
Magma Fincorp Ltd.

CMP : INR 70
Rating : Buy
Target : INR 90

Magma has reported PAT of INR 449 mn clocking 70% YoY growth and 38% QoQ growth in
Q4FY11. Disbursement stood at INR 19.6 bn growing by 40.7% YoY and 53.5% QoQ in
Q4FY11 (INR 12.7 bn in Q3FY11 and INR 13.9 bn in Q4FY10). Out of fresh disbursements,
proportion of high yielding assets stood at 18.4% in Q4FY11. Income from operation stood at
INR 2.7 bn growing by 24.4% YoY in Q4FY11. NIM stood at 4.3% in Q4FY11 (5.5% in Q4FY10)
as cost of funds has increased by 180 bps YoY while IRR on assets improved only by 60 bps
YoY. Operating expenses have grown by 31.2% YoY as staff cost and DSA cost increased by
51.5% YoY and 44.6% YoY in Q4FY11 respectively. As ~40% of staff salary is variable, increase
in business has lead to increased staff cost. DSA cost is increasing as there has been increase in
commission charges. At present Magma has 172 branches across India and have plans to roll
out 25 new branches in FY12E. Expansion would mainly focus in Southern and Western India.

Business trend
Magma has achieved 33% YoY growth in disbursements in FY11 (adjusting for bought out
portfolio of INR 4.9 bn in FY10). Total AUM as on March 2011 was INR 109 bn registering
growth of 15% YoY. Proportion of high yielding assets has improved to 19% in FY11 as against
13% in FY10. Securitization done during FY11 stood at 52% as against 54% in FY10. The
company plans to reduce its securitization up to 30% by FY13E. Going forward, we expect
disbursements to grow at CAGR of 41.5% over FY11E-FY13E.

Margins and profitability
Reported NIM was 5% in FY11 (5.1% in FY10). NIM reduced due to increasing cost of funds
from 7.4% in Q1FY11 to 9.1% in Q4FY11. For the whole year, cost of funds reduced by 50 bps
YoY lower than 60 bps YoY contraction in IRR on assets in FY11. We expect margins to remain
under pressure as cost of funds will hover above cost of fund of Q4FY11 (~9.1%) in FY12E.
Cost to income ratio was 56.6% in FY11 as against 62% in FY10. CI ratio improved as operating
income improved by 31.5% YoY higher than growth of 20% YoY in operating expenses in
FY11E. RoE and RoAA stood at 23.6% and 2.3% in FY11 respectively. Going forward, we
expect NIM to be 5.2% in both FY12E and FY13E and PAT to grow at CAGR of 37% over
FY11E-FY13E.

Asset quality
Write offs as % to AAUM has decreased to 0.35% in FY11 as against 0.44% in FY10. Magma
has provided provision for standard asset as per RBI guidelines in FY11. Collection efficiency
ratio has improved to 101.7% in FY11 (99.8% in FY10). CAR stood at 18.2% (out of this tier I
capital was 11.3%) in FY11E. We have reduced our write off estimates as Magma's collection
efficiency has improved and recent trend in asset delinquency shows improving performance.
Going forward, we expect write offs to increase to 0.5% and ~0.6% of AAUM in FY12E and
FY13E respectively as proportion of high yielding assets is growing.

Insurance JV
Magma has a JV with HDI Gerling International Holding AG to enter General Insurance Business.
This JV has received the initial 'R1' approval from the Insurance Regulatory and Development
Authority (IRDA) to launch its general insurance business. We expect insurance JV to launch its
first product in 2HFY12E. This will help Magma to expand its product portfolio and fee income.

Valuation
Magma has depended heavily on securitization for funding requirements. The firm plans to
reduce this up to 30% by FY13E in line with industry trend. At CMP the stock is trading at 1.3x
and 1.0x ABV FY12E and FY13E respectively. We recommend BUY on the stock with TP of
INR 90 (1.3x ABV FY13E).
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Shareholding % 2Q 3Q 4Q

Promoters 42.0 42.0 42.0

MF/Banks/Indian FIs 2.0 2.0 2.0

FII/ NRIs/ OCBs 42.0 43.0 41.0

Indian Public 14.0 13.0 15.0
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Performance Chart

Result Update

Financials (INR mn)  FY11UA  FY12E  FY13E

NII  2,892  3,812  5,777
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Price Performance (%)
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Q4FY11 Results

Q4FY11 Q4FY10 %ch YoY Q3FY11 %ch QoQ

Income from financing operation 2430.0 1996.0 21.7 2093.0 16.1

Income from cash collaterals 94.0 118.0 (20.3) 103.0 (8.7)

Other Income 169.0 51.0 231.4 57.0 196.5

Income from operations 2693.0 2165.0 24.4 2253.0 19.5

Interest Expenses 952.0 887.0 7.3 968.0 (1.7)

Net operating cost 1741.0 1278.0 36.2 1285.0 35.5

Other Income 4.0 8.0 (50.0) 4.0 0.0

Operating income 1745.0 1286.0 35.7 1289.0 35.4

Operational expenses 947.0 722.0 31.2 731.0 29.5

 Staff cost 397.0 262.0 51.5 319.0 24.5

     DSA cost 240.0 166.0 44.6 167.0 43.7

     Other exp 310.0 294.0 5.4 245.0 26.5

Operating profit 798.0 564.0 41.5 558.0 43.0

Write offs for bad debts 139.0 142.0 (2.1) 70.0 98.6

PBT 659.0 422.0 56.2 488.0 35.0

Tax 210.0 158.0 32.9 163.0 28.8

PAT 449.0 264.0 70.1 325.0 38.2

Disbursement (INR mn) 19550.0 13890.0 40.7 12740.0 53.5

(%) bps ch YoY bps ch QoQ

IRR on assets 13.4 12.8 0.6 13.2 0.2

Cost of funds 9.1 7.3 1.8 8.5 0.6

NIM 4.3 5.5 (1.2) 4.7 (0.4)

RoAA 3.2 2.4 0.8 2.5 0.7

Collection efficiency 104.4 103.4 1.0 100.9 3.5

Cost to income ratio 54.3 56.1 56.7

Business trend

Source : Company, FQ Research
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Disbursemnet break up

Source : Company, FQ Research

Funding pattern

FY11E FY10

Source : Company, FQ Research

Asset quality trend

Source : Company, FQ Research

One Year forward Price to ABV trend.

Source : Company, FQ Research
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Profit and Loss statement

FYE March, INR mn FY10 FY11E FY12E FY13E

Interest earned 5,056 6,405 9,780 15,312

Interest expended 3,250 3,513 5,968 9,535

Net interest income 1,805 2,892 3,812 5,777

Non-interest income 2,175 2,368 2,967 3,622

Operating expenses 2,471 2,987 3,758 4,974

Pre-provisioning profits 1,509 2,273 3,022 4,425

Provisions/ write offs 404 391 643 998

PBT 1,105 1,882 2,379 3,427

Income tax 391 659 785 1,131

Net profit 701 1,205 1,572 2,269

Balance Sheet

FYE March, INR mn FY10 FY11E FY12E FY13E

Capital 1,379 1,429 1,376 1,880

Reserves 3,305 5,509 7,411 9,480

Networth 4,684 6,937 8,787 11,360

Loans 36,543 46,982 67,059 106,915

Current liab, provisions & others 5,403 5,002 5,616 5,825

Total 46,630 58,921 81,463 124,100

Fixed Assets 2,081 1,871 2,113 2,412

Investments 191 114 240 273

Loans 33,014 45,143 63,903 101,494

Current assets & others 11,343 11,793 15,207 19,922

Total 46,630 58,921 81,463 124,100

Per share data

FYE March, INR mn FY10 FY11E FY12E FY13E

Shares outstanding (mn) 108.9 129.8 139.8 139.8

FDEPS (Rs) 5.9 8.7 10.7 15.3

DPS (Rs) 0.5 0.6 0.6 0.6

Book value (Rs) 31.2 43.5 54.1 68.9

Adjusted book value (Rs) 31.2 43.5 54.1 68.9

Ratios

FYE March, INR mn FY10 FY11E FY12E FY13E

Valuation Ratios
P/E (x) 11.9 8.1 6.5 4.6
P/BV (x) 2.2 1.6 1.3 1.0
P/ABV (x) 2.2 1.6 1.3 1.0

Margin Ratios (%)
Yield on funds 13.7 13.1 14.0 14.0
Cost of funds 8.5 8.0 8.8 8.8
Spread 5.2 5.0 5.2 5.2
Cost/Income% 62.1 56.8 55.4 52.9
Opertaing Profit Margin 20.9 25.9 23.7 23.4

Return Ratios (%)
RoE 20.5 24.9 22.7 24.9
RoA 1.8 2.3 2.3 2.2

Growth ratios (%)
Interest Income 22 27 53 57
Interest Expended 13 8 70 60
Net interest Income 44 60 32 52
Other Income (0) 9 25 22
Total Income 15 21 45 49
Operating Profit 47 51 33 46
Net Profit 77 72 30 44
EPS 91 48 23 43
AUM 9 15 26 34
ABV 19 39 24 27

Leverage
Debt Equity ratio 7.8 6.8 7.6 9.4
Leverage (x) 9.1 9.1 8.9 10.2

Asset quality (%)
Write off % of AUM 0.4 0.3 0.5 0.6
CAR 14.9 18.1 17.0 16.2

Recommendation Summary

Event Date Price Rating Target

Initiating Coverage 30-03-2011 57 Buy 80

Result Update (Q4F11) 21-04-2011 70 Buy 90

Consolidated Financials
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose possession this
document may come are required to observe these restrictions. Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information
discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may
be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. The information in this document
has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true and are for general guidance only. While every effort is made to ensure the accuracy and
completeness of information contained, the company takes no guarantee and assumes no liability for any errors or omissions of the information. No one can use the information as the basis for any claim, demand or cause
of action. Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits and risks of such
an investment. Price and value of the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures, options and other derivatives as well
as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock’s price movement and trading volume, as opposed
to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals. We do not undertake to advise you as to any change of our views expressed in this document. While we
would endeavor to update the information herein on a reasonable basis, FINQUEST, its subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the information current.
Also there may be regulatory, compliance, or other reasons that may prevent FINQUEST and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions
and may be subject to change without notice. FINQUEST and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in, and buy or sell
the securities of the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or compensation or act as advisor or have other potential conflict of interest with respect to
company/ies mentioned herein or inconsistent with any recommendation and related information and opinions. FINQUEST and affiliates may seek to provide or have engaged in providing corporate finance, investment
banking or other advisory services in a merger or specific transaction to the companies referred to in this report, as on the date of this report or in the past.

BUY HOLD SELL

More than 10% return Between 5-10% return Less than 5% return
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