0.96% 1.32% 1.32% 1.34%
ROAA 0.94% 1.65% 2.40% 2.50% 2.54%
Leverage (x) 6.8 6.4 6.0 6.4 6.7
ROAE 6.4% 10.5% 14.5% 16.0% 17.1%

Source: Company, HDFC sec Inst Research
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RECOMMENDATION HISTORY

Date CMP Reco Target
——MMES WP 24-Jan-18 490 BUY 531
600 " W 10-Apr-18 491 BUY 548
550 . 26-Apr-18 507 BUY 590
[ ] 6-Jul-18 459 BUY 590
500 - f\") IM\M\ (\J al - 31-Jul-18 513 BUY 590
9-Oct-18 362 BUY 493
420 1 M 25-Oct-18 401 BUY 487
400 - 8-Jan-19 467 BUY 500
HJ 15-Jan-19 438 BUY 500
350 - 26-Jan-19 416 BUY 498
300 —e — Rating Definitions
¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ K 9 g BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
E @ ';’ §- § § E :Q(“ § g 23 § § NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period

Page | 10



[- MMEFS : RESULTS REVIEW 3QFY19

INSTITUTIONAL RESEARCH

Disclosure:

1, Darpin Shah, MBA, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has
no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)
or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities
Ltd. or its associate does not have any material conflict of interest.

Any holding in stock -No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon
information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its
accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their
securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or
other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement
within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced,
distributed or published for any purposes without prior written approval of HSL.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition,
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HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other
deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve
months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t 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.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor
Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or
brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022)
2496 5066
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE-INB/F/E 231109431, BSE-INB/F 011109437, AMFI Reg. No. ARN: 13549, PFRDA Reg. No. POP: 04102015, IRDA Corporate Agent License No.: HDF 2806925/HDF
€000222657, SEBI Research Analyst Reg. No.: INH000002475, CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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