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Mahindra & Mahindra Financial
Services (MMFS IN)

Rating: ACCUMULATE | CMP: Rs436 | TP: Rs527

Stellar quarter

Quick Pointers:

®  Shift to multi-product strategy, market share sustenance, lower ECL

provisioning and steep NPA decline boost FY19 RoAs

Bestin 5 years reported asset quality (Stage 3 GNPA decline 310 bps to 5.9%;
provisions reduce 200%+ YoY) and industry best AUM growth at 26% YoY at
Rs 613bn led to PAT beat at Rs 5.93bn (PLe: Rs 4.10bn) in a seasonally strong
Q4. While disbursements at Rs 1172.6bn stood down 11.8% QoQ largely due
to paring down on MSME (NBFC lending) book and market headwinds,
Management expects healthy rural pick-up with post-election and monsoon
scenario stabilizing by H2FY20. We envisage RoAs stabilizing at 2.4% and
RoEs climbing to 17.5% over FY20-21E led by (a) strengthening market
positioning across key products and sustained rural uptick that can put up
22% AUM growth (FY21E) (b) focus on higher yielding product mix and
maintaining pricing power leading to 8.5% NIMs (c) improving asset quality
with GNPAs declining to 5% and credit costs restricting to <2% by FY21E.
Improved EPS CAGR translates into slight uptick in target price to Rs 527
(earlier Rs 519) valuing MMFS at 2.7x FY21 ABV inclusive of subsidiaries’
value of Rs 59, however, we reiterate ACCUMULATE rating as the stock
remains susceptible to cyclical and event based headwinds on the rural side.

® Rural buoyancy aids growth traction: Defying current market turmoil, MMFS
reports strong AUM growth at 26% YoY largely driven by used and CE
segment. While disbursements traction took a toll in Q4FY19, Management
stands confident of these picking up in H2FY20 with OEMs renewed rural
strategy on the CV side gaining strength. Rural recovery has augured well as
cash flows of smaller operators remain intact coupled with MMFS’ market
position strengthening in CV, CE business led by deeper penetration into
hinterlands prompt us to tweak growth estimate higher to 18-22% as against
earlier 18-19% for FY19. Continued branch expansion and increased proximity
to customer strategy has been auguring well for MMFS.

" Robust loan mix: MMFS has made conscious attempts to pare down the
perceived risky SME (NBFC lending) business with SME as percentage of
overall mix down to 5% from 8% at beginning of FY19. On the other hand,
increased focus on higher yielding mix with used CV witnessing increased
share in overall mix to 14% from 9% in a mere span of 1 quarter has aided
robust business (26% YoY) and margin expansion (8.7%) for FY19. Robust
business traction due to change in product mix (tilting more towards CE, used)
that began in Q2FY19, absorption of funding pressures given the pricing power
and deeper penetration across products and geographies should maintain
higher order NIMs of 8.5-8.6% over FY20-21E.

" Sharp improvement in asset quality: MMFS reported sharp improvement in
asset quality with Stage 3 assets reporting steep decline of 260 bps to 5.9%
and provisions contracting hugely by 222% YoY. While provision requirement
under ECL methodology of INDAS continues to trend lower, we foresee credit
costs to hover at 1.7-1.8% (earlier 1.7-1.9%) levels over FY20-21E. MMFS
continues to maintain diligent collection efficiency improvement and hence
Q4FY19 reported elevated recoveries aiding FY19 RoAs climbing to 2.6% - the
best in past 5 years.
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Exhibit 1: MMFS Q4FY19: Decline in provisions and robust top-line drove

earnings
(Rs m) Q4FY19 QA4FY18 YoY gr. Q3FY19 QoQ gr.
Interest Income 24552 17,968 36.6% 22,304 10.1%
Interest Expenses 11,443 7,779 47.1% 10,205 12.1%
Net Interest Income 13,109 10,189 28.7% 12,099 8.3%
Other Income 243 109 124.3% 157 55.2%
Total Income 13,352 10,297 29.7% 12,256 8.9%
Total Operating Expenses 5,549 4,222 31.4% 4,812 15.3%
Operating Profit (PPP) 7,803 6,076 28.4% 7,444 4.8%
Provisions & Write Offs -1,145 948 -220.7% 2,247 -150.9%
PBT 8,947 5128 74.5% 5197 72.2%
Exceptionals -110
Reported Profit 5,925 3,033 95.3% 3,158 87.6%
Assets Under Management 612,500 485,470 26.2% 582,397 5.2%
Off-Balance Sheet AUM 0 0 -100.0% 0
NIM 8.78% 8.12% 0.7% 8.22%  0.55%
AUM (Rs mn) 612,496 485,470 26.2% 582,397 5.2%
Auto/ Utility vehicles 153,124 131,077 16.8% 151,423 1.1%
Tractors 110,249 82,530 33.6% 99,007 11.4%
Cars 122,499 106,803 14.7% 122,303 0.2%
CVICE 116,374 67,966 71.2% 99,007 17.5%
Used vehicles & Others 110,249 97,094 13.5% 110,655  -0.4%
Asset Quality
Gross NPAs 40,602 46,987 -13.59% 50,645 -19.8%
Net NPAs 32,803 19,706 66.46% 37,034 -11.4%
Gross NPA (%) 5.90% 8.50% -2.60% 7.70% -1.8%
Net NPA (%) 4.80% 3.84% 0.96% 6.36% -1.6%
Coverage (%) 19.21% 58.06% -38.85% 68.67% -49.5%
Credit costs - On Loans -0.75% 0.78% -1.53% 154% -2.3%
Balance sheet Details
Total Borrowed Funds 528,469 403,130 31.1% 515,983 2.4%
Loans & Advances & others 612,496 485,470 26.2% 582,397 5.2%
Total Assets 613,992 519,105 18.3% 630,730 -2.7%
Source: Company, PL
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Exhibit 2: AUM growth of 26% YoY on improved mix

Exhibit 3: Disbursements

stood tepid due to

movement across major products
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Exhibit 4: AUM mix - mix tilted towards CV/CE & used segments
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Exhibit 5: Disbursements mix tilting towards higher yielding businesses
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Exhibit 6: Margins saw uptick on robust loan mix and healthy growth
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Exhibit 7: Yields have improved on high yielding products and cost of funds

remain elevated
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Exhibit 9: C/l ratio remained on higher side on elevated opex

Exhibit 8: C/l ratio remained on higher side on elevated opex
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Exhibit 10: Asset quality improved on 90dpd on strong collections
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Exhibit 11: We maintain ACCUMLATE with TP of Rs527 (from Rs519) based

on 2.7x P/ABV FY21 estimates

Fair price — EVA 529
Fair price - P/ABV 408
Average of the two 468
Subsidiary Value 59
Target Price 527
Target P/ABV 2.7
Target P/E 15.6
Current price, Rs 436
Upside (%) 21%
Dividend yield (%) 1%
Total return (%) 22%

Source: Company, PL

Exhibit 12: Tweaking of growth estimates are a result of high growth and

provisions’ levers

Old Estimates Revised Estimates % Change

Rs mn FY20E FY21E FY20E FY21E FY20E FY21E
Net Interest Income 55,066 64,553 59,252 70,948 7.6 9.9
Operating Profit 38,243 46,249 39,991 49,932 4.6 8.0
Net Profit 16,170 19,305 18,413 21,268 13.9 10.2
EPS (Rs) 26.0 32.0 30.0 34.6 15.2 8.2
Price Target (Rs) 519 527 15

Reco ACCUMULATE ACCUMULATE

Source: Company, PL
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Income Statement (Rs. m)

Quarterly Financials (Rs. m)

Y/e Mar FY18 FY19 FY20E FY21E Y/e Mar Q1FY19 Q2FY19 Q3FY19 Q4FY19
Int. Inc. / Opt. Inc. 66,335 87,229 110,172 134,777 Int. Inc. / Operating Inc. 19,259 21,033 22,304 24,552
Interest Expenses 30,816 39,446 51,724 63,218 Income from securitization - - - -
Net interest income 35,519 47,783 59,252 70,948 Interest Expenses 8,488 9,367 10,205 11,443

Growth(%) 7.1 345 24.0 19.7 Net Interest Income 10,771 11,666 12,099 13,109
Non-interest income 517 869 1,260 1,575 Growth (%) 45.0 49.0 20.7 28.7
Growth(%) (18.7) 68.0 45.0 25.0 Non-Interest Income 138 451 157 243
Net operating income 36,036 48,653 60,512 72,523 Net Operating Income 10,909 12,117 12,256 13,352
Expenditures Growth (%) 44.8 50.5 20.7 29.7
Employees 8,325 10,901 12,427 13,794 Operating expenditure 3,849 4,248 4,812 5,549
Other Expenses 5,569 6,973 7,461 8,132 PPP 7,061 7,869 7,444 7,803
Depreciation 442 602 632 664 Growth (%) - - - -
Operating Expenses 13,894 17,874 19,888 21,926 Provision 2,938 2,311 2,247 (1,145)
PPP 21,700 30,177 39,991 49,932 Exchange Gain / (Loss) - - - -
Growth(%) 12.5 39.1 32.5 24.9 Profit before tax 4,122 5,558 5,197 8,947
Provisions 5,681 6,352 12,093 16,959 Tax 1,432 1,744 2,010 3,068
Profit Before Tax 16,019 23,824 27,898 32,973 Prov. for deferred tax liability - - - -
Tax 5,907 8,254 9,485 11,706 Effective Tax Rate 34.7 314 38.7 34.3
Effective Tax rate(%) 36.9 34.6 34.0 35.5 PAT 2,691 3,814 3,187 5,880
PAT 10,111 15,571 18,413 21,268 Growth 34 133 4) 87
Growth(%) 152.6 54.0 18.3 155 AUM 587,107 594,730 582,397 612,500
Balance Sheet (Rs. m) YoY growth (%) 21.1 26.0 12.5 26.2
Vo var vis 1o Tva0E puyspp Borrowing 413,208 483,055 515,983 528,469
YoY growth (%) 15.1 26.6 39.4 31.1
Source of funds
Equity 1,229 1,230 1,229 1,229 Key Ratios
Reserves and Surplus 94,990 107,850 113,373 127,485 Y/e Mar FY18 FY19 FY20E FY21E
Networth 96,219 109,080 114,602 128,714 CMP (Rs) 436 436 436 436
Growth (%) 48.5 13.4 5.1 12.3 EPS (Rs) 18.0 25.3 30.0 34.6
Loan funds 400,932 528,469 660,587 792,704 Book value (Rs) 163.1 177.5 186.4 209.5
Growth (%) 15.9 31.8 25.0 20.0 Adj. BV(Rs) 129.9 124.1 151.4 176.4
Deferred Tax Liability - - - - P/E(x) 24.1 17.2 14.5 12.6
Other Current Liabilities - - - - P/BV(x) 2.7 25 2.3 2.1
Other Liabilities 30,777 33,230 66,889 71,453 P/ABV(x) 3.4 3.5 2.9 25
Total Liabilities 527,927 670,780 842,078 992,871 DPS (Rs) - - - -
Application of funds Dividend Payout Ratio(%) 16.1 19.3 234 23.9
Net fixed assets 1,197 1,631 1,245 1,270 Dividend Yield(%) - - - -
Advances 485,507 612,548 747,309 881,824 Asset Quality
Growth (%) 14.2 26.2 22.0 18.0
Investments 27,341 37,917 22,665 24,932 e Mar FYis YL FY208 Freie
Current Assets 5,060 11375 66,484 81,288 Gross NPAs(Rs m) 50,419 40,602 42,184 43,208
Net current assets 5,060 11,375 66,484 81,288 Net NPA(Rs m) 20428 32,803 21514 20,308
Other Assets 8,822 7,300 9,567 10.168 Gross NPAs to Gross Adv.(%) 9.8 6.4 55 4.8
Total Assets 527,927 670780 847,270 099483 ol NPAS(onetAdv.(%) 46 55 29 23
Growth (%) 148 271 263 18.0 NPA coverage(%) 59.5 19.2 49.0 53.0
Business Mix Du-Pont
AUM 485,470 612,496 763,305 906,929  vY/e Mar FY18 FY19 FY20E FY21E
Growth (%) 3.8 26.2 246 188 i 75 8.7 8.6 8.5
On Balance Sheet 443,050 600,626 748512 889,353 N INCI. Securitization 75 8.7 8.5 8.6
% of AUM 91.26 98.06 98.06 98.06 Total income 76 8.9 8.7 8.8
Off Balance Sheet (42,457)  (11,922) 1,203 7528 QOperating Expenses 3.0 3.4 3.0 27
% of AUM (8.75) (1.95) 0.16 0.83 PPOP 4.4 53 57 6.1

Profitability & Capital (%) Total Provisions 1.2 1.2 18 2.0

Y/e Mar FY18 FY19  FY20E Fy2i1e  ROAA 21 28 26 26
NIM 75 8.7 86 85 Avg. Assets/Avg. net worth 5.9 5.3 6.2 6.9
ROAA 2 26 24 23 ROAE 12.6 15.2 15.7 18.0
ROAE 13.2 15.2 16.5 175 Source: Company Data, PL Research

Source: Company Data, PL Research
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Price Chart Recommendation History

R
RS No. Date Rating TP (Rs.) Share Price (Rs.)
50 1 26-Apr-18  Accumulate 553 507
475 2 14-May-18 Accumulate 553 502

3 10-Jul-18  Accumulate 553 463

400
4 5-Oct-18 Accumulate 543 399
325 5 24-Oct-18  Accumulate 516 401
6 7-Jan-19 Accumulate 516 467

250
2 g S S S 3 A 7 25-Jan-19  Accumulate 514 417
2 8 2 S 2 S < 8 5-Apr-19  Accumulate 519 416

Analyst Coverage Universe

Sr. No. CompanyName Rating TP (Rs) Share Price (Rs)
1 Capital First UR - 495
2 Cholamandalam Investment and Finance Company BUY 1,666 1,484
3 Edelweiss Capital NR - 276
4 HDFC BUY 2,275 2,059
5 L&T Finance Holdings Accumulate 177 145
6 LIC Housing Finance Accumulate 597 550
7 Mahindra & Mahindra Financial Services Accumulate 519 416
8 Shriram Transport Finance BUY 1,568 1,213

PL’s Recommendation Nomenclature (Absolute Performance)

Buy o >15%

Accumulate . 5% to 15%

Hold : +5% to -5%

Reduce : -5%to -15%

Sell T <-15%

Not Rated (NR) : No specific call on the stock

Under Review (UR) : Rating likely to change shortly
April 25, 2019 7
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ANALYST CERTIFICATION
(Indian Clients)

Wel/l, Ms. Shweta Daptardar- MBA-Finance, Mr. Prabal Gandhi- BTech, CFA Level || Research Analysts, authors and the names 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. 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.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

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

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Ms. Shweta Daptardar- MBA-Finance, Mr. Prabal Gandhi- BTech, CFA Level Il Research Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company or (b) be engaged
in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the subject company or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s)
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