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Revival of loan growth

Key Highlights

M MAGMA was one of worst affected of the lots in the demonitisation effect, but now with the
improving sentiments in the rural economy and number of government sponsored road
infrastructure development schemes ,Magma is going to be one of the key beneficiary of the
upscale in commercial vehicle and used vehicle demand in the economy. MAGMA has finished
off with its internal restructuring, and its concentrated efforts to improve its asset quality.

M MAGMA has revamped its business and collection processes which has lead to improvement in
asset quality. It has focused in strengthening its cross sell leads , with 54% increase in cross
sell disbursement yoy.

M Assets Quality has improved significantly as it shift to 90 dpd basis but still asset quality remains
at the level 7% GNPA .

[ Magma is well capitalised to encash the rising vehicle demand in the rural economy it has
recently raised 500 cr through Qualified Institutionals Buyers route.

4Q FY18 Result:

MAGMA reported healthy 4QFY18 numbers. The NIl grew by 20% yoy which was highest in last 8
quarters. backed by revival of AUM growth by 2% QOQ .Operating expenses grown by 27% yoy,
while operating profit grew at 10% yoy , which led the cost to income (C/I) ratio to rise to 51% vs
47% in the corresponding quarter a year back. Fee income has degrown this quarter by 34% while
Provision in percentage to AUM has increased this quarter to 2.75%. PAT has increased to 230 cr
from 20 cr last year. Asset quality has remained stable at 7 bps even after shifting to 90 dpd basis .

View and Valuation

Magma has been in consolidation phase of business model over the last three years and now with
the improvement in business scenario it is likely to post 33% PAT CAGR over FY18-20. It has also
witnessed improvement in assets quality even after shifting to 90 days NPA recognition. Expected
Normal monsoon and strong sales of commercial vehicle is likely to help to Magma to post positive
AUM growth after 3 years of decline. Recent senior level hiring, diversification of product &
geography and capital raising to the tune of Rs 500 Cr place Magma in well position to post 2% RoA
in FY20. Magma is currently trading at attractive valuation of 1.3x FY20 BV. We expect re-rating of
valuation multiple and value Magma at 1.6x BV FY20 to arrive at target price of Rs212. BUY.

Key Risks to our rating and target
+ Significant NIM compression due to rising bond yield.
+ Slow than expected growth in AUM.

KEY FINANCIAL/VALUATIONS FY16 FY17 FY18 FY19E FY20E

NII 1141 1105 1226 1417 1628

PPP 681 654 692 778 907

PAT 211 20 230 338 407

NIM % 6.0 6.4 7.7 8.5 8.4

EPS (Rs) 9 1 10 13 15

EPS growth (%) -6 -90 1027 29 20

ROE (%) 11.1 0.9 10.2 12.2 12.0

Research Analyst  ROA (%) 11 0.1 1.5 2.0 2.1
DEEPAK KUMAR BV 91 92 98 119 133
Deepak.kumar@narnolia.com  P/B(X) 0.8 1.2 1.8 1.5 1.3
SWETA PADHI P/E (x) 8.3 122.9 18.3 14.2 11.8

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have
not and will not receive any compensation for providing a specific recommendation or view. Microsec Capital Ltd and other Narnolia group companies
does and seeks to do business with companies covered in its research reports. As a result investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
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MAGMA

4Q FY 18 Results
Better than expectation

Better Performance

Financials 4QFy17 1QFY18 2QFY18 3QFY18 4QFY18 YoY % QoQ% FY17 FY18 YoY %
Interest Inc. 561 549 532 580 581| 3.6% 0.2% 2,230 2,242 0.5%
Interest Exp. 257 240 228 221 217| -15.7% -1.9% 1,125 906 | -19.5%
NIl 304 309 303 359 364 20.0% 1.5% 1,105 1,336 20.9%
Other Income 13 19 18 11 9| -30.5% -12.7% 169 57| -66.3%
Total Income 317 328 322 370 374 17.9% 1.1% 1,274 1,393| 9.3%
Ope Exp. 149 169 167 176 190| 27.2% 8.2% 620 701| 13.0%
PPP 168 159 155 194 184| 9.6% -5.4% 654 692| 5.9%
Provisions 319 91 75 102 106| -66.9% 3.9% 607 374| -38.4%
PBT (152) 68 80 92 78| -151.5%  -15.6% 47 318| 580.5%
Tax (30) 23 31 27 7| -122.1% -76.1% 34 88| 157.2%
Extraordinary - - - - -

Net Profit (122) 45 49 65 71| 158.6% 9.9% 20 231| 1030%

NIM expansion backed by strong recovery

NIl growth has been strong at 20% YOY, backed by a comeback in AUM growth of 2% QOQ.
Disbursement growth is strong at 51% YOY ,while ABF alone has grown at 58% witnessing strong growth
in used vehicle and commercial vehicles. NIM has remained constant at 9.70% QOQ. The yield on
advances increased by 168 bps yoy to 15.09% because of strong recovery in rural economy ,while the
cost of funds has decreased by 88 bps to 8.96% , this has helped in margin expansion to 9.7%.
Incremental cost of fund is at 9.1%, Management is confident even with hardening of bond yield cost of
fund will remain under 9%.

Operational Efficiency to kick in going ahead

Cost to income ratio has increased from 51% to 47% YOY. Operating profit has grown at 10% YOY while
Operating expenses has grown at 27% yoy. MAGMA restructuring and aggresive expansion strategy has
led to temporary ascent in the cost to income ratio. MAGMA plans to add marginally 10 branches per
year.

Revival in Loan Book Growth

Loan Book Growth was marginal at 2%, while Disbursement growth is 51% yoy. Strong disbursement of
58% in Asset backed finance, 21% in SME finance and 20% in used vehicle,collectively has shown
strong signals of revival in vehicle demand. The share of vehicle finance is at 70%, Mortgage finance is
at 18% and Sme finance is at 12%. With the forecasted normal monsoon this year, Magma growth story
will take an upturn. On the long run management has guided that it will decrease the share of tractors and
cars for used vehicle and increase the shares of small and light commercial vehicles.

Asset Quality

Asset quality has improved significantly, it has remained stable at 7% QOQ even after shifting to 90 dpd
basis. Provisioning has increased to 27% from 17% yoy. Provision in percentage to AUM has increased
this quarter to 2.7% from 2.6% QOQ ,Further going ahead management has guided that it will be 50-75
bps on lower .

Concall

* Management has guided for 25-30 % disbursement growth for FY19, and 15-18% AUM growth.

* Portfolio mix to change to ABF -70%,Mortgage -20% (home loan 75% while LAP 25%)and sme to
increase to "12%

* management has guided to reduce the mix of cars and tractors and increase share of used
vehicle and commercial vehicle( small & light commercial vehicle ) .

OPEX to go down to industry level in next 3 years.

Management has guided to add marginally 10 new branches every year.

NIM to remain between 8-8.5%.

cost of fund will be below 9% for FY19.

Market borrowings may increase over time by 2020.

Management has guided for 2% ROA.

o I R

Narnolia Securities Ltd

Please refer to the Disclaimers at WWW.Narnolia.com



MAGMA

Exhibit: Yield and Cost
Stable Margins

Profitability Matrix

m Yield% (Cal.)
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2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 YoY(+/-) QoQ (+/-)
C/I Ratio % 47.3 50.0 47.1 51.4 52.0 47.5 50.8| 3.73 3.34
Empl. Cost/ Tot. Exp. % 223 23.9 21.0 27.0 27.7 25.6 25.7| 4.75 0.07
Other Exp/Tot. Exp.% 8.4 8.4 9.2 7.0 7.5 6.7 6.5 -2.70 -0.22
Provision/PPP % 55.4 65.0 190.3 57.4 48.5 52.4 57.5| -132.80  5.13
Tax Rate % 33.9 35.3 19.6 33.7 38.7 29.6 8.4| -11.15  -21.24
Int Exp./Int Inc. (%) 48.5 46.9 45.8 43.7 42.9 38.1 37.3| -856 -0.79
Other Inc./NIl % 5.1 4.4 4.6 6.2 6.0 2.7 2.5 -2.05 -0.20
PPP/ Net Income % 52.7 50.0 52.9 48.6 48.0 52.5 49.2( -3.73 -3.34
PAT/ Net Income % 15.5 11.3 (38.5) 13.7 15.2 17.6 19.1| 57.59 1.54
NIl Growth % (YoY) (3.4) (6.2) (8.8) 3.1 (1.7) 16.6 20.0| 28.79 3.40
PPP Growth YoY % 5.9 (7.1) (16.2) 4.1 (10.0) 20.5 9.6| 2575  -10.97
PAT Growth % 3.8 (30.3)  (284.8) (5.3) (3.5) 78.2 158.6 443  80.42
Margin Performance
Margin % 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18 YoY(+/-) QoQ(+/-)
Yield on Advances 13.5 13.3 13.4 13.9 13.8 15.2 15.1| 1.68 -0.12
Cost Of Funds 10.3 10.1 9.8 9.8 9.6 9.4 9.0| -0.88 -0.41
Spreads 3.2 3.2 3.6 4.2 4.2 5.8 6.1| 2.56 0.29
NIM 7.4 7.4 7.6 8.3 8.4 9.7 9.7| 210 0.00

Exhibit: Net Interest Margin
NIMs expanding
Cost of Fund % (Cal.) —aA— NIM % (Reported)
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Asset & Borrowings Growth Trend
4QFY16 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18

Disbursements 1868 1757 1799 1682 1478 1473 1641 1939 2233
Growth YoY % -20 2 -1 -5 21 -16 9 15 51
AUM 18183 17796 17600 17345 16101 15483 15262 15252 15555
Growth YoY % -7 -7 6 6 -11 -13 -13 -12 3
Borrowings 11902 11737 10807 10789 10096 9604 9347 9506 9829
Growth YoY % 0 1 -7 -10 -15 -18 -14 -12 3
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Exhibit: AUM Growth %
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Exhibit: Disbursement Growth %
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Asset Mix
4QFy16 1QFY17 2QFYy17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18

UV/Cars 25 25 25 25 25 25 25 24 24
cv 9 8 7 7 6 7 7 8
CE 8 7 7 7 7 6 6 6
Used Assets 11 11 11 11 11 13 14 15 16
Agri Finance/Tractors 19 19 20 20 20 19 18 17 16
SME finance 10 10 10 11 12 12 12 12 13
Mortgage Finance 19 18 19 19 19 19 19 18 18
Disbursement Mix
Uv/Cars 22 28 25 29 26 26 24 21 20
Tractor/Agri Finance 15 22 18 21 12 13 10 12 9
Commercial Vehicles 4 4 4 7 10 11 13
Construction Equipment 5 6 8 5 6 7
Used Asset 13 14 16 16 17 23 25 25 22
SME Finance/ Loans 19 16 19 16 22 17 18 18 21
Mortgage Finance 22 11 14 9 10 9 8 8 8
Asset Quality

2QFY17 3QFY17 4QFYy17 1QFY18 2QFY18 3QFY18 4QFY18 YoY(+/-) QoQ (+/-)
GNPA (Rs in Cr) 1,619 1,717 1,080 1,087 1,097 1,083 1,089 1% 1%
GNPA % 9.2 9.9 6.7 7.0 7.2 7.1 7.0 0.3 -0.1
NNPA(Rs in Cr) 1,231 1,271 889 866 836 795 793| -11% 0%
NNPA % 7.2 7.5 5.6 5.7 5.6 5.3 5.2 -0.4 -0.1
Specific PCR % 24.0 26.0 17.7 20.3 23.8 26.6 27.2|1 9.50 0.60

Exhibit: Asset Quality Exhibit: Provisions
Stable assets quality Improving PCR
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Financial Details

Balance Sheet

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Share Capital 38 38 38 47 47 47 54 54
>> Equity Capital 38 38 38 47 47 47 54 54
>> Preference Capital - - - - - - - -
Reserves & Surplus 1,359 1,466 1,617 2,104 2,125 2,272 3,140 3,515
Networth 1,397 1,504 1,655 2,151 2,172 2,319 3,194 3,569
Change (%) 26.9 7.6 10.1 30.0 1.0 6.8 37.7 11.7
Total Borrowing 10,599 10,375 11,847 11,902 10,096 9,829 11,111 13,051
Change (%) 69.3 (2.1) 14.2 0.5 (15.2) (2.6) 13.0 17.5
Provisions 164 283 357 480 315 441 447 446
Other Liability 953 1,017 1,023 990 1,012 1,112 1,222 1,305
Total Liabilities 13,114 13,178 14,882 15,523 13,595 13,701 15,974 18,370
Investments 267 402 414 400 546 649 716 830
Loans 10,976 11,352 13,274 14,099 11,968 12,040 13,774 15,978
Change (%) 58 3 17 6 (15) 1 14 16
Fixed Assets 176 184 206 217 224 200 233 249
Other Assets 478 414 362 399 503 395 555 623
Cash Balances 1,218 827 627 408 353 418 698 691
Total Assets 13,114 13,178 14,882 15,523 13,595 13,701 15,974 18,370

Income Statement

Y/E March FY13 FY14 FY15 FY16 FY17 FY18E FY19E FY20E
Interest income 1,604 1,990 2,210 2,332 2,230 2,131 2,358 2,719
Interest expended 926 1,177 1,233 1,192 1,125 906 941 1,091
Net Interest Income 678 813 977 1,141 1,105 1,226 1,417 1,628
Change (%) 73.3 19.9 20.2 16.8 (3.2) 11.0 15.6 14.9
Other Income 98 128 176 174 169 167 161 186
Change (%) 53.7 30.9 37.8 (1.3) (2.6) (1.4) (3.6) 15.2
Total Net Income 775 941 1,153 1,315 1,274 1,393 1,578 1,814
Change (%) 71 21 23 14 (3) 9 13 15
Operating Expenses 466 559 685 634 620 701 800 907
Change (%) 54 20 23 (7) (2) 13 14 13
Employee Expenses 204 243 362 317 293 369 404 462
Change (%) 36.9 19.1 48.9 (12.3) (7.5) 25.6 9.7 14.4
Other Expenses 262 316 323 317 327 333 396 445
Pre-provisioning Profit 309 382 468 681 654 692 778 907
Change (%) 104.0 23.5 22.5 45.5 (4.0) 5.8 12.5 16.5
Provisions 97 184 244 375 607 374 267 290
Change (%) 102.1 90.6 32.7 534 61.8 (38.4) (28.7) 8.9
PBT 212 198 223 306 47 318 511 616
Tax 68 38 36 92 34 88 174 209
Profit After Tax 145 160 187 213 13 230 338 407
Change (%) 86.3 10.1 17.3 14.0 (94.1) 1,713.9 46.7 20.5
Adjusted Profit 138 152 181 211 20 230 338 407
Change (%) 86.8 9.8 19.0 17.0 (90.3) 1,027.6 46.7 20.5
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Financial Details

Key Ratios

Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19E FYZ20E

Balance Sheet Metrics

AUM 16,240 17,877 19,567 18,183 16,101 15,555 17,888 20,750
Off Book AUM 5,264 6,525 6,293 4,084 4,133 3,515 4,114 4,773
AUM Growth (%) 34.9 10.1 9.5 (7.1) (11.5) (3.4) 15.0 16.0
Borrowing Growth (%) 69.3 (2.1) 14.2 0.5 (15.2) (2.6) 13.0 17.5
Loan to Borrowing Ratio (%) 1.0 1.1 1.1 1.2 1.2 1.2 1.2 1.2
Disbursement 2,057 2,639 2,332 1,868 1,478 2,233 2,862 3,528
Disbursement Growth 20 20 20 20 (21) 51 28 23
CRAR (%) 16.6 16.6 16.3 18.7 20.4 20.7 233 22.4
>> Tier 1 (%) 11.5 11.5 11.1 14.6 15.4 17.3 19.9 19.0

>> Tier 2 (%) 5.1 5.1 5.2 4.1 5.0 34 3.4 3.4
Debt-Equity ratio 7.6 6.9 7.2 5.5 4.6 4.2 3.5 3.7
Assets Quality Metrics

Gross NPA 264 642 830 1,464 1,080 1,089 1,163 1,370
Gross NAP (%) - - - 8.1 6.7 7.0 6.5 6.6
Net NPA 209 514 659 1,151 889 793 826 959
Net NPA (%) - - - 6.4 5.6 5.2 4.7 4.7
Specific Provision Coverage (%) - - - 21.0 17.7 27.2 29.0 30.0
Provision/Average Advances (%) 313 48.2 52.2 55.1 92.8 54.1 34.3 32.0

Margin Metrics

Yield On Aum (%) 11.3 11.7 11.8 12.4 13.0 13.5 14.1 14.1
Cost Of Funds (%) 11.0 11.2 11.1 10.0 10.2 9.1 9.0 9.0
Spread (%) 0.4 0.4 0.7 2.3 2.8 4.4 5.1 5.0
NIM (%) 4.8 4.8 5.2 6.0 6.4 7.7 8.5 8.4

Profitability & Effeciency Metrics

Int. Expended/Int.Earned (%) 58 59 56 51 50 42 40 40
Other Income/NII (%) 14 16 18 15 15 14 11 11
Operating Profit/ Net Income (%) 40 41 41 52 51 50 49 50
Net Profit/Net Income (%) 18 16 16 16 2 17 21 22
Cost to Income (%) 60 59 59 48 49 50 51 50
Employee Exp/ Net Income (%) 26 26 31 24 23 26 26 26
Cost on Average Assets (%) 3 3 4 3 4 4 5 5
Provisions/PPP (%) 31 48 52 55 93 54 34 32
Tax Rate (%) 32 19 16 30 73 28 34 34

Valuation Ratio Metrics

EPS (Rs) 7 8 9 9 1 10 13 15

Change (%) 86.6 9.7 18.8 (5.9) (90.4)  1,027.3 29.2 20.5
ROAE (%) 11.1 10.5 11.4 11.1 0.9 10.2 12.2 12.0
ROAA (%) 1.0 0.9 1.0 1.1 0.1 1.5 2.0 2.1
Dividend Payout (%) 9.6 11.7 10.1 10.8 111.5 9.9 9.6 9.5
Dividend yield (%) 0.7 1.1 0.9 1.1 0.8 0.4 0.6 0.7
Dividend Per Share 0.6 0.8 0.8 0.8 0.8 0.8 1.0 1.2
Book Value (Rs) 74 79 87 91 92 98 119 133

Change (%) 26.7 7.5 9.9 4.5 0.9 6.8 21.2 11.7
P/B (X) 1.1 0.9 1.1 0.8 1.2 1.8 1.5 1.3
P/E (X) 11.3 9.0 2.9 8.3 122.9 18.3 14.2 11.8
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Financial Details
Exhibit: DuPont Analysis

FY14 FY15 FY16 FY17 FY18 FY19E FY20E
Interest Income 15.1 15.7 15.3 15.3 15.6 15.9 15.8
Interest expended 9.0 8.8 7.8 7.7 6.6 6.3 6.4
Net Interest Income 6.2 7.0 7.5 7.6 9.0 9.5 9.5
Other Income 1.0 13 1.1 1.2 1.2 1.1 1.1
Total Income 7.2 8.2 8.6 8.8 10.2 10.6 10.6
Total Operating Expenses 4.3 4.9 4.2 4.3 5.1 5.4 5.3
>> Employee Expenses 1.8 2.6 2.1 2.0 2.7 2.7 2.7
>> Other Expenses 2.4 2.3 2.1 2.2 2.4 2.7 2.6
Operating Profit 2.9 33 4.5 4.5 5.1 5.2 5.3
Provisions 14 1.7 2.5 4.2 2.7 1.8 1.7
Others - - - - - - -
PBT 1.5 1.6 2.0 0.3 2.3 34 3.6
Tax 0.3 0.3 0.6 0.2 0.6 1.2 1.2
PAT/RoA 1.2 1.3 14 0.1 1.7 2.3 2.4
>> Equity Multiplier (x) 9.1 8.9 8.0 6.7 6.1 5.4 5.1
RoE 10.5 11.4 11.1 0.9 10.2 12.2 12.0
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DISCLAIMER

Disclaimer: This document has been prepared by Microsec Capital Limited (hereinafter referred to as MCL) to provide information about the Company
(ies)/sector(s), if any, covered in the report and may be distributed by it and/or its associates.

This report does not construe to be any investment, legal or taxation advice. This research report does not constitute an offer, invitation or inducement to
invest in securities or other investments and MCL is not soliciting any action based upon it. This report should not be reproduced or redistributed to any
other person in any form. This report does not constitute a personal recommendation or take into account the particular investment objectives, financial
situations, or needs of individual clients. Before acting on any advice or recommendation in this report, investors should consider whether it is suitable for
their particular circumstances and, if necessary, seek professional advice. Neither MCL, its subsidiaries/Associates, nor its directors, employees, agents,
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may
arise from or in connection with the use of the information/research reports/opinions expressed herein.

While we would endeavour to update the information herein on reasonable basis, MCL and/or its associates are under no obligation to update the
information. Also there may be regulatory, compliance, or other reasons that may prevent MCL and/or its associates from doing so. MCL/it’s associates or
employees shall not in any way be responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. MCL/it’s associates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MCL and its associates, their directors and employees and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn
brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing
whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the
views of the associates of MCL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

MCL and/or its affiliates and/or employees may have interests/positions, financial or otherwise of over 1 % at the end of the month immediately preceding
the date of publication of the research in the securities mentioned in this report.

The research professionals responsible for the preparation of this document may interact with trading desk personnel, sales personnel and other parties for
the purpose of gathering, applying and interpreting information. Subject Company may have been a client of MCL or its associates during twelve months
preceding the date of distribution of the research report. MCL or its associates may have investment banking and other business relationships with some
companies covered by our Research Department. Any or all of the foregoing among other things, may give rise to real or potential conflicts of interest.

MCL and it's associates may have managed or co-managed public offering of securities, may have received compensation for investment banking or
merchant banking or brokerage services, may have received any compensation for products or services other than investment banking or merchant banking
or brokerage services from the subject company in the past 12 months. MCL and it's associates have not received any compensation or other benefits from
the subject company or third party in connection with the research report.

Microsec Capital Ltd. (“MCL”) is SEBI registered Research Analyst under SEBI (Research Analyst) Regulation 2014 having registration Number INH300002407.
Besides, MCL is SEBI registered stock broker, Depository Participant, Merchant Banker, Portfolio Management Services and AMFI registered Mutual Fund
distributor.

The Company issues research reports to clients/prospective clients/others without any additional fees/charge.
No material disciplinary action impacting equity research analysis activities has been taken by any statutory/ Regulatory authority against MCL.

Analyst Certification
The matter related to the report has been taken from sources believed reliable and the views expressed about the subject or issues in this report accurately

reflect the personal views of the analyst/analysts. MCL does not compensate partly or in full, directly or indirectly, related to specific recommendations or
views expressed by the research analysts. Disclosure of interest statement of research analyst is as below:-

1.Analyst’s ownership of the stocks mentioned NIL
2.Served as an officer, director or employee in subject Company NO



