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AU Small Finance Bank  
Refer to important disclosures at the end of this report 

Plans to mobilize growth capital; 
asset quality remains key monitorable  

 

 According to media reports, AU Small Finance Bank (AU SFB) plans to raise ~Rs6.15bn-

Rs6.32bn (US$0.08bn-US$0.09bn) at an indicative price band of Rs1,230-Rs1,265 vs. 

CMP of Rs1,231 (SEBI floor price: Rs1,181 per equity share). The issue will open on 

March 9 and close on March 10 by 8.30 am IST (with an option to close earlier).  

 Despite lumpy stake sale in Aavas Financiers, AU SFB’s Tier 1/CRAR ratio, ex-9M profit, 

dropped to 16.3%/18.8% in Q3 while including profits stood at 20%/23.5%, mainly due to 

a sharp rise in RWA. AU SFB’s CAR is based on credit risk as the bank still enjoys the 

leeway to not maintain capital on operational/market risk. After the capital raise, Tier-1 

ratio will increase by 244bps/251bps (based on Q3FY21 RWA).  

 Though the capital ratios remain well above the regulatory requirement of 7.5%/15% even 

including operational/market risk-weighted assets, we believe the capital raise is primarily 

to fund future growth and also a preparatory measure to apply for Universal Banking 

license once it completes 5 years of operations as SFB in April 2022.  

 The bank remains well-complied with promoter stake norm which stands at 28.5% and 

post capital raise should further reduce by ~0.5%. Unlike other SFBs, the bank does not 

have any holdco structure, and thus the journey toward a Universal Bank should be 

relatively smooth.  

 In Q3, the bank had reported higher-than-expected pro forma GNPA at 3.3% vs. reported 

GNPA of 1%, mainly due to higher NPAs, majorly in the relatively vulnerable wheels/SBL 

portfolio. The bank has restructured 0.8% of loans till now, and expects the overall pool at 

1.5% by Q4. However, it holds a healthy contingent provision buffer ex-RSA of Rs4bn 

(1.2% of AUM) and pro forma PCR of 62%, including specific provisions. 

 We expect the bank to report healthy pre-money RoE of 23%/19%/20% over 

FY21/FY22/FY23, which post-money without factoring in the benefits of capital raised, 

should stand at 22%/17%/18%. At the higher QIP band of Rs1,265, the stock is valued at 

5.3x FY23 ABV pre-money and 4.9x FY23 ABV post-money. Currently, we have a Hold 

rating on the stock, given rich valuations. Asset-quality movement too remains a key 

monitorable given its relatively vulnerable portfolio.    

Note: Separately, WTD and Executive Director, Mr. Uttam Tibrewal, intends to sell 1mn 

shares (0.33% of pre-money o/s of bank shares/19% of his own holding) out of his current 

holding of 5.4mn shares, representing a 1.76% stake in the bank, due to personal 

commitment, after QIP.   
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL) 
The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and 
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is, 
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the 
content of this research report, in part or in whole, certifies that he or his associate1 does not serve as an officer, director or employee of the issuer or the 
new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real estate investment 
trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the management of the issuer or the 
new listing applicant). The research analyst(s) primarily responsible for the content of this research report or his associate does not have financial interests2 
in relation to an issuer or a new listing applicant that the analyst reviews. EGFSL has procedures in place to eliminate, avoid and manage any potential 
conflicts of interests that may arise in connection with the production of research reports. The research analyst(s) responsible for this report operates as 
part of a separate and independent team to the investment banking function of the EGFSL and procedures are in place to ensure that confidential 
information held by either the research or investment banking function is handled appropriately. There is no direct link of EGFSL compensation to any 
specific investment banking function of the EGFSL. 
 
 
 
 
 
1 An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (ii) the trustee of a trust of which the analyst, his spouse, 
minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person accustomed or obliged to act in accordance with the directions 
or instructions of the analyst. 
 
2 Financial interest is defined as interest that are commonly known financial interest, such as investment in the securities in respect of an issuer or a new listing applicant, or 
financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This term does not include commercial lending conducted at the 
arm’s length, or investments in any collective investment scheme other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in 
securities in respect of an issuer or a new listing applicant. 
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1. EGFSL, its subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of March 10, 2021 
2. EGFSL, and/or Research Analyst does not market make in equity securities of the issuer(s) or company(ies) mentioned in this Research Report 
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3. EGFSL may have published other investment recommendations in respect of the same securities / instruments recommended in this research 

report during the preceding 12 months. Please contact the primary analyst listed in the first page of this report to view previous investment 
recommendations published by EGFSL  in the preceding 12 months.         

4. EGFSL , its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have any material conflict of interest in the 
securities recommended in this report as of March 10, 2021.  

5. EGFSL, its subsidiaries and/or other affiliates and Research Analyst or his/her relative’s does not have actual/beneficial ownership of 1% or more 
securities of the subject company at the end of the month immediately preceding the March 10, 2021 

6. EGFSL, its subsidiaries and/or other affiliates and Research Analyst have not received any compensation in whatever form including compensation 
for investment banking or merchant banking or brokerage services or for products or services other than investment banking or merchant banking 
or brokerage services from securities recommended in this report (subject company) in the past 12 months. 

7. EGFSL, its subsidiaries and/or other affiliates and/or and Research Analyst have not received any compensation or other benefits from securities 
recommended in this report (subject company) or third party in connection with the research report. 
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General 
This report is not directed to, 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 or regulation. 

Australia This report is not for distribution into Australia. 

Hong Kong This report is not for distribution into Hong Kong. 

Indonesia This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia. 

Malaysia This report is not for distribution into Malaysia.  

Singapore 

This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 16800306E) or DBSVS (Company Regn. No. 
1860024G) both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the Monetary 
Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign entities, 
affiliates or other foreign research houses pursuant to an agreement under Regulation 32C of the financial Advisers 
Regulations. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from, or in connection with 
the report.   

Thailand This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd. 

United Kingdom 

This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is authorised 
and regulated by the Financial Conduct Authority in the United Kingdom.  

In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and 
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any 
form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is directed at 
persons having professional experience in matters relating to investments. Any investment activity following from this 
communication will only be engaged in with such persons. Persons who do not have professional experience in matters relating 
to investments should not rely on this communication. 

Dubai International 
Financial Centre  
 

This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at units 608-610, 6th Floor, Gate 
Precinct Building 5, PO Box 506538, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank 
Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for 
professional clients (as defined in the DFSA rulebook) and no other person may act upon it.  

United Arab Emirates 

This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as defined 
in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for information purposes 
only and should not be relied upon or acted on by the recipient or considered as a solicitation or inducement to buy or sell any 
financial product. It does not constitute a personal recommendation or take into account the particular investment objectives, 
financial situation, or needs of individual clients. You should contact your relationship manager or investment adviser if you 
need advice on the merits of buying, selling or holding a particular investment. You should note that the information in this 
report may be out of date and it is not represented or warranted to be accurate, timely or complete. This report or any portion 
thereof may not be reprinted, sold or redistributed without our written consent.  

United States 

DBSVUSA did not participate in its preparation.  The research analyst(s) named on this report are not registered as research 
analysts with FINRA and are not associated persons of DBSVUSA. The research analyst(s) are not subject to FINRA Rule 
2241 restrictions on analyst compensation, communications with a subject company, public appearances and trading securities 
held by a research analyst. This report is being distributed in the United States by DBSVUSA, which accepts responsibility for 
its contents. This report may only be distributed to Major U.S. Institutional Investors (as defined in SEC Rule 15a-6) and to 
such other institutional investors and qualified persons as DBSVUSA may authorize.  Any U.S. person receiving this report 
who wishes to effect transactions in any securities referred to herein should contact DBSVUSA directly and not its affiliate. 

Other jurisdictions 
In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified, 
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions. 
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