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Maintain Outperformer
RESULT UPDATE
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Share Data

Reuters code MMFS.BO

Bloomberg code MMFS IN

Market cap. (US$ mn) 1,586

6M avg. daily turnover (US$ mn) 2.2

Issued shares (mn) 104

Target price (Rs) 820

Performance (%) 1M 3M 12M

Absolute 8 (8) 19

Relative 10 (4) 16

Valuation Ratios

Yr to 31 Mar FY12E FY13E

EPS (Rs) 56.2 73.4

+/- (%) 24.4 30.5

ABV (Rs) 281.1 341.6

+/- (%) 18.0 21.5

PER (x) 11.9 9.2

PABV (x) 2.4 2.0

Dividend/Yield (%) 1.5 1.5

Major shareholders (%)

Promoters 57

FIIs 34

MFs 4

Public & Others 5

Financial highlights

(Rs mn) 1QFY11  1QFY12  YoY (%)  FY11  FY12E  YoY (%)  FY13E  YoY (%)

Interest earned  3,924  5,477  39.6  19,739  28,236  43.0  36,282  28.5

Interest expended  1,315  2,160  64.2  6,602  10,844  64.3  13,949  28.6

Net Interest Income  2,609  3,317  27.1  13,137  17,392  32.4  22,333  28.4

Non-interest income  90  163  80.4  386  434  12.3  484  11.4

Total net income  2,699  3,480  28.9  13,524  17,826  31.8  22,816  28.0

Staff expenses  365  519  42.1  1,515  1,982  30.8  2,399  21.0

Other operating expenses  681  886  30.3  3,417  4,361  27.6  5,629  29.1

Operating profit  1,653  2,074  25.5  8,592  11,483  33.6  14,789  28.8

Provisions & contingencies  543  561  3.4  1,567  2,817  79.7  3,481  23.6

Provision for tax  368  491  33.3  2,393  2,903  21.3  3,788  30.5

Reported PAT  742  1,022  37.7  4,631  5,763  24.4  7,520  30.5

1QFY12 Result – Reasonably positive monsoons augurs well...

Mahindra Finance (MMFS) reported net profit of  Rs 1.02 bn, up 37.7% YoY,

driven by strong demand for vehicles in semi urban/rural India. NII at Rs 3.3

bn, reported a lower growth at 27.1% YoY as no securitisation was done in

1QFY12 and change in portfolio mix. Higher other income at Rs 162.6 mn, up

80.4% also helped improve profits.

Key highlights

• AUM grew by a robust 45.6% YoY to Rs 158.7 bn driven by strong traction in

disbursements at Rs 38.3 bn, up 34.2% YoY. Proportion of  CVs and pre-owned vehicles

in the AUM mix increased to 10% and 9%, respectively.

• Gross spreads declined 110 bps YoY to 10% while NIMs (cal) declined by 128 bps YoY to

8.6% mainly due to change in portfolio mix, no securitisation income booked in 1QFY12

and higher borrowing costs.

• On absolute basis, GNPA were down 4.8% YoY to Rs 6.8 bn. On ratio terms, GNPA is at

4.6% (6.9% YoY) while NNPA is at 1.0% (1.3% YoY). Provision coverage ratio at 80%.

• Cost/income ratio (cal) at 40.4% (up 165 bps YoY), due to increase in staff  and other

expenditure on account of network expansion (added 12 branches in 1QFY12).

Outlook

Reasonably positive monsoons in major parts of  India will keep rural incomes and cash flows

buoyant, creating strong demand for vehicles and credit. We expect MMFS to deliver a

robust 25% AUM CAGR over FY12-13E. With higher disposable incomes, LTVs have been

reducing which has led to stronger recoveries and lower credit costs. With changing portfolio

mix, spreads will contract; however, lower opex and credit costs will lead to improved

profitability. We expect MMFS to deliver net profit CAGR of  27%+ with RoA to sustain at

3.7%+ and RoE at 22%+ over FY11-13E. Maintain Outperformer with a target price of  Rs

820 (based on 2.4x FY13E ABV).
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Business growth remains robust

Source: Company, B&K Research

Proportion of bank borrowing increases, no securitisation done

in the quarter

Source: Company, B&K Research

Spreads decline due to change in portfolio mix  and absence of

securitisation income in the quarter

Strong rural cash flows and lower LTVs lead to improved asset quality

Source: Company, B&K Research

Key performance charts
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Balance Sheet

Yr end 31 Mar (Rs mn) FY10 FY11 FY12E FY12E

Capital  960  1,025  1,025  1,025

Reserves & Surplus  16,314  23,856  28,420  34,741

Networth  17,286  24,901  29,465  35,786

Borrowings  60,868  91,840  132,066  165,003

Sub-ordinated debt  3,710  4,910  5,401  5,941

Other Liabilities & Prov.  9,087  12,211  13,682  15,823

Total Liabilities  90,950  133,863  180,614  222,553

Cash  2,420  2,976  2,946  2,926

Investments  2,159  6,746  4,881  4,761

Advances  78,473  113,986  161,310  201,608

Fixed assets  463  802  899  1,007

Intangible assets  13  15  19  25

Other Current Assets  7,422  9,337  10,558  12,227

Total Assets  90,950  133,863  180,614  222,553

Income Statement

Yr end 31 Mar (Rs mn) FY10 FY11 FY12E FY13E

Interest Income  15,308  19,739  28,236  36,282

Interest Expended  5,017  6,602  10,844  13,949

Net Interest Income  10,290  13,137  17,392  22,333

Growth %  20.4  27.7  32.4  28.4

Other Income  380  386  434  484

Total net income  10,671  13,524  17,826  22,816

Growth %  22.0  26.7  31.8  28.0

Operating expenses  3,250  4,932  6,343  8,028

- Staff Expenses  1,281  1,515  1,982  2,399

- Other Expenses  1,969  3,417  4,361  5,629

Pre-Provision Profit  7,421  8,592  11,483  14,789

Provisions & Contingencies  2,215  1,567  2,817  3,481

Profit before tax  5,206  7,024  8,666  11,308

Provision for tax  1,762  2,393  2,903  3,788

Tax Rate (%)  33.8  34.1  33.5  33.5

Net profit  3,444  4,631  5,763  7,520

Growth %  60.5  34.5  24.4  30.5

Key Ratios

Yr end 31 Mar FY10 FY11 FY12E FY13E

Operational & financial ratios (Rs)

EPS  35.7  45.2  56.2  73.4

Book Value  177.9  238.2  281.9  342.3

Adjusted Book Value  174.3  238.2  281.1  341.6

DPS  7.6  10.5  10.0  10.0

Spread Analysis (%)

Yield on Advances  18.4  18.7  19.1  18.8

Cost of funds  8.4  8.0  9.1  8.9

Interest Spread  10.0  10.7  10.0  9.8

Net Interest Margin  12.9  12.0  11.2  11.2

Profitability Ratios (%)

RoAA  4.2  4.1  3.7  3.7

RoAE  21.5  22.0  21.2  23.0

Asset quality ratios (%)

Gross NPAs  7.4  4.7  3.9  3.8

Net NPAs  1.1  0.7  0.6  0.6

Net NPAs / Total Assets  0.9  0.6  0.5  0.5

Net NPAs / Net worth  4.8  3.0  3.3  3.3

Provision coverage  86.4  86.4  85.0  85.0

Capitalisation ratios (%)

Tier I cap.adequacy  16.1  17.0  15.4  13.7

Total cap.adequacy  18.5  20.3  18.3  16.0

Equity/Total assets  19.0  18.6  16.3  16.1

Loans/Assets  86.3  85.2  89.3  90.6

Investments/Assets  2.4  5.0  2.7  2.1

Efficiency ratios (%)

Cost/Income  30.5  36.5  35.6  35.2

Cost/Assets  3.9  4.4  4.0  4.0

Productivity ratios (Rs mn)

Operating cost per employee  0.7  1.1  1.4  1.8

Assets per employee  20.7  31.1  40.8  48.8

Adjusted net profit per employee 0.8  1.1  1.3  1.6

Valuation ratios (x)

PER  18.8  14.9  11.9  9.2

Price/ Book value  3.8  2.8  2.4  2.0

Price/Adjusted book  3.9  2.8  2.4  2.0

Yield (%)  1.1  1.6  1.5  1.5
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in this report.
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)
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