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In a weak macro environment, MMFS posted a commendable
operating show with PPOP rising 8% goq and 44% yoy. Key
positive surprise was a substantial decline in opex, down 18%
goq and 38% yoy.

Lower disbursements (VAF down 67% yoy) and collections
(75% of customers under moratorium) directly suppressed
large cost components like travelling, commissions and
conveyance. Renegotiation of fixed costs (rentals, outsourced
services, etc.) and reduction in discretionary costs (advertising,
etc.) also pulled down the opex. On-roll manpower has been
coming down as company is not replenishing attrition.

NIl growth (8% yoy) continues to run behind AUM growth
(14% yoy), largely reflecting built-up of liquidity on balance
sheet and its consequent impact on the gross spreads.
Cash/liquid inv. stood at Rs85bn+ (10% of total assets)

MMFS made additional provisions of Rs4.8bn in stand-alone
business and Rs1.9bn in housing finance subsidiary for
covering contingencies that may arise from Covid. PCR on
Stage-3 assets improved to 40% and even the cover on Stage
1 & 2 assets was marginally raised.

The announced rights issue of Rs30.8bn will augment Tier-1
capital by ~500 bps. With a well-provisioned balance sheet,
the capital raised will be largely utilized for growth and gaining
market share when environment improves.

Upgrade Reco to BUY from ADD. Raise FY21/22 profit
estimates by significantly cutting the opex. Largely retained
credit cost estimates despite management commentary
suggesting upside risk.

Characteristic of being a rural proxy and a pro-cyclical
franchise to drive faster normalization of return ratios. Raise
12m TP to Rs290 (unadjusted for rights).

Spread of Covid impacting growth and prov. estimates

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn)

Operating income

yoy growth (%)
PPOP

Net profit

yoy growth (%)
EPS (Rs)*
Adj.BVPS (Rs)*
P/E (x)*
P/adj.BV (x)*
ROE (%)

ROA (%)

FY19 FY20 FY21E FY22E
48,653 54,164 55,089 64,530
35.0 11.3 1.7 17.1
30,177 33,982 34,504 42,401
15,571 9,064 10,399 21,291
447 (41.8) 14.7 104.7
253 14.7 8.4 17.3
123.9 120.2 85.2 110.1
9.1 15.6 16.6 8.1

1.9 1.9 1.6 1.3
15.2 8.1 7.7 12.9
2.6 13 1.4 25

Source: Company, YES Sec - Research
Note: Per Share and Valuation ratios for FY21/22 adjusted for the rights issue
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CON-CALL HIGHLIGHTS

Rural Economy

v

Rural buoyancy is clearly visible. MMFS'’s all branches are up and working and are witnessing
good footfalls. Even the 300 branches at dealerships have seen strong recovery in customers
footfalls

Farm cash flows are strong was due to higher Rabi realization and Kharif sowing. Infra cash
flows to improve with completion of various central and state government projects.

Management expects FY21-24 to be a strong growth phase for the rural economy.

Of MMFS’s 2mn odd customers, barring the ~80000 taxi aggregators who work in
peripheries of metros, rest all are engaged in rural transportation

Collection, Moratorium & Asset Quality

v" Collections in April at Rs5bn, May at Rs10bn and June was Rs22bn+ (on demand of Rs29bn,
implying collection efficiency of 75%). July is tracking better than June

v' 48% of loan portfolio under moratorium considering payments (full installments) received in
June. Management expects moratorium % to come down in July-August with customers
segments like tractors coming out. Many customers also have a support of farm income

v NNPL level could reach 4% by FY21 end; improvement will be though collection and
settlement on repossession

v" Co. may take additional provision in certain segments and products like MHCV and Taxi
Aggregators. Such customers will remain in moratorium and would require a longer time to
recuperate. Most likely from Oct or Nov they will start paying regularly.

v" Management believes that current coverage on the Stage-3 assets is sufficient

Liquidity and Capital

v' MMFS has cash/liquid investments of over Rs85bn, and in addition has undrawn sanctioned
lines. Co. does not intend to raise liquidity on the Balance Sheet any further.

v ALM is matched in every bucket. Improving collection and capital raise will buffer liquidity
position. Tied-up for liability repayments till March

v" Being a silver jubilee year for the co., the Board wanted to reward existing shareholders by

pricing the rights issue lower. The capital raising is for growth.

Cost Management

v

v

While there was a sharp drop in travelling cost, conveyance expenses and dealer
commissions in Q1 FY21, they will start reverting with normalization in collection and
disbursements (directly variable cost)

Nevertheless, management confident about 15-20% drop in overall cost during the year led
by renegotiation of branch rentals, Security and BPO contracts, lower branding and
advertising, reduction in legal cost, etc.

The co. has also moved 5% fixed cost to variable. It will not be recruiting till operating
environment completely normalizes. Even increments have been deferred for time being.

Opex/Assets ratio from around 2.8-3% is expected to decline to 2.5-2.6% in the medium
term, before reaching 2% eventually
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Disbursements

v" InJune, MMFS financed 30000 vehicles. Average volume for the next nine months could be
around 45000. The co. can execute around 60000 vehicles monthly in a buoyant scenario.

v" Maruti and its dealerships are taking about very high enquiry levels. Even other OEMs are
expecting material improvement in demand from H2

v" In management’s view, H2 FY21 would see a lot of buoyancy. The only caveat being a deeper
spread of Covid.

v' Tractor, Small cars, Small LCV/Pick-ups and Used Vehicles will be first products to recover.

Exhibit 2: Result Table

(Rs mn) Q1FY21 Q4 FY20 % qoq Q1FY20 % yoy
Total Operating Income 26,405 26,369 0.1 23,940 10.3
Interest Expenses (12,646) (12,895) (1.9) (11,282) 12.1
Net Interest Income 13,759 13,474 2.1 12,658 8.7
Other income 144 389 (62.9) 185 (21.9)
Total Income 13,903 13,863 0.3 12,843 8.3
Operating expenses (3,457) (4,197) (17.6) (5,600) (38.3)
PPOP 10,447 9,666 8.1 7,243 442
Provisions (8,427) (6,741) 25.0 (6,196) 36.0
PBT 2,020 2,925 (30.9) 1,047 92.9
Tax (523) (716) (26.9) (363) 442
Adjusted PAT 1,497 2,209 (32.2) 684 118.7
Source: Company, YES Sec - Research
Exhibit 3: Key Ratios
(Rs mn) Q1FY21 Q4 FY20 % qoq Q1FY20 % yoy
Income Yield (%) » 14.0 14.5 (0.5) 14.2 (0.2)
Cost of Funds (%) » 6.7 6.8 (0.1) 6.6 0.1
Gross Spread (%) » 7.3 7.7 (0.4) 7.6 (0.3)
Net Spread (%) A 1.1 1.9 (0.8) 0.6 0.5
Cost to Income (%)* 24.9 30.3 (5.4) 43.6 (18.7)
Provisions/Avg. Assets (%) 4.4 2.9 1.5 3.6 0.8
RoE (Cumulative) (%) 5.3 8.1 (2.8) 2.5 2.8
RoA (Cumulative) (%) 0.8 1.3 (0.5) 0.4 0.4
Gross NPA (%) 9.2 8.4 0.8 8.2 1.0
Net NPA (%) 5.7 6.0 (0.3) 6.3 (0.6)
CAR (%) 19.6 19.6 - 19.4 0.2

Source: Company, YES Sec - Research, * Calculated
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Sr.

No. Yes/No

Particulars

Research Analyst or his/her relative’s or YSL's financial

interest in the subject companyf(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has 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

~

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

e making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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