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Mahindra & Mahindra Financial Services (MMFS) reported a growth of 33% YoY (14% QoQ) in 3QFY12 PAT to

INR1.55b, higher than our estimate of INR1.43b. Asset growth was robust on the back of strong festive demand.

Strong growth (40% YoY and 10% QoQ) in assets under management and stable credit costs were the key positives.

 Strong growth momentum continues: Disbursements grew 39% YoY and 32% QoQ to INR59b. AUM grew 40%

YoY and 10% QoQ to INR195b. Strong growth in AUM was seen across segments, with faster growth in the CV

(+20% QoQ) and used vehicles (+28% QoQ) segments.

 Calculated margins on AUMs declined 38bp QoQ to 9.3%: Net operating income grew 24% YoY and 6% QoQ to

INR4.3b, in line with our estimate. Although reported gross spreads have remained stable QoQ at 10.2%,

calculated NIM on AUM contracted ~38bp QoQ to 9.3%.

 Assets worth INR6.6b securitized: In 3QFY12, MMFS securitized assets worth INR6.6b v/s NIL during 1HFY12.

Income from securitization booked during the quarter was INR187m v/s NIL in 1HFY12.

 Credit costs remain stable: GNPA increased 10% QoQ, partially due to assets worth INR150m-200m being

classified as non-performing due to technical reasons, and should likely be reversed in the next quarter.

Notably, provisions and write-offs as a percentage of average assets for 9MFY12 stood at 1.3%, the lowest in

20 quarters.

Valuation and view: We believe MMFS is well positioned to sustain its qualitative growth momentum. With

interest rates nearly peaking out, cost pressures are likely to ease. We estimate BV at INR284 for FY12 and at

INR337 for FY13. We expect RoA (on AUM) of ~3.4% and RoE of ~22% by FY13. Maintain Neutral.
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Strong growth momentum continues
Disbursements for the quarter grew strongly by 39% YoY and 32% QoQ to INR59b.

However, the overall disbursement mix remained stable sequentially.  AUMs grew by

40% YoY and 10% QoQ to INR195b. Strong growth in AUMs was seen across segments,

with CV and used vehicles portfolio growing much faster at 20% and 28% QoQ

respectively.  Auto / UV portfolio grew at a relatively slower pace at 3% QoQ. The

proportion of CV's in the overall AUM mix has increased considerably to 12% from 8%

during the year ago quarter. On a sequential basis, the proportion of AUMs in the auto

/ UV segment has declined marginally to 30% from 32% in 2QFY12. Robust volume

growth could be attributed to the strong pickup due to the festive season.

Consequently, disbursement momentum could see some slowdown in the coming

quarter, which is seasonal in nature.

Calculated margins (on AUMs) decline 38bp QoQ to 9.3%
Despite robust AUM growth, net operating income increased by 24% YoY and 6% QoQ

to INR4.3b (in line with est). Reported gross spreads have remained stable QoQ at

10.2%. However, calculated NIMs on AUM contracted by ~38bp QoQ to 9.3%. Although,

borrowings during the quarter increased by 9% QoQ, in line with the AUM growth,

interest expenses increased sharply by 74% YoY and 22% QoQ thereby affecting

margins. The incremental cost of borrowings stood at ~10.3% for the quarter. MMFS

booked securitization income of INR187m during the quarter. With interest rates almost

peaked out, borrowing costs are expected to moderate in the coming quarters.

Moreover, MMFS has 100% fixed asset profile, while the liabilities are partly floating

in nature. Hence in a falling interest rate scenario, the benefit of downward re-pricing

of liabilities should aid margin expansion.

Asset securitization picks up during the quarter
In 3QFY12, MMFS securitized assets worth INR6.6b as against Nil during 1HFY12.

Accordingly, MMFS booked securitization income of INR187m during the quarter v/s

Nil during 1HFY12. Of the total securitization income booked, INR60m is towards

income booked on assets securitized, while income worth INR120m is towards

interest income accrued on the securitized pool but classified as securitization income.

Borrowing mix shifts towards non-bank sources
During the quarter, the proportion of borrowings through bank term loans declined

to 49% from ~59% in 2QFY12. On the other hand, proportion of borrowings through

other sources such as bonds / NCDs increased to 20.8% from 18.5% in 2QFY12, while

that through assignment route increased to 11.6% from 9.9% in 2QFY12.

GNPAs up 10% QoQ; Credit costs remain stable
In 3QFY12, %GNPAs remained largely stable QoQ at 4.1% v/s 4.0% in 2QFY12. However,

in absolute terms, GNPAs increased by 10% QoQ. This could be partially attributed to

INR150-200m worth assets classified as NPAs being technical in nature, which could

likely get reversed in the coming quarter. The management has re-possessed ~1,000

vehicles (mainly related to the AP portfolio) due to uncertainty over repayments.

The recovery from the repossessed vehicles is likely to reflect in the next quarter.

Notably, provisions during the quarter stood at INR494m, stable on a QoQ basis.

Provisions and write offs as a % of average assets for the 9MFY12 period stood at 1.3%,

the lowest in over past 20 quarters.
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We revise our estimates marginally downwards (INR b)
                                                        Old                      Revised                  Change (%)

FY12 FY13 FY12 FY13 FY12 FY13

NII (inc securitisation inc)16.8 21.0 16.1 21.3 -4.1 1.5

Other Income 0.7 0.9 0.7 0.9 0.0 -5.1

Total Income 17.5 22.0 16.8 22.2 -3.9 1.2

Operating Expenses 6.1 7.5 6.1 7.5 -1.2 -0.3

Operating Profits 11.4 14.4 10.8 14.7 -5.3 2.0

Provisions 2.6 3.6 2.2 3.9 -14.8 8.9

PBT 8.7 10.8 8.5 10.8 -2.5 -0.3

Tax 3.0 3.7 2.9 3.7 -2.5 -0.3

PAT 5.8 7.2 5.6 7.1 -2.5 -0.3

Margins 11.2 11.0 10.2 10.4

Credit Cost 1.8 1.9 1.4 1.9

RoA on AUM 3.5 3.3 3.2 3.4

RoE 21.3 22.4 20.8 22.4

Source: MOSL

CAR at 17.1%, tier I ratio at 14.6%
As on December 2011, MMFS' overall capital adequacy stood at 17.1% with tier I ratio

healthy at 14.6%. Despite being adequately capitalized the company is planning to

raise INR500m through preference capital, which would form a part of its tier II capital

and shore up the overall capital adequacy.

Subsidiary performance
 Mahindra Insurance Brokers Limited (MIBL): For 9MFY12 period, MIBL PAT declined

to INR46m v/s INR155m during the year ago period. Net premium mobilized during

the nine month period increased 37% YoY to INR2.78b.

 Mahindra Rural Housing Finance Limited (MRHFL): For 9MFY12 period, MRHFL

reported PAT of INR67m v/s INR61m during the year ago period. Disbursements

during the 9MFY12 period increased 33% YoY to INR1.8b, while the outstanding

loanbook grew 80% YoY to INR4.6b.

Valuation and view
 We believe MMFS is well positioned to sustain its qualitative growth momentum

going forward on the back of its multi-product strategy.

 Margins have remained under pressure due to steep increase in cost of funds and

changing portfolio mix with strong growth witnessed in the low yielding CV

segment. However, with interest rate cycle almost peaked out margins are unlikely

to contract further.  Moreover, MMFS has 100% fixed asset profile, while the

liabilities are partly floating in nature. Hence in a falling interest rate scenario,

the benefit of downward re-pricing of liabilities should aid margin expansion.

 We tweak our estimates to factor in pressure on margins, which partially negates

the benefits of strong asset growth. Moreover, credit costs which have remained

at historically low levels, could be unsustainable and hence we build in

conservative credit cost assumptions.

 We estimate EPS of INR55 and BV of INR284 for FY12, and EPS of INR70 and BV of

INR337 for FY13. We expect RoA (on AUM) at ~3.4% and RoE at ~22% by FY13. The

stock currently trades at 2.3x and 2.0x its FY12E and FY13E BV. Maintain Neutral.
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Quaterly trends

AUM Mix (%)

Spread Movement (%)

Provision coverage remains healthy

 Driven by strong growth in the CV segment, its proportion

in the overall mix increased to 12% from ~8% a year ago

 Reported gross spreads remained stable on a QoQ basis

 Provision cover remains healthy at ~74%

AUM growth remains strong

 Strong AUM growth was driven by higher growth in the CV,

and used vehicles segments

Borrowing Mix (%)

 The proportion of bank borrowings has declined

considerably during the quarter

Asset quality trend (%)

 %GNPAs remained largely stable QoQ at ~4.0% levels
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Quarterly Snapshot
FY11                FY12 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9M 9M YoY

FY11 FY12  Gr (%)

Profit and Loss (INR m)

Net Income 2,699 3,271 3,487 4,067 3,480 4,061 4,316 6 24 9,457 11,857 25

Operating Expenses 1,046 1,194 1,209 1,483 1,406 1,521 1,520 0 26 3,449 4,447 29

Operating Profits 1,653 2,077 2,278 2,584 2,074 2,539 2,797 10 23 6,008 7,410 23

Provisions 543 335 545 144 561 523 494 -6 -9 1,423 1,578 11

PBT 1,110 1,742 1,733 2,439 1,513 2,016 2,303 14 33 4,585 5,831 27

Taxe s 368 577 574 874 491 661 756 14 32 1,519 1,907 26

PAT (before EO) 742 1,165 1,159 1,566 1,022 1,355 1,547 14 34 3,066 3,924 28

Extra-ordinary item 0 0 -285 29 0 0 0 -285 0

PAT (after EO) 742 1,165 1,444 1,536 1,022 1,355 1,547 3,350 3,924 17

Asset Quality

GNPA (INR m) 7,105 6,744 7,104 5,488 6,776 6,688 7,382 10 4

NNPA (INR m) 1,247 1,182 1,306 744 1,373 1,654 1,888 14 45

%GNPAs to total assets (%) 6.9 5.8 5.6 4.0 4.6 4.0 4.1

%NNPAs to total assets (%) 1.3 1.1 1.1 0.6 1.0 1.0 1.1

PCR (Calc., %) 82.4 82.5 81.6 86.4 79.7 75.3 74.4

Ratios (%)

Cost to Income 38.8 36.5 34.7 36.5 40.4 37.5 35.2 36.5 37.5

Tax Rate 33.2 33.1 33.1 35.8 32.4 32.8 32.8 33.1 32.7

CAR 17.4 16.5 17.4 20.3 18.7 17.3 17.1

          Tier I 15.4 14.7 13.9 17.0 15.8 14.7 14.6

Key Details (INR b)

AUM 114 126 139 152 159 177 195 10 40

On book Loans 91 106 115 125 139 159 172 9 50

Disbursements 29 34 42 40 38 45 59 32 39

Borrowings 86 98 108 116 120 138 153 11 42

On book Borrowings 69 82 91 97 103 124 135 9 49

Off book (Securitisation) 16 16 17 19 16 14 18 29 4

AUM Mix (%)

Auto/Utility vehicles 33 34 30 31 30 32 30

Tractors 23 22 23 23 23 20 20

Cars 30 30 33 31 31 31 31

Commercial Vehicles 8 8 8 9 10 11 12

Refinance & others 6 6 6 6 6 6 7

Disb. Mix Cum. (%)

Auto/Utility vehicles 34 30 30 29 27 27 27

Tractors 22 21 22 22 22 20 20

Cars 29 33 33 33 32 32 32

Commercial Vehicles 7 7 6 7 10 11 11

Refinance & others 8 9 9 9 9 10 10

Total Borrowing Mix (%)

Bank Term loans 43 47 46 57 59 54 49

Bonds/NCDs 30 23 21 19 18 18 21

Securitization 19 16 16 17 14 10 12

Fixed deposits 7 7 7 7 8 8 8

Commercial Papers 1 7 9 0 2 10 11

Other Details

Branches (Nos.) 487 506 537 547 559 570 592

Employees (Nos.) 4,447 4,425 4,367 4,303 4,254 4,281 4,275

For %age change QoQ and YoY is bp Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 54.9 55.2 -0.5

FY13 69.6 68.8 1.2

Shareholding pattern (%)

Dec-11 Sep-11 Dec-10

Promoter 57.4 57.4 60.8

Domestic Inst 5.7 4.5 6.9

Foreign 33.3 34.5 27.1

Others 3.7 3.7 5.2
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Financials and Valuation
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N O T E S
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