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Mahindra & Mahindra Finance
Moving on a cautious footing

= MMFS posted lower-than-expected 4Q PAT, -9% yoy/-37% qoq, on account of
slow movement in disbursements, NIM pressure and high credit costs.

m Demand remained selective in the case of tractors, sports utility vehicles or
SUVs, and SMEs, while it remained sluggish for small cars.

m We appreciate the cautious approach with a focus on stated goals, but volatility
continues to weigh on valuations. Retain ADD rating with a new TP of Rs370.

Selective disbursements; cyclicality weighs in

Mahindra & Mahindra Financial Services or MMFS reported softer disbursements (+1.5%
yoy and -5.7% qoq) in 4QFY25 led by growth in selective segments. Demand was healthy
in the case of tractors, buses, SUVs, heavy commercial vehicles (HCVs) and SMEs
although its remained slow for small cars and other CV segments. Assets under
management or AUM grew 17% yoy and 4% qoq led by slower repayments. Management
is firm on diversifying the loan book; however, growth cyclicity due to an elevated share of
auto financing continues to stay intact. Vehicle sales in India are witnessing cyclicity, which,
in turn, is impacting the growth momentum for MMFS in the absence of implementation of
successful product diversity like in the case of Cholamandalam Investment and Finance
Corporation, & Shriram Finance.

Focus on maintaining asset quality

Credit costs were high at 1.4%, vs. 1.2% yoy or nil gog, on the back of continued write-offs
and inching up of the provision coverage ratio (PCR). The previous quarter withessed nil
credit costs on account of revision in expected credit loss (ECL) norms. However,
repossessions remained high in 3Q and 4Q due to a seasonally higher probability of
resolution of stressed assets. We expect credit costs to remain elevated in 1HFY26F and
ease in the medium term, beginning from 2HFY26F. NIM was lower by ~60bp yoy and
~10bp qoq due to persistent yield pressure and no easing in the cost of funds. However,
we believe that NIM has bottomed out and expect it to improve from here on as the rate-
cut transmission seeps in.

Outlook and valuation

MMFS has a perception issue amid its long-term track record of delivering a volatile
performance, despite superior corporate parentage as well as strong brand recognition.
However, we believe the company is in the midst of recalibrating its strategy with a focus
on streamlining the asset quality trend while moving through a cyclical slowdown. The
medium- to long-term outlook on diversifying its AUM is promising for future vehicle
demand cycles. We retain our ADD rating on MMFS amid its favourable valuation with a
higher target price of Rs370 (Rs330 earlier), as we value the standalone MMFS at ~2x
FY27F BV and add Rs20/share for its arms. Downside risks: Slowing growth, and
deterioration in asset quality.

Financial Summary Mar-24A Mar-25A Mar-26F Mar-27F Mar-28F
Net Interest Income (Rsm) 69,772 81,052 91,652 106,250 123,729
Total Non-Interest Income (Rsm) 1,583 712 1,976 2,127 2,445
Operating Revenue (Rsm) 71,355 81,764 93,628 108,377 126,173
Total Provision Charges (Rsm) (18,228) (16,179) (19,910) (22,111) (24,552)
Net Profit (Rsm) 17,596 23,450 25,732 31,066 38,217
Core EPS (Rs) 14.25 19.00 20.85 25.17 30.96
Core EPS Growth (11%) 33% 10% 21% 23%
FD Core P/E (x) 19.44 14.59 13.30 11.01 8.95
DPS (Rs) 6.30 6.50 10.00 13.00 15.00
Dividend Yield 2.27% 2.35% 3.61% 4.69% 5.41%
BVPS (Rs) 147.1 160.5 171.3 183.5 199.5
P/BV (X) 1.88 1.73 1.62 1.51 1.39
ROE 10.0% 12.4% 12.6% 14.2% 16.2%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Quarterly earnings summary

Rs m 1QFY24 2QFY24 3QFY24  4QFY24 1QFY25 2QFY25 3QFY25 4QFY25 % yoy % qoq
Operating Income 30,846 32,119 34,536 36,540 37,222 38,975 41,430 42,408 16.1% 2.4%
Interest Expenses 14,505 15,665 16,750 17,351 18,286 19,343 20,459 20,896 20.4% 2.1%
Net Operating Income 16,341 16,455 17,787 19,190 18,936 19,632 20,971 21,512 12.1% 2.6%
Other Income 409 286 368 521 379 276 14 43 -91.8% 208.6%
Total Income 16,750 16,740 18,155 19,710 19,316 19,908 20,985 21,555 9.4% 2.7%
Operating Expenses 6,750 7,312 7,530 7,980 7,970 7,947 8,768 9,427 18.1% 7.5%
Operating Profit 10,000 9,428 10,625 11,730 11,345 11,961 12,217 12,128 3.4% -0.7%
Provisions 5,264 6,266 3,284 3,415 4,482 7,035 91 4,571 33.9%  4901.1%
CoR% 2.5% 2.8% 1.4% 1.4% 1.7% 2.6% 0.0% 1.6% 13.8%  4747.3%
PBT 4,735 3,163 7,341 8,315 6,864 4,927 12,126 7,557 -9.1% -37.7%
Tax 1,209 811 1,813 2,126 1,734 1,232 3,131 1,925 -9.4% -38.5%
Tax rate (%) 25.5% 25.6% 24.7% 25.6% 25.3% 25.0% 25.8% 25.5% -0.3% -1.3%
Reported PAT 3,527 2,352 5,528 6,190 5,130 3,695 8,995 5,631 -9.0% -37.4%
AUM 867,320 937,230  9,70480 10,25970 10,63,390 11,24540 1151,260  11,96,730 16.6% 3.9%
Disbursements 1,21,650 133150 1,554,360  1,52,940 127,410 131,620  1,64,670 155300 1.5% -5.7%

Figure 2: Our revised earnings estimates

Y/e Mar (Rs m) : FY26'.: : FY27F. - FY2.8F

Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net interest income 93,891 91,652 -2.4% 108,865 106,250 -2.4% - 123,729 -
PPOP 57,947 54,449 -6.0% 67,554 63,810 -5.5% - 75,851 -
PAT 25,700 25,732 0.1% 30,271 31,066 2.6% - 38,217 -
EPS (Rs) 20.8 20.8 0.2% 24.5 25.2 2.7% - 30.9 -
AUM (Rs) 1,394,133 1,372,308 -1.6% 1,597,204 1,575,795 -1.3% - 1,810,749 -

4QFY25 earnings-call highlights »

e Management indicated that AUM will grow in mid- to high-teens in a three-year
time horizon, although it refrained from giving specific guidance for FY26F.

¢ Inthe long run, it gave guidance that vehicle AUM mix will decline to 75% from
~93% currently.

e Gave guidance that margin will improve on the back of the falling cost of funds.

e The upper band of its credit cost guidance has been raised to 1.3-1.7%, from
1.3-1.5% previously, on account of further cyclicity in the CV industry.

e There are green shoots visible in HCV and SUV segments.
e Around 40-45% of the AUM comprises fixed-rate loans.
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BY THE NUMBERS
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Profit & Loss

(Rsm) Mar-24A Mar-25A Mar-26F Mar-27F Mar-28F
Net Interest Income 69,772 81,052 91,652 106,250 123,729
Total Non-Interest Income 1,583 712 1,976 2,127 2,445
Operating Revenue 71,355 81,764 93,628 108,377 126,173
Total Non-Interest Expenses (27,285) (31,378) (36,007) (40,920) (46,128)
Pre-provision Operating Profit 41,783 47,651 54,449 63,810 75,851
Total Provision Charges (18,228) (16,179) (19,910) (22,111) (24,552)
Operating Profit After Provisions 23,555 31,473 34,539 41,699 51,298
Pretax Income/(Loss) from Assoc.

Operating EBIT (incl Associates) 23,555 31,473 34,539 41,699 51,298
Non-Operating Income/(Expense)

Profit Before Tax (pre-El) 32,615 42,841 47,500 56,344 67,701
Exceptional Items

Pre-tax Profit 23,555 31,473 34,539 41,699 51,298
Taxation (5,959) (8,022) (8,808) (10,633) (13,081)

Consolidation Adjustments & Others

Exceptional Income - post-tax

Profit After Tax 17,596 23,450 25,732 31,066 38,217
Minority Interests

Pref. & Special Div

FX And Other Adj.

Net Profit 17,596 23,450 25,732 31,066 38,217
Recurring Net Profit

Balance Sheet Employment

(Rsm) Mar-24A Mar-25A Mar-26F Mar-27F Mar-28F
Gross Loans/Cust Deposits

Avg Loans/Avg Deposits

Avg Liquid Assets/Avg Assets 88.3% 89.8% 90.6% 90.9% 91.0%
Avg Liquid Assets/Avg IEAs 103.0% 103.8% 105.4% 104.7% 102.5%
Net Cust Loans/Assets

Net Cust Loans/Broad Deposits

Equity & Provns/Gross Cust Loans

Asset Risk Weighting

Provision Charge/Avg Cust Loans

Provision Charge/Avg Assets

Total Write Offs/Average Assets

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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BY THE NUMBERS...cont’d

Balance Sheet

(Rsm) Mar-24A Mar-25A Mar-26F Mar-27F Mar-28F
Total Gross Loans 1,000,020 1,170,208 1,312,987 1,506,846 1,730,638
Liquid Assets & Invst. (Current)
Other Int. Earning Assets
Total Gross Int. Earning Assets 1,000,020 1,170,208 1,312,987 1,506,846 1,730,638
Total Provisions/Loan Loss Reserve
Total Net Interest Earning Assets 1,000,020 1,170,208 1,312,987 1,506,846 1,730,638
Intangible Assets
Other Non-Interest Earning Assets 11,954 8,357 9,193 10,112 11,123
Total Non-Interest Earning Assets 28,173 25,910 27,860 30,005 32,365
Cash And Marketable Securities 26,891 55,359 78,780 53,272 27,714
Long-term Investments 96,508 104,005 112,325 125,804 140,901
Total Assets 1,151,592 1,355,482 1,531,952 1,715,927 1,931,618
Customer Interest-Bearing Liabilities
Bank Deposits
Interest Bearing Liabilities: Others 939,786 1,128,735 1,287,171 1,449,995 1,638,599
Total Interest-Bearing Liabilities 939,786 1,128,735 1,287,171 1,449,995 1,638,599
Banks Liabilities Under Acceptances
Total Non-Interest Bearing Liabilities 30,231 28,626 33,279 39,420 46,814
Total Liabilities 970,017 1,157,361 1,320,450 1,489,414 1,685,413
Shareholders Equity 181,575 198,121 211,503 226,513 246,204
Minority Interests
Total Equity 181,575 198,121 211,503 226,513 246,204
Key Ratios

Mar-24A Mar-25A Mar-26F Mar-27F Mar-28F
Total Income Growth 9.8% 16.2% 13.1% 15.9% 16.5%
Operating Profit Growth 11.9% 14.3% 14.4% 17.1% 18.7%
Pretax Profit Growth (14%) 34% 10% 21% 23%
Net Interest To Total Income 97.8% 99.1% 97.9% 98.0% 98.1%
Cost Of Funds 7.77% 7.64% 7.30% 7.10% 6.90%
Return On Interest Earning Assets 14.8% 14.7% 14.5% 14.4% 14.2%
Net Interest Spread 7.04% 7.11% 7.18% 7.33% 7.33%
Net Interest Margin (Avg Deposits)
Net Interest Margin (Avg RWA)
Provisions to Pre Prov. Operating Profit 44% 34% 37% 35% 32%
Interest Return On Average Assets 6.60% 6.47% 6.35% 6.54% 6.78%
Effective Tax Rate 25.3% 25.5% 25.5% 25.5% 25.5%
Net Dividend Payout Ratio
Return On Average Assets 1.66% 1.87% 1.78% 1.91% 2.10%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL"). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(i) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

IRSPL may have issued other reports (based on technical analysis, event specific, short-term views, efc.) that are inconsistent with and reach a
different conclusion from the information presented in this report.

Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report

Research Analyst or his/her relative(s) or InCred Research Services Private Limited or our associate may have any financial interest in the subject
company.

Research Analyst or his/her relatives or InCred Research Services Limited or our associates may have actual or beneficial ownership of 1% or more
securities of the subject company(ies) at the end of the month immediately preceding the date of publication of the Research Report.

Research Analyst or his/her relative or InCred Research Services Private Limited or our associate entities may have any other material conflict of
interest at the time of publication of the Research Report.
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In the past 12 months, IRSPL or any of its associates may have:

a) Received any compensation/other benefits from the subject company,

b) Managed or co-managed public offering of securities for the subject company,

c) Received compensation for investment banking or merchant banking or brokerage services from the subject company,

d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject

company

We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the
research report.

Research Analyst may have served as director, officer, or employee in the subject company.
We or our research analyst may engage in market-making activity of the subject company.

Analyst declaration

¢ The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his
or her personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and
autonomously in an unbiased manner.
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Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




