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Worst is Behind; Well-poised for Profitable Growth

Key Financials  
(Rs cr)

 FY17  FY18E  FY19E  FY20E 

Disbursements  7,132  7,988  10,385  13,500 

AUM  6,379  7,327  9,033  11,492 

NIII  80.7  79.1  95.5  117.5 

PPP Adj.  39.7  31.7  42.5  55.5 

PAT Adj.  20.8  1.5  21.6  28.8 

EPS Adj. (Rs)  17.4  1.3  18.1  24.0 

P/E  (x)  22.9  316.9  22.0  16.5 

Adj. BV (Rs)  146.9  140.6  158.7  182.7 

P/Adj. BV (x)  2.7  2.8  2.5  2.2 

Gross NPA (%)  0.3  3.9  3.6  3.1 

Avg. ROA (%)  2.9  0.2  2.0  2.1 

Avg. ROE (%)  14.1  0.9  11.5  13.5 

Ujjivan Financial Services – the parent company of Ujjivan Small Finance Bank (Ujjivan 
SFB)  – is one of the leading players in India’s micro financing segment. It started banking 
operations in Feb’17 after securing Small Finance Bank (SFB) licence from the Reserve 
Bank of India (RBI). Conversion into an SFB gives the Company access to low-cost funds, 
wider scope for asset diversification and cross selling opportunities. Further, the Bank 
has alredy made most of provisioning relating to NPA during demonetisation period and 
the cost relating to conversion into SFB from NBFC in 1HFY18. On the back of healthy 
presence in niche segment having huge growth potential, higher margin profile, 
superior execution skills and strong corporate governance track record, we initiate 
our coverage on Ujjivan Financial Services with BUY recommendation and a Target 
Price of Rs457.

Investment Rational   
 f Conversion into SFB – A Long-term Positive: Ujjivan is structurally better placed vis-

à-vis other MFIs and vehicle financing NBFCs on the back of access to low-cost funds 
and wider scope of cross-selling opportunities following conversion into an SFB. Its 
liability branches stood at 92 as of Sep’17 compared to 17 as of Mar’17. Currently, 
deposits account for ~20% of interest bearing liabilities compared to 1.3% in Mar’17. 
Further, the Management has guided that another 160 asset branches out of total 
445 asset branches will be converted into SFB branches by FY18-end, which will 
significantly increase its liability franchise.

 f Ample Growth Opportunity: AUM analysis suggests that Ujjivan will sustain robust 
growth in the foreseeable future led by large market size and low formal financing 
penetration. It has built a niche presence in lending to self-employed individuals, 
which will aid its strong growth trajectory in coming years. The Management expects 
AUM growth of ~20% in full FY18 mainly driven by stabilisation in MFI business and 
healthy growth in other segments. Overall, the Bank is planning to increase the 
contribution of non-MFI business to AUM to 40% by FY20E from current level of 5%.

 f Worst of Asset Quality Stress is Behind: Ujjivan has made most of the 
demonetisation related provisioning on stressed asset portfolio amounting ~Rs446 
crore (Par>0). Following a total provisioning of Rs277 crore towards these stressed 
loans, the Bank now expects substantial lower provisioning in 2HFY18. 

 f Best-in-Class Corporate Governance: Ujjivan has demonstrated strong track 
record on corporate governance front. We believe that strong corporate governance 
with enhanced transparency will continue to help Ujjivan in attracting long-term 
value investors. 

Outlook & Valuation 
Looking ahead, we believe that most of the segments in which Ujjivan SFB operates 
provide a lucrative opportunity to sustained strong growth owing to under penetration 
and growing market size. This also would help it to command relatively higher yield on 
loans, which would eventually lead to maintain healthy NIM. Moreover, scheduled bank 
status – received in Aug’17 – will help it to tap bulk deposits, which would also bring 
down the overall cost of fund from the current level. However, the probability of any 
fluctuation in return ratios in intermittent period is not ruled out due to ongoing conversion 
into an SFB. We believe that presence in niche segment having high growth potential, 
higher margin profile, superior execution skills and strong corporate governance track 
record augur well for Ujjivan.  Valuing the Company at 2.5x FY20 P/BV, we initiate our 
coverage on Ujjivan with BUY recommendation and a Target Price of Rs457.

CAGR- FY17-FY20E (%)

Share Price (%) 1 mth 3 mth 12 mth

Absolute Performance  9.5  17.8  21.3 

Relative Performance  5.9  12.6  (6.1)

Shareholding Pattern (%) Sep’17 Dec’17

Promoters  -    -   

Institutions  57.5  56.0 

Bodies Corporate  14.6  14.1 

Retail  27.9  29.9 

 Total  100.0  100.0 
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Company Overview

Ujjivan Financial Services (Ujjivan) is a leading player in the micro finance segment. It has 
successfully built a micro-lending franchise over last 10 years with a Gross Loan Book of 
Rs6,669 crore. The Company also operates in Micro & Small Enterprises and affordable 
housing segments. After receiving licence from the RBI in 2015, Ujjivan launched Small 
Finance Bank in Feb’17 as wholly owned subsidiary. As of Sep’17, the Ujjivan SFB had 445 
branches, out of which 92 are bank branches. Further, Ujjivan SFB plans to roll out 82 
banking outlets in H2FY18.

Risks to the View

 f Compliance to the norms relating to CRR, SLR and higher priority sector lending 
requirements post conversion into an SFB may negatively impact its operating 
performance. 

 f As target profile of SFB is similar to that of the existing banks, competitive intensity of 
especially for liabilities may cap expected growth.
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Profit & Loss Statement
Y/E March (Rs cr)  FY17  FY18E  FY19E  FY20E 

Interest Income  1,349.4  1,397.4  1,612.8  1,954.5 

Interest Expenses  542.7  606.4  658.3  779.6 

Net Interest Income  806.7  791.0  954.5  1,174.9 

Non Core Other Income  48.3  156.8  235.2  329.3 

Other Income  48.3  156.8  235.2  329.3 

Net Income / Revenue  854.9  947.8  1,189.7  1,504.2 

Employee Expenses  271.6  359.9  439.1  544.4 

Other Opex  186.4  271.3  325.5  404.7 

Operating Expenses  458.0  631.2  764.6  949.1 

Pre Provision Profits  396.9  316.7  425.2  555.0 

Provisions Exp  75.1  293.6  104.7  129.1 

Profit Before Tax (PBT)  321.7  23.1  320.5  426.0 

Tax  114.1  8.1  104.2  138.4 

Reported - Net Profit  207.7  15.0  216.3  287.5 

Balance Sheet
Y/E March (Rs cr)  FY17  FY18E  FY19E  FY20E 

Equity - Paid Up  119  120  120  120 

Reserves (ex Revel. Reserve)  1,636  1,651  1,867  2,155 

Net Worth (Ex Revel)  1,755  1,771  1,987  2,274 

Borrowings  6,291  5,358  5,389  5,228 

Other Liabilities & Prov.  326  435  353  339 

Restated Liability  - Total  8,479  9,859  12,139  15,685 

Restated Assets

Cash & Cash Equivalent   760  411  478  634 

Investments  0  497  951  1,725 

Loans & Advances  5,871  6,979  8,604  10,946 

Fixed Assets  140  196  242  292 

Other Assets  1,707  1,776  1,865  2,088 

Restated Assets - Total  8,479  9,859  12,139  15,685 

Credit Quality 
Y/E March  FY17  FY18E  FY19E  FY20E 

Absolute Gross NPA  16.4  274.0  307.1  340.0 

Gross NPA (%)  0.3  3.9  3.6  3.1 

Provision Coverage Ratio (%)  89.0  82.7  83.2  83.6 

Absolute Net NPA  1.8  47.5  51.6  55.9 

Net NPA (%)  0.0  0.7  0.6  0.5 

Capital and Asset-Liability Profile
Y/E March (%)  FY17  FY18E  FY19E  FY20E 

CET 1 Ratio (%)  16.8  15.4  14.1  12.6 

Tier 1 Ratio (%)  16.8  15.4  14.1  12.6 

Tier 2 Ratio (%)  1.4  1.3  1.0  0.8 

Per share data
Y/E March  FY17  FY18E  FY19E  FY20E 

Face Value (Rs)  10  10  10  10 

Share O/S - Adj. (Cr)  12  12  12  12 

EPS Adj. (Rs)   17.4  1.3  18.1  24.0 

PE Adjusted (X)  22.9  316.9  22.0  16.5 

Book Value (Rs)  147.0  147.9  166.0  190.0 

Price-BV (x)  2.7  2.7  2.4  2.1 

Adjusted BV (Rs)  146.9  140.6  158.7  182.7 

Price-ABV (x)  2.7  2.8  2.5  2.2 

Detail RoA Tree Analysis
Y/E March (%)  FY17  FY18E  FY19E  FY20E 

Average Cost of Funds (CoF)  10.1  8.6  7.5  6.8 

Interest Spread  12.0  10.6  10.5  9.9 

Net Interest Margin  (NIM)  13.2  10.9  10.7  10.1 

Interest Income / Avg Assets  19.0  15.2  14.7  14.0 

Interest Expense / Avg Assets  7.6  6.6  6.0  5.6 

NII / Avg Assets  11.4  8.6  8.7  8.4 

NII to Net Operative Income  94.4  83.5  80.2  78.1 

Other Income / Avg Assets  0.7  1.7  2.1  2.4 

Other Income to Net Oper Inc.  5.6  16.5  19.8  21.9 

Net Operating Income / Avg. Assets  12.0  10.3  10.8  10.8 

Employee Expense / Avg. Assets  3.8  3.9  4.0  3.9 

Other Opex/ Avg. Assets  2.6  3.0  3.0  2.9 

Operating  Exp / Avg. Assets  6.4  6.9  7.0  6.8 

Credit Cost (As % of Opening AUM)  1.48  5.00  1.50  1.50 

NPA Provisions as % Oper. Inc.  8.8  31.0  8.8  8.6 

Provisions / Avg. Assets  1.1  3.2  1.0  0.9 

Profit Before Tax / Avg. Assets  4.5  0.3  2.9  3.1 

Effective Tax Rate  35.5  35.0  32.5  32.5 

Tax Expenses / Avg. Assets  1.6  0.1  0.9  1.0 

PAT / Avg. Assets (RoA)  2.9  0.2  2.0  2.1 

Leverage (x)  4.8  5.6  6.1  6.9 

PAT / Avg. Net Worth (RoE)  14.1  0.9  11.5  13.5 
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Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable 

financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and 

commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services. 

The list of associates of RSL is available on the website www.reliancecapital.co.in  . RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report’) is prepared and distributed by RSL for information purposes only.  The recommendations, if any, made herein are 

expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security 

through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective security(ies) referred to herein. These information / opinions / 

views are not meant to serve as a professional investment guide for the readers.  No action is solicited based upon the information provided herein. Recipients of this Report should rely 

on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before 

executing any trades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by 

RSL to be reliable. RSL or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such 

information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, affiliates or 

representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from 

the information / opinions / views contained in this Report. 

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be 

achieved. The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate 

their prospects or returns. The value of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market 

conditions, micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk.  Derivative products may also be affected by 

various risks including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest 

rates may affect the pricing of derivatives. 

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action 

has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purpose(s) is required. Accordingly, this Report shall not be possessed, circulated and/

or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to 

inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of 

the Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions 

in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short 

position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL’s Associates may have other potential/material conflict of interest 

with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might 

have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer company(ies) in last 12 months for the 

brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said 

issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report. 

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying, 

distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL’s activities were neither suspended nor have defaulted with any stock exchange  with whom RSL is registered. Further, there does not exist any material adverse order/judgments/

strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of 

whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of. 

RSL CIN: U65990MH2005PLC154052. SEBI registration no. ( Stock Brokers: NSE - INB / INF / INE 231234833; BSE - INB / INF / INE 011234839,  

Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, Research Analyst: INH000002384); AMFI ARN No.29889.

Rating Guides
Rating Expected absolute returns (%) over 12 months

BUY >10%

HOLD -5% to 10%

REDUCE  >-5%


