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Ujjivan Small Finance Bank

BUY CMP Rs32 Target Rs40

A large PPOP/earnings beat in Q2; improved cost metric alleviating
credit cost impact on RoA - Rate BUY with 12m PT of Rs40

Ujjivan Small Finance Bank (USFB) delivered a large beat on earnings in Q2 FY21 led
by a stronger NIl performance, higher non-interest income, controlled opex growth and
lower-than-estimated provisioning. Sequential decline in gross advances at 3.4% (yoy
growth decelerated sharply to 8%) was caused by 6% contraction of Micro Banking
portfolio (share declined to 76%) where the bank has been cautious on disbursements
and has tightened credit policy. Qoq growth in affordable housing and MSE lending
portfolios was strong at 5.5-6%. Deposit base also declined by 3% qoq with steep
reduction in institutional deposits (CD + Wholesale TDs) with the bank substituting
them with Retail TD and CASA (their combined contribution rising to 49%). This mix
change along with the reduction in FD rates reflected positively in deposit cost and NII
growth.

USFB augmented its Covid provisioning buffer by Rs1lbn in Q2 FY21 (cumulative at
2.2% of loan book) even as it witnessed a significant improvement in collection
efficiency in Micro Banking and other portfolios during recent months. October
collection efficiency in Micro Banking portfolio was at 88% without arrears, pre-
closures and advance payments and 91% of borrowers have started repaying.
Collection efficiency is relatively lower in the states of WB, MH, Assam and Punjab.
Though confident about collections improving further in ensuing months, Management
refrained from guiding on credit cost while being open for more provisions if required.
On sustainability of the cost/income ratio delivered in H1 FY21, the bank believes that
a significant portion of the reduction (v/s pre-Covid) is structural.

We factor conservative 5.5% loan loss in Micro Banking and 3% loan loss in other
portfolios (bulk credit cost in FY21) to capture sustained uncertainty around Covid. In
spite of this, we estimate USFB to deliver reasonable RoA in current fiscal and a sharp
improvement next year. Structural improvement in cost/income ratio will alleviate
credit cost impact on RoA. USFB is trading at 1.6x FY22 P/BV. Rate BUY with 12m PT
of Rs40.

Conference Call Takeaways

Collection Trends

v" Micro Banking collection efficiency improved to 88% in October w/o arrears, pre-
closures and any advance - 86% of the collections represented full payment and
remaining 2% part-payments - overall, 91% of customers have started paying.

Exhibit 1: Financial Summary

Y/e 31 Mar (Rs mn) FY19 ‘ FY20 FY21E FY22E
Operating income 13,124 19,558 21,091 24,981
PPOP 3,090 6,372 8,234 9,554
Net profit 1,992 3,499 2,713 4,933
yoy growth (%) - 75.6 (22.5) 81.8
EPS (Rs) 14 1.8 14 25
Adj.BVPS (Rs) 11.2 16.4 17.7 20.3
P/E (x) 231 17.8 23.0 12.6
P/adj.BV (x) 2.8 2.0 1.8 1.6
ROE (%) 11.3 14.6 8.2 13.3
ROA (%) 1.7 2.2 14 2.2
CAR (%) 18.0 29.6 30.9 28.2

Source: Company, YES Sec - Research
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States with low Micro Banking collections in October were...

v" WB at 78% - Reasons protests for loan waiver, lockdowns and transportation (Metro)
unavailability.

v Assam at 74% - Reasons rains & floods, impact of past protests and rumors of loan
waiver.

v Maharashtra at 79% - Reasons severe Covid situation and localized political
intervention.

Punjab at 83% - Reasons loan waiver and farm bill protest by political parties.

Collection efficiency improves to 91% for October excluding the above-mentioned
states.

Mangalore belt in Karnataka has some issues, but USFB does not have a presence there.

October collection efficiency in other lending segments - Housing 93%, MSE 86%, FIG
100%, Personal Loans 88% and Vehicle Loans 91%.

Liability granularization

v’ Focus on building granular and stable deposit base by substituting wholesale deposits
with retail deposits.

v' Strong new deposit customer acquisition - 0.5mn new deposit accounts opened during
H1 FY21, of which 0.3mn were new-to-bank sourced by the branches. Liability only
customers at 1.4mn v/s 1.18mn on June 30.

v" Retail deposits contribution improved to 49% of total deposits as of September 30 v/s
45% as of June 30.

v" Cost of Deposits moved lower to 7.4% in Q2 FY21 vs 7.9% in Q4 FY20, led by significant
growth in CASA and reduction in FD rates.

Other Takeaways
v" Disbursements in Micro Banking majorly in form of repeat loans to existing customers.

v" The bank has tightened credit policies to avoid any undue risk, reflecting in 99.5%+
collection for loans disbursed in H1 FY21.

USFB has also signed the Code for Responsible Lending (CRL).

Added Covid-19 provisions of Rs1bn in Q2 FY21 taking total to Rs3bn (2.2% of gross
advances).

Call on incremental provisions will be taken on quarterly basis.

Lot of cost reduction to stay, leading to better than earlier guided Cost/Income
outcomes.

v" Focus to remain on retaining profitability by competitively pricing the deposits.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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Finance Bank

Exhibit 2: Result Table

(Rs mn) Q2FY21 Q1FY21 % qoq Q2FY20 % yoy
Total Operating Income 7,536 7,463 1.0 6,543 15.2
Interest expended (2,835) (2,883) (1.7) (2,664) 6.4
Net Interest Income 4,701 4,580 2.6 3,880 21.2
Other income 644 287 124.4 750 (14.2)
Total Income 5,345 4,867 9.8 4,630 15.5
Operating expenses (3,024) (2,720) 11.2 (3,216) (6.0)
PPOP 2,322 2,147 8.1 1,414 64.2
Provisions (1,005) (1,403) (28.4) (248) 305.5
PBT 1,317 744 771 1,166 12.9
Tax (357) (197) 81.0 (240) 48.7
PAT 960 547 75.7 926 3.6
Source: Company, YES Sec - Research
Exhibit 3: Business Data
(Rs mn) Q2FY21 ‘ Q1FY21 % qoq Q2FY20 % yoy
Gross loan book 138,810 143,650 (3.4) 128,630 7.9
Micro - Group 88,890 94,870 (6.3) 90,120 (1.4)
Micro - Individual 14,480 14,810 (2.2) 10,860 33.3
Agri. & Allied 1,820 1,820 - 920 97.8
MSE 10,590 10,010 5.8 8,350 26.8
Affordable Housing 16,340 15,490 55 12,120 34.8
Others 6,690 6,650 0.6 6,260 6.9
Disbursements 14,580 4,740 207.6 36,060 (60)
Micro - Group 9,410 3,230 191.3 25,230 (62.7)
Micro - Individual 1,610 560 187.5 3,130 (48.6)
Agri. & Allied 200 100 100.0 420 (52.4)
MSE 920 170 441.2 2,030 (54.7)
Affordable Housing 1,160 120 866.7 2,320 (50.0)
Others 1,280 560 128.6 2,930 -
Deposits 107,430 110,570 (2.8) 101,300 6
CASA 17,690 15,680 12.8 12,020 47
Retail TD 38,630 36,940 4.6 30,830 25
Institutional TD 48,740 55,380 (12.0) 50,820 (4)
CD 2,370 2,570 (7.8) 7,620 (69)
Source: Company, YES Sec - Resea-rch - - - -
Exhibit 4: Key Ratios
(%) Q2FY21 | Qi1FY21 chg qoq Q2 FY20 chg yoy
NIM 10.2 10.2 - 10.8 (0.6)
Avg. Cost of Funds* 7.4 7.7 (0.3) 8.4 (1.0)
CASA + Retail TD 52 47 5.0 42 10.1
Cost to Income 56.6 55.9 0.7 69.5 (12.9)
Gross NPA 1.0 1.0 0.0 0.9 0.1
PCR 86.0 82.0 4.0 61.0 25.0
Net NPA 0.1 0.2 (0.0) 0.3 (0.2)
RoA 2.0 1.2 0.8 24 (0.4)
RoE 11.6 6.8 4.8 18.9 (7.3)
Tier-1 CAR 30.1 28.0 2.1 18.1 12.0

Source: Company, YES Sec - Research;

*Cost of funds (Borrowings + Deposits)

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 5: 1-year rolling P/ABV band

Price 1.4x — 1.9% — 24X —_— 2.9x —— 3.4x
80.0
(Rs)
70.0
A
50.0 S

\1

40.0 ‘V\ AN_ o

30.0 \ I‘/JW’ TSN ————

20.0
10.0
i o o o o o o o o o o o
<! N N a o q A o N BN S
Source: Company, YES Sec - Research
Exhibit 6: 1-yr rolling P/ABYV vis-a-vis the mean
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of 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 YSL and associates 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. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Rajiv Mehta, Manuj Oberoi

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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No. Yes/No

Particulars

Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject companyf(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
material conflict of interest at the time of publication of No
the Research Report

w

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject
company in the past twelve months

YSL has received any compensation for investment
banking or merchant banking or brokerage services from No
the subject company in the past twelve months

o

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

YSL has received any compensation or other benefits from
the subject company or third party in connection with the No
research report

[e0)

YSL has managed or co-managed public offering of
securities for the subject company in the past twelve No
months

Ne)

Research Analyst or YSL has been engaged in market

L _ making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18

months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value-added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



