AU Small Finance Bank

Q4FY23 Result Update | BFSI

Valuations expensive II!

AU Small Finance results were mixed bag - PAT
came in at INR 4.2 bn, up by 22.7% yoy and 8.1%
qoq. Although NII was healthy (29.5% yoy), PPoP
growth was relatively slow at 18.4% in Q4 due to

higher opex. Margins were stable, assets growth is
coming down and asset quality profile was stable.
Going forward, profitability growth will be average
given margin compression and elevated opex cost.
Assign SELL rating with revised TP of 569,
downside of 15% from current levels

Outlook
As per management, advances are likely to grow by 30%+ in
FY24

Margins are anticipated to shrink by 30-40 bps in FY24 due
to funding cost pressures

Other income will get relatively boost in FY24 due to higher
credit card fees, FX income, third party distribution of
insurance products etc.

Asset quality outlook going forward remains stable
Valuations - Valuations looks expensive at 3.4x/2.9x
FY24e/FY25e ABV. Profitability outlook looks slightly bleak
given margin contraction and higher opex cost that will be
incurred. In our view, there are other large-cap banks like
HDFC Bank, ICICI Bank are trading at cheaper valuations. We
recommend switch from AU Small Finance Bank to HDFC
Bank. We assign SELL rating to the stock with revised TP of
569, discounting its FY25e ABV by 2.7x FY25e ABV and
downside of 15% from the current levels.

Financial Summary
Y/E Mar (Rs Bn) FY21 FY22 FY23E FY24E FY25E

NII 23.7 323 44.3 53.6 66.7
PAT 11.7 11.3 14.3 15.9 18.5
Networth 62.8 75.1 109.8 1249 1424
Adj BVPS Rs) 176.8 231.3 1596 180.1 2033
EPS Rs) 37.5 35.9 21.4 23.8 27.7
P/E (x) 17.1 17.9 30.0 27.0 23.2
P/Adj BV (x) 3.6 2.8 4.0 3.6 3.2

Source: Company, Dalal & Broacha Research

Please refer to our disclaimer given at the last page.
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Rating TP (Rs) Up/Dn (%)
SELL 569 -14
Market data

Current price Rs 660
Market Cap (Rs.Bn) (Rs Bn) 440
Market Cap (US$ Mn) (US$ Mn) 5,374
Face Value Rs 10
52 Weeks High/Low Rs 712 /539
Average Daily Volume (000) 2,902
BSE Code 540611
Bloomberg AUBANK.IN

Source: Bloomberg
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% Shareholding Mar-23 Dec-22

Promoters 25.54 25.55
Public 74.46 74.45
Total 100 100

Source: Bloomberg
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Key Financial & Concall Highlights

The bank is aiming for the ROA of 1.8-2% in FY24 vs. 1.8%
reported in FY23

Asset growth is relatively slowing down - Gross advances
reported growth of 26.7% yoy to INR 159.6 bn. In this, wheels
related loans (32.3% share) showed growth of 15.7% yoy, MSME
loans (31.3% share) 13.6% yoy. Segments that are witnessing very
high growth are home loans (7.2% share) which grew by 61.3% yoy
and commercial assets by 59.8% (21.6% share; which includes
business banking, agri loans, NBFCs). Also, unsecured loans are
witnessing very high growth rates viz. credit cards showed 2.6x
growth in last one year, personal loans 94% growth. Total retail
lending accounts for 88% of the advances. Management
highlighted in the concall that advances growth for FY24 could
be to the tune of ~30%.

On liability side, deposits grew by 31.9% yoy and 13.5% qoq to INR
693.7 bn. In this, CASA deposits growth was healthy at 36% yoy
and its share stood at 38.4% vs. 37.3% in FY22. Share of retail TDs
in total term deposits is 50% similar to last year levels (while
balance is bulk TDs at 50%) and while growth was at 33.7% yoy.

Spreads came off qoq due to increase in the funding cost -
Reported spreads came off by 30 bps to 7.1% in Q4FY23 vs. 7.4%
in Q3FY23 led by increase in the cost of funds (30 bps rise qoq to
6.3%). While the yields on advances were stable at 13.4% on qoq
basis. Going forward, management has indicated that margins are
likely to shrink by 30-40 bps in FY24 which will largely due to
higher funding cost pressures and limited increase in the
incremental disbursement yields. Disbursement yields are not
likely to increase materially as the bank has higher portion of the
fixed rate book; ratio of fixed rate to floating rate loans is at
66%:34% in FY23 (vs. 74%: 26%). Also, low-yielding assets like
home loans etc are rising at faster pace.

The bank is in continuous investment phase leading to higher
opex cost - Opex cost for the full year FY23 surged by 42.6% yoy,
resultant rise in Cost/Income ratio to 63% levels vs. 57% in FY22;
primarily due to variable expenses on higher business volumes
and continued investment in the credit card businesses.

Bank continues to make investments (~INR 1.6 bn in Q4’FY23/ 5.1

bn in FY23 vs ~INR 1 bn in Q4’FY22/ ~2.6 bn in FY22) towards
digital initiatives viz credit cards/QR/Video Banking (70%),
distribution expansion (19%) and brand campaign (11%).

During the year, the bank added 69 liability branches and 108 new
touchpoints. As the bank is still in the investing in the people,
technology, branch expansion; cost ratios are likely to remain at
higher levels in the near future.
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|

Other income growth slow; but mgmt. guided for better
visibility going forward - Other income (excl. treasury gains)
grew at slower pace of 27% yoy in FY23 and 16% in Q4FY23.
However, going forward, the bank is expecting may levers for
strong growth in fee income in FY24 viz. 1) credit card business is
likely to break-even in FY25 2) it has recently received Authorized
Dealership license for foreign exchange, fee income from this
segment will also likely to get kick-started 3) higher income from
the distribution of third-party insurance products. It collected
gross premiums to the tune of ~INR 600 in FY23 which could be
to the tune of ~INR 800 in FY24. 4) fee income from the wealth
management business will also accelerate growth

Asset quality profile stable - GNPA/NNPA came off to
1.66%/0.42% vs. 1.81%/0.5% in Q3FY23. Incremental gross
slippages for the quarter was at INR 1.9 bn vs. INR 2.3 bn in
Q3FY23 and INR 2 bn in Q4FY22. There was draw down on the
contingent & covid restructuring provisions during the vyear
resulting in provisions expenses coming down to INR 1.55 bn in
FY23 vs. INR 3.6 bn in FY22 (in % terms, 0.19% vs. 0.6% in FY22).

The current focus of the CEO is to build brand, more focus on
digitalisation and building technology, invest in strong HR
practices and build retail deposits.

The Board has recommended a dividend of 1 per equity share
(10% of face value) for FY23

Also, recently, MD & CEO, Mr. Sanjay Agarwal and ED, Mr. Uttam
Tibrewal term got extended for the period of three years.

26-Apr-23 | 31



AU Small Finance Bank

Quarterly Financials (Q4FY23)

DALAL & BROACHA STOCK BROKING PVT

(Rs Mn)

Interest earned
Interest expenses

Net Interest Income (NII)
Other Income

Total income
Operating expenses
-Employee cost
-Other operating expenses
Operating profit
Provision for contigencies
PBT

Provision for taxes
Net profit

Equity

EPS

Ratios (%)

Int. exp/Int earned (%)
Cost/Income ratio (%)
Gross NPAs (Rs)

Net NPAs (Rs)

Gross NPAs (%)

Net NPAs (%)

PCR (%)

ROA (%)

CAR (%)

Balance Sheet (Rs.mn)
Sources of Funds
Capital

Reserves and Surplus
Deposits

-CASA Deposits
Advances

Q4FY23
22,748
10,616
12,132

3,331
15,463
9,753
4,825
4,928
5,709
409
5,300
1,054
4,246
6,667
6.37

46.7
63.1
9813.1
2451.6
1.66
0.42
75.0
0.5
23.6

6,667
1,02,666
6,93,650

266600
5,84,215

Source: Dalal & Broacha Research, Company

Q4FY22
16,670
7,305
9,366
3,114
12,479
7,656
4,137
3,519
4,823
932
3,891
430
3,461
3,149
10.99

43.8
61.3
9243.8
2308.5
1.98
0.5
75.0
0.5
21.0

3,149
71,578
5,25,846
196080
4,60,953

YoY (%)
36.5
45.3
29.5

7.0
23.9
27.4
16.6
40.0
184

-56.2
36.2
145.0
22.7
111.7
-42.0

6.2
6.2

111.7
43.4
31.9
36.0
26.7

Q3FY23 QoQ (%)

21,181 7.4
9,653 10.0
11,527 5.2
2,949 12.9
14,476 6.8
8,919 9.4
4,652 3.7
4,267 15.5
5,557 2.7
326 25.2
5,231 13
1,302 -19.1
3,928 8.1
6,665 0.0
5.89 8.1
45.6 -
61.6 -
10188.6 -3.7
2845.6 -13.8
1.81 -
0.5 -
72.1
0.5 -
22.0 -
6,665 0.0
98,735 4.0
6,11,010 13.5
234710 13.6
5,56,010 5.1

26-Apr-23

FY23
82,054
37,801
44,253
10,345
54,598
34,403
17,930
16,472
20,195

1,548
18,647
4,367
14,279
6,667
21.42

46.1
63.0
9813.1
2451.6
1.7
0.4
75.0
1.5
23.6

6,667
1,02,666
6,93,650

266600
5,84,215

FY22 YoY (%)

59,217 38.6
26,876 40.7
32,341 36.8

9,937 4.1
42,278 29.1
24,128 42.6
13,789 30.0
10,339 59.3
18,150 11.3

3,610  -57.1
14,541 28.2

3,242 347
11,298 26.4

3,149  111.7

35.88  -40.3

45.4 -
57.1 -
9243.8 6.2
2308.5 6.2
2.0 -
0.5 -
75.0
15 -
21.0 -

3,149  111.7
71,578 43.4

5,25,846 31.9
196080  36.0

4,60,953 26.7
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Financials

P&L (Rs bn) FY20 FY21 FY22 FY23E FY24E FY25E
Interest income 429 495 59.2 82.1 1036 130.8
Interest expense 23.8 25.8 26.9 37.8 499 64.1
NIl 19.1 23.7 32.3 44.3 53.6 66.7
Non-interest income 7.1 142 9.9 10.3 14.2 16.3
Net revenues 26.2 37.9 423 54.6 67.8 83.1
Operating expenses 142 16.6 24.1 344 447 55.5
PPOP 12.0 21.3 18.2 20.2 23.1 27.6
Provisions 2.8 6.7 3.6 1.5 2.4 35
PBT 9.1 14.6 145 18.6 20.7 24.1
Tax 2.4 2.9 3.2 4.4 4.9 5.6
PAT 6.7 11.7 11.3 14.3 15.9 18.5
Balance sheet FY20 FY21 FY22 FY23E FY24E FY25E
Share capital 3 3 3 7 7 7
Reserves & surplus 41 60 72 103 118 136
Net worth 44 63 75 110 125 142
Deposits 262 360 526 694 911 1152
Borrowings 103 70 60 63 51 56
Other liability 13 23 30 36 44 52
Total liabilities 421 516 691 902 1131 1403
Fixed assets h 5 6 7 8 9
Investments 107 108 153 201 246 300
Loans 270 346 461 584 759 949
Cash 34 48 59 94 104 132
Other assets 7 9 11 16 13 14
Total assets 417 516 691 902 1131 1403
Ratios FY20 Fy21 FY22 FY23E FY24E FY25E
Growt h (%)

NIl 42 24 37 37 21 24
PPOP 66 78 -15 11 15 19
PAT 77 73 -3 26 11 16
Advances 18 28 33 27 30 25
Deposits 35 38 46 32 31 26
Spread (%)

Yield on Funds 11.8 10.9 10.1 10.6 10.4 10.5
Cost of Funds 7.4 6.5 5.3 5.6 5.8 5.9
Spread 4.4 4.3 4.8 4.9 4.6 4.6
NIM 5.2 5.2 5.5 5.7 5.4 54
Asset quality (%)

Gross NPAs 1.7 4.3 2.0 1.9 2.0 2.0
Net NPAs 0.8 2.2 0.5 0.6 0.6 0.7
Provisions 53 50 75 70 69 64

Return ratios (%)

RoE 17.9 22.0 16.4 15.4 13.5 13.8
RoA 1.8 2.5 1.9 1.8 1.6 1.5
Per share (Rs)

EPS 22 37 36 21 24 28
BV 144 201 239 165 187 214
ABV 137 177 231 160 180 203
Valuation (x)

P/E 29.0 17.1 17.9 30.0 27.0 23.2
P/BV 4.5 3.2 2.7 3.9 3.4 3.0
P/ABV 4.7 3.6 2.8 4.0 3.6 3.2

Source: Dalal & Broacha Research, Company
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AU Small Finance Bank DALAL & BROACHA STOCK BROKING PVT

Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B
(CINU67120MH1997PTC111186) was established in 1997 and is an integrated financial services player
offering an extensive range of financial solutions and services to a wide spectrum of customers with
varied needs ranging from equities to mutual funds to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited (NSE). D&B along with its affiliates offers the most comprehensive avenues for investments
and is engaged in the securities businesses including stock broking (Institutional and retail), depository
participant, portfolio management and services rendered in connection with distribution of primary
market issues and financial products like mutual funds, fixed deposits. Details of associates are available
on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI
(Research Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended
by any stock exchange with whom it is registered in any time in the past. It has not been debarred from
doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration
been cancelled by SEBI at any point of time.

SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have
isfsued advice letters or levied minor penalty on D&B for certain operational deviations in routine course
of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all
of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will
be, directly or indirectly related to specific recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.

The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the
subject company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject
company at the end of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership | No
of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the | No
subject company.
Whether the research Analyst has served as officer, director or employee of the | No
subject company
Whether the Research Analyst has received any compensation from the subject | No
company in the past twelve months
Whether the Research Analyst has managed or co-managed public offering of | No
securities for the subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment | No
banking or merchant banking or brokerage services from the subject company
in the past twelve months

Whether the Research Analyst has received any compensation for products or | No
services other than investment banking or merchant banking or brokerage
services from the subject company in the past twelve months

Whether the Research Analyst has received any compensation or other benefits | No
from the subject company or third party in connection with the research report

26-Apr-23 | 6|



AU Small Finance Bank DALAL & BROACHA STOCK BROKING PVT

D&B and/or its affiliates may seek investment banking or other business from the company or companies
that are the subject of this material. Our salespeople, traders, and other professionals may provide oral
or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make
investment decisions that may be inconsistent with the recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest including but not limited to those stated herein.
Additionally, other important information regarding our relationships with the company or companies
that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject D&B or its group companies to any registration or
licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to
or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official
confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be
construed as official confirmation of any transaction. No part of this document may be distributed in
Canada or used by private customers in United Kingdom. All material presented in this report, unless
specifically indicated otherwise, is under copyright to D&B. None of the material, nor its content, nor any

copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without
the prior express written permission of D&B. All trademarks, service marks and logos used in this report
are trademarks or registered trademarks of D&B or its Group Companies. The information contained
herein is not intended for publication or distribution or circulation in any manner whatsoever and any
unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless
otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital
Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before
investing in Indian Securities Market. In so far as this report includes current or historic information, it is
believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.
Tel: 91-22- 2282 2992 | E-mail: equity.research@dalal-broacha.com
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