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Our view on the results: Magma's 3QFY12 results were a mixed bag as YoY loan growth at 23% (6% QoQ) was in 
line with expectations, credit costs at 0.22% were much better than our expectations and the 100bps QoQ decline 
in NIMs was sharper than our expectations. Overall, Magma's net profits were down 36% QoQ and 47% below our 
estimates driven primarily by ~100bps decline in NIMs including 30bps impact from mark to market forex losses of 
~`50mn on outstanding preferential shares of US$15mn.    
  
Where do we go from here? Whilst loan growth and asset quality are holding up well, NIMs have declined sharply by 
~170bps over the last two quarters leading to RoAs declining to ~0.7%.  We had initiated with a BUY stance on the stock as we 
expected RoA improvement over the next two years due to higher proportion of higher yield loans, decrease in cost of funds and 
an increase in operational efficiency. However, given the sharp decline in NIMs despite increasing proportion of higher yield 
assets, we need to revisit our stance and target price on the stock. 
 
Key takeaways from the results and earnings call 

 Robust growth in disbursals: Despite a slowdown in the product categories that Magma finances, the YoY 
loan disbursal growth for Magma was robust at 50% YoY growth. Used CVs grew by 108% on a lower base 
followed by 91% growth in tractors. The YoY growth in cars, CVs and CEs was 84%, 20% and 37% respectively.  
The share of high yield assets increased 25% in the overall disbursals v/s 23% last quarter. The management 
maintained its earlier guidance of 50% YoY growth in disbursals in FY12.  

 Sharp contraction in NIM: In the second consecutive quarter, there was a sharp decline in NIMs with 
~100bps decline  in 3QFY12 v/s 2QFY12. The 100bps QoQ contraction in NIMs was driven by 30bps decline in 
yields and ~70bps increase in cost of funds.Out of 70bps increase in cost of funds ~30bps was driven by the 
~`50mn mark to market hit on forex exposure (US$15mn of preferential shares).  

 Credit quality holds up well: The company maintained its superior credit quality trends with credit costs being 
0.22% of average AUM (v/s 0.27% in 2QFY12 and 0.33% in 3QFY11). There was a marginal improvement in 
the collection efficiency to 100.4% (v/s 99.5%% in 2QFY12 and 100.9% in 3QFY11).  

 Slight improvement in operational efficiency: The opex to AUM ratio at 0.68% in 3QFY12 was flat v/s 
2QFY12; however better than 0.85% in 3QFY11. 
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Exhibit 1: Quarterly snapshot 

 
 Source: Company, Ambit Capital research  
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Explanation of Investment Rating 
 

Investment Rating   Expected return 
(over 12-month period from date of initial rating)

Buy >5% 

Sell <5% 
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