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M&M Financial Services (MMFS) is a key beneficiary of cyclical 
rebound in rural economy. We believe the company’s GNPA and 
credit cost would decline with improving collection efficiency, aiding 
earnings. Its GNPA is expected to decline by 310bps to 8.5% over 
FY17-20E (from 11.6% in Q3FY18). Better loan growth, improving 
NIMs, controlled credit costs and moderating cost ratios that support 
our estimate of ~50% earnings CAGR over FY17-20E. Additionally, 
margin expansion and moderating cost ratios would aid profits going 
forward. We expect RoA to improve by 130bps to 2.3% over FY17-
20E. Considering multiple growth levers, we value the stock at 3.1x 
FY20E P/ABV and recommend BUY with a target price of `572. 
 

Benign credit costs and operating leverage to drive return ratios 

MMFS is witnessing a turnaround in both growth and asset quality led 
by improving rural income. The company has been largely focusing on 
collection and recoveries over the last few quarters. The collection 
efficiency through 9MFY18 is 4-5% higher vs. 9MFY17. Further, better 
collection efficiency would aid in reducing credit costs. We expect 
credit costs to decline by ~66bps over FY17-20E to 2.1%. The 
management reiterated that NPAs would stabilize at 7-8% in the 
longer term and at ~10% by FY19E. Moreover, its cost-to-income ratio 
is also expected to decline by 552bps over FY17-20E to 39% due to 
operational benefits. Pickup in loan growth, margin expansion, 
lowering credit cost and moderating cost ratios going forward would 
drive RoA to 2.3% (+130bps) over FY17-20E. 
 

Attractively placed: MMFS has a strong brand positioning coupled 
with good OEM relationships. Hence, it continues to be the first choice 
for OEMs looking to penetrate rural markets, which will aid the 
company’s performance going forward. Further, increasing vehicle 
demand, better collection efficiency, improving rural macros and a 
well-capitalized balance sheet augurs well for MMFS and justifies 3.1x 
FY20E P/ABV valuation. 

 

 

 

Financial Summary 

Consolidated `cr FY17 FY18E FY19E FY20E 

NII 3,960 4,984 6,139 7,246 

Total Income 4,015 5,220 6,414 7,572 

PPOP 2,227 3,132 3,913 4,619 

PAT 512 1,107 1,534 1,877 

Growth (%) yoy  -33.8 116.5 38.5 22.4 

P/ABV (x) 7.6 3.5 3.0 2.5 

RoE (%) 7.4 10.1 12.4 13.4 

RoA (%) 1.0 1.8 2.1 2.3 

Source: Company, IIFL Research 
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 Exhibit 1: Lower credit cost & cost ratios lead to higher returns 
 

 
 

Source: Company, IIFL Research 
 
 

Exhibit 2: GNPA on declining trend due to rural recovery 
 

 
 

Source: Company, IIFL Research 
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Rising NIMs and loan growth to propel NII 

MMFS credit rating and strong brand equity enables it to borrow funds 
at competitive rates. The company enjoys higher ratings (AAA Stable/ 
AA+ Stable) for its long term/subordinated debt (sources of funds), as 
per company’s Q3FY18 presentation. We expect declining cost of 
funds (by 169bps) to outdo fall in yields (lower by 33bps) over FY17-
20E, which will lead to NIM improvement of 160bps and subsequent 
better loan growth over FY17-20E. As a consequence, MMFS is 
expected to register ~22% Net Interest Income (NII) CAGR over FY17-
20E. In addition, NIM will also benefit from declining NPL (non-
performing loans) and better product mix. 
 
 

Exhibit 3: Rising NII led by higher loan growth and NIMs 
 

 
 

Source: Company, IIFL Research 
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Exhibit 4: Lower funding costs support NIMs 
 

 
 

Source: Company, IIFL Research 
 

Improving rural macros and OEM growth to drive AUM 

Two consecutive good monsoons, government’s focus on rural 
spending coupled with doubling farm income and higher crop yields 
have boosted farmers’ cash flows over the past several quarters. 
Improving rural macros is positive for MMFS’ business, which offers 
loans for equipment and vehicles in ~3.3 lakh villages out of ~6 lakh 
Indian villages.  
 

MMFS is a preferred partner of leading national and global OEMs and 
is associated with over 15,000 dealers. It is a leading financier for 
Maruti vehicles in semi-urban and rural India (financed over 1 lakh 
vehicles during FY17). Moreover, it has successfully emerged as the 
preferred financier for Hyundai, Renault and Nissan range of vehicles. 
The OEM volume growth in Q3FY18 was in the range of 8-10%, leading 
to ~15% AUM growth in Q3FY18. We believe the OEM growth in rural 
markets would be higher over the next couple of years, hence, forecast 
16.6% AUM growth over FY18-20E. With the recent capital raising of 
~2,100cr, MMFS is well equipped to support strong loan growth. 
MMFS is also exploring expansion through (1) conversion of existing 
collection centres to branches, (2) addition of ~100 new smart 
branches and (3) adding new physical branches. In addition, it has also 
identified ~1 lakh new villages for customer acquisition. The expansion 
initiative would give it an incremental volume growth. 
 

 
 

  

9.1

8.4 7.7

7.4

7.6

8.6

9.1 9.2

14.6

14.6

14.4

14.3

14.0

14.1

14.2

14.3

14.4

14.5

14.6

14.7

14.8

14.9

15.0

5.0

5.5

6.0

6.5

7.0

7.5

8.0

8.5

9.0

9.5

10.0

FY17 FY18E FY19E FY20E

Cost of Funds (%) NIMs (%) Average yield on adv (%)

MMFS’s credit rating and strong 

brand equity enables it to borrow 

funds at competitive rates 

We believe the OEM growth in rural 

markets would be higher over the next 

couple of years and forecast 16.6% 

AUM growth over FY18-20E  



   

5 | P a g e  
 

Premia Research 
 

 

M&M Financial Services 

 

 

Company Background 

Mahindra & Mahindra Financial Services, a subsidiary of Mahindra and 
Mahindra Ltd, is primarily in the business of financing purchase of new 
and pre-owned auto and utility vehicles, tractors, cars, commercial 
vehicles, construction equipment’s and SME Financing. It is focused on 
the rural and semi-urban markets of India. The company’s asset book 
is well diversified across lending between M&M (parent) and non-
M&M products (50:50). It is the largest Indian tractor financier. For 
Q3FY18, MMFS had AUM of `51,782cr, GNPA and NNPA ratio stood at 
11.6% and 5.6% respectively, disbursement came at `10,705cr, capital 
adequacy ratio was 23.5%, provision coverage ratio was 55.2%, cost-
to-income ratio was 41.3% and NIMs were 10.7%. The company 
operates through 1,183 branches spread across the country and has a 
presence in 27 states and 4 Union Territories with over 51.6 lakh 
vehicle finance customer contracts since inception. 
 
 

Exhibit 5: Business Mix 
 

 
 

Source: Company, IIFL Research 
 

Key Risks  
 

Inadequate monsoon  

MMFS has been witnessing positive financial performance owing to 
better monsoon over the last couple of years. However, in the case of 
deficient monsoon in the country, rural income would be impacted, 
which would subsequently affect the performance of the company. 
 
 

Slower OEM growth  
 

The better OEM growth in India has aided MMFS to improve its 
business. However, if OEM growth is not as per expectation, the 
company’s revenue and profits would be impacted. 
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Auto Finance Industry: Long term growth potential 
The profitability of the vehicle finance industry was on lower side in 
FY17 on account of pressure on yields due to short-term weakness in 
demand caused by slower economic activity. However, lower cost of 
funds and better funding mix will help marginal improvement in 
profitability over FY18-20E. Vehicle finance is expected to grow at a 
CAGR of 15% over FY18-20E. 
 
Considering the projected rise in population, vehicle penetration levels 
are expected to improve from currently 20 cars per 1,000 people to 
25-27 cars per 1,000 people in the next five years. Moreover, new 
model launches and expectation of stable crude price coupled with 
government spending would support OEM volumes. In Q3FY18, 
automobile industry saw ~8% growth, as a result, automobile financing 
companies like MMFS clocked in ~15% loan growth. For FY18, SIAM 
has guided for growth of 9% and 13% for PV/UV and Commercial 
Vehicles. However, management stated that if automobile industry’s 
inventory got cleared and if it takes price hikes, then the loan growth 
of the company could go to ~20% level.  As per the management, the 
automobile growth is expected to be in the range of ~10% in FY19E.  
 
Passenger Vehicles Industry: Overall demand drivers 
1. Higher rural income would drive rural sales, which in turn will boost 

the sales of small cars.  
2. Replacement demand will rise on the back of higher affordability, 

competitively priced launches and easy availability of finance. 
3. New model launches shall enhance demand. Improving demand 

outlook for PVs would aid MMFS to improve its loan book. 
 
Commercial Vehicles Industry: Overall demand drivers 

1. Hub-spoke model, improved infra to drive sales of higher tonnage 
vehicle.  

2. ICV expected to grow at faster pace aided by e-commerce demand. 
3. Tipper sales to propel with improvement in mining/ construction in 

longer term.  
4. Tourism followed by schools to drive demand of buses.  
5. M&HCVs and LCVs have shown a yoy growth of 9.3% and 19.3% in 

9MFY18 respectively.  
 

  

Vehicle finance is expected to grow 

at a CAGR of 15% over FY18-20E 
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Tractors Industry: Overall demand drivers 

1. Near normal monsoon over last two years has improved rural   
prospects. Income parameters (MSP; crop output) as well as 
demand indicators (infra development, sand mining) are expected 
to be favorable going ahead.  

2. India is amongst the lowest in farm mechanization compared to 
global peers – which presents a significant scope for MMFS to 
increase its tractor vehicles. Tractor volume growth is expected to 
be ~10% over FY17-22E (9MFY18 at 16.6% yoy to 5.41 lakhs). 

 
Automobile Finance Market: 5 years projected growth at ~18% 

By FY22E, penetration levels are expected to increase to 79% for cars 
and 77% for utility vehicles from 77% and 73% respectively from 
FY2018E (as per company presentation) as a result of lower interest 
rates and better availability of credit information. Further, loan-to-
value (LTVs) is expected to increase marginally to 77% for cars and 75% 
for UVs from 76% and 73% respectively over the same period. Finance 
penetration in cities (excluding top 20) is expected to grow with NBFCs 
expanding reach and better availability of credit information. These 
parameters will help automobile finance market to rise ~18% over 
FY18-22E, which will eventually aid MMFS. 
 
The OEM volume growth in Q3FY18 was ~8%, which led to ~15% AUM 
growth for the company in Q3FY18. We believe the OEM growth in 
rural market to be higher over next few years led by improving demand 
factors for automobile sector. MMFS, which is one the leading players 
in vehicle finance, with improving market share across products, is 
likely to see loan book improvement. We forecast 16.6% AUM growth 
for MMFS over FY18-20E. 
 

By FY22E, penetration levels are 

expected to increase to 79% for cars and 

77% for utility vehicles from 77% and 

73% respectively (FY 2018E) as a result of 

a moderation in interest rates and better 

availability of credit information. 

Tractors volume growth is expected 

to be ~10% over FY17-22E. 
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Recommendation Parameters for Fundamental/Technical Reports: 
 
Buy – Absolute return of over +10% 
Accumulate – Absolute return between 0% to +10% 
Reduce – Absolute return between 0% to -10% 
Sell – Absolute return below -10% 
 
Please refer to http://www.indiainfoline.com/research/disclaimer for recommendation parameter, analyst disclaimer and other disclosures.  
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