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AU Small Finance Bank 

Conservatism brings growth-margin trade-off into play 

AUBANK posted its highest-ever quarterly earnings on the back of lower-than-

expected credit costs (30bps annualised), partly offset by elevated operating 

expenses. The bank calibrated its loan growth (+38% YoY) to mirror the growth 

in deposits (~400bps QoQ rundown in CASA), resulting in moderation across 

segments such as wheels, home loans, and commercial banking. In a rising 

interest rate environment, AUBANK has chosen to remain conservative in order 

to protect its margins and asset quality. However, continued investments in 

franchise-building and new businesses are likely to be a drag on medium-term 

profitability vectors. We continue to watch out for signs of operating leverage 

and the impact of incremental rate transmission on margins. We tweak our 

FY23E/FY24E estimates by +6% each for better risk-adjusted margins; maintain 

REDUCE, with a TP of INR610 (3.1x Sep-24 ABVPS). 

 Calibrated deceleration in loan growth leads to PPOP miss: Sequential 

moderation in loans (+38% YoY), stable margins (~6.2%) and elevated opex 

from continued investments in people, tech and distribution led to a miss on 

PPOP (+11% YoY). With limited lending rate transmission, reflecting intense 

competition for high-grade assets, the rise in incremental funding costs, 

despite the focus on SA and retail TD, is likely to keep margins under check. 

 Healthy collections cushion asset quality: GNPA improved marginally to 

1.8%, led by steady recoveries on the back of organic collections (collection 

efficiency at 107%). The restructured book declined 30bps QoQ (1.4% of 

loans). With sufficient buffers in place (PCR at 72%), the management remains 

confident of a soft landing in the restructured portfolio. 

 Conservative outlook displays growth-margin trade-off: Management’s 

strategy to prioritise margins and quality of business over growth augurs 

well. Consistent with our thesis, the visible signs of softer NIMs coupled with 

a sustained high opex from franchise-building efforts are likely to keep return 

ratios in check. 

Financial summary  
(INR bn) Q3FY23 Q3FY22 YoY (%) Q2FY23 QoQ (%) FY22 FY23E FY24E FY25E 

NII 11.5  8.2  40.5% 10.8  6.4% 32.3  44.0  52.1  65.1  

PPOP 5.6  4.6  21.2% 5.0  11.4% 18.2  20.4  26.9  33.6  

PAT 3.9  3.0  30.1% 3.4  14.7% 11.3  13.9  17.0  20.9  

EPS (INR) 5.9  9.5  -38.5% 5.2  12.0% 35.9  20.9  25.5  31.4  

ROAE (%)       16.4  15.1  14.4  15.3  

ROAA (%)      1.9  1.8  1.7  1.7  

ABVPS (INR)      229.9  158.1  181.7  212.7  

P/ABV (x)      2.7  3.9  3.4  2.9  

P/E (x)      17.3  29.7  24.4  19.8  

 

Change in estimates 

(INR bn) 
FY23E FY24E FY25E 

Old New Δ Old New Δ Old New Δ 

Net advances 576 585 1.5% 719 729 1.5% 898 910 1.4% 

NIM (%) 6.0  6.1  15 bps 5.9  5.9  -3 bps 5.9  5.9  3 bps 

NII 42.6  44.0  3.2% 51.7  52.1  0.7% 64.0  65.1  1.8% 

PPOP 22.5  20.4  -9.3% 27.4  26.9  -1.6% 34.3  33.6  -2.2% 

PAT 13.1  13.9  6.5% 15.9  17.0  6.8% 19.8  20.9  5.6% 

Adj. BVPS (INR) 158.4  158.1  -0.2% 179.3  181.7  1.3% 206.0  212.7  3.2% 

Source: Company, HSIE Research 

 

REDUCE 

CMP (as on 19 Jan 2023) INR 621 

Target Price INR 610 

NIFTY 18,108 

 

KEY 

CHANGES 
OLD NEW 

Rating REDUCE REDUCE 

Price Target INR 594 INR 610  

EPS % 
FY23E FY24E 

6.5% 6.8% 

 

KEY STOCK DATA 

Bloomberg code AUBANK IN 

No. of Shares (mn) 667 

MCap (INR bn) / ($ mn) 414/5,089 

6m avg traded value (INR mn) 1,172 

52 Week high / low            INR 733/525 

 

STOCK PERFORMANCE (%) 

 3M 6M 12M 

Absolute (%) (0.8) 9.7 (1.7) 

Relative (%) (3.7) (1.4) (3.0) 

 

SHAREHOLDING PATTERN (%) 

 Jun-22 Sep-22 

Promoters 28.2 25.6 

FIs & Local MFs 19.5 19.8 

FPIs 38.2 38.9 

Public & Others 14.1 14.4 

Pledged Shares 0.0 0.0 

Source : BSE   

Pledged shares as % of total shares 
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