Q4FY25 Result Review

M&M Financial Services (MMFS) BUY

NIMs declined; Asset quality improved

Summary

MMFS’ NIMs declined by 10bps QoQ led by decline in yield on assets.
Management guided for NIMs to improve from here on with positive impact of
rate cut on cost of funds. Asset quality improved with GS3 at 3.7% vs 3.9% QoQ
led by higher write offs. Q4 generally is strong quarter with respect to
collections. AUM growth slowed down to 17% YoY (19% YoY Q3FY25) led by
lower disbursements; we expect 16% CAGR over FY25-27E. NIl grew by 12% YoY
led by decline in NIMs. PPoP grew by 3% YoY led by lower other income (down
79% YoY). PAT declined by 32% YoY led by higher provisions (up 88% YoY). Thus,
RoA declined to 1.7% (Q4FY25) vs 2.8% (Q3FY25) as against guidance of 1.8-2.0%
FY25. We have largely maintained our estimates and maintain BUY with target
price of Rs.325 valuing it at 1.8X FY27E ABV.

Key Highlights and Investment Rationale

m  Slower disbursments growth: AUM growth slowed down to 17% YoY as
against 19% YoY (Q3FY25) led by lower disbursements growth (up 2% YoY).
Disbursement growth subdued due to lower vehicle sales. Management
guided for mid to high teen growth in medium to long term.

= NIMs surprised negatively: Gross spread declined by 10bps QoQ to 6.5% led by
decline in yield on assets. Management guided for improvement in NIM led by
improving income based line items along with lower cost of funds.

m  Asset quality improved QoQ: GS3 at 3.7% vs 3.9% QoQ led by higher write
offs. Further, during Q4FY25 stage 2 assets declined to 5.4% vs 6.3% QoQ due
to better collection efficiency.

m  OQOutlook: Asset quality volatility historically has been the concern for the
company; however, management has taken steps to bring the stability over
the period. Rural economy growth is expected to improve with better rainfall
and steps by the government which should support MMFS financials.
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Financial snapshot (Rs mn)
Year FY2023 FY2024 FY2025 FY2026E FY2027E
NII 61,059 66,818 81,052 95,085 1,10,055
Change (yoy, %) 10% 9% 21% 17% 16%
Net Profit 19,843 17,596 23,450 27,212 32,953
Change (yoy, %) 101% -11% 33% 16% 21%
EPS (Rs) 16.1 14.3 19.0 22.0 26.7
Change (yoy, %) 101% -11% 33% 16% 21%
ABV (Rs) 131 141 148 165 184
PER (x) 17 19 15 13 10
P/ABV (x) 2.1 2.0 1.9 1.7 1.5
ROE (%) 12.1 10.0 12.4 13.0 14.2
ROA (%) 2.3 1.7 1.9 1.9 2.0
GNPA (%) 4.5 3.4 3.7 3.5 3.5
NNPA (%) 1.9 1.3 1.8 1.6 1.6
CAR (%) 22.5 18.9 18.3 16.7 16.3

Source: IDBI Capital Research
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Conference Call Highlights

Operational Performance

= NIMs saw some compression in Q4FY25 and FY25 due to a rise in the cost of funds and a marginal decline
in yields.

®m  The company has tie-ups with 10 insurance companies, the benefit of which is reflected in fee-based
income.

®m  The sequential drop in yields in Q4 was a one-off, on account of a reset in loan origination and
management systems. The company shifted the interest rate calibration from the date of agreement to
the date of disbursement.

= Disbursements have seen a CAGR of 17%, while the headcount has remained flat for the last three years.
m  QOperating expenses increased sequentially by 10 bps in Q4 but declined by 10 bps YoY to 2.7%.
Loan Portfolio and Borrowings

m  The SME business is seeing early benefits in terms of disbursements due to Project Udaan. The company
launched digital onboarding on a pilot basis, while the entire collection stack has gone live.

®  Most OEMs have provided positive commentary on the tractor business.

m  The SUV business within PV is expected to see a disproportionate increase compared to the rest of the PV
segment, and the company sees opportunities in this sub-segment.

m  The pre-owned vehicle segment comprises top-up loans within existing customer segments and open
market channels, including dealer-broker and aggregator communities.

®  The management remains cognizant of the competitive intensity in the wheels business from banks and
other NBFCs.

m  The company expects to capture a decent share of the EV financing market, which will compensate for the
low IRR it currently offers. However, growth in this segment will not come at any cost.

m  Some incremental borrowings raised last year are beginning to benefit from the rate cut cycle.
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Most borrowings are on floating rates, while 40-45% of the loan book is fixed-rate.
The LAP business is operated from approximately 150 branches.

SME and LAP businesses will remain concentrated in select hotspots across the country.

Asset Quality

Non-cash collections have increased from 69% last year to 77% this year.

The company will continue to focus on collections, underwriting, and risk control measures.

Adequate provisions were made for MHRL, and the business is expected to undergo a course correction.
The company typically settles more cases in Q4, resulting in higher slippages during the quarter.

The collections workforce has been reorganized to be more product-specific, with a team focused on
early-bucket collections.

Future Outlook

The company has a calibrated plan to grow its non-wheels business going forward.
Margins, having hit a rock bottom of 6.5%, are expected to improve.

Despite its dependence on the wheels business, the company foresees growth opportunities across all
wheel-related segments in the coming year.

The company is targeting mid-to-high teen growth over the next 3-5 years.

Fee income is expected to improve further, aided by a corporate agency license and growth in the leasing
business.

Growth in the tractor segment is expected to support NIMs in the coming quarters.

The company aims to increase the share of the pre-owned vehicle segment to over 20%, from the current
13%.

Operating expenses are expected to remain in the 2.5-2.7% range.
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®  The non-wheels business (SME, leasing, and mortgages) is expected to constitute 25% of the total AUM in
the next 3-5 years.

m  Credit costs, including end losses and provisions, are expected to be maintained in the range of 1.3-1.7%
over the medium to long term.
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Exhibit 1: Quarterly Snapshot (Rs mn)

Year-end: March Q4FY25 Q4FY24 Q3FY25 YoY (%) QoQ (%)
Interest Income 42,408 36,540 41,430 16.1 2.4
Interest Expenses 20,896 17,351 20,459 20.4 2.1
Net Interest Income 21,512 19,190 20,971 12.1 2.6
NIM (%) 6.5 7.1 6.6 -60 bps -10 bps
Non-Interest Income 43 521 14 -91.8 208.6
Operating Income 21,555 19,710 20,985 9.4 2.7
Staff Cost 4,976 4,243 4,892 17.3 1.7
Other Op Exp 4,452 3,737 3,876 19.1 14.8
Total Operating Expenses 9,427 7,980 8,768 18.1 7.5
Cost to Income (%) 43.7 40.5 41.8 325 bps 195 bps
Cost to AUM (%) 3.2 3.1 3.0 4 bps 10 bps
Operating Profit 12,128 11,730 12,217 3.4 -0.7
Provisions 4,571 3,415 91 33.9 4,901.1
Credit Cost (%) 1.5 1.3 0.0 20 bps 150 bps
PBT 7,557 8,315 12,126 -9.1 -37.7
Tax 1,925 2,126 3,131 -9.4 -38.5
-effective tax rate 25.5 25.6 25.8 -8 bps -34 bps
PAT 5,631 6,190 8,995 -9.0 -37.4
EPS (Rs) 4.6 5.0 7.3 -9.1 -37.4
BV (Rs) 160.4 147.1 155.6 9.1 3.1
AUM 11,96,730 10,25,970 11,51,260 16.6 3.9
Disbursement 1,55,300 1,52,920 1,64,670 1.6 -5.7

Source: Company; IDBI Capital Research
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Exhibit 2: ROE Decomposition

(%) FY23 FY24 FY25 FY26E FY27E
NII 7.1 6.3 6.5 6.5 6.6
Fees 0.3 0.3 0.1 0.1 0.1
Other Income 0.1 0.1 0.0 0.0 0.0
Net Revenue 7.6 6.8 6.5 6.6 6.7
Op. Exp 3.2 2.8 2.7 2.6 2.6
Op. Profit 4.4 4.0 3.8 4.0 4.1
Provisions 1.2 1.7 13 1.5 1.5
PBT 3.2 2.2 2.5 2.5 2.6
Tax 0.8 0.6 0.6 0.6 0.7
PAT 2.4 1.7 1.9 1.9 2.0
Leverage (x) 5.2 6.0 6.6 7.0 7.2
ROE 12,5 10.0 124 13.0 14.2

Source: Company; IDBI Capital Research
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Exhibit 3: One-year forward P/BV (FY14-19)
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Exhibit 4: One-year forward P/BV (FY15-25)
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Exhibit 5: YoY AUM Growth slowed down on a sequential basis
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Exhibit 6: AUM Composition (In Mn)
Product Wise Advances (In Mn) Q4FY25 Q4FY24 Q3FY25 YoY (%) QoQ (%)
Auto / UVs 4,78,692 4,00,128 4,72,017 19.6 1.4
Tractors 1,31,640 1,12,857 1,26,639 16.6 3.9
Cars 1,55,575 1,33,376 1,38,151 16.6 12.6
CVs & CEs 2,63,281 2,35,973 2,53,277 11.6 3.9
Refinance & Others 59,837 51,299 57,563 16.6 3.9
SME and Others 1,07,706 92,337 1,03,613 16.6 3.9
Total AUM 11,96,730 10,25,970 11,51,260 16.6 3.9

Source: Company; IDBI Capital Research
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Exhibit 7: AUM Mix-Product Category Wise
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Exhibit 8: AUM Mix-Geographical Mix Wise (new classification)
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Exhibit 9: Disbursement Growth slowed on a quarterly basis
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Exhibit 10: Disbursement Mix- Product Wise Composition (In Mn)

Product Wise Disbursement (In Mn) Q4FY25 Q4FY24 Q3FY25 YoY (%) QoQ (%)
Auto / UVs 60,210 59,639 70,808 1.0 (15.0)
Tractors 12,480 12,234 19,760 2.0 (36.8)
Cars 26,120 29,055 23,054 (10.1) 13.3
CVs & CEs 36,520 35,172 33,346 3.8 9.5
Refinance & Others 4,020 6,117 3,293 (34.3) 22.1
SME and Others 15,950 10,704 13,174 49.0 21.1
Total AUM 1,55,300 1,52,920 1,63,435 1.6 (5.0)

Source: Company; IDBI Capital Research
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Exhibit 11: Disbursement Mix-Product Category Wise
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Exhibit 12: Disbursement Mix-Geographical Mix Wise (new classification)
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Exhibit 13: Borrowings Growth remained strong
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Exhibit 14: Borrowing Mix-Product Wise Composition (In Mn)

Borrowing Mix-Product Wise(In Mn) Q4FY25 Q4FY24 Q3FY25 YoY (%)

Bonds and NCDs 2,82,970 2,59,030 2,77,540 9.2 2.0
Banks 5,29,040 4,48,580 5,06,690 17.9 4.4
Securitisation 87,210 55,920 67,520 56.0 29.2
Commercial Paper 32,020 67,400 64,810 (52.5) (50.6)
Fixed Deposit 1,09,260 71,970 96,500 51.8 13.2
Offshore borrowings 70,370 23,630 35,650 197.8 97.4
Total 11,10,870 9,26,530 10,48,710 19.9 5.9

Source: Company; IDBI Capital Research

12
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Exhibit 15: Borrowing Mix-Instrument Mix Wise
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Exhibit 16: Cost of Borrowings decreased
sequentially
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Exhibit 17: NIMs decreased sequentially in Dec

quarter led by higher yields
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Exhibit 18: Yield on AAUM decreased QoQ
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Exhibit 20: Cost to Assets increased sequentially
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Exhibit 19: Cost to Income increased on a sequential

basis
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Exhibit 21: Cost to AAUM increased QoQ
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Exhibit 22: RoA (calc.) decreased sharply QoQ
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Exhibit 24: Annualised Credit Cost saw uptick in
Q4FY25
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Exhibit 23: RoE (calc.) too decreased in line with

RoA
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Exhibit 25: CAR remained stable during the quarter
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Exhibit 26: Asset Quality improved during the quarter aided by higher write offs
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Financial Summary

Profit & Loss Account

Year-end: March

Net interest income
Change (yoy, %)
Other Income
Net Revenue
Operating expenses
Employee expenses
Other expenses
Pre-Provision Profit
Change (yoy, %)
Provision
PBT
Taxes
Effective tax rate (%)
Net profit
Change (yoy, %)
EPS
Return on Equity (%)
Return on Assets (%)

FY22

55,554
0%
2,432
57,986
20,734
11,714
9,020
37,252
-10%
23,683
13,569
3,682
27.1%
9,887
195%
8

6.5

1.3

FY23

61,059
10%
3,735
64,794
27,276
15,843
11,433
37,518
1%
9,992
26,981
7,138
26.5%
19,843
101%
16
12.1
2.3

FY24

66,818
9%
4,537
71,355
29,572
17,126
12,446
41,783
11%
18,228
23,555
5,959
25.3%
17,596
-11%
14
10.0
1.7

FY25

81,052
21%
712
81,764
34,113
19,031
15,081
47,651
14%
16,179
31,473
8,022
25.5%
23,450
33%
19
12.4
1.9

FY26E

95,085
17%
1,003
96,088
38,011
19,958
18,053
58,077
22%
21,698
36,379
9,168
25.2%
27,212
16%
22
13.0
1.9

(Rs mn)

FY27E

1,10,055

16%
1,160

1,11,215

42,933
21,320
21,613
68,282
18%
24,228
44,054
11,102
25.2%
32,953
21%
27
14.2
2.0

17
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Balance Sheet (Rs mn)
Year-end: March FY22 FY23 FY24 FY25 FY26E FY27E
Capital 2,466 2,467 2,469 2,470 2,470 2,470
Reserves 1,53,815 1,68,422 1,79,105 1,95,650 2,16,516 2,43,103
Networth 1,56,281 1,70,889 1,81,574 1,98,120 2,18,986 2,45,573
Borrowings 5,26,841 7,13,537 8,80,695 10,73,440 12,42,042 14,34,032
Sub-ordinated debt 31,299 34,421 40,057 55,300 63,986 73,876
Other Liabilities 38,466 43,317 49,266 28,620 31,673 30,322
Total Liab. & Equity 7,52,886 9,62,165 11,51,591 13,55,480 15,56,686 17,83,803
Cash 41,507 28,321 26,891 55,360 64,055 73,957
Investments 84,403 99,886 96,508 1,04,000 1,09,200 1,14,660
Advances 6,04,446 7,94,547 9,91,952 11,62,140 13,46,420 15,54,544
Fixed Assets 3,928 6,955 9,307 11,150 13,180 15,582
Other Assets 18,603 32,456 26,933 22,830 23,831 25,060
Total assets 7,52,886 9,62,165 11,51,591 13,55,480 15,56,686 17,83,803

18
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Financial Ratios

Year-end: March

Growth

Advances

NII

Pre-Provision Profit
Net Profit

Spreads

Yield on AUM

Cost of Borrowing
NIM (on AUM)
Spread

Operating Efficiency
Cost-to-Income
Cost-to-Assets
Asset Quality
GNPA

NNPA

Provision Coverage
Credit Cost

Capital Adequacy
CAR

Tier |

Valuation

EPS

ABV

P/E

P/ABV

ROE

ROA

Source: Company; IDBI Capital Research

FY22

0.8
0.4
(10.3)
195.0

15.7
6.9
9.2
5.9

35.8
2.7

7.7
3.5
58.1
3.9

27.8
24.2

8.0
119.3
34.5
2.3
6.5
1.3

FY23

315
9.9
0.7

100.7

15.3
7.0
8.7
5.8

42.1
3.2

4.5
1.9
59.5
14

22.5
19.9

16.1
130.6
17.2
2.1
121
2.3

FY24

24.8
9.4
11.4
(11.3)

14.7
7.7
7.5
5.0

41.4
2.8

3.4
1.3
63.2
2.0

18.9
16.4

14.3
141.5
194
2.0
10.0
1.7

FY25

17.2
213
14.0
33.3

14.9
7.7
7.5
53

41.7
2.7

3.7
1.8
51.2
1.5

18.3
15.2

19.0
147.8
14.6
1.9
124
1.9

FY26E

15.9
17.3
219
16.0

14.9
7.5
7.6
5.6

39.6
2.6

3.5
1.6
54.0
1.7

16.7
13.8

22.0
164.9
12.6
1.7
13.0
1.9

(%)

FY27E

15.5
15.7
17.6
211

14.9
7.5
7.6
5.7

38.6
2.6

3.5
1.6
54.0
1.7

16.3
134

26.7
184.5
10.4
1.5
14.2
2.0
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