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• Mahindra & Mahindra Financial Services (MMFSL) result is in line with our estimate which is on
account of improve in spread by 20bps and lower credit cost. Apart from that the disbursement
grew by 32% YoY. For the quartet NII grew (24% YoY) with 50 bps QoQ improve in the spread on
account of increase in lending cost. Substantial improvement in Asset Quality with GNPA at
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4.1% as compare to 6.5% in Q2FY14, Provision coverage remains high at 75%

• Loan book grew by 56%YoY & 14%QoQ, resulted in healthy NII growth of 25%YoY. AUM grew
by 12% QoQ and 45% YoY with the growth in Car, Commercial vehicle and used Vehicle but the
highlight for the quarter is the disbursement growth of 32% YoY in high yielding used vehicle
and commercial vehicle which lead to increase its proportion to 11% of total AUM. As compare to Share Issued (mn) 104.0

Market Cap (Rs mn) 80,314
52 Wk H/L (Rs) 913/398
Face Value (Rs) 10
Avg  daily vol  (12M) 82 121

p p p
8% in Q2FY11.

• Gross spread improved by 20 bps QoQ (on account of increase in incremental lending yield), We
believe pressure in net interest margin of 150-200 bps for FY12E and FY13E respectively.

• Gross NPA improved by 179 bps YoY at Rs6.7bn compared to Rs6.8 bn in Q1FY12 and Net NPA
b 12b Y Y t R 1 7b i i i ti ll t 76% O ll i t i Avg. daily vol. (12M) 82,121

Return (%) 1m 3m 12m
Absolute 4.0 (1.8) (22.1)
Rel. to Sensex (1.2) (0.3) (16.9)
Key Financials FY11 FY12E FY13E

by 12bps YoY at Rs1.7bn, provision coverage improve sequentially at 76%. Overall we maintain
our thesis of improvement in asset quality due to improved cash flows in rural areas , normal
monsoon and change in AUM mix as compare to earlier i.e tractor (risky assets) proportion of
AUM comes to 20% as compare to 25% in FY09.

• During the quarter company have added further 11 branches taking its total network to 570.
Key Financials FY11 FY12E FY13E
EPS 48.2 50.7 63.8
BVPS 248 299 355
ABVPS 241 281 335
Gross NPA (%) 5 4 4

• Housing finance business gained traction with a disbursement of Rs 625mn in the quarter and Rs
1,217mn for H1FY12 as compare to Rs830 mn H1FY11. Company believe that to have $1bn book
size by FY15E

• During Q2FY12, proportion of funds raised through commercial paper (CP) increased to 10%
(from 2.1% in Q1FY12). Low cost of funds via CP route has been has been attributed as a rational
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Gross NPA (%) 5 4 4
Net NPA 1 1 1
ROAA 4.8 3.5 3.5
ROE 19.4 17.0 18.0

( Q )
of change in funding mix.

• Tier-I CRAR for MMFSL stands at 14.7% as of Sept -11 (against 15.8% in Q1FY12). Overall CRAR
stands at 17.3%, which is comfortable against minimum regulatory requirement of 15%. We
believe that current CRAR enable company to grow with a CAGR of 30% FY12E-13E
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Particular Q2FY11 Q1FY12 Q2FY12 YOY% QOQ%

NII 3,327 3,537 4,146 25 17

Other Income 74 124 91 24 (26)

20bps QoQ Improvement in
Gross Spread Annualize

Q4FY11: 12.1%( )

Total income 3,401 3,661 4,237 25 16

Operating expenses 676 756 887 31 17

Staff cost 540 772 765 42 (1)

PPP 2 184 2 132 2 585 18 21

Q1FY12: 10.0% 

Q2FY12: 10.2%

Provision cost comes down
PPP 2,184 2,132 2,585 18 21

Provision – NPL 334 570 543 62 (5)

PBT 1,850 1,562 2,043 10 31

Tax 615 505 677 10 34

Prov/Avg Assets

Q4FY11: 1.4%

Q1FY12: 1.6%

Q2FY12  1 4%
PAT 1,232 1,055 1,363 11 29

Shareholders Fund 19,632 26,554 28,020 43 6

Loan Liability 82,934 1,05,757 1,27,474 54 21

Fixed Assets 629 764 883 40 16

Q2FY12: 1.4%

Advance growth of 56%
YoY and 14% QoQ–

Fixed Assets 629 764 883 40 16

Cash Equivalent 4,908 4,087 4,635 (6) 13

Loan Assets 1,04,565 1,43,084 1,63,517 56 14

Net Current Assets (9,736) (17,923) (15,884) 63 (11)

Indicate traction CV
product portfolio

Di b t  32% Y Y  
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Deferred Tax Assets 2,200 2,193 2,249 2 3

Disbursements ( Vehicle) 33,630 38,340 44,524 32 16

Disbursements ( HFC) 410 590 625 52 6

Disbursement grew 32% YoY, 
Traction in CV. Disburse Rs 5,343 
mn vs Rs 2,354 mn in Q2FY11
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Particular Q2FY11 Q1FY12 Q2FY12 YOY bps QOQ bps

Spread Analysis 

Total Income/ Avg total assets 17.0 16.2 16.5 (50) 30

Gross Spread improved by 20bps
QoQ – No Securitization in the
quarter. Interest Cost increase

Interest Cost/Avg total assets 5.5 6.2 6.3 80 10

Gross Spread 11.5 10.0 10.2 (130) 20

Overhead/ Avg total assets 4.4 4.0 3.9 (50) (10)

NPA Provision / Avg total assets 1 7 1 6 1 4 (30) (20)

by 10 bps on account of higher
borrow from CP market

NPA Provision / Avg total assets 1.7 1.6 1.4 (30) (20)

Net Spread 5.4 4.4 4.9 (50) 50

Asset Quality

Gross NPA (Rs in mn) 6,744 6,776 6,688
Assets Quality have improved
substantially from 6.5% in

Net NPA (Rs in mn) 1,182 1,373 1,654

Gross NPA % 6.5 4.7 4.1

Net NPA % 1.1 1.0 1.0

Provision coverage 82 5 79 7 75 3

Q2FY11 to 4.1%. Provision
coverage of 75% gives comfort
for marginal slippages

Provision coverage 82.5 79.7 75.3

AUM Break up (%)

Auto/Utilities 34 30 32

Tractor 22 23 20 Traction in all product
segment Specifically to high
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Cars 30 31 31

Commercial Vehicle 8 10 11

Pre Owned Vehicle/ Others 6 6 6

segment- Specifically to high
yielding used vehicle and CV
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Valuation Matrix

Outlook & Valuations

We believe that with the improvement in overall macroeconomic scenario, with significant growth in lifestyle, disposable income and stable
monsoon, will stimulate MMFSL's business growth and therefore will also help to fetch better earning visibility for the company. We expect
th t l b k th t ill t i W i d fit bilit b d th t i f i d hi hthat loan book growth momentum will sustain, We revised our profitability, based on the current scenario of pressure on margin, and higher
provision .

At CMP of 637, the stock is trading at P/ABV of 2.3x and 1.9x of its FY12E and FY13E respectively. We still believe that the conservative
provision policy, pan India presence, normal monsoon and rural centric business will lead to the growth momentum for the company and
lead to better ROE. We believe that the disbursement momentum to maintain which lead to higher advances growth and further the Rural
h i b i l i W h i d i d b li i i R E 18% b li h 2 0housing business also saw some traction. We have revised our estimate and believe company to maintain RoE near 18% we believe that 2.0x
ABVPS represent to be the fair value. Based on that we revised our price target to Rs 670 at which the stock is valued at 2.4x of FY12E and 2.0x
of FY13E ABV, so we maintain our rating at Hold with a price target of Rs.670
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Financial StatementsFinancial Statements

Profit & Loss (Rs mn) Balance Sheet (Rs. mn)

Year to 31 Mar FY10 FY11 FY12E FY13E Year to 31 Mar FY10 FY11 FY12E FY13EYear to 31 Mar FY10 FY11 FY12E FY13E Year to 31 Mar FY10 FY11 FY12E FY13E

Net- Interest Income 10,705 13,977 16,467 19,238 Share Capital 958 1,025 1,025 1,053

Other income 223 105 365 220 Reserves & Others 16,588 24,425 29,638 36,354

Total Operating Income 10,928 14,082 16,832 19,458 Shareholder Fund 17,548 25,450 30,664 37,408

Personal Expenses 1,594 2,239 3,097 3,200 Loan Fund 65,268 97,893 1,45,154 1,67,225

Other Expenses 1,714 2,784 3,520 3,800 Total Eq. & Liability 82,815 1,23,343 1,75,819 2,04,633

Total Expenses 3,309 5,023 6,617 7,000 Cash & equivalent 2,443 3,236 1,927 3,352

Pre –Provision operating profit 7,619 9,059 10,215 12,458 Investments 2,033 6,252 770 880Pre Provision operating profit 7,619 9,059 10,215 12,458 Investments 2,033 6,252 770 880

Total Provision 2,218 1,581 2,526 2,574 Net Loans & Advances 83,184 1,21,030 1,79,903 2,12,285

Profit Before Tax 5,401 7,477 7,689 9,884 Fixed Assets 486 840 909 1,149

Tax 1,840 2,541 2,489 3,163 Net Current Assets (5,332) (8,015) (7,689) (13,060)

Net Profit 3,561 4,937 5,200 6,721 Total Assets 82,815 1,23,343 1,75,819 2,04,633

EPS (Rs) 37 48 51 64 ABVPS (Rs) 174 241 282 335
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Growth (YoY %) FY10 FY11 FY12E FY13E Key Ratios (%) FY10 FY11 FY12E FY13E 

Net –Interest Income 22 31 18 17 Total income yield 19.3 16.8 16.0 16.6

Non – Interest Income 137 (53) 249 (40) Average Cost of Fund 6.1 5.4 6.4 7.1

Total Operating Income 23 29 20 16 Gross spread 13.2 11.4 9.6 9.5

Total Expenses 22 52 32 6 NIM 12.8 11.3 9.4 9.4

Pre-Provision Operating Income 23 19 13 22 Opex /Total Net Income 49 53 46 51Pre-Provision Operating Income 23 19 13 22 Opex./Total Net Income 49 53 46 51

Total Provision (21) (29) 60 2 Tax Rate 34 34 32 32

Net Profit 62 39 5 29 Dividend Payout Ratio 20 21 10 8

EPS 62 30 5 26 Debt/Equity (x) 3.7 3.8 4.7 4.5

Balance Sheet Du Pont Analysis %of Avg Earning Assets

Loan & Advances 22 45 49 18 Net Interest Income 14.3 13.6 11.0 10.1

Cash & Equivalent (12) 32 (40) 74 Non Interest Income 0.3 0.1 0.2 0.1

Investment 109 207 (88) 14 Operating Expenses 4.4 4.9 4.4 3.7( ) p g p

Shareholder’s Equity 18 45 20 22 Total Provision 3.0 1.5 1.7 1.4

Loan Liability 25 50 48 15 Return on Avg. Assets 4.8 4.8 3.5 3.5

Total Assets 24 49 43 16 Return on Equity 20.3 19.4 17.0 18.0
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Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report has been prepared by
Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the other equity research
groups of MF Global Sify Securities India Pvt. Ltd.
This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBI. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. References top y y g y y y
"MFGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by MFGSSIPL for information purposes only
and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of any
security, investment or derivatives. The information and opinions contained in the Report were considered by MFGSSIPL to be valid when published. The report also contains information provided to
MFGSSIPL by third parties. The source of such information will usually be disclosed in the report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL
does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL
does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance.
This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must undertake independent
analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this reporty g , g g pp p g y g p
and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the
Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and other sources, which we believe are reliable. MF Global Sify
Securities India Pvt. Ltd. or any of its group companies do not guarantee that such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at
this date and are subject to change without notice
Important These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of these disclosures
and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.
Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal views about all of
the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specificj / , y p y p , , y y, p
views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the stock(s) covered in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject issuers
in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject issuers in the next three (3) months. The Firm is
not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short positions in such securities. The Firm does not hold more than 1 of the shares
of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any individualy p p p y p j p q y
recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the appropriateness of any securities
referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing
experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic or political factors. Past performance is
not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither the Firm nor the research
analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date
appearing on this material and are subject to change without notice.pp g j g
Furthermore, the Firm is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in
part, is permitted without the Firm’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant
circumstances.
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