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Utkarsh Small Finance Bank

Financials

Sustains growth momentum with sharp improvement in asset quality

Utkarsh SFB’s (Utkarsh) Q4FY24 financial performance is testimony to management’s ability to deliver as per guidance
with exit RoA of ~3% and RoE at 22% despite muted H1FY24 due to sector level headwinds on both growth and asset
quality. However, the management had consistently highlighted that marginal asset quality deterioration during H1FY24
was transitory, and it is committed to deliver 30% YoY growth in FY24 even after subdued 7% growth during H1FY24.
We also note that management maintained a balanced approach while growing business during FY24 as reflected in
31% advance growth and 27% deposit growth. LDR stood at 94% vs 99% QoQ. We continue to prefer Utkarsh SFB
within the SFB space considering its balanced growth approach and sharp focus on asset quality, even while growing
balance sheet and profitability. Maintain BUY with an unchanged TP of INR 70, valuing the stock at 2x Sep’25E BVPS.

Sharp improvement in asset quality with credit cost moderating to
1.7% vs 2.7% QoQ

Better-than-expected collection in microfinance at 98% vs guidance of 97% led to
sharp improvement in asset quality during Q4FY24. Notably, management
highlighted strong collection trend to sustain in FY25 given new collection structure
has stabilised and has started yielding positive outcomes. Post temporary
disruption in collection in previous quarters, it has built a strong collection vertical
wherein it has started following up with delinquent customers right from 1+ DPD
vs earlier method of following customers post 90 DPD. Owing to better collections,
fresh slippages moderated sharply to 2.3% vs 3.7% and the same resulted in GNPL
falling to 2.5% vs 3% QoQ with much better improvement in MFI asset quality as
reflected in GNPL in MFI falling to 2.9% vs 3.8% QoQ. PAR 30+ too moderated to
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4.4% vs 4.9% QoQ. Overall, it maintained FY25 credit cost guidance at 2% despite  \jgrket Cap (USD) 787mn
challenges at sector level. Bloomberg Code UTKARSHB IN
RoA touching 3% with RoE at 22% despite capital raise via IPO Equity
, . Reuters Code UTKR.BO
Utkarsh SFB’s PAT grew strong 38% QoQ to INR 1.6bn driven by robust 12% QoQ 55 ,, cak Range (INR) 68 /37
growth in NlI, higher other income (up 46% QoQ) and sharp moderation in credit  rroc Float (%) 20.0
cost. With higher business activities in Q4FY24, variable expenses increased and  ApTv-3M (mn) (USD) 48
the same led to cost-income ratio increasing to 57% vs 55% QoQ. Strong net revenue
drove 10% QoQ growth in operating profitability. NIM expanded 20bps QoQt09.9%  price Performance (%) 3m 6m 12m
o X . .
vs 9.7% QoQ driven by 40bps QoQ. asset ylelo! exponsmn.and gnly 10bps _Q,OQ Absolute 55 200 00
increase in the cost of funds. Asset yield expansion was mainly driven by repricing Relative to Sensex (1.8) 33 00
of old MFI portfolio to a revised price of 25%, as on Mar'24, blended MFl yields stand ' ' '
at 24.5%, implying the bulk of repricing is over. However, with AUM mix tilting
towards secured products, NIM is likely to settle at 9.3-9.4% in FY25E.
Financial Summary
Y/E March 2024 FY23A FY24A FY25E FY26E Eamings Revisions (%) FY25E  FY26E
NII (INR bn) 15.3 189 24.0 283
) Revenue 2 (2)
Op. profit (INR bn) 8.4 10.0 13.0 151 EPS 10 1
Net Profit (INR bn) 4.0 5.0 6.6 7.3
EPS (INR) 45 4.5 6.0 6.7
EPS % change YoY 560.8 0.2 32.0 11.8
P/E (x) 13.2 13.2 10.0 8.9 _
P/BV (x) 2.7 2.2 18 15  Previous Reports
GNPA (%) 3.2 2.5 2.0 1.9 11-04-2024: Company update
RoA (%) 2.4 2.3 2.4 2.0 22-03-2024: Company update
RoE (%) 226 20.0 19.9 18.4

Please refer to important disclosures at the end of this report


https://sbsmail.icicisecurities.com/CRMPortal/ResearchDownload.aspx?Pid=fqfv3WgkLak%3d&Cid=ubrMarXuxi0%3d&fName=A92RYwLWLLHjFrJ4GoKPyYd%2bhlH5%2bD5h4vPzVgn%2bIfBf3paCMWR5hQ%3d%3d&typ=APSSeVhmQ%2b8%3d
https://sbsmail.icicisecurities.com/CRMPortal/ResearchDownload.aspx?Pid=x6HE0vxDAYk%3d&Cid=ubrMarXuxi0%3d&fName=A92RYwLWLLHjFrJ4GoKPyQRYrANq4k1Z4FLRpfEq4KCaVtaVdYkioQ%3d%3d&typ=APSSeVhmQ%2b8%3d

Utkarsh Small Finance Bank | Q4FY24 results review | 27 April 2024

Credit growth sustained; gradual shift towards secured portfolio is
underway as per strategy; loan growth to remain at 30% in FY25E

After subdued credit growth during H1FY24 (7% YTD vs 30% growth in FY24) due to
sector level headwinds in MFI, Utkarsh has been able to revive growth with easing
challenges. It accelerated disbursements during H2FY24 to INR 80.3bn (~60% of full
year disbursements) vs INR 52.7bn during H1FY24. More importantly, disbursement in
non-MFI segment continued to be higher throughout FY24.

Credit growth in Q4FY24 (12% QoQ) was led by sustained recovery in MFI book, which
grew 13% QoQ in Q4FY24 against 1% growth in H1FY24. Notably, incremental growth
in MFI was largely driven by new customer acquisition as reflected in yearly increase
in ticket size, standing at only 4% between Mar'23-24. The growth in non-MFI book,
on the other hand, remained robust as it grew 47% YoY during FY24 vs 23% YoY
growth in MFI book. Within non-MFI portfolio, MSME (14% of AUM) and wheels
segments (5% of AUM) contributed the most to incremental growth as they grew 67%
and 69% YoY, respectively. Even housing and wholesale segments continued to grow
in a calibrated manner at 30% and 22% YoY, respectively. As a result, the share of
secured portfolio increased to 38% by Mar'24 from 34% in Mar'23.

In line with Utkarsh’s strategy towards building a diversified retail portfolio, the bank
has been gradually increasing its secured portfolio over the years. It forayed into retail
lending in FY16 and then gradually expanded its product portfolio by introducing
affordable home loans, CV/CE loans, OD against FD, Gold loans etc. It further
highlighted that it has started building blocks for rural housing and micro LAP and over
the next 2-3 months the same will be up and running. Going forward, in next three
years, the bank envisages 45:55 secured vs unsecured mix, with MFI contributing 50%
of overall portfolio.

Deposits up 16% QoQ with CASA ratio remaining flat QoQ at 20%,
reflecting its focus on building granular liability franchise

Deposits grew strong after a muted growth in H1FY24 as reflected in 8% QoQ growth
during Q3FY24, accelerating to 16% QoQ during Q4FY24. The bank continued to build
its retail deposit franchise with both CASA and retail term deposits growing at 16%
and 11% QoQ, respectively, in Q4FY24. As a result, retail term deposits + CASA of the
bank further increased to 66% in Mar'24 vs 62% in Mar'23, with CASA remaining stable
at 20%. The share of Top-20 depositors steadily fell to 18% in Mar'24 vs 21% in Mar'23
vs 29% in Mar'22, reflecting its focus on building granular retail liability franchise.

The growth in deposits, albeit comfortable, remained marginally lower than the growth
in advances, resulting in elevated CD ratio at 94% as on Mar'24. However, the same
moderated sharply during Q4FY24 to 94% from 99% QoQ. Management is cognisant
of this and envisages 3-4% higher deposit growth in FY25 and would continue the
same strategy until CD ratio moderates to 85%.

The management expects to sustain its deposit growth momentum at ~35% by (i)
achieving full branch potential with 55% of liability branches having <2-year vintage
and (i) other initiatives such as - digital on boarding, e-KYC and fintech partnerships.

Key risks: 1) Sharper margin deterioration due to stiff competition in secured lending;
and 2) higher than expected credit costs.
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Q4FY24 result review

(INR mn) Q4FY24 Q4FY23 % chg YoY Q3FY24 % chg QoQ
Interest Income 8,956 6,911 29.6 8,060 11.1
Interest Expended 3,657 2,815 26.3 3,237 9.9
Net interest income (NII) 5,399 4,096 318 4,823 12.0
Other income 1,207 691 74.5 827 46.0
Total income 6,606 4,787 38.0 5,650 16.9
Operating expenses 3,784 2,704 39.9 3,088 225
-Staff expenses 2,104 1,590 32.4 1,797 17.1
-Other expenses 1,680 1,115 50.7 1,291 30.1
Operating profit 2,822 2,083 35.5 2,562 10.2
Total provisions 739 341 116.6 1,041 -29.0
Profit before tax 2,083 1,742 19.6 1,520 37.0
Tax 487 404 20.5 360 35.3
Profit after tax 1,597 1,338 19.3 1,161 37.6
Balance sheet (INR mn)

Deposits 1,74,730 1,37,100 27.4 1,51,110 15.6
Advances 1,63,650 1,30,690 25.2 1,49,860 9.2
Gross NPL (INR mn) 4,176 4,320 -3.3 4,644 -10.1
Gross NPL (%) 3 3 (69) 3.0 (53)
Net NPL (INR mn) 45 510 -91.2 289 -84.5
Net NPL (%) 0.03 0.40 (37) 0.2 (16)
Coverage ratio 98.8 87.5 1,130 93.8 505
Ratios (%)

Profitability ratios

Yield on Advances 19.5 19.1 40 19.1 40
Cost of Funds 8.0 7.4 60 7.9 10
NIM 9.9 9.4 50 9.7 20
RoaA 2.9 2.9 - 2.3 60
RoaE 22.3 28.3 (600) 16.9 540
Business & Other Ratios

CASA ratio 20.0 21.0 (100) 20.0 -
Cost-income ratio 57.3 56.5 80 54.7 260
CAR 22.6 20.6 192 23.2 (62)

Source: Company data, I-Sec research

Sustained growth momentum as AUM grew 12% QoQ...
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...driven by strong growth in MFl segment
s MF| AUM (INR bn)
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Non-MFI book grew at 10% QoQ
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Diversification of portfolio with focus on increasing the share of retail

secured book
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Spreads up 30bps QoQ, led by 40bps asset yield expansion and only
10bps increase in borrowing cost
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NIl growth remained robust at 12% QoQ
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Higher business activity led to increase in variable cost, resulting in cost
to income rising to 57.3% vs 54.7% QoQ
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Sharp improvement in asset quality led by strong collection efforts
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Credit cost down by 100bps QoQ
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RoA reached ~3%, with RoE at 22%
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Granular deposit franchise building; retail TD + CASA at 66% in Mar'24
vs 62% in Mar'23
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Shareholding pattern Price chart
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Financial Summary

Profit & Loss
(INR mn, year ending March 2024)

FY23A FY24A FY25E FY26E
Interest income 25,050 31,784 41,050 49,294
Interest expense (9,759) (12,926) (17,081) (20,977)
Net interest income 15,290 18,858 23,969 28,317
Non interest income 2,993 4,004 4,779 5,981
Operating income 18,283 22,862 28,748 34,298
Operating expense (9,900) (12,889) (15,782) (19,178)
- Staff expense (5,701) (7,370) (9,357) (11,229)
Pre-provisions profit 8,383 9,972 12,966 15,121
Core operating profit 8,383 9,972 12,966 15,121
Provisions &
Contingencies (3,081) (3,379) (4,185) (5,307)
Pre-tax profit 5,302 6,594 8,782 9,814
Tax (current + deferred) (1,257) (1,618) (2,213) (2,473)
Net Profit 4,045 4,976 6,569 7,341
% Growth 561.0 23.0 32.0 11.8

Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March 2024)

FY23A FY24A FY25E FY26E
Capital 8,959 10,995 10,995 10,995
Reserve & surplus 11,044 18,737 25,306 32,646
Deposits 1,37,101 1,74,726  2,24,698 2,89,870
Borrowings 23,495 19,950 37,411 39,156
Other liabilities 10,576 14,620 20,223 26,088
Total equity and 191,175 2,39,027 3,18632 3,98,756
liabilities
Cash and Bank balance 25,164 30,275 26,211 32,903
Investments 28,594 36,795 47,187 60,873
Advances 139,571 1,82,990 2,35464 2,95242
Fixed assets 3,033 3,116 4,577 4,544
Other assets 3,697 5,194 5,194 5,194
Total assets 191,175 2,39,027 3,18,632 3,98,756
% Growth 26.9 25.0 333 25.1

Source Company data, I-Sec research

Key ratios
(Year ending March 2024)

FY23A FY24A FY25E FY26E
No. of shares and per
share data
No. of shares (mn) 896 1,099 1,099 1,099
Adjusted EPS (Rs) 4.5 45 6.0 6.7
Nominal Book Value per 22 27 13 40
share (Rs)
Adjusted BVPS (Rs) 22 27 33 39
Valuation ratio
PER (x) 13.2 13.2 10.0 8.9
Price/ Nominal Book (x) 2.7 2.2 1.8 1.5
Profitability ratio
Yield on advances (%) 185 17.9 18.3 17.3
Yields on Assets 15.2 153 15.2 14.1
Cost of funds 6.8 7.3 75 7.1
NIMs (%) 9.3 9.1 8.9 8.1
Cost/Income (%) 54.1 56.4 54.9 55.9
Dupont Analysis (as % of
Avg Assets)
Interest Income 14.7 14.8 14.7 13.7
Interest expended (5.7) (6.0) (6.1) (5.8)
Net Interest Income 8.9 8.8 8.6 7.9
Non-interest income 18 1.9 1.7 1.7
Total Income 10.7 10.6 10.3 9.6
Staff costs (3.3) (3.4) (3.4) (3.1)
Non-staff costs - - - -
Total Cost (5.8) (6.0) (5.7) (5.3)
PPoP 4.9 4.6 4.7 4.2
Non-tax Provisions (1.8) (1.6) (1.5) (1.5)
PBT 3.1 3.1 3.1 2.7
Tax Provisions (0.7) (0.8) (0.8) (0.7)
ROA (%) 2.4 23 2.4 2.0
Leverage (x) 9.6 8.6 8.4 9.0
ROE (%) 22.6 20.0 19.9 18.4
Asset quality ratios
Gross NPLs (%) 3.2 25 2.0 19
Net NPLs (%) 0.4 0.0 0.2 0.2
PCR (%) 88.3 98.9 90.0 90.0
Gross Slippages (% of PY 49 31 19 18
loans)
Credit cost as a % of AUM 2.5 2.1 2.0 2.0
Net NPLs / Networth (%) 2.5 0.2 1.3 1.3
Capitalisation ratios
Core Equity Capital (%) - - - -
Tier | cap.adequacy (%) 18.3 20.9 20.0 19.4
Total cap.adequacy (%) 20.6 22.6 21.2 20.3

Source Company data, I-Sec research

India | Equity Research



Utkarsh Small Finance Bank | Q4FY24 results review | 27 April 2024

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

I/We, Renish Bhuva, CFA (ICFAI); Vaibhav Arora, MBA; authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the ICICI Securities Inc. It is
also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months
and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial
products. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807
7100. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager, Research Analyst and Alternative Investment Fund. ICICI
Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence.
ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities AIF Trust's SEBI Registration number is IN/AIF3/23-24/1292 ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its
various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”),
the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates
might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities
and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as
opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view
the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

The information and opinions in this report have been prepared by ICIC| Securities and are subject to change without any notice. The report and information contained herein
is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable
basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable
regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of
offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report
at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed
in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of
specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment
risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised
to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date
of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other
advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or
its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial
ownership of one percent or more or other material conflict of interest in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it
is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

India | Equity Research 9


http://www.icicibank.com/

Utkarsh Small Finance Bank | Q4FY24 results review | 27 April 2024

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal, Contact number: 022-40701000, E-mail Address : complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

India | Equity Research 10


mailto:complianceofficer@icicisecurities.com
mailto:headservicequality@icicidirect.com
mailto:headservicequality@icicidirect.com

