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CMP (INR 358.75
Target (INR) 410
Upside(%) 14.3%
Recommendation Buy
BSE Code 532720
NSE Code M&MFIN
Reuters Ticker MMFS.BO
Bloomberg Ticker MMEFS IN

Market cap (INR Cr.) 22193
Outstanding Shares (Cr.) 61.78
Face Value (INR) 2
Dividend Yield(%) 1.81
TTM P/E (x) 122
Industry P/E (x) 21.2
Beta vs. Sensex 1.66
52 Week High/ Low (INR) 484/285
Avg. Daily Vol. (NSE)/1 yr. 1987118

Shareholding Pattern (%)

Sep-2019 Jun-2019 Mar-2019

51.19

Promoters 51.19 51.19

Institutions 40.40 40.40 40.41

Non- 7.95 8.41 8.40

institutions
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The financing arm of Mahindra Group is primarily engaged in
the financing of auto and utility vehicles, tractors, cars,
commercial vehicles and construction equipment and pre-
owned vehicles. Apart from vehicle financing, the company
is also into granting Personal Loans and SME Financing. The
Co. provides housing finance to individuals through it’s
subsidiary Mahindra Housing Finance Ltd, and Insurance
broking services to Corporates & Individuals through its

subsidiary Mahindra Insurance Broking Ltd.

The diversified funding profile of the company with
perfect blend of long and short term sources of finance,
implementation of a robust system for reducing the non-
performing assets and tie ups with strong OEM's like
Maruti, Hyundai, Nissan & being the preferred choice for
M&M vehicles, we value MMFS on a SOTP basis and
arrive at a Target Price of 410.
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Adequate Monsoon: According to the rainfall data available with Skymet from 1 June -
8 September, India has so far received 782 mm of rainfall against the normal of 764.5
mm. This is expected to bring back buoyancy in the rural demand. Expectations for a
good Rabi crop have grown stronger, owing to a plentiful southwest monsoon this year
(25-year high), leading to higher agri. output. MMFS’ rural focus is expected to boost
the topline for the company.

Government Spending: Moreover the revival of government spending in rural India
from July’19 along with settlement of major dues to the private sector followed by
renewed push for increasing PM Kisan transfers are expected to provide much needed
boost to the rural economy. Strong rural economy is likely to augur well for improving
the sagging tractor demand as well as two-wheeler demand. M&M being the largest
player in the tractor segment with closer to 45% market share MMFS is poised to
benefit from the rising tractor demand.

Corporate Tax rate cut: For the last few quarters, the company’s effective tax rate has

been around 35%. Hence the new effective tax rate implemented by Ministry of
Finance of around 25% is expected to boost the bottom-line of the company.

Financial Performance at a glance (Standalone)

Net Interest Income (NII) 3,316 4,147 4,778 5,500 6,480
Growth (%) 3% 25% 15% 15% 18%
Total Income 6,238 7,206 8,809 10,120 11,780
Growth (%) 6% 16% 22% 15% 16%
Provision & Write Offs 1,309 1,227 635 750 1,100
Profit After Tax 400 892 1,558 1,784 2,063
Growth (%) -40% 123% 75% 15% 16%
EPS 7.09 15.35 25.33 28.89 33.39
BVPS 113.88 150.61 176.59 196.74 225.19
P/E (x) 43.0 19.9 12.0 10.6 9.1
P/BV (x) 2.7 2.0 1.7 16 14
ROE (%) 6.2% 9.6% 14.3% 14.7% 14.8%

Source: Company data, Bloomberg, SMIFS Research
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Particulars (in INR Crore)

Mahindra & Mahindra Financial Services Ltd.

Q2FY20 Result Analysis_M&M Financial Services Ltd

Quarter Ended (Standalone)

PCG/HNI Research

Half Yearly Ended

Interest income

Dividend income

Rental income

Fees and commission Income
Net gain on fair value changes
Income from Operations

Less Finance Cost

NIl

Other Income

Total Income

Employee benefits expense
Fees and commission expense
Impairment on financial instruments/ Provisions
Other expenses

Depreciation and amortization
Total Expenses

Profit before tax

PBT margin (%)

Current Tax

Deferred Tax

Tax Expense

Effective Tax rate

Profit after tax

PAT margin (%)

EPS

Q2 FY20 Q2 FY19 YoY %

2440.74
15.06
1.72
24.55
4.29
2486.37
1202.20
1284.17
54.48
1338.65
294.03
11.02
360.63
178.68
35.91
880.27
458.38
34.2%
58.51
148.10
206.61
45%
251.77
18.8%
4.08

2086.39
0.46
0.07

22.71
0.08
2109.71
930.98
1178.74
35.74
1214.47
240.98
8.23
231.1154
163.86
14.48
658.67
555.80
45.8%
224.49
-50.09
174.41
31%
381.39
31.4%
6.20

17.0%
3161.9%
2533.1%

8.1%
5093.0%
17.9%
29.1%
8.9%

52.5%

10.2%

22.0%

33.9%

56.0%

9.0%
148.0%
33.6%
-17.5%
-1152bps
-73.9%
-395.7%

18.5%

1369bps
-34.0%
-1260bps
-34.2%

Q1FY20
2366.46
9.08
1.16
17.06
0.25
2394.01
1128.21
1265.80
18.4967
1284.30
352.09
9.99
619.619
163.57
34.33
1179.60
104.70
8.2%
31.94
4.33
36.27
35%
68.43
5.3%
111

QoQ %
3.1%
65.8%
48.8%
43.9%
1602.9%
3.9%
6.6%
1.5%
194.6%
4.2%
-16.5%
10.3%
-41.8%
9.2%
4.6%
-25.4%
337.8%
2609bps
83.2%
3319.6%
469.6%
1043bps
267.9%
1348bps
267.6%

H1FY20
4807.20
24.14
2.87
41.61
4.55
4880.37
2330.40
2549.97
72.98
2622.95
646.12
21.01
980.25
342.25
70.24
2059.86
563.09
21.5%
90.45
152.43
242.88
43%
320.20
12.2%
5.19

HLFY19 YoY%
3998.01  20.2%
0.46 5128.8%
0.09 3185.6%
3944  55%
0.26 1654.8%
4038.26  20.9%
1779.74  30.9%
225852  12.9%
46.86  55.7%
230539 13.8%
504.43  28.1%
10.62  97.8%
524.95 86.7%
269.64  26.9%
27.75 153.1%
1337.39  54.0%
968.00 -41.8%
42.0% -2052bps
347.42  -74.0%
-29.86 -610.4%
317.56  -23.5%
33% 1033bps
650.44  -50.8%
28.2% -1601bps
10.57 -50.9%

Source: Company data, Bloomberg, SMIFS Research
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Q2FY20 Con-call Highlights

o

The Company has made an additional Provision of INR40O cr. keeping in mind the current environment. The
same has been factored in for stage 1 & stage 2.

Growth in NPA is not as aggressive as earlier periods. Reduction in the same due to collectability efficiency.
Next couple of quarters asset quality to be maintained if not improved.

The Company has come off from the increasing cost of borrowing. Lower cost going ahead and no pass on to
customers is on the cards

Market share has improved for the company and there has been not much competition in the rural market.
Cost of borrowing is expected to

Farm cash-flow is expected not to have any stress but industrial segment to remain weak atleast for another
year.

The management expects slight growth in disbursement in H2FY20. H2FY19 had good growth so to beat it
marginally amidst present environment would be a great achievement.

AUM growth is expected to be in the range of 15%-20%. New accounts being added are more than the
accounts getting matured.

Focus will be on margin maintenance and curtailing overhead costs.

Growth engine for MMFS is expected to be in the pre-owned vehicle segment. Pre-owned segment has 3%-
4% higher yields compared to new vehicles. At present 8%-9% of the total assets consists of Pre-owned
vehicles and the management plans to take it to around 15% leading to higher margins.

Rural sentiment to remain subdued. As far as collections are considered, there is cash flow in the rural
market but since the sentiment is weak cash is being used to repay loans instead of adding assets.

Dusshera has been above average however as per dealer feedback Diwali and Dhanteras was expected to
have a big bumper.

As far as securitization is concerned, the market is positive. MMFS has already sold around INR2500 worth of
portfolio. MMFS has retail portfolio which is much safer and better as a segment hence the Company
receives pricing benefit to the tune of around 150 bps leading to effective borrowing cost being lower.
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Source of Funds is not a concern: The mix of funding is
perfectly balanced between short & long term sources.
NCD’s form about 43% of the total borrowing followed by
Bank Loans which make up around 30%. MMFS’ ability to
secure adequate funding persists; superior parentage
ensures continuity of this trend. They haven’t faced
challenges in raising funds from PSU banks but the cost of
borrowing has remained sticky. During Q1FY20, borrowings
increased by 28% YoY. The company has funding from
various sources which make it immune from any adversities

Tie Up with OEM’s: Company has tie up with strong OEM’s
like Maruti, Hyundai, Renault & Nissan. It is the first choice
for Mahindra & Mahindra vehicles. In addition of its own
branches, the company has set up over 200 branches at
dealerships of OEM’s to work closely with dealers &
customers. 45% of the total AUM is from M&M assets.

Share Price and Volume Chart
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Outlook and Valuation

Outlook:

Going forward, we believe the company to have strong growth as the Indian rural
market will be emerging as an important growth engine. Government's push on
rural spending by increasing Minimum Support Price, normal monsoon will be
beneficial for Mahindra Finance as the Company has foremost presence in rural
and semi urban areas. The NBFC space is fast catching up with the Banks in terms
of credit growth & catering to the remote locations where banks don't have much
presence.

Valuation:

The diversified funding profile of the company with perfect blend of long and short
term sources of finance, implementation of a robust system for reducing the non-
performing assets and tie ups with strong OEM's like Maruti, Hyundai, Nissan &
being the preferred choice for M&M vehicles, we value MMFS on a SOTP basis and
arrive at a Target Price of 410.

Valuation Matrix

Book Value/ PB
Share as on . Value/Share
Assigned
FY21E

M&M Financial Services Ltd 225 1.75 394
Mahindra Housing Finance Ltd 22 0.60 13
Mahindra Insurance Brokers Ltd 6 0.50 3
Value 410

Source: NSE, Company data, SMIFS Research
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Analyst Certification:

We /I, Sarthak Mukherjee Research Analyst(s) of Stewart & Mackertich Wealth Management Limited (in short “Stewart & Mackertich/ the Company”), authors and the names subscribed to
this Research Report, hereby certify that all of the views expressed in this Research Report accurately reflect our views abo ut the subject issuer(s) or securities and distributed as per SEBI
(Research Analysts) Regulations 2014. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this
Research Report. It is also confirmed that We/I, the above mentioned Research Analyst(s) of this Research Report have not received any compensation from the subject companies mentioned
in the Research Report in the preceding twelve months and do not serve as an officer, director or employee of the subject com panies mentioned in the Research Report.

Terms & Conditions and Other Disclosures:

Stewart & Mackertich Wealth Management Ltd is engaged in the business of Stock Broking, Depository Services, Portfolio Manage ment and Distribution of Financial Products. Stewart &
Mackertich Wealth Management Ltd is registered as Research Analyst Entity with Securities & Exchange Board of India (SEBI) with Registration Number — INH300001474.

Stewart & Mackertich and our associates might have investment banking and other business relationship with a significant perc entage of companies covered by our Research Analysts. Stewart
& Mackertich generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the
analysts cover.

The information and opinions in this Research Report have been prepared by Stewart & Mackertich and are subject to change without any notice. The Research Report and information
contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of Stewart & Mackertich Wealth Management Ltd. While we would endeavor to update the information
herein on a reasonable basis, Stewart & Mackertich is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may
prevent Stewart & Mackertich from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with
applicable regulations and/or policies of Stewart & Mackertich, in circumstances where Stewart & Mackertich might be acting in an advisory capacity to this company, or in certain other

circumstances.
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This Research Report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
completeness guaranteed. This Research Report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to
buy or sell or subscribe for securities or other financial instruments. Securities as defined in clause (h) of section 2 of the Securities Contract Act, 1956, includes Financial Instruments, Currency
and Commodity Derivatives. Though disseminated to all the customers simultaneously, not all customers may receive this Resear ch Report at the same time. Stewart & Mackertich will not treat
recipients as customers by virtue of their receiving this Research Report. Nothing in this Research Report constitutes invest ment, legal, accounting and tax advice or a representation that any
investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this Research Report may not be suitable for all investors,
who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the
exercise of independent judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in
interest rates, foreign exchange rates or any other reason. Stewart & Mackertich accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this Research
Report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the
securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice. The
information given in this report is as of date of this report and there can be no assurance that future results or events will be consistent with this information. The information provided in this
report remains, unless otherwise stated, the copyright of Stewart & Mackertich. All layout, design, original artwork, concepts and intellectual Properties remains the property and copyright of
Stewart & Mackertich and may not be used in any form or for any purpose whatsoever by any party without the express written p ermission of the Stewart & Mackertich.

Stewart & Mackertich shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the
system, breakdown of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of Stewart & Mackertich to present
the data. In no event shall Stewart & Mackertich be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses
arising in connection with the data presented by the Stewart & Mackertich through this report.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (a) Exchange Rates can be volatile and are subject to large fluctuations; (b) the
value of currencies may be affected by numerous market factors, including world and notional economic, political and regulatory events, events in Equity & Debt Markets and changes in
interest rates; and (c) Currencies may be subject to devaluation or government imposed Exchange Controls which could affect t he value of the Currency. Investors in securities such as Currency
Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Since associates of Stewart & Mackertich are engaged in various financial service businesses, they might have financial inter ests or beneficial ownership in various companies including the
subject company/companies mentioned in this Research Report.
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Stewart & Mackertich and its Associates, Officers, Directors, Employees, Research Analysts including their relatives worldwid e may: (i) from time to may have long or short positions in, and buy
or sell the Securities, mentioned herein or (ii) be engaged in any other transaction involving such Securities and earn broke rage or other compensation or act as a market maker in the Financial
Instruments of the Subject Company/ companies mentioned herein or act as an Advisor or Lender/Borrower to such Companies or have other potential/material Conflict of Interest with
respect to any recommendation and related information and opinions at the time of the publication of the Research Report. Or at the time of Public Appearance. Stewart & Mackertich does not
have proprietary trades but mat at a future date, may opt for the same with prior intimation to Clients/ Investors and extant Authorities where it may have proprietary long/short position in
the above Scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not consider Risk Appetite or Investment Objective of any particular
Investor; Clients/ Readers/ Subscribers of this Research Report are requested to take independent professional advice before investing. The information provided herein should not be
construed as invitation or solicitation to do business with Stewart & Mackertich.

Stewart & Mackertich or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the Research Report as
of the last day of the month preceding the publication of the Research Report.

Stewart & Mackertich encourages independence in Research Report preparation and strives to minimize conflict in preparation of Research Report. Accordingly, neither Stewart & Mackertich
and their Associates nor the Research Analysts and their relatives have any material conflict of interest at the time of publication of this Research Report or at the time of the Public
Appearance, if any.

Stewart & Mackertich or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

Stewart & Mackertich or its associates might have received any compensation from the companies mentioned in the Research Report during the period preceding twelve months from the date
of this Research Report for services in respect of managing or co-managing public offerings, corporate finance, investment banking, brokerage services or other advisory service in a merger or
specific transaction from the subject company.

Stewart & Mackertich or its associates might have received any compensation for products or services other than investment banking or brokerage services from the subject companies

mentioned in the Research Report in the past twelve months.
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Stewart & Mackertich or its associates or its Research Analysts did not receive any compensation or other benefits whatsoever from the subject companies mentioned in the Research Report
or third party in connection with preparation of the Research Report.

Compensation of Research Analysts is not based on any specific Investment Banking or Brokerage Service Transactions.

The Research Analysts might have served as an officer, director or employee of the subject company.

Neither the Research Analysts nor Stewart & Mackertich have been engaged in market making activity for the companies mentione d in the Research Report.

Stewart & Mackertich may have issued other Research Reports that are inconsistent with and reach different conclusion from th e information presented in this Research Report.

A graph of daily closing prices of the securities/commodities is also available at www.nseindia.com and/or www.bseindia.com, www.mcxindia.com and/or www.icex.com.

Stewart & Mackertich submit’ s that no material disciplinary action has been taken on the Company by any Regulatory Authority impacting Equity Research Analysis activities in last 3 years.

This Research 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 Stewart & Mackertich 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.

For queries related to compliance of the report, please contact: -
Sudipto Datta, Compliance Officer

Stewart & Mackertich Wealth Management Ltd.

Vaibhav, 4 Lee Road, Kolkata 700020, West Bengal, India.
Contact No.: +91 33 4011 5414 /91 33 6634 5414

Email Id.: compliance@smifs.com | Website: www.smifs.com
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