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Healing visible

Better than expected improvement in asset quality
(GNPAs: ~5.9%) and provision reversals (~“Rs 1.15bn)
drove PAT (+95/88%). Maintain BUY with a TP of Rs 504
(2.75x Mar-21E ABV of Rs 177 + Rs 18 for MIBL)

HIGHLIGHTS OF THE QUARTER

®  Asset quality improved sharply, a 4Q phenomenon,
exceeding expectations. G/NNPAs dipped ~20/11%
QoQ to ~Rs 40.6/32.8bn (~5.9/4.8%). A relentless and
sustained focus on collections resulted in a ~20% YoY
drop in GNPAs. While susceptibility to rural stress
(elections, poor monsoon etc.) remains, MMFS is
better equipped than before. We have factored in
GNPAs of ~6% over FY 19-21E.

B LLP reversals were ~Rs 1.15bn as recoveries improved.
A rural-focused business model results in volatile
recoveries. We expect quarterly ECL provisions to
follow suit. Low coverage causes us to increase our LLP
assumptions (~1.4% vs. 1.1% in FY19).

" While AUMs grew ~22/6% YoY/QoQ to ~Rs 671bn
disbursals dipped ~12% QoQ (after a 22% jump in 3Q).
Financial Summary

RESULTS REVIEW 4QFY19 | 25 APR 2019

CV/CE (+56/13%) and Tractors (+22/6%) grew the
fastest (AUM wise). Disbursals dipped across segments
QoQ. In spite of tie-ups with numerous OEMs and
diversification, we have reduced our AUM CAGR from
~18 to 15% due to headwinds faced by the auto sector.

B  Calc. NIMs were stable at ~7.8%. While growth in yields
outpaced CoF, the negative carry on excess liquidity
weighed down on NIMs. The pass-through of higher
CoF is admirable. We have factored in margins of
8.15% over FY19-21E.

®  Near Term Outlook: Healthy growth and asset quality
improvement should keep the stock buoyant.

STANCE

A sustained and relentless focus on collections translated
into sustained asset quality improvement. Vulnerability to
rural stress persists, although reducing. The impact of
upcoming elections and monsoon are key monitorables.
In spite of continued mkt share gains and subdued
competition from smaller NBFCs, we expect lackluster
auto growth to impact MMFS.

Mahindra & Mahindra Financial Services

(Rs mn) 4QFY19 4QFY18 YoY(%) 3QFY19 QoQ (%) FY18| FY19P  FY20E  FY21E
Net Interest Income 12,669 10,002 26.7 11,848 6.9 35025 46,700 59,157 67,035
PPOP 7,803 6,076 28.4 7,444 4.8 21,700 30,177 38105 42,308
Reported PAT 5,925 3,033 95.3 3,158 876 10,111 15571 18,153 20,362
EPS (Rs) 9.6 5.1 88.5 5.1 87.6 17.3 25.3 29.5 33.1
ROAE (%) 13.2 15.2 15.7 15.8
ROAA (%) 2.16 2.60 2.54 2.49
Adj. BVPS (Rs) 102.5 124.1 151.8 176.8
P/ABV (x) 4.05 3.35 2.74 2.35
P/E (x) 24.0 16.4 14.1 12.5

Source: Company, HDFC sec Inst Research
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MMEFS : RESULTS REVIEW 4QFY19

During the qtr, MMFS was able to raise sufficient
funds. We highlighted that NBFCs with better
parentage would be able to raise necessary funds in
our report entitled Not all in the same boat.
Assignment (+5.7x/49%) and deposits (+82/22%)
were the largest sources of incremental borrowings.

Change In Estimates

As expected, the reliance on CPs and ICDs reduced
substantially (~25/43%).

MMFS added ~8 branches during the qtr. Opex grew
~31/15% YoY/QoQ, driven by a rise in other opex.
(+36/15%). The Cl ratio grew ~230bps QoQ to ~42%.
We have modeled a Cl ratio of ~¥38% over FY 19-21E.

FY20E FY21E
Rsmn Oid New Change oid New Change
NIl 58,650 59,157 0.9% 66,837 67,035 0.3%
PPOP 38,599 38,105 -1.3% 43,790 42,308 -3.4%
PAT 17,477 18,153 3.9% 20,976 20,362 -2.9%
Adj. BVPS (Rs) 158.5 151.8 -4.2% 179.8 177 -1.6%

Source: HDFC sec Inst Research
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Five Quarters at a Glance

| MMEFS : RESULTS REVIEW 4QFY19

(Rs mn) 4QFY18 1QFY19 2QFY19 3QFY19 4QFY19 YoY Growth QoQ Growth
Net Interest income (NII) 10,002 10,771 11,666 11,848
Non-interest income 295 138 451 408
Total Net income 10,297 10,909 12,117 12,256
Total Operating Expenses 4,222 3,849 4,248 4,812
PPOP 6,076 7,060 7,869 7,444
Provisions And Write Offs 948 2,938 2,311 2,247
PBT 5,128 4,122 5,558 5,197
Tax Expense 1,984 1,432 1,744 2,010
Reported PAT (incl. OCI) 3,033 2,659 3,823 3,158
Other details
Disbursements (Rs bn) 118.6 103.4 108.6 132.9
Auto/UV (%) 26.0 24.0 23.0 24.0 -100 bps
Tractors (%) 18.0 19.0 18.0 19.0 18.0 0 bps -100 bps
Cars, non-M&M UVs (%) 20.0 21.0 20.0 20.0 20.0 0 bps 0 bps
CV/CE (%) 13.0 17.0 18.0 18.0 19.0 600 bps 100 bps
Pre-owned and others (%) 23.0 19.0 21.0 19.0 18.0 -500 bps -100 bps
AUM (Rs bn) 551.0 587.1 594.7 630.7 670.8 6-3%
Auto/UV (%) 27.0 27.0 25.0 26.0 26.0 -100 bps 0 bps
Tractors (%) 17.0 17.0 17.0 17.0 17.0 0 bps 0 bps
Cars, non-M&M UVs (%) 22.0 22.0 21.0 21.0 21.0 -100 bps 0 bps
CV/CE (%) 14.0 14.0 15.0 17.0 18.0 400 bps
Pre-owned and others (%) 20.0 20.0 22.0 19.0 18.0 -200 bps
Borrowings (Rs bn) 403.1 428.9 467.1 500.5 517.2 3.3%
CRAR (%) 22.0 21.9 19.7 19.4 20.3 -170 bps 90 bps
Tier | (%) 16.1 16.6 14.5 14.7 15.5 -60 bps 80 bps
Profitability
Yield on Advances (%) (calc) 13.75 13.54 14.24 14.40 14.82 42 bps
Cost of Funds (%) (calc) 8.05 8.16 8.36 8.44 8.87 44 bps
Spreads 5.70 5.38 5.87 5.96 5.95 24 bps -1 bps
NIM (%) (calc) 7.74 7.57 7.90 7.73 779 (5bpsD 5bp
Cost-Income ratio (%) 41.0 35.3 35.1 39.3 41.6 56 bps 230 bps
Tax rate (%) 38.7 34.7 31.4 38.7 343 -440 bps -440 bps
Asset Quality
Gross Stage IIl (Rs mn) 50,419 55,338 56,389 50,645 40,602 @ -19:8%
Net Stage IIl (Rs mn) 33,258 35,923 36,717 37,034 32,803 -1.4% -11.4%
Gross Stage Il (%) 9.00 9.40 9.00 7.70 5.90 -310 bps -180 bps
Net Stage Ill (%) 6.20 6.30 6.00 5.80 4.80 -140 bps -100 bps
PCR (%) 34.0 35.1 34.9 26.9 19.2 -767 bp
PCR (%) — incl.Stage 1 & 2provision 59.5 58.3 58.8 48.4 46.1 -1340 bps -230 bps

Source: Company, HDFC sec Inst Research

Driven by a ~22/6% growth in AUMs and
stable NIMs

Led by rise in Income from investments and
dividends; fees grew ~13% QoQ

Driven by a ~36/15Y% rise in other opex; 8
branches added in 4Q;

Improvement in collections resulted in a
reversal of ECL provisions

Led by 56/13% YoY/QoQ growth in CV/CE
and ~22/6% growth in Tractors

The share of assignment and deposits
increased while that of CPs and ICDs
decreased

The ability to pass on the increase in CoF is
commendable, and indicative of a creditable
franchise

The cost of maintaining excess liquidity
weighed down on NIMs

Improvement in asset quality, a 4Q
phenomenon exceeded expectations

Sharp reduction in PCR due to write-offs and
provision reversals
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Disbursements growth was Disbursements: Down ~12% QoQ, Disbursements Break-up: Sequentially Stable
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. Calc.NIM Flat Qo NIl Grew ~27/7% YoY/Qo
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Provision reversals for the qtr Write-back In Provisions Asset Quality Improvement Continues
. 3.8 mmmm GNPA (Rs bn) NNPA (Rs bn)
~ 40 -
were R's 1.1.’-5b.n with To 36 . e GNPA(%) NNPA (%)
collection efficiency of ~100% : Rs b %
during the qtr 30 1 80 1 r 160
2.5 - 14.0
, 2.0 - - 12,0
Gross/ Net Stage Ill improved 15 100
~180/100bps sequentially to 10 g 8(;
0, ! .
5.9/4.SA 0.5 - i 6.0
. ) i 40
Write-offs were ~Rs 1.97bn vs. (0.5) - ©7) \. l 20
~Rs 9.85bn QoQ (1.0) - .
W VW VW O NN NMNOOOOOLOQOOQ O O O o
e e = I I R B B B R I e B W W WO OIS 00 0 0 O O O
> > > > > > > > > > > > > > > > dddddddddddddddd
The cal. dipped 808680363 agaa6daagg S U S S O
;;:aglg:agelg:/ppe 9389938393839 28¢9 6939999389 gg399g
~ ps QoQ to ~19%
Source : Company, HDFC sec Inst Research Source : Company, HDFC sec Inst Research; 1QFY18 onwards as per
IND-AS
The share of
assignment/securitisation
H o o - . . - . . . -
l.na:eas_edfrom 6% to 8% QoQ Funding Mix Source-wise: Assignment* Up QoQ Funding Mix Investor-wise: Banks Rise QoQ
mdla{t{ng ) Rs 1.4bn WC.JI"th Of mBank NCDs mFD CP,ICD  mAssignment mBanks MF mOthers Insurance co. mFlls/ Corporates
securitisation (net) during the
100% < mm o . . e o T
100% - i EEEEERm
atr e EEEEEEEETE "N TEERRETTH
. 80% - I I gin 80% - I
The share of assignment and 70%_IIII III ...I 70%.IIIII III..lI.II
deposits increased while that 60% - 60% -
0 4
of CPs and ICDs decreased 50% - >0%
40% - 40%
30% - 30% -
The share of banks as a source 20% - 20% -
of funds (investor wise) rose 10% - 10% -
sharply QoQ (~500bps) 0% - 0% -
O O O O NN NN OW O O 0 O O O O O © © O NN NN OW 0 0 0 O OO O O
L T T o T e R e TR e O o R e O o R e S o TR o K o B IO o | T 1 A Al
> > > > > > > > > > > > > > > > > > > > > > > > > > > > > > > >
L I I e e e e e e e M A L I o Ty
ddgdgadoggaoaodgdgaodaga 0dggaddodagadaogadadgaddgayg
A AN N F AANN < AN NN < AN N F A NN NN < A NN
Source : Company, HDFC sec Inst Research, Note * - Incl. Source : Company, HDFC sec Inst Research

securitisation

Page | 6



[- MMFS : RESULTS REVIEW 4QFY19

INSTITUTIONAL RESEARCH

Peer Set Comparison

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

(Rsbn)  (Rs) (Rs) | FYI9E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E| FY19E FY20E FY21E
SHTF 268 1,182 BUY 1,530 566 669 765 11.6 9.7 84| 2.09 1.76 1.54 17.1 17.8 17.7| 245 254 246
MMFS # 268 433 BUY 504 124 152 177| 16.4 14.1 125| 335 274 235 15.2 15.7 15.8| 2.60 254 2.49
LICHF 253 502 NEU 546 265 312 364 10.6 9.5 8.3 1.90 1.61 1.38 17.5 17.1 168 130 127 1.4
CIFC 223 1,424 BUY 1,681 353 431 517 19.1 15.8 133 4.03  3.30 2.75 20.6 20.7 205| 250 240 2.45
INDOSTAR 37 403  BUY 549 324 332 366 14.8 11.0 6.9 1.24 1.21 1.10 9.7 10.5 149| 298 249 260
REPCO 27 435  BUY 591 214 253 295 11.3 10.2 9.1 2.03 1.72 1.47 16.7 16.0 155 226 221 216

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

Balance Sheet

MMEFS : RESULTS REVIEW 4QFY19

(Rs mn) FY17 FY18  FY19P  FY20E  FY21E (Rs mn) FY17 FY18 FY19P FY20E FY21E
Interest Earned 57,694 65842 86,146 108,642 124,938 SOURCES OF FUNDS
Interest Expended 28,575 30,816 39,446 49,484 57,903 Share capital 1,130 1,229 1,230 1,230 1,230
Net Interest Income 29,120 35,025 46,700 59,157 67,035 Reserves and surplus 63,642 94,990 107,850 120,718 135,152
Other Income 4,681 1,010 1,953 1,549 1,555 Shareholders' Funds 64,772 96,219 109,080 121,948 136,382
Total Income 33,801 36,036 48,653 60,707 68,530  porrowings 279,814 411,485 538,606 613,147 706,386
Total Operating Exp 14,509 14,336 18,476 22,602 26,281  (Gyher Liabilities 115,266 20,223 23,094 25771 28,797
PPOP 19,291 21,700 30,177 38,105 42,308 1,4 iabilities 459,852 527,927 670,780 760,866 871,564
Provisions & Contingencies 13,091 5,681 6,352 10,348 11,174
PBT 6,200 16,019 23,824 27,757 31,134 APPLICATION OF FUNDS
Provision For T 2,198 5,907 8,254 9,604 10,772
rovision ror fax ’ ’ 0 2 z Advances 425,292 485,470 612,496 704,371 810,026
PAT 4,002 10,111 15,571 18,153 20,362
Investments 18,895 28,286 39,607 40,832 44,886
Ex. Item - 650 - - - .
Fixed assets 1,120 1,197 1,631 1,712 1,798
APAT 4,002 9,998 15,571 18,153 20,362
. Other Assets 14,546 12,974 17,046 13,950 14,855
Source: Company, HDFC sec Inst Research
Total assets 459,852 527,927 670,780 760,866 871,564

Source: Company, HDFC sec Inst Research
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Key Ratios

FY17 FY18 FY19P FY20E FY21E
VALUATION RATIOS
EPS (Rs) 7.1 17.3 253 29.5 33.1
Earnings Growth (%) (40.5) 152.7 54.0 16.6 12.2
BVPS (Rs) 114.6 156.6 177.4 198.3 221.8
Adj. BVPS (Rs) 86.3 102.5 124.1 151.8 176.8
DPS (Rs) 2.4 4.0 6.5 7.4 8.3
ROAA (%) 0.94 2.16 2.60 2.54 2.49
ROAE (%) 6.4 13.2 15.2 15.7 15.8
P/E (x) 58.6 24.0 16.4 14.1 12.5
P/ABV (x) 4.81 4.05 3.35 2.74 2.35
P/PPOP (x) 12.2 11.8 8.5 6.7 6.0
Dividend Yield (%) 0.6 0.9 1.5 1.7 1.9
PROFITABILITY
Yield On Advances (%) 15.27 15.46 16.69 16.50 16.50
Cost Of Funds (%) 8.55 8.06 8.46 8.74 8.94
Core Spread (%) 6.73 7.40 8.23 7.76 7.56
NIM (%) 7.35 7.69 8.51 8.20 8.08
OPERATING EFFICIENCY
Cost/Avg. Asset Ratio (%) 3.4 2.9 3.1 3.2 3.2
Cost-Income Ratio 42.9 39.8 38.0 37.2 38.3
BALANCE SHEET STRUCTURE RATIOS
Loan Growth (%) 16.0 14.1 26.2 15.0 15.0
Borrowings Growth (%) 184 10.9 31.8 13.7 15.0
Equity/Assets (%) 14.1 18.2 16.3 16.0 15.6
Equity/Loans (%) 15.2 19.8 17.8 17.3 16.8
Total CRAR 17.6 22.7 20.3 19.6 19.2
Tier | 13.2 17.0 15.5 14.5 14.2
ASSET QUALITY
Gross NPLs (Rs mn) 41,827 50,419 40,602 42,184 47,682
Net NPLs (Rs mn) 15,997 33,258 32,803 28,616 27,646
Gross NPLs (%) Total Assets 9.00 9.00 5.90 5.85 5.75
Net NPLs (%)Total Assets 3.60 6.20 4.80 3.97 3.33
Coverage Ratio (%) 61.8 34.0 19.2 32.2 42.0
Provision/Avg. Loans (%) 2.99 1.13 1.05 1.44 1.35

ROAA TREE FY17 FY18 FY19P FY20E FY21E
Net Interest Income 6.81% 7.09% 7.79% 8.26% 8.21%
Non-Interest Income 1.09% 0.20% 0.33% 0.22% 0.19%
Operating Cost 3.39% 2.90% 3.08% 3.16% 3.22%
Provisions 3.06% 1.15% 1.06% 1.45% 1.37%
Tax 0.51% 1.20% 1.38% 1.34% 1.32%
ROAA 0.94% 2.05% 2.60% 2.54% 2.49%
Leverage (x) 6.8 6.1 5.8 6.2 6.3
ROAE 6.4% 12.6% 15.2% 15.7% 15.8%

Source: Company, HDFC sec Inst Research
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RECOMMENDATION HISTORY

MMEFS : RESULTS REVIEW 4QFY19

300

600 -

550

500

450 -

400 |

350

— MMFS m TP
| |
[ 1] u
N
T T T T T T T T T T T T
[oe] [oe] 0 [ce] o0 [ce] o0 o] [oe] [e)} ()] )] (o)}
o S S S S S B B B
s > < S oo [o} + > [e) c e L <L
[>% © ) S Q ¢} o) © Q
< s 2 - P g (@] = o 8 & S <

Date CMP Reco Target
10-Apr-18 491 BUY 548
26-Apr-18 507 BUY 590

6-Jul-18 459 BUY 590
31-Jul-18 513 BUY 590
9-Oct-18 362 BUY 493
25-Oct-18 401 BUY 487
8-Jan-19 467 BUY 500
15-Jan-19 438 BUY 500
26-Jan-19 416 BUY 498
9-Apr-19 412 BUY 512
25-Apr-19 433 BUY 504

Rating Definitions

BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
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
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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,
investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), 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 company(ies) mentioned herein 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 company(ies) discussed herein or act as an advisor or
lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report,
including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

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.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
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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