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An unexciting quarter

Broadly in-line show

MMFS’ NIl and PPOP in Q3 FY24 were largely in-line with our estimates, and so was
PAT after adjusting for provision benefit (Rs0.86bn) due to revision of ECL model.
While the headline growth and asset quality trends were known, a larger-than-
expected margin expansion was a mild positive and continuance of elevated write-off
(in the context of opening GNPLs) was a negative. Net flows into GS2 and GS3 were
meaningful (after adding back the write-off), which was reflected in marginally lower
collection efficiency for the quarter. Though overall disbursements growth moderated
to 7% yoy, the origination activity was strong in Auto/UV, Cars, CE, and Used Vehicle
financing. The material improvement in Portfolio Yield during Q3 FY24 reflected 1)
conversion of interest-free trade advances into retail vehicle loans, 2) benefits from
improving fee-based income and 3) marginal rate hikes taken thus far. Opex/Avg.
Assets ratio remained elevated at 2.8% with sustained higher growth in non-employee
cost.

AUM growth to decelerate; extent of margin recovery and credit cost
reduction would be key

MMFS’ AUM growth has been coming-off as disbursement growth has been declining
on an increasing base. Management expects disbursement growth to be slightly lower
in FY25, which is likely to decelerate AUM growth much below the 20% mark. The
lower disbursement growth is likely to be caused by lower volume growth expected for
Auto/UVs/Cars, a prolonged slowness in Tractor sales, granularization of SME portfolio
and calibrated disbursements of personal and consumer loans.

While incremental funding cost seems to be peaking, further margin recovery would be
a function of remaining manifestation of already taken rate hikes, further rate actions
and incremental growth mix from product and customer profile standpoint. The share
of NTC and sub-prime customers has been coming down in originations. Given largely
fixed-rate loan book and 46% of borrowings being floating, MMFS’s margin would
benefit when rates soften.

With the benefit of ECL model revision which marginally lowered ECL requirement for
Stage-1, MMFS would be able to achieve its credit cost guidance of 1.5-1.7% for the
year. For the co. to achieve a lower credit in FY25, the pace of write-offs needs to
come-off and net flow rates needs to improve. The better underwriting/behaviour of
loans over the past 18-20 months and the ongoing shift in product and customer mix
needs to manifest in improved collection trends. The ECL coverage requirement on
Stage-3 may decline on downward revision of LGD in the annual ECL model review of
next year.

Earnings have been cut further; maintain Neutral rating

We cut earnings estimates for FY24/25/26 by 2%/3%/4% mainly on lowering of
growth assumptions. The achievement of 2.5% RoA is likely to remain elusive and we
see 15% RoE being achieved only in FY26. Valuation at 11x PE and 1.7x P/ABV on
FY26 estimates seems fair for the envisaged AUM growth/RoE delivery. Hence, we
maintain Neutral rating on the stock. Key monitorables would be trends in
disbursement growth and write-offs.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Financial Summary
(Rs mn) FY24E FY25E FY26E
Op. income 70,718 87,363 1,04,161
PPOP 41,315 53,255 65,278
Net profit 17,695 25,506 31,975
Growth (%) (10.8) 441 25.4
EPS (Rs) 14.3 20.7 25.9
ABVPS (Rs) 131.3 143.9 161.6
P/E (x) 19.5 13.5 10.8
P/ABV (x) 21 1.9 1.7
ROE (%) 10.1 135 15.3
ROA (%) 1.7 2.1 2.3
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Exhibit 1: Result table

(Rs mn) Q3FY24 Q2FY24 % qoq Q3 FY23 % yoy
Total Operating Income 34,536 32,119 7.5 28,625 20.7
Interest expended (16,750) (15,665) 6.9 (12,419) 34.9
Net Interest Income 17,787 16,455 8.1 16,206 9.8
Other Income 368 286 28.9 291 26.6
Total Income 18,155 16,740 8.4 16,496 10.1
Operating expenses (7,530) (7,312) 3.0 (6,513) 15.6
PPOP 10,625 9,428 12.7 9,983 6.4
Provisions (3,284) (6,266) - (1,551) 111.7
PBT 7,341 3,163 132.1 8,431 (12.9)
Tax (1,813) (811) 123.6 (2,242) (15.3)
PAT 5,528 2,352 135.0 6,290 (12.1)
Source: Company, YES Sec
Exhibit 2: Business Data
(Rs mn) Q3FY24 Q2FY24 % qoq Q3FY23 % yoy
AUM 9,70,480 9,37,230 3.5 7,73,440 25.5
Auto/UV 3,39,668 3,09,286 9.8 2,55,235 33.1
Tractors 1,26,162 1,21,840 3.5 1,16,016 8.7
Cars 1,84,391 1,78,074 85 1,54,688 19.2
CV & CE 1,06,753 1,03,095 3.5 85,078 25.5
Pre-owned veh. & Others 2,13,506 2,24,935 (5.1) 1,62,422 315
Value of assets financed 1,54,360 1,33,150 15.9 1,44,670 6.7
Auto/UV 60,200 50,597 19.0 49,188 224
Tractors 16,980 13,315 27.5 17,360 (2.2)
Cars 29,328 25,299 15.9 24,594 19.3
CV &CE 16,980 14,647 15.9 15,914 6.7
Pre-owned veh. & Others 30,872 29,293 5.4 36,168 (14.6)
Source: Company, YES Sec
Exhibit 3: Key Ratios
(VA] Q3FY24 Q2FY24 chg qoq Q3FY23 chg yoy
Income Yield (%) 134 131 0.3 13.7 (0.3)
Cost of Funds (%) 6.3 6.1 0.2 5.6 0.7
Gross Spread (%) 6.8 6.5 0.3 7.4 (0.6)
Net Spread (%) 2.7 1.2 1.5 3.8 (1.2)
Cost to Income (%) * 41.5 43.7 (2.2) 39.5 2.0
Gross NPA (%) 4.0 4.3 (0.3) 5.9 (2.0)
Net NPA (%) 1.5 1.7 (0.2) 2.5 (1.0)
CAR (%) 18.3 18.7 (0.4) 234 (5.1)

Source: Company, YES Sec; *Calculated.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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KEY CON-CALL HIGHLIGHTS

Disbursements & Growth

Disbursement growth would be lesser in FY25.

Inventory at PV dealerships has come back to near 2 months - MMFS expects <10% volume
growth in FY25 - but with premiumization happening, the higher ATS would drive better
disbursement growth.

Used vehicle witnessing strong momentum with increasing formalization, significant under
penetration and MMFS being one of the leading financiers.

Within CV finance, Bus financing is doing quite well.

Tractor witnessing weak growth is after two years of very strong growth - management sees
prolonged slowness in demand - co. not losing market share in Tractor financing.

In 3W financing, MMFS is one of the large financiers and the co. is witnessing 30%+ yoy
growth aided by much higher shift towards EV.

SME disbursement impacted by shift towards granular loans and LAP.

NIM, CoF & Opex

Steady-state NIM aspiration was adjusted lower in preceding quarter to 7% in the wake of
funding environment.

Company is willing to calibrate growth for required NIMs.

Improvement in Portfolio Yield during Q3 FY24 reflects 1) conversion of interest-free trade
advances into interest-earning retail loans, 2) benefits from improving fee-based income and
3) marginal rate hikes taken thus far.

Incremental CoF was around 8% in Q3 and is expected to remain similar in Q4.
46% of total borrowings floating (EBLR + MCLR).

Attempting to maintain opex/assets around the current level while making necessary
franchise investments.

No headcount was added in Collections in past two years.
Branches addition would be done gradually.

Company is still aspiring for 2.5% RoA in FY25 - augmentation of non-interest/fee income
and bringing down credit cost further (1-1.5%) will be key levers.

Asset Quality & Credit Cost

ECL model revision/refresh led to overall ECL release of Rs0.86bn in Q3 FY24 - Stage-2 ECL
was constant, Stage-3 ECL was slightly increased and Stage-1 ECL was lowered.

Write-offs are lower by Rs5bn in 9m FY24 on yoy basis - the trend of reduction in write-off
% is reflective of better quality of growth/assets.

On firm track to meet the Credit Cost guidance for the year of 1.5-1.7% - FY25 credit cost
expected to be below FY24.

Share of NTC and sub-prime customers has come down in originations.

Company has lowered settlement and disposal loses.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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Stage-3 coverage which is currently high at 60%+ would normalize by end of FY25 - higher
write-offs in earlier years impacting current LGD estimate from the 42-month ECL model.

ECL model would be revised/refreshed annually.

GNPL as per RBI norms at 5.5%.

Exhibit 4: 1-yr rolling P/ABV band

Exhibit 5: 1-year rolling P/ABYV vis-a-vis the mean
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For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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FINANCIALS

Exhibit 6: Balance Sheet

Y/e 31 Mar (Rs m) FY22 FY23 FY24E FY25E FY26E
Equity and Liabilities

Equity Share Capital 2,466 2,467 2,467 2,467 2,467
Other Equity 1,53,815 1,68,422 1,77,479 1,94,347 2,17,685
Shareholders’ fund 1,56,281 1,70,889 1,79,946 1,96,814 2,20,152
Non-Financial Liabilities 3,431 4,505 4,629 4,765 4,916
Current Tax Liabilities (Net) 139 657 657 657 657
Provisions 2,214 2,607 2,607 2,607 2,607
Other Non-Financial Liabilities 1,078 1,241 1,365 1,501 1,652
Total Current Liabilities 5,93,176 7,86,772 942,634 11,13,936  12,97,637
Derivative financial instruments 1,822 1,807 1,807 1,807 1,807
Trade & Other Payables 10,053 11,663 12,246 12,859 13,501
Debt Securities 1,82,527 247,451 2,87,043 3,35,840 3,92,933
Borrowings (Excl. debt sec.) 2,60,052 4,12,341 5,03,056 5,98,636 6,97,411
Deposits 84,262 55,246 67,400 80,206 93,440
Subordinated Liabilities 31,299 34,421 41,994 49,973 58,218
Other financial liabilities 23,162 23,843 29,088 34,615 40,326
Total Liabilities & Equity 7,52,887 9,62,166  11,27,209  13,15,515  15,22,705
Assets

Financial Assets 7,32,945 9,38,865 11,03,322 12,91,012 14,97,554
Cash and cash equivalents 3,279 2,498 3,221 3,891 2,223
Bank balance 38,228 25,823 0 0 0
Derivative financial instruments 266 0 0 0 0
Trade receivables 91 218 218 218 218
Loans 6,04,446 7,94,547 9,73320  11,48,518  13,43,766
Investments 84,403 99,886 1,09,875 1,20,862 1,32,949
Other Financial Assets 2,231 15,893 16,687 17,522 18,398
Non-Financial Assets 19,943 23,300 23,887 24,504 25,151
Current tax assets (Net) 5,629 5,044 5,044 5,044 5,044
Deferred tax Assets (Net) 8,364 6,372 6,372 6,372 6,372
Property, Plant and equipment 3,831 6,812 7,153 7,510 7,886
Other Intangible assets 98 144 144 144 144
Other non-financial assets 2,021 4,929 5,175 5,434 5,706
Total Assets 7,52,887 9,62,166  11,27,209  13,15,515  15,22,705

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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Exhibit 7: Income statement

Y/e 31 Mar (Rs m) FY22 FY23 FY24E FY25E FY26E
Income from Operations 96,580 1,09,288 1,33,666 1,62,483 1,90,775
Interest expense (39,202) (45,767) (64,476) (76,800) (88,463)
Net interest income 57,378 63,521 69,191 85,683 1,02,313
Non-interest income 608 1,273 1,527 1,680 1,848
Total op income 57,986 64,794 70,718 87,363 1,04,161
Total op expenses (20,734) (27,276) (29,403) (34,108) (38,883)
PPoP 37,252 37,518 41,315 53,255 65,278
Provisions (23,683) (9,992) (17,403) (18,788) (22,068)
Exceptional 0 (545) 0 0 0
Profit before tax 13,569 26,981 23,912 34,467 43,210
Taxes (3,682) (7,138) (6,217) (8,961) (11,235)
Net profit 9,888 19,843 17,695 25,506 31,975

Source: Company, YES Sec

Exhibit 8: Growth and Ratio matrix
Y/e 31 Mar FY22 FY23 FY24E FY25E FY26E
Growth matrix (%)
Net interest income 0.3 10.7 8.9 23.8 19.4
Total op income 0.3 11.7 9.1 235 19.2
Op profit (pre-provision) (10.3) 0.7 10.1 28.9 22.6
Net profit 195.0 100.7 (10.8) 44.1 254
Advances 0.8 31.5 225 18.0 17.0
Total Borrowings (4.7) 34.3 20.0 18.4 16.7
Total assets (2.3) 27.8 17.2 16.7 15.7
Profitability Ratios (%)
NIM 8.9 8.6 7.5 7.8 7.9
Non-interest income /Total income 1.0 2.0 2.2 1.9 1.8
Return on Avg. Equity 6.5 121 10.1 13.5 15.3
Return on Avg. Assets 1.3 2.3 1.7 2.1 2.3
Per share ratios (Rs)
EPS 8.0 16.1 14.3 20.7 25.9
Adj. BVPS 109.8 126.3 131.3 143.9 161.6
DPS 3.6 6.0 6.0 6.0 6.0
Other key ratios (%)
Loans/Borrowings
Cost/Income 108.3 106.0 108.2 107.9 108.2
CAR 35.8 421 41.6 39.0 373
Tier-| capital 27.8 27.8 251 234 225
Gross NPLs) 24.3 24.3 21.8 20.5 19.8
Credit Cost 7.7 4.5 3.9 3.6 3.3
Net NPLs 3.7 14 1.9 1.7 1.7
Tax rate 3.4 1.9 1.8 1.6 1.5
Dividend yield 27.1 26.5 25.2 25.2 25.2

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections. Registration granted by SEBI and certification from NISM
in no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company'’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. This 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 7t Floor, Urmi Estate Tower A, Ganpatrao
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Mumbai - 400 013, Maharashtra, India.
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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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INHO00002376 | INVESTMENT ADVISER:
INAO00007331 | Sponsor and Investment Manager to YSL Alternates
Alpha Plus Fund (CAT Il AIF) SEBI Registration No.: IN/AIF3/20-21/0818 |
AMFI ARN Code - 94338.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW
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registered Stock broker holding membership of National Stock Exchange
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