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Ujjivan Small Finance Bank

Strong performance continues

Ujjivan SFB delivered a 7%/30% beat on our PPOP/PAT expectations driven by a)
higher NII, b) measured increase in opex (normalization of collection-related costs), c)
higher other income (strong core fee growth + sustained elevated bad debts recovery)
and d) NIL credit cost (continued robust collections and NPL recoveries). Management
expects a similar operating (earnings) performance in Q4 FY23, and 25% loan growth
and 1% credit cost in FY24. With collections-related costs normalizing, the bank hopes
to limit the likely increase in cost/income ratio next year owing to lower bad debts
recovery and some pressure on NIM. As the granular deposits inflow remains strong,
Ujjivan SFB doesn’t see any imminent need to raise deposits pricing.

We raise our earnings estimates by 35%/20% for FY23/24 on much stronger-than-
expected operational delivery in Q3 FY23 and encouraging medium-term
commentary on asset quality, growth, loans/deposits pricing flexibility and cost
metric. While FY23 will be an exceptionally profitable year due to lower-than-usual
credit cost and higher-than-usual bad debts recovery, we estimate the bank to deliver
18-20% RoE even under normalized circumstances. Expect stock to re-rate further;
we maintain BUY with revised 12m PT of Rs45. Valuation is quite attractive at 5.7x
P/E and 1.1x P/ABV on FY24 estimates.

Robust asset quality trends continue

With sustained strong collections across buckets, the fwd. flows and fresh slippages
remained benign. Net slippages were at just Rs140mn during the quarter. PAR (1+
dpd)/GNPA levels further declined to 4.9%/3.4% from 6.1%/4.4% as of Sept, with the
1-90 dpd bucket shrinking from 1.7% to 1.5% (8% qoq absolute decline). Even adjusted
for the meaningful write-offs of Rs1.79bn (Rs1.57bn in Q2), the PAR (1+ dpd) pool has
declined by 2% qoq in abs. terms. There was a substantial reduction in restructured
book (now constitutes 1.4% of loan book), wherein collection efficiency was 98% in
December. Bank holds a provision cover of 64% on the restructured loans. Credit cost
was near zero in the quarter due to favourable bucket movements and that loans
written-off were already significantly provided for.

Secured products contribution to rise; pricing headroom across products
Encouraged by another strong performance in Q2 FY23 and extant growth and
collections/recoveries trends. Micro Banking (Group & Individual Loans) loan growth
was strong in Q3 FY23 (up 6.6% qoq/43% yoy) underpinned by sustained significant
customer additions and some increase in ATS (after having declined in preceding two
quarters). Micro Banking disbursements were highest-ever in December. Decline in
MSE financing book was attributable to shift in focus on shorter tenor products and
more formal customer segments. Strong traction in affordable housing continued with
incremental focus on semi-formal customer segment in Tier 2 and Tier 3 towns. NBFC
funding portfolio is being scaled-up as there are Nil delinquencies. The bank would be
significantly scaling-up vehicle finance in FY24 and would launch gold loans in targeted
50 locations. Management aspires for 50% loan book contribution of the secured
products in 5-6 years. Ujjivan SFB has taken limited lending rate hikes across products
when compared to competition - 50 bps in Micro Banking and 90-100 bps in Affordable
Housing. While comfortable with extant pricing currently, the bank would review the
rates when required.

Exhibit 1: Result table

(Rs mn) Q3FY23 Q2FY23 % qoq Q3 FY22 % yoy
Net Interest Income 6,970 6,632 51 4,539 53.6
Total Income 8,359 8,099 3.2 5,447 53.5
Operating expenses (4,470) (4,249) 5.2 (4,034) 10.8
PPOP 3,889 3,850 1.0 1,413 175.2
Provisions 2 99 (97.8) (1,870) (100.1)
Tax (960) (1,006) (4.7) 118 (912.4)
PAT 2,932 2,943 (0.4) (338) (966.7)

Source: Company, YES Sec

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

Disbursements & Loan Growth

Disbursements in Dec'22 in the Micro Banking segment were highest-ever after fully
adjusting to the new lending guidelines in the initial part of the quarter.

Individual Loans are typically offered after the completion of one Group Loan cycle, but
customers tend to opt for it after completing 2-3 cycles - 90-95% of IL customer acquisition
is existing customer migration from GL.

Separate Underwriting, Credit and Collections teams and processes for Individual Loans -
the Credit team is different from the Business team.

Individual Loans ticket size range is from Rs51000 to Rs300000 depending on vintage of the
customer (no of cycles competed under GL and IL) - loan tenor is up to 36 months with avg.
being 26 months.

Not onboarding any written-off customers with any lender in Micro Banking.
40% of new customers acquired in Group Loans are new-to-MFI.
Active Micro Banking customers have grown 25% on YTD basis.

Decline in MSE financing book is due to strategic adjustments being done - new focus would
be on shorter tenor products semi-formal and formal customer segments - emphasis would
also be on growth via fintech partnerships.

Incremental focus in affordable housing is on semi-formal customer segment in Tier 2 and
Tier 3 towns - this business has turned profitable.

Amongst other secured products, the bank would be scaling-up vehicle finance significantly
in the coming year and would launch gold loans in targeted 50 locations - significant portion
of Micro Banking customers have availed gold loans currently or in the past.

NBFC financing portfolio is having Nil delinquencies.

Secured businesses/products to grow faster than Micro Banking from next year - their
contribution in loan book to reach near 50% in 5-6 years.

Liability growth & franchise

Not taken any TD rate hike after November (when the rates were increased competitively)
- strong retail TD inflow has continued despite many other banks having hiked rates in Dec
and Jan.

What has worked for the bank besides rates for granular deposits mobilization has been
better customer service, introduction of new products, local marketing activities and
increasing productivity of branch staff.

Added 8 branches in Q3 and entered a new state Telangana - looking to add 50-70 branches
in FY24.

Focus is on building a granular deposits franchise - the bank would like to maintain C/D ratio
at around 80%.

Some slowdown in retail branch banking customer acquisition in recent quarters depicts
banks’ focus on acquiring potentially high balance/value relationships.

Asset Quality & Credit Cost

Net slippages were Rs140mn - Gross Slippages at Rs1.1bn (0.5% annualized) and Upgrades
+ Reco at Rs0.9bn.

NIM, Cost/Income & RoA

The bank has taken limited lending rate hikes across products when compared to competition
- 50 bps in Micro Banking and 90-100 bps in Affordable Housing - while comfortable with
extant pricing currently, it would review the rates when required.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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= No imminent requirement to raise deposit rates, as the bank has substantial liquidity on the
Balance Sheet to meet Q4 disbursements - so the deposits rates would also be reviewed
when required.

= C/lratio expected to be around 55% for FY23 - bank would limit the increase in FY24 owing
to lower bad debts recovery and some pressure on NIM.

= Cashless collection will gradually keep rising - it got impetus during the pandemic with the
bank also developing alternate/digital repayment channels - recently launched a mobile
application, Hello Ujjivan, for Micro Banking customers which enables digital repayments.

= Expect Q4 FY23 operational and earnings performance to be on similar lines of Q3.

= In FY24, management has guided loan growth of 25% and credit cost of 1% - bad loan
recoveries would be much lower than FY23.

= Longer term RoA outlook of 2.25-2.5%, which factors the desired shift in loan book mix.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3
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Ujjivan Small Finance Bank

Exhibit 2: Business Data

(Rs mn) Q3 FY23 Q2FY23 % qoq Q3 FY22 % yoy
Gross loan book 218,960 209,380 4.6 164,630 33.0
Micro - Group 128,230 121,480 5.6 89,840 42.7
Micro - Individual 26,320 23,480 121 18,060 45.7
MSE 17,440 18,580 (6.1) 15,830 10.2
Affordable Housing 31,440 30,790 21 25,620 22.7
Others 15,530 15,050 3.2 13,390 16.0
Disbursements 48,380 48,660 (0.6) 45,090 7
Micro - Group 30,810 31,210 (1.3) 28,400 8.5
Micro - Individual 7,120 7,050 1.0 5,110 39.3
MSE 1,670 3,410 (51.0) 3,400 (50.9)
Affordable Housing 3,440 3,200 7.5 3,490 (1.4)
Others 5,340 3,790 40.9 4,300 242
Deposits 232,030 203,960 13.8 155,630 49.1
CASA 60,700 54,960 10.4 41,170 47.4
Retail TD 88,660 71,830 23.4 44,920 97.4
Institutional TD 81,200 73,200 10.9 65,800 234
CD 1,470 3,970 (63.0) 3,740 -60.7
Source: Company, YES Sec
Exhibit 3: Key Ratios
(V) Q3 FY23 Q2FY23 chg qoq Q3 FY22 chg yoy
NIM 9.4 9.8 (0.4) 9.1 0.3
Avg. Cost of Funds* 6.6 6.1 0.5 6.2 0.4
CASA + Retail TD 64.4 62.2 2.2 55.3 9.1
Cost to Income 53.0 525 0.5 74.0 (21.0)
Gross NPA 3.6 51 (1.4) 9.8 (6.2)
PCR 99.0 99.0 - 84.0 15.0
Net NPA 0.1 0.0 0.0 1.7 (1.6)
RoA 4.2 4.8 (0.6) (0.7) 4.8
Tier-1 CAR 228 23.4 (0.5) 17.7 51

Source: Company, YES Sec; *Calculated.

Exhibit 4: 1-yr rolling P/ABV band

Exhibit 5: 1-year rolling P/ABV vis-a-vis the mean
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INSTITUTIONAL EQUITIES

FINANCIALS

Exhibit 6: Balance Sheet

Y/e 31 Mar (Rs m) FY21 FY22 FY23E FY24E FY25E
Total cash & equivalents 25,775 21,681 29,747 33,108 40,213
Investments 25,165 41,529 70,600 84,720 101,664
Advances 144,940 163,032 211,924 266,010 330,658
Total interest-earning assets 195,879 226,242 312,271 383,838 472,535
Fixed assets 2,807 2,494 2,743 3,018 3,319
Other assets 5,118 7,309 8,770 10,525 12,629
Total assets 203,804 236,045 323,785 397,380 488,484
Net worth 29,964 25,818 41,230 51,430 63,485
Deposits 131,357 182,922 246,030 305,078 378,296
Borrowings 32,473 17,636 25,572 28,129 32,348
Total interest-bearing liabilities 163,831 200,558 271,602 333,206 410,644
Non-interest-bearing liabilities 10,010 9,670 10,953 12,743 14,355
Total liabilities 173,841 210,227 282,555 345,950 424,999
Equity & Total liabilities 203,804 236,045 323,785 397,380 488,484

Source: Company, YES Sec

Exhibit 7: Income statement

Y/e 31 Mar (Rs m) FY21 FY22 FY23E FY24E FY25E
Interest Income 28,061 28,128 41,338 53,490 65,947
Interest expense (10,775) (10,392) (14,528) (20,122) (24,747)
Net interest income 17,286 17,736 26,810 33,368 41,200
Non-interest income 3,023 BNI88] 5,482 6,030 7,116
Total op income 20,309 20,869 32,292 39,398 48,316
Total op expenses (12,301) (14,964) (17,657) (22,072) (27,590)
PPoP 8,008 5,905 14,635 17,327 20,726
Provisions (7,906) (11,408) (418) (3,727) (4,653)
Profit before tax 102 (5,504) 14,217 13,600 16,073
Taxes (19) 1,358 (3,554) (3,400) (4,018)
Net profit 83 (4,146) 10,663 10,200 12,055

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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INSTITUTIONAL EQUITIES

Exhibit 8: Growth and Ratio matrix

Y/e 31 Mar FY21 FY22 FY23E FY24E FY25E
Growth matrix (%)

Net interest income 5.8 2.6 51.2 24.5 23.5
Total op income 3.8 2.8 54.7 22.0 22.6
Op profit (pre-provision) 25.7 (26.3) 147.8 18.4 19.6
Net profit (97.6) (5,094.9) (357.2) (4.3) 18.2
Advances 3.2 12,5 30.0 25.5 24.3
Deposits 21.8 39.3 34.5 24.0 24.0
Total assets 10.7 15.8 37.2 22.7 229

Profitability Ratios (%)

NIM 11.8 10.7 12.8 125 124
Non-interest income /Total income 14.9 15.0 17.0 15.3 14.7
Return on Equity 0.3 (14.9) 31.8 22.0 21.0
Return on Assets 0.0 (1.9) 3.8 2.8 2.7

Per share ratios (Rs)

EPS 0.0 (2.4) 54 52 6.1
Adj. BVPS 17.1 14.8 20.9 26.0 321
Other key ratios (%)

Cost/Income 60.6 71.7 54.7 56.0 57.1
Tier-1 Capital 26.2 20.0 22.7 22.7 22.8
Gross NPLs/Loans 7.1 7.3 2.0 2.0 20
Net NPLs/Net loans 2.9 0.7 0.5 0.5 0.5
Tax rate 18.6 24.7 25.0 25.0 25.0

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 6
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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

Ujjivan Small Finance Bank

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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.
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Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4t" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.
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Website: www.yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
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Sponsor and Investment Manager to YSL Alternates Alpha Plus Fund (CAT
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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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Research Analyst or his/her relative’s or YSL's
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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: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED
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membership of NSE, BSE, MCX & NCDEX. YSL is also a SEBI registered
Category | Merchant Banker, Investment Adviser and a Research
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