
 
  

    

 

 
 
 
 
 

Q3FY12 result highlights 

Quarterly performance: Magma reported Q3FY12 PAT of Rs139m – well below our estimate of Rs301m. The 
underperformance can be attributed to NII being lower at Rs897m (down 22% yoy and 3% qoq) owing to sharp rise in cost 
of funds (interest expense to average assets up 60bp qoq). Also, the financier booked Rs50m of MTM forex losses during 
the quarter.  

Key positives: Business volumes remained robust with disbursements increasing by 50% yoy (23% qoq) to Rs 19.2bn. 
Further, the increasing share of high-yielding segment in disbursements (25% vs 22% in Q3FY11) contributed to 20bp qoq 
rise in calculated yield on advances. 

Key negatives: Calculated NIMs (on quarterly average balances) declined to 4.8% in Q3FY12 from 5.2% in Q2FY12 as 
increase in yield on advances was more than offset by higher cost of funds. 

Impact on financials  

Magma’s Q3FY12 earnings disappointed due to high funding costs and lower securitization income. Factoring in lower 
securitization income and stress on NIMs, we pare our earnings estimates by 30% for FY12 and 20% for FY13. However, we 
expect spreads to revive hereon owing to an increasing share of high-yielding segment. Also, disbursement growth is likely 
to stay robust at 34% CAGR over FY11-13E. Momentum in disbursements and lower securitization (at ~24% of AuM by 
FY13E), we believe, would drive 66% CAGR in advances and 21% CAGR in profits over FY11-13.  

Valuations & view 

We see significant upside potential for the stock as Magma attains scale, profitability improves and the balance sheet 
strengthens. At 0.9x FY13E book, the stock trades at a deep discount to peers. Given Magma’s high growth and profitability 
potential, we reiterate Outperformer with a lowered 12-month price target of Rs100 (1.5x FY13E BV). 
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Key valuation metrics 
YE 31 March FY11 FY12E FY13E 
Net profit (Rs m) 1,221 826 1,798 
yoy growth (%) 71.0 (32.3) 117.7 
Shares in issue (m) 130.0 190.0 190.0 
EPS (Rs) 9.4 4.3 9.5 
EPS growth (%) 43.2 (53.7) 117.7 
PE (x) 6.0 12.9 5.9 
Book value (Rs/share) 45.0 57.0 65.3 
P / BV ( x) 1.2 1.0 0.9 
ROAE (%) 24.8 9.2 15.0 
  

Key financials (quarterly) 
(Rs m) Q3FY11 Q2FY12 Q3FY12 % ch qoq % ch yoy % var from est
NII 1,152 924 897 (2.9) (22.1) (18.7)
Non-intt income 138 149 127 (14.8) (8.2) (36.7)
Net revenue 1,290 1,073 1,024 (4.5) (20.6) (21.5)
Operating expense 730 683 726 6.3 (0.5) (1.9)
Operating profit 560 389 298 (23.5) (46.8) (47.2)
Provisions 70 87 92 5.9 32.2 (23.5)
PAT 327 213 139 (34.7) (57.5) (53.9)
Disbursements (Rs bn) 12.7 15.6 19.2 22.9 50.3 
AUM (Rs bn) 90.0 113.8 118.6 4.2 31.7 
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Quarterly results: Detailed 

(Rs m) Q3FY11 Q2FY12 Q3FY12 FY11 FY12E FY13E Remarks 
Interest income 2,120 2,371 2,655 7,952 10,342 16,801   
Interest expense 968 1,447 1,758 3,523 6,498 10,075   
NII 1,152 924 897 4,429 3,843 6,726 Lower owing to margin compression 
yoy growth (%) 53.2 (5.7) (22.1) 37.3 (13.2) 75.0   
Other income 138.0 148.6 126.7 788 661 785   
yoy growth (%) (21.6) 5.6 (8.2) 4.5 (16.1) 18.7   
Operating expenses 730 683 726 3,039 2,945 4,132 Lower due to amortisation of origination 

expenses  
yoy growth (%) 84.5 (12.0) (46.8) 23.2 (3.1) 40.3   
Operating profit 560 389 298 2,178 1,560 3,378   
yoy growth (%) 84.5 (12.0) (46.8) 43.9 (28.4) 116.6   
Provisions 70 87 92 356 345 734 Asset quality remains robust 
Profit before tax 490 302 206 1,822 1,215 2,645   
yoy growth (%) 104.2 (23.4) (58.1) 64.8 (33.3) 117.7   
Net profit 327 213 139 1,221 826 1,798 Well below estimates 
yoy growth (%) 82.2 (19.2) (57.5) 71.0 (32.3) 117.7   
          

Ratios (%)         
Reported net spread on loans 4.7 4.2 4.3    Impacted by higher cost of funds 
Calc Net interest margin 6.2 5.2 4.6 5.4 4.7 5.2   
Other income /Avg assets 1.2 0.8 0.6 1.5 0.8 0.7   
Expenses/Avg assets 6.1 3.8 3.7 5.8 3.7 3.4   
Cost/Income 56.6 63.7 70.9 58.3 65.4 55.0   
Provisions/Avg  assets 0.6 0.5 0.5 0.7 0.4 0.6   
PBT/Avg assets 4.1 1.7 1.0 3.5 1.5 2.2   
RoA 2.7 1.2 0.7 2.3 1.1 1.5   
Tax/PBT 33.3 29.6 32.4 33.0 32.0 32.0   
Tier-I CRAR (%) 11.7 15.1 13.9 11.3     
Overall CAR (%) 19.2 20.0 20.3 18.2     
 

Balance Sheet (Rs bn)         
Loan Book 41 64 73 45 83 124   
yoy growth (%) 21.0 65.0 65.7 36.7 83.1 50.1   
Disbursements 13 16 19 54 74 97 Strong traction across segments 
yoy growth (%) 21.5 36.8 50.3 18.8 35.9 31.2   
AUM 90 114 119 109 140 182 High yielding assets gaining share 
yoy growth (%)  17.4 31.7 15.0 28.7 29.5   
 

Other Highlights 

•  NIMs decline sequentially: Calculated NIMs declined to 4.8% (on average quarterly assets) in Q3FY12 from 
5.2% in Q2FY12 (excluding the impact of MTM forex loss of Rs50m). A ~20bp qoq rise in yield on advances on 
the back of higher share of high-yielding segment was more than offset by increase in cost of funds. Going 
forward, while yields are prone to competitive pressure, tempering of mix towards high-yielding segments would 
bolster spreads. (exhibit 1 & 4) 

•  Strong disbursement momentum: Disbursement momentum continued in Q3FY12 (up 50% yoy) led by sharp 
rise in disbursals to cars and UVs (up 84% yoy) and high yielding segments (up 70% yoy on a low base). We 
expect the lender to clock 34% CAGR in disbursements over FY11-13. (exhibit 2 & 3) 
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•  Reducing reliance on bank funding: Diversifying the funding sources, the lender has decreased the share of 
bank in total funding mix to 58% vs. 78% in Q3FY11. Correspondingly, proportion of NCDs in Magma’s funding 
mix increased to 19% in Q3FY12 from 4% in FY11. Also, the lender is in the process of reducing securitization of 
loans leading to a spike in on-book borrowings. (exhibit 5) 

•  Amortisation of expenses supports bottom-line: Magma’s operating expenses came in at Rs726m – a 1% yoy 
decline. Low level of expense can be attributed to 35% yoy reduction in origination expenses, owing to change 
of policy towards amortization of such expenses. Consequent to this change, expenses of Rs161m were 
deferred in the quarter and would be amortized over the tenor of the loans. 

•  Asset quality remains strong: Collection efficiency remained strong at 100.4% as against 99.5% in Q2FY12. 
Write-offs as a % of AUM came in at 0.3% for the quarter. We continue to build in higher credit costs for FY12 
and FY13 to factor in a potential rise in delinquencies owing to rapid growth in high yielding segments. (exhibit 
6) 

Exhibit 1: NIMs Exhibit 2: Strong volume growth  
 

 

Exhibit 3:  Segment-wise composition of disbursements (%) Exhibit 4: Yields on disbursements by segments (%) 

•   

 

Exhibit 5:  Funding profile (Rs m) Exhibit 6: Robust asset quality  
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(%) Q3FY11 Q2FY12 Q3FY12
CVs 34 29 27
Constr equipment 20 19 18
Cars and Uvs 24 29 30
Used CV 5 6 7
Tractor 10 11 13
SME loans 7 6 5
 

 Q3 Q2 Q3 change (bp)
 FY11 FY12 FY12 qoq yoy
CVs 11.3 13.0 13.2 20    190 
Constr equipment 11.8 13.6 13.6 -      180 
Cars and Uvs 12.7 14.2 14.4 20    170 
Used CV 17.9 19.0 19.6 60    170 
Tractor 19.5 20.1 20.0 (10)     50 
SME loans 16.2 16.7 16.5 (20)     30 
Wtd average 13.2 14.8 15.1 30    189
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Disbursements (Rs m) yoy grow th(%)

 Q3FY11 Q2FY12 Q3FY12 % of total
Working capital 21,050 28,137 26,988 28
Pref shares/Sub debt/ PD 5,400 5,742 6,316 7
NCDs 4,320 14,356 17,801 19
Term loans 10,490 9,188 9,188 10
Total borrowings 41,260 57,422 60,293 63
Securitization 40,000 39,186 35,724 37

(%) Q3FY11 Q2FY12 Q3FY12 
Provisions/ AUM 0.30 0.31 0.32 
Collection efficiency 100.9 99.5 100.4 
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Income statement  

Year to 31 Mar (Rs m) FY10 FY11 FY12E FY13E 
Net interest income  3,227   4,429   3,843   6,726 
 yoy growth (%)  12.6   37.3   (13.2)  75.0 
Other income  754   788   661   785 
 yoy growth (%)  33.6   4.5   (16.1)  18.7 
Net revenue  3,981   5,217   4,504   7,511 
 yoy growth (%)  16.0   31.1   (13.7)  66.7 
Operating expenses  2,467   3,039   2,945   4,132 
 yoy growth (%)  2.6   23.2   (3.1)  40.3 
Provisions  408   356   345   734 
PBT  1,105   1,822   1,215   2,645 
 yoy growth (%)  81.0   64.8   (33.3)  117.7 
Provision for tax  391   601   389   846 
PAT  714   1,221   826   1,798 
 yoy growth (%)  79.3   71.0   (32.3)  117.7 
 

Balance sheet  

As on 31 Mar (Rs m) FY10 FY11 FY12E FY13E 
Loan book on balance sheet  33,014   45,143   82,650   124,067 
 yoy growth (%)  61.4   36.7   83.1   50.1 
Off balance sheet assets  48,184   50,153   42,168   39,964 
Total managed assets  81,197   95,296   124,818   164,031 
yoy growth (%)  15.8   17.4   31.0   31.4 
Total assets  46,630   58,917   98,225   141,875 
yoy growth (%)  39.1   26.4   66.7   44.4 
Networth  3,523   5,848   10,830   12,398 
Loan funds  36,543   45,924   78,911   118,538 
Gearing (no of times)  13.2   10.1   9.1   11.4 
Debt/ Equity  10.4   7.9   7.3   9.6 
 

Key valuation metrics   

Year to 31 Mar  FY10 FY11 FY12E FY13E 
Net profit (Rs m)  714   1,221   826   1,798  
yoy growth (%)  79.3   71.0   (32.3)  117.7  
Shares in issue (m)  108.9   130.0   190.0   190.0  
EPS (Rs)  6.6   9.4   4.3   9.5  
EPS growth (%)  79.3   43.2   (53.7)  117.7  
PE (x)  8.6   6.0   12.9   5.9  
Book value (Rs/share)  32.4   45.0   57.0   65.3  
P / BV ( x)  1.7   1.2   1.0   0.9  
ROAE (%)  20.2   24.8   9.2   15.0 
 

Ratio analysis 

Year to 31 Mar (%) FY10 FY11 FY12E FY13E 
Net int. margin/avg assets  8.1   8.4   4.9   5.6  
Non-fund rev./avg assets  1.9   1.5   0.8   0.7  
Operating exp./avg  assets  6.2   5.8   3.7   3.4  
Cost/Income  62.0   58.3   65.4   55.0  
Prov./avg b/s loan assets  1.0   0.7   0.4   0.6  
PBT/Average assets  2.8   3.5   1.5   2.2  
RoA  1.8   2.3   1.1   1.5  
RoE  20.2   24.8   9.2   15.0  
Tax/PBT  35.4   33.0   32.0   32.0  
Tier I Capital adequacy  8.6   11.3   12.2   9.7 
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Disclaimer 

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, investment 
management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 
This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 
The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, the 
opinions and information in this report are subject to change without notice and IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC and affiliates”) are 
under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent IDFC SEC and affiliates from doing so.  Thus, the 
opinions expressed herein should be considered those of IDFC SEC as of the date on this document only. We do not make any representation either express or implied that information contained 
herein is accurate or complete and it should not be relied upon as such.  
The information contained in this document has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. This document is prepared for 
assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.  The investment discussed or views expressed in the document may not be suitable 
for all investors.  Investors should make their own investigations as they deem 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 investment decisions based upon their own financial objectives and financial resources.  Investors assume the entire risk of any use made of 
the information contained in the document.  Investments in general involve some degree of risk, including the risk of capital loss.   Past performance is not necessarily a guide to future performance 
and an investor may not get back the amount originally invested. 
Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income derived from, the investment. In 
addition, investors in securities, the values of which are influenced by foreign currencies, effectively assume currency risk.  
Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in 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 IDFC SEC and affiliates to any registration or licensing requirement within such jurisdiction. 
The securities described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may come are required to 
inform themselves of, and to observe, such applicable restrictions. 
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. 
IDFC SEC and affiliates, their directors, officers, and employees may from time to time have positions in, purchase or sell, or be materially interested in any of the securities mentioned or related 
securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in 
no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind including but not 
limited to any direct or consequential loss or damage, however arising, from the use of this document.  Any comments or statements made herein are those of the analyst and do not necessarily 
reflect those of IDFC SEC and affiliates. 
This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is not for 
any type of circulation. Any review, retransmission, or any other use is prohibited. 
Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of their receiving this 
report. 
IDFC Capital (USA) Inc. has reviewed the report and, to the extent that it includes present or past information, it is believed to be reliable, although its correctness cannot be assured. 
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Explanation of Ratings: 
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