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UJJIVAN FINANCIAL SERVICES BUY

BANKS & FINANCIAL SERVICES Target Price: Rs 470

Transient pain in FY18; story intact

PAT declined 65% YoY in Q4FY17, higher than our estimate, due to ~ cMp - Rs 382
lower provisions. Headline GNPAs (0.3%) hide the underlying weakness ~ Potential Upside :23%
in the asset quality (GNPAs of ~3.7% without RBI dispensation and

O-day PAR at ~9.9%). Improvement in cumulative collection

efficiency(96.7%) is slow but steady (drought in some southern states, ~ MARKET DATA

demonetization and influence of local groups). No. of Shares ¢ 120
Free Float : 100%
Market Cap : Rs 46 bn

: 0
Ujjivan may have to take some write-offs (~3% of loans), but these are 52-week High / low  : Rs 547 / Rs 217

transitory issues and will not inflict permanent fracture to microfinance v By viell (Gt = 18 mnieies

business models. Pain will be sharp, but transient. We maintain our  gjoomberg Code - ULIVAN B Equity
constructive stance on the Indian financial inclusion theme, for which  promoters Holding ~ : 0%
Ujjivan is a pure-play. Any myopic reaction could provide excellent entry ~ Fil / DIl :18% / 13%

opportunity into Ujjivan’s structural growth story.

QA4FY17 key highlights:(1) Management stated there are ~41k accounts (Rs 0.7 bn) where no recoveries have occurred
since November; (2) ~53% of defaulting customers have repaid atleast 1 instalment showing their willingness to pay;
(3) Ujjivan has re-organized its JLG model to make non-defaulting group members liable only for the first 3 instalments
due after a default. This ensures good quality borrowers remain with the company and defaultersare weeded out;
(4) It used to acquire ~100 k clients/ month in FY17, but plans to curb client growth in FY18, relying instead of cross
sells to existing clients; achieving ~20% loan growth for FY18(targets to grow MSE/housing to ~50% mix over 5 years).

Maintain BUY with revised TP of Rs470 (23% upside from CMP):We do not foresee any significant change in Ujjivan’s
transition plans on account of this turmoil. Disbursements, however, may moderate. We prefer Ujjivan amongst SFBs
given its better risk management practices (predictive avoidance of stressed areas like Vidarbha, Sagar efc.), stronger
client relationships, undeterred focus on financial inclusion and robust capital position (ability to grow even after some

haircuts).We cut earnings for FY17-19 by 27% to factor in potential write-offs and cautious growth and, value Ujjivan at
2.7x FY19E P/ABV of Rs 172 to arrive at a TP of Rs 470. At CMP, Ujjivan trades at 2.5x/2.2x FY18/19E P/ABV.

Financial summary (Standalone) Key drivers

PAT(Rs mn) 1,772 2,077 1,157 2,455 Loan Growth 59 44 18
EPS (Rs) 18 17 10 21 Disb. Growth 80.7 0.5  (32.7)
EPS chg (%) 99.0 (0.7) (44.3) 112.2 GNPA 0.17 0.25 0.28
Book value (Rs) 118 147 156 175

Adj. BV (Rs) 118 147 155 172 Price performance

PE (x) 21.8 21.9 39.4 18.6 300

P/ABV (x) 39 26 25 29 ——— BANKEX —— Uijjivan Financial Services
RoE (%) 18.3 14.1 6.4 125 290

RoA (%) 3.7 2.9 1.3 2.2 100

Net NPA (%) 0.0 0.0 0.3 0.5 o | | | | | |

Source: Company, Axis Capital May-16 Jul-16  Sep-16 Nov-16 Jan-17 Mar-17
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What has changed in our FY 18 estimates?

¢

Some onetime write-offs now seem to materialize (we estimate ~3% of
loans may not be recoverable, translating to ~Rs 1.8 bn)

Ujjivan has already taken additional provisions of ~Rs 650mn over the
past two quarters (~Rs 570 mn in Q3 and ~Rs 72 mn in Q4), which may
be used while writing these loans off

This implies net additional provisions of Rs 1.2 bn in FY18, leading to a cut
in our PAT estimate by ~27% to Rs 1.2 bn (vs. Rs. 1.6 bn earlier)

Upside risk: Any improvement in drought conditions or abatement of local
influence may provide some cushion/ recovery

Downside risk: A weak monsoon and contagion effect from debt waivers
pose additional risk to earnings

Exhibit 1: *PAR as on 31° march 2017
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Source: Company, Axis Capital *On Book PAR

Exhibit 2: Improvement in collection efficiency remains slow, but steady
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Exhibit 3: Credit cost will spike over FY17-18E, but moderate thereafter
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Source: Company, Axis Capital

Exhibit 4: No single state accounts for more than 16% of total loans
0% 10% 20% 30% 40% 50%

15% Eastern states of Bihar,
West Bengal and the
southern state of Tamil

Karnataka

West Bengal 15%

Nadu have been little

Tamil nadu 14%

or no impact, with
collection efficiencies

Maharasht... near 100%

Gujarat

Others 39%

Source: Axis Capital, Company

Exhibit 5: Impacted region and reason behind turmoil

Impacted States/Region  Exposure (% of AUM) Root cause of sress
Uttar Pradesh (UP)

Western UP 40 Pemonfaﬁzoﬁon and infervention by
influential groups

Maharashtra
- Vidarbha Not present Intervention by fringe groups
- Nashik Negligible (< 0.5%) Peer-induced contagion effect
Karnataka

Inappropriate business practices by smaller
- Bangalore o8 MFIF;F,)q:d consequent cF:)mmuno| o);;itoiion
- North Karnataka Not present Drought-induced slump in economic activity

Source: Company, Axis Capital
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Exhibit 6: Average ticket size (FY17) remains comfortably low — room for growth

MFI 23,711
Micro Individual Loan 64,212
MSE 259,106
Housing Finance 405,316

Source: Company, Axis Capital

date

Exhibit 7: Results u

Quarter ended 12 months ended
Mar-17 Dec-16 Mar-18E Mar-17
Interest income 3,145 2,940 7 3,622 (13) 14,981 12,258 22
Interest expended 1,617 1,179 37 1,332 21 6,982 5,427 29
Net inferest income 1,528 1,761 (13) 2,290 (33) 7,999 6,831 17
Non-interest income 255 39 549 91 179 2,129 1,718 24
Net income 1,783 1,800 (1) 2,381 (25) 10,127 8,549 18
Operating expenses 1,365 875 56 1,170 17 6,709 4,581 46
Operating profit 418 925 (55) 1,211 (66) 3,418 3,969 (14)
Provision & Contingencies 72 82 (13) 547 (87) 1,637 751 118
PBT 346 843 (59) 664 (48) 1,781 3,217 (45)
Tax 153 294 (48) 225 (32) 623 1,141 (45)
Net Profit 194 549 (65) 439 (56) 1,157 2,077 (44)
Yields & Margins (%)
Net inferest margin 8.6 12.7  (404) bps 13.2 (461) bps 9.2 10.0 (81) bps
Asset quality
Gross NPAs (%) 0.28 0.15 13 bps 0.25 3 bps 1.09 0.28 81 bps
Net NPAs (%) 0.03 0.04 (1) bps 0.05 (2) bps 0.27 0.03 24 bps
Provisioning coverage (%) 89.3 73.3 1,595 bps 80.0 929 bps 75.0 89.3 (1,429) bps
Capital (%)
Tier 16.8 22.4  (557) bps 0.0 1,683 16.3 16.8 (51) bps
CAR 18.2 24.1 (586) bps 26.4 (816) 17.7 18.2 (56) bps
Balance sheet (Rsbn)
Gross AUM 64 54 18 66 (3) 74 64 17
Source: Company, Axis Capital Note: Full year ratios are on calculated basis & may be different from reported nos.
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Financial summary (Standalone)

Profit & loss (Rs mn)

Y/E March FY16 FY17 FY18E FY19E
Interest earned 9,310 12,258 14,981 17,613
Interest expended (4,235) (5,427)  (6,982) (8,222)
Net interest income 5,075 6,831 7,999 2,391
Non-interest income 966 1,718 2,129 2,262
Net income 6,041 8,549 10,127 11,653
Operating expenses (3,068) (4,581) (6,709) (6,566)
Staff expenses (1,967) (2,716) (3,513) (3,873)
Other operating expenses (1,102) (1,864) (3,19¢) (2,693)
Operating profit 2,973 3,969 3,418 5,087
Provisions & contingencies (253) (751) (1,637) (1,310)
Pre-tax profit 2,720 3,217 1,781 3,778
Tax expense (948) (1,141) (623) (1,322)
Profit after tax 1,772 2,077 1,157 2,455
Extraordinary item

Minority interest/Associates -
Adj. PAT 1,772 2,077 1,157 2,455
Balance sheet (Rs mn)

Y/E March FY16 FY17 FY18E FY19E
Total assets 57,273 84,786 97,564 126,154
Cash & Balances with RBI 4,913 7,601 5,220 5,879
Investments 1 14,468 17,072 24,242
Advances 50,644 58,712 70,669 89,618
Fixed assets 242 1,398 2,261 3,391
Other assets 1,233 2,138 1,779 2,347
Total liabilities 57,273 84,786 97,564 126,154
Equity capital 1,012 1,194 1,194 1,194
Reserves & surplus 10,966 16,373 17,382 19,665
Networth 11,978 17,567 18,575 20,858
Borrowings 43,380 62,914 51,275 63,581
Deposits 1,064 23,590 36,597
Other liabilities & prov. 1,916 3,241 4,124 5,118

4 MAY 2017 Quarterly Update
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Key ratios
Y/E March FY16 FY17 FY18E FY19E

Per share data

FDEPS (Rs.) 18 17 10 21
BV (Rs.) 118 147 156 175
Adj. BV (Rs.) 118 147 155 172
DPS (Rs.) 1 1 1 1
Dividend payout (%) 3 5 10 6
Yields & Margins (%)

Yield on advances 22.5 21.5 21.5 20.3
Cost of deposit - - 7.0 6.9
Net inferest margin 10.8 10.0 9.2 8.8
Asset quality (%)

Gross NPAs 0.2 0.3 1.1 1.6
Net NPAs - - 0.3 0.5
Credit cost - 1.0 2.4 1.5
Provisioning coverage 73.9 89.3 75.0 70.0
Efficiency (%)

ROA 3.7 2.9 1.3 2.2
ROE 18.3 14.1 6.4 12.5
Cost to income 51 54 66 56
CASA - 3 15 18
Effective tax rate 35 35 35 35
Growth (%)

Net interest income 82 35 17 17
Fee income 58 2 40 20
Operating expenses 50 49 46 (2)
Profit after tax 134 17 (44) 112
Advances 57 16 20 27
Deposits 2,117 55
Total assets 44 48 15 29

Source: Company, Axis Capital

Source: Company, Axis Capital
Note: NPA ratios are on balance sheet loan assets
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INH000000297. ASL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the
details in respect of which are available on www .axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the
Association of Mutual Funds of India (AMFI) for distribution of financial products and also registered with IRDA as a corporate agent for insurance
business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. I/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect my/our views about the subject issuer(s) or securities. I/We also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL does not have any financial interest in the
subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the
end of the month immediately preceding the date of publication of the Research Report. Since associates of ASL are engaged in various financial
service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies
mentioned in this report. I/we or my/our relative or ASL or its associates do not have any material conflict of interest. I/we have not served as director,

officer or employee in the subject company.

Research Team

Sr. No Name Designation E-mail
1 Hiren Trivedi Research Associate hiren.trivedi@axissecurities.in
2 Kiran Gawle Associate kiran.gawle@axissecurities.in

5. ASL or its associates has not received any compensation from the subject company in the past twelve months. ASL or its Research Analysts has not

been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of

its associates may have:

i Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject
company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject

company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party
in connection with this report

Termé& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is
strictly confidential and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered true, correct,
reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other
sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is
made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared
solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other
financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. ASL will not treat recipients as customers by virtue of their receiving this report.
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DEFINITION OF RATINGS
Ratings | Expected absolute returns over 12-18 months
BUY | More than 10%
HOLD | Between 10% and -10%
SELL | Less than-10%

Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate
to the recipient’s specific circumstances. The securities and strategies discussed and opinions expressed, if any, in this report may not be suitable for all

investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report 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 report
(including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Certain transactions,
including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for
all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to
the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the
currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to future performance.
Investors are advise necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated
before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not

predictions and may be subject to change without notice.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or investment banker, lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. Each of

these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the
recipients of this report should be aware that ASL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. ASL may have issued other reports

that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or
indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has
reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. 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 ASL 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 certain category of

investors.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. The Company reserves the right to make modifications and alternations to this document as may be
required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or may not subscribe to all the

views expressed therein.
Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, Corporate office: Unit No. 2, Phoenix Market City, 15, LBS Road, Near Kamani Junction, Kurla (west), Mumbai-400070, Tel No. —
18002100808/022-61480808, Regd. off.- Axis House, 8th Floor, Wadia International Centre, PandurangBudhkarMarg, Worli, Mumbai — 400 025. Compliance
Officer: AnandShaha, Email: compliance.officer@axisdirect.in, Tel No: 022-42671582.
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