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Key valuation metrics 

Year to 31 March 2005 2006 2007 2008 2009 
Net profit (Rs mn)         840        1,091        1,329        1,675       2,092  
yoy growth (%)        29.1         29.9         21.8         26.0         24.9  
Shares in issue (mn)        70.2         84.1         85.3         85.3         85.3  
EPS (Rs)        13.7         15.3         15.6         19.6         24.5  
EPS growth (%)        27.4         11.9           1.8         26.0         24.9  
PE (x)        17.0         15.2         14.9         11.8           9.5  
Book value (Rs/share)        50.9         81.2         91.2        106.8       126.8  
P / BV (x)          4.6           2.9           2.5           2.2           1.8  
Adj. Book value (Rs/share)        45.1         75.6         85.9        102.4       123.6  
P/ Adj. Book (x)          5.1           3.1           2.7           2.3           1.9  
ROAE (%)        26.9         20.0         18.1         19.8         21.0  
  

M&M Finance has reported net profit of Rs577m (26% yoy growth), which is ahead of our estimates of Rs549m. 
The underlying business momentum remains strong with 30% yoy growth in outstanding loan book and 28% yoy 
growth in NII. Margins appear to have stabilized on the back of increase in lending rates affected by the company 
in response to increasing cost of funds. Going forward, we expect moderate pressure on margins in a prevailing 
hardening interest rate scenario. However, we remain convinced about M&M Finance’s ability to emerge as 
preferred financial solutions provider in rural India and maintain our earning estimates for FY08 and FY09. We 
expect 25% CAGR in profit growth over FY07-09E and average RoE of ~19% over the same period. Stock is 
currently trading at attractive valuations of 2.3x FY08E and 1.9x FY09E adjusted book with PE of 11.8x FY08E and 
9.5x FY09E .We maintain Outperformer with 12-month price target of Rs320. 

KEY ISSUES 
 Strong loan growth momentum driving NII growth 

M&M Finance has reported Rs1.66 bn NII (28% yoy growth) against our expectation of Rs1.54bn for Q4FY07. Its 
outstanding loan assets have grown by 30% yoy to Rs58.6bn as on Mar-07. Apart from financing M&M vehicles, 
company has tied up with Maruti Udyog and is one of the preferred financiers for Maruti cars in the rural India. The 
car finance business is gathering momentum and company is already financing about 3,500 cars per month. On an 
average the company is financing 15,000 new vehicles per month now, which is almost 20% higher than a year ago. 
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Operational details 

For the quarter ended Mar-06 Dec-06 Mar-07 
Incremental Contracts 37,677 52,715 45,801 
Average monthly incremental contracts 12,559 17,572 15,267 
Yoy growth in average monthly contracts N.A. 39.91 21.56 
Value of assets financed (Rs m) 13,260 16,196 14,750 
Source: company 

 Diversifying into other retail asset categories with focus on rural India 
In line with its well thought out strategy of becoming preferred financier in rural India, M&M Finance is spreading out 
into other retail asset financing areas such as 2-wheelers, commercial vehicles, personal loans and mortgages. Its 2-
wheeler foray has already begun with pilot projects in the states of Gujarat and Maharashtra, while housing finance is 
proposed to be done through a 100% subsidiary. For personal loans, company initially plans to leverage its existing 
customer base of more than 600,000 customers. As the credit profile of these customers is well known to the company, 
risks associated with its personal loan portfolio are likely to be controlled, while yields would be better as these are 
unsecured loans. 

 Fee based revenue streams picking up  
M&M Finance has already begun its mutual funds distribution on a pilot basis, while insurance distribution (through 
its 100% subsidiary Mahindra Insurance Brokers Ltd) is gathering momentum. Incrementally, MIBL adds about 
10,000 customers every month, which is almost 70% of new loan contracts done by parent M&M Finance every 
month.  

Performance indicators of insurance broking subsidiary 

For the year ended  (Rs m) Mar-06 Mar-07 YoY growth (%)  
Premium generated 423 844 100 
Total Income 64 119 86 
PBT 45 60 33 
Source: company 

 Margins have stabilized , however expected to see some pressure in the medium term 
Although loan spreads and overall margins are marginally lower on yoy basis, sequentially margins have improved as the 
increase in loan rates is being passed on to borrowers. The company has informal policy of absorbing upto 50 bps 
increase in cost of funds and if costs go up beyond 50 bps, it passes on the same in form of higher lending rates. Going 
forward we expect some pressure on margins as a fallout of hardening interest rate scenario. During the quarter, 
company also booked securitization gains of Rs290m (compared to Rs238m in Q4FY06). M&M Finance uses 
securitization route to access funds at competitive rates and its portfolio of tractor loans in rural India come handy for 
private / foreign banks, which are in need of meeting their regulatory priority sector lending requirements. The 
company is clear that it would continue to look at securitization as a strategic tool for meeting its funding requirements. 
The company has used bilateral assignment route for securitization, whereby it can technically book profits even under 
revised RBI guidelines on securitization. 

 

For the quarter ended (%) Mar-06 Dec-06 Mar-07 
Yield on loans  16.4 15.1 16.1 
Cost of funds 7.0 7.6 8.0 
Spreads 9.4 6.7 7.7 
NIM 11.1 8.9 10.9 
NIM net of securitization gains 9.1 8.4 9.0 
Source: SSKI research & company, Reported gross spreads are on cumulative basis  
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 Operating expenses growth  in line with expectation  
Operating expenses of M&M Finance  in the quarter has gone up by almost 29% yoy because of continued network 
expansion undertaken by the company. It has added almost 101branches (25% of network) in FY07 and its network 
now stands at 401 branches as on Mar 07. The company has also recruited about 500 new employees during FY07 
taking total headcount to 2,791. Additionally, it has also incurred additional expenses in the form of hiring outsourced 
recovery agencies for its 2-wheeler business.  

The company has indicated that traditionally it adds up about 50 to 60 branches every year. With its entry in 2-wheeler 
and personal loan businesses, the company would also want to remain closer to its customer clusters as these businesses 
involve recovery of lower ticket loans from customers and by their nature require closer interactions with customers. 

 Asset quality in line with the past trend 
M&M Finance’s asset quality is in line with its track record with gross NPAs of 5.5% and net NPAs of 2.5% as on 
Mar-07 (from 4.9% and 2.5% respectively as on Mar-06). The company follows prudent provisioning practices with 
accelerated (than required by RBI) provisioning norms. Its provisioning expense at 2.2% of average assets for the 
quarter is in line with our estimates. Typically, the provisioning expenses of the company are higher in first half of the 
fiscal while second half of fiscal witnesses recoveries in line with better cash flow in the hands of its customers in rural India. 

 Maintain earning estimates and outperformer 
We continue to remain convinced about M&M Finance’s ability to emerge as diversified financial services provider in 
rural India and believe that the company has the right business model in place to tap into growing rural opportunity. 
We expect 25% CAGR in profit growth over FY07-09E and average RoE of ~19% over the same period. Stock is 
currently trading at attractive valuations of 2.3x FY08E and 1.9x FY09E adjusted book with PE of 11.8x FY08E and 
9.5x FY09E .We maintain Outperformer with 12-month price target of Rs320. 

Quarterly results  

 (Rs m) Q4FY06 FY06 Q1FY07 Q2FY07 FY07E FY08E FY09E 
Interest income      1,958        5,930       1,595       1,938        8,291        10,936        14,216  
  of which income from securitization         237          489            -            166          538            389            408  
Net interest income       1,301        3,794          919       1,187        5,050         6,342         7,852  
yoy growth (%)        52.8         38.9         42.2         28.9         33.1           25.6           23.8  
Other income             7            49            56            28          155            271            380  
Operating expenses         443        1,382          415          456        1,955         2,434         3,015  
yoy growth (%)  N.A.         59.1          107            52         41.5           24.5           23.9  
Operating profit          865        2,462          559          758        3,250         4,179         5,217  
yoy growth (%)  N.A.         28.5         15.8         17.6         32.0           28.6           24.8  
Provisions and write-offs         182          816          292          271        1,223         1,622         2,022  
Profit before tax         683        1,646          267          487        2,028         2,557         3,194  
yoy growth (%)  N.A.         21.4           2.8         13.4         23.2           26.1           24.9  
Profit after tax         457        1,091          192          303        1,329         1,675         2,092  
yoy growth (%)  N.A.         29.9         13.2           8.4         21.8           26.0           24.9  
Ratios (%)               
Spread on loans          9.4           8.9           6.7           6.8           8.4             8.4             8.4  
Net interest margin (NIM)        11.1           9.3           7.3           9.0           8.9             8.8             8.5  
NIM net of securitization gains          9.1           8.1           7.3           7.7           8.0             8.3             8.1  
Other income / avg assets          0.1           0.1           0.4           0.2           0.3             0.4             0.4  
Employee expenses / avg assets          1.1           1.0           1.3           1.2           1.1             1.2             1.2  
Other operating expenses/avg assets          2.6           2.3           1.9           2.2           2.2             2.1             2.0  
Total operating exp / avg assets          3.8           3.4           3.3           3.4           3.5             3.4             3.3  
Cost-Income ratio        33.8         35.9         42.6         37.6         37.6           36.8           36.6  
Provisions / avg assets          1.6           2.0           2.3           2.0           2.2             2.3             2.2  
PBT/Avg assets          5.8           4.0           2.1           3.7           3.6             3.5             3.5  
Tax/PBT        33.1         33.7         27.9         37.8         34.5           34.5           34.5  
PAT/avg assets          3.9           2.7           1.5           2.3           2.4             2.3             2.3 
 



 

 4 

SSKI INDIA

Analyst  Sector/Industry/Coverage E-mail Tel. +91-22-6638 3300 

Pathik Gandotra Head of Research; Banking, Strategy pathik@sski.co.in 91-22-6638 3304  
Shirish Rane Cement, Construction, Power, Real Estate shirish@sski.co.in 91-22-6638 3313  
Nikhil Vora FMCG, Media, Retailing, Mid Caps nikhilvora@sski.co.in 91-22-6638 3308 
Ramnath S Automobiles, Auto ancillaries ramnaths@sski.co.in 91-22-6638 3380 
Nitin Agarwal Pharmaceuticals nitinagarwal@sski.co.in 91-22-6638 3395 
Ganesh Duvvuri IT Services, Telecom ganesh@sski.co.in 91-22-6638 3358 
Varatharajan S Oil & Gas, Engineering varatharajan@sski.co.in 91-22-6638 3240 
Chirag Shah Textiles, Metals, Real Estate chiragshah@sski.co.in 91-22-6638 3306 
Bhoomika Nair Construction, Power, Logistics bhoomika@sski.co.in 91-22-6638 3337 
Avishek Datta Oil & Gas, Engineering avishek@sski.co.in 91-22-6638 3217 
Bhushan Gajaria FMCG, Retailing, Media bhushangajaria@sski.co.in 91-22-6638 3367 
Shreyash Devalkar IT Services, Telecom shreyashdevalkar@sski.co.in 91-22-6638 3311 
Nilesh Parikh, CFA Banking nilesh@sski.co.in 91-22-6638 3325 
Veekesh Gandhi Banking veekesh@sski.co.in 91-22-6638 3231 
Ashish Shah Automobiles, Auto ancillaries ashishshah@sski.co.in 91-22-6638 3371 
Salil Desai Cement, Infrastructure salil@sski.co.in 91-22-6638 3373 
Rahul Narayan FMCG, Retailing, Media rahulnarayan@sski.co.in 91-22-6638 3238 
Suchit Sehgal Mid Caps suchitsehgal@sski.co.in 91-22-6638 3307 
Nityam Shah Automobiles, Auto ancillaries nityam@sski.co.in 91-22-6638 3327 
Uday Joshi Technical Analyst udayjoshi@sski.co.in 91-22-6638 3392 

Dharmendra Sahu Database Manager dharmendra@sski.co.in 91-22-6638 3382  

Equity Sales/Dealing Designation E-mail Tel. +91-22-6638 3300 

Naishadh Paleja CEO naishadh@sski.co.in 91-22-6638 3211  
GV Alankara Head of Dealing alankara@sski.co.in 91-22-6638 3201-210  
Vishal Purohit VP - Sales vishalp@sski.co.in 91-22-6638 3212  
Nikhil Gholani VP - Sales nikhilgholani@sski.co.in 91-22-6638 3363  
Sanjay Panicker VP - Sales sanjaypanicker@sski.co.in 91-22-6638 3368 
V Navin Roy AVP - Sales navin@sski.co.in 91-22-6638 3370 
Rohan Soares AVP - Sales rohan@sski.co.in 91-22-6638 3310  
Rishi Kohli VP - Derivatives rishikohli@sski.co.in 91-22-6638 3321/403  
Pawan Sharma AVP - Derivatives pawansharma@sski.co.in 91-22-6638 3403 
Dipesh Shah AVP - Derivatives dipeshshah@sski.co.in 91-22-6638 3403 
Manohar Wadhwa AVP - Derivatives   manohar@sski.co.in 91-22-6638 3403 

 

 

 

Disclaimer 

This document has been prepared by S S Kantilal Ishwarlal Securities Private Limited (SSKI). SSKI and its subsidiaries and associated companies are full-service, integrated 
investment banking, investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 
The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on 
reasonable basis, SSKI, its subsidiaries and associated companies, their directors and employees (“SSKI and affiliates”) are under no obligation to update or keep the 
information current. Also, there may be regulatory, compliance, or other reasons that may prevent SSKI and affiliates from doing so. 
 We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is 
not intended to be and must not alone betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of 
this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this 
document (including the merits and risks involved). The investment discussed or views expressed may not be suitable for all investors.  
Affiliates of SSKI may have issued other reports that are inconsistent with and reach different conclusion from the information presented in 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 SSKI and affiliates 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. 
Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as 
such, may not match with a report on a company's fundamentals. 
SSKI & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially 
interested in any of the securities mentioned or related securities. SSKI and affiliates may from time to time solicit from, or perform investment banking, or other services for, 
any company mentioned herein. Without limiting any of the foregoing, in no event shall SSKI, any of its affiliates or any third party involved in, or related to, computing or 
compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect 
those of SSKI and affiliates. 
This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or 
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. 
Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SSKI will not treat recipients as customers by virtue of 
their receiving this report. 

Explanation of Ratings: 
1.  Outperformer:       More than 10% to Index  
2.  Neutral:                Within 0-10% to Index 
3.  Underperformer:    Less than 10% to Index 

Disclosure of interest: 
1. SSKI and its affiliates have not received compensation from the company covered herein in the past twelve months for Issue Management, Capital Structure, Mergers & 

Acquisitions, Buyback of shares and Other corporate advisory services. 

2. Affiliates of SSKI are currently not having any mandate from the subject company.  

3. SSKI and its affiliate do not hold paid up capital of the company. 

4. The Equity Analyst and his/her relatives/dependents hold no shares of the company covered as on the date of publication of research on the subject company. 

Copyright in this document vests exclusively with SSKI 


