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Equitas Small Finance Bank Limited

Company Background

Equitas Small Finance Bank (“Equitas") was originally incorporated as 'V.A.P. Finance
Private Limited' on June 21, 1993. The Bank Promoter, Equitas Holdings Limited ("EHL")
was granted the RBI Final Approval on June 30, 2016, to establish an Small finance
bank(SFB). Subsequently, the NBFC was converted in to an SFB and they commenced
operations on September 5, 2016 as an SFB. The company provides microfinance loans
promoting financial inclusion, housing finance, vehicle finance, and MSE finance. As of
June 30, 2020, their distribution channels comprised 856 Banking Outlets and 322
ATMs across 17 states and union territories in India.

Issue Details

The offer comprises fresh issue of equity shares to raise Rs.280 Cr and Offer for sale
by Equitas Holdings Limited of equity shares aggregating up to 7.2Cr shares.(up to
Rs.237.60Cr)

Issue Objectives

1) To augment the bank's Tier-1 capital base to meet the future capital requirements.
2) To meet the RBI's listing requirement within three years from bank launch.

IPO share allotment pattern

Catedor Allocation Numberof Number of Issue Size at
Sl Shares at Rs.32 Shares at Rs.33  Rs.33 (Rs.Cr)

0IB 50% 71,625,000 70,545,454 232.80
Non-Institutional 15% 21,487,500 21,163,636 69.84
Retail 35% 50,137,500 49,381,818 162.96
EHL Shareholder* 15,837,500 15,454,545 51
Employee 312,500 303,030 0.97
Total 159,500,000 156,848,483 517.57
* Individuals and HUFs who are the public equity shareholders of Equitas Holdings Ltd as
on 1™ October, 2020,
Saource: Company RHP, ACMIIL Research

Outlook and Valuations

Equitas is the largest small finance bank in India in terms of banking outlets and the
2nd largest small finance bank considering assets under management and total
deposits in Fiscal 2019. Equitas is good investment avenue owing to its the deep pan-
India presence, brand recognition, better growth with healthy asset guality, robust
risk management system, equipped with basic retail banking infrastructure and
sizeable market to grow. At the upper price band of Rs.33, stock is valued at 1.34x
June2020 Book Value on diluted basis. We recommend to subscribe the issue from a
long-term praspective.

ACMIIL | Retail Research |Equitas Small Finance Bank Limited | IPO Note www.investmentz.com


http://www.investmentz.com/
mailto:karan.desai@acm.co.in
mailto:ipo@acm.co.in

Business Overview

Equitas is the largest SFB in India in terms of number of banking outlets, and the second largest SFB in India in terms of assets
under management and total deposits in Fiscal 2019, It has been able to successfully diversify loan portfolio and significantly reduce
its dependence on microfinance business as compared to other microfinance companies that have converted to SFBs.

Equitas offers a range of banking products and services to customers with a focus on serving the financially unserved and
underserved customer segments in India. Its strength lies in promoting financial inclusion within these segments, with the group
beginning operations in 2007 as an NBFC providing microfinance loans through EMFL, The company has been providing housing
finance since 2011 through EHFL, and also been providing vehicle finance and MSE finance through the Erstwhile NBFC that received
its asset finance license in 2012, primarily to economically disadvantaged households. While company's business model has
transitioned over the years, the provision of sustainable credit to unserved and underserved segments has remained its core focus.

As of June 30, 2020, their distribution channels comprised 856 Banking Outlets and 322 ATMs across 17 states and union territories in
India. They also distribute products through digital channels, and leverage technology to identify opportunities to better serve their
target customer segment. To this end, they have introduced facial recognition features for transaction authentication in their mobile
banking application.

They have over the years also invested in building a large and trained employee base, and as of March 31, 2019, Equitas had the 3rd
largest number of employees among SFBs in India. As its products comprise small ticket loans and retail deposits, its operations
require a large number of employees in the field to generate volumes for this business. As a result, they train their employees to
undertake assessment and appraisal of customer creditworthiness with limited documented income. As of March 31, 2019, Equitas
were 3rd among SFBs in India in terms of advances made per employee and 4th in terms of deposits collected per employee.

Investment Rationale

Customer centric organization with a deep understanding of the unserved and underserved customer segments:

Bank's strength lies in promoting financial inclusion within unserved and underserved customer segments. They have also been
providing vehicle finance and MSE finance through the Erstwhile NBFC that received its asset finance license in 2012, primarily to
economically disadvantaged households. Equitas has gained a deep understanding of the market over the years that enable them to
meet the financing requirements of potential customers. Equitas disbursed "priority sector loans” to 93,196 customers as of June 30,
2020. Further, as of June 30, 2020, advances to the unserved and underserved segments represented 89,12% of their Gross
Advances. Bank's engagement with its target customer segments and understanding of related socio-economic dynamics allows
them to establish effective credit and operational procedures, identify potential market demand, and leverage their existing
operating network to introduce new products, increase the customer base, and grow their product portfolio.

Strong retail liability portfolio with a strategic distribution netwark

The bank offers a variety of demand deposits and savings bank account options including deposits and other services through which
their customers can realize their savings goals. These deposits are primarily sourced from mass and mass-affluent customer
segments, which has enabled low cost of funding opportunities and has been a source of strength for Bank's liability portfolio. Their
retail deposit base has grown at a CAGR of 143.53% from Rs.642.63 crore as of March 31, 2018 to Rs.4,377.12 crore as of June 30, 2020,
The ratio of their retail deposits to total deposits for the 3 months ended June 30, 2020 was 46.40. Demand deposits, savings
account and term deposits represented 2.80%, 17.177%, and 80.03% of the total deposits, respectively, as of June 30, 2020.

As of June 30, 2020, ESFB had 856 Banking Outlets and 322 ATMs spread across 17 states and union territories in India. In the 3
months ended June 30, 2020, they recorded an average of 1,146 transactions per month per ATM, and an average of 78% of such
transactions were by customers of other banks. In Fiscal 2019, 2020 and the 3 months ended June 30, 2020, the average debit card
spend was Rs.271.89 crore, Rs.112.02 crore and Rs.51.39 crore, respectively.

Robust risk management framework

Equitas applies different credit assessment procedures based on the products they offer. They also have a risk management
framework to identify, measure, monitor and manage credit, market and operational risks including IT security risk. The framework is
agimed at protecting their Bank's financial strength and reputation, and ensures that their risk management operations are
independent of the business operations, through various policies, procedures and allocation of responsibilities. Their risk
management and credit evaluation processes, together with their ability to evaluate risk, have enabled them to contain their level of
NPAs, As of June 30, 2020, the Gross NPAs were Rs.416.67 crore, or 2.68% of the Gross Advances, and Net NPAs were Rs.213.37 crore,
ar 1.48% aof the net Advances.
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Among the largest SFBs in India with a well-diversified asset portfolio:

Equitas is the largest SFB in India in terms of number of banking outlets, as of March 31, 2019, and in Fiscal 2019 they recorded the 4th
lowest vields indicating their diversification away from microfinance. Their asset products include provision of small business loans
comprising Loan against properties, housing loans, agriculture loans, microfinance to Joint liability groups, used and new commercial
vehicle loans, gold loans, MSE loans, and corporate loans.

Details of Grass Advances by product

As of March 31

2018 2019 2020

Amt(In Cr) % to Total ~ Amt(In Cr) % to Taotal Amt(In Cr) % to Total
Small Business Loans 2N3 27% 3673 31% 4,995 33%
Housing Finance 270 3% 377 3% 604 4%
Agriculture Loans 287 4% 528 5% 680 4%
Micro Finance 2257 28% 3070 26% 3,676 24%
Vehicle Finance (New & 0ld) 2238 28% 2951 25% 3,760 24%
MSE Finance (Working Capital) 8 0% 181 2% 669 4%
Corporates 250 3% 456 4% 818 5%
Others* 514 6% 468 4% 224 1%
Total Gross Advances 7937 100% 11703 100% 15367 100%
* Others include loan-against-gold, unsecured business loans, overdrafts against fixed deposits and staff loans.
Source: Company RHP, ACMIIL Research

Within their credit portfolio, the small business loans (including housing loan) and vehicle finance product segments recorded significant
growth with a CAGR of 53.34% and 29.62%, respectively, from March 31, 2018 to March 31, 2020. Their used commercial vehicle loan
customers can avail top-up loans based on their repayment track record to finance repair work or purchase replacement parts. As a
result of their diverse asset product portfolio, Equitas advanced small business loans to 185,128 new customers, microfinance to
2,656,819 new customers, and vehicle finance loans to 132,427 new customers from Fiscal 2018 to Fiscal 2020.

Strong Track Record of Financial Performance:

As of March 31

Key Financial Indicator (Amt in Mn)

2019 FY18-20 CAGR%
Total Income 17,729 23948 29,278 29%
Net Interest Income 8605 1517 14953 32%
Net Interest Margin 9.02% 8.55% 9.11% --
Net Profit 318 2106 2436 177%
Cost to income ratio 79.97% 70.30% 66.38% -
Advances 58087 85783 9910 31%
GNPA 2.68% 2.53% 2.72% --
NNPA 1.46% 1.44% 1.66% --
Capital Adequacy Ratio 29.60% 22.45% 23.61% --
CASA 16378 22742 22082 16%
CASA ratio 29.23% 25.25% 20.47% --
ROE 1.57% 9.40% 8.92% --
ROA 0.30% 1.43% 1.38% --
Source: Company RHP, ACMIIL Research
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Peer Comparision (As on 31st March 2020)

Consolidated/

Name of the company Face Value (Rs) P/BV RoONW (%) NAV (Rs)
Standalone

Equitas Small Finance Bank Limited Standalone 10 1.27 8.92% 25,92
AU Small Finance Bank Ltd Standalone 10 511 15.45% 143.6
Ujjivan Small Finance Bank Ltd Standalone 10 190 N.71% 17.29
DCB Bank Limited Standalone 10 0.81 10.84% 100.44
City Union Bank Limited Standalone 1 2.09 9.36% 69.03
Bandhan Bank Limited Standalone 10 3.36 20.64% 90.98
Shriram City Union Finance Limited Consolidated 10 0.82 13.92% 1,112.81
Shriram Transport Finance Limited Consolidated 10 0.82 13.87% 798.42
Cholamandalam Investment & Finance Ltd Consolidated p) 2,61 12.85% 100.05
Mahindra & Mahindra Financial Services Ltd Consolidated p) 0.67 8.89% 196.51
Sundaram Finance Ltd Cansolidated 10 2.23 12.70% 604.24
CreditAccess Grameen Limited Cansolidated 10 4.01 12.43% 186.43
Spandana Sphoarty Financial Limited Consolidated 10 143 13.38% 408.29

All the financial information for listed industry peers mentioned above is sourced from the audited financial statements of the relevant companies for Fiscal

2020.P/B figures for the peers is computed based on closing market price as on October 6, 2020 as available at NSE website,

Source: Company RHP, ACMIIL Research

Risk and Concern

1) The continuing impacts of COVID-19 are highly unpredictable and could be significant, and may have an adverse effect on their
business, operations and future financial performance.

2) Equitas is subject to stringent regulatory requirements and prudential norms and their inability to comply with such laws, regulation
and norms may have an adverse effect on our business, results of operations, financial condition and cash flows.

Business Impact - COVID 19

The Bank has experienced and may continue to experience a significant decline in collections as a significant proportion of its
collections is cash-based and involve physical presence of their employees,

There has been and there may continue to be a decline in disbursements due to reduced economic activity. As a result, relate
revenue from processing fees and documentation charges, have and may continue to decline.

There may be a significant increase in the NPA levels due to possible deterioration in the credit quality of its customers.

Reduction in policy rates may be passed on to customers; however, there may not be a corresponding reduction in borrowing cost
in-line with the reduction in policy rates.

The RBI issued guidelines as part of a COVID-19 Regulatory Package dated March 27, 2020, April 17, 2020 and May 23, 2020. In terms ¢
these guidelines, the bank has granted a moratorium of up to 6 months on the payment of all instalments and/ or interest, a
applicable, falling due between March 1, 2020 and August 31, 2020 to all eligible borrowers, in accordance with the schemes approved t
the Board.
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Financials

Income statement

Particulars (Rs In Mn) FY 18 FY 19 FY 20 QIFY21
Income
Interest Earned 15,317 21198 26,454 7,213
Other Income 2,412 2,829 2,824 297
Total Income 17,729 23,948 29,278 7,910
Expenditure
Interest Expended 6,71 9,602 11,501 3,170
Operating Expenses 8,81 10,085 1,801 2,919
Provisions and Contingencies 1,888 2,156 3,539 843
Total Expenditure 17,41 21843 26,842 6,933
Net Profit/ (Loss) far the period/year 318 2,106 2,436 577
Source: Company RHP, ACMIIL Research

Balance sheet
Particulars (Rs In Mn) FY 18 FY 19 FY 20 Q1FY21
Capital and Liabilities
Capital 10,059 10,059 10,534 10,534
Reserves and Surplus 10378 12484 16907 17484
Deposits 56,040 90,067 1,07,884 117,871
Borrowings 91,772 39,730 51,349 55,255
Other Liabilities and Provisions 4,762 5,286 6,471 7,777
Total Capital and Liabilities 1,33,012 157,627 193,145 2,08,821
Assets
Cash and Balances with RBI 3,861 4,027 3,809 4,290
Balances with Banks 8,251 8,579 21,560 14,965
Investments 38,568 23,445 23,425 34,786
Advances 77,060 115,936 1,37,472 1,43,886
Fixed Assets 2,809 2,373 2,128 1,977
Other Assets 2,462 3,267 4,752 9,017
Total Assets 1,33,012 1,57,627 1,93,145 2,08,921

Source: Company RHP, ACMIIL Research
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ACMIIL Retail Research Products

Informational Products Recommendation Products

Morning Notes Momentum Calls
Equi-Tea Positional Calls
Market Watch Smart Delivery Calls
Investor First Magazine Investment Ideas
IPO/NCD/ETF/OFS/BOND Master Trades High Risk
Market Pulse Master Trades Medium Risk
RBI Monetary Policy Techno-Funda
Union Budget Report Top Mutual Fund Schemes
Weekly Derivative Synopsis Portfolio Review
Rollover Snapshot Stock Basket
Rollover Analysis

For Mare Information on Retail Research Products please visit

http://www.investmentz.com/research-report/

Asit C. Mehta

INVESTMENT INTERRMEDIATES LTD.

Information pertaining to Asit C. Mehta Investment Interrmediates Limited (ACMIIL):

Retail Research Desk: ACMIIL is a SEBI registered Stock Broker, Merchant Banker, Portfolio Manager and Depositary Participant.
It is also a AMFI registered Mutual Fund Distributor. It does not have any disciplinary history. Its associate/

Email: retailresearch@acm.co.in group companies are Asit C. Mehta Commodity Services Limited, Asit C. Mehta Realty Services Pvt. Ltd, Asit
C. Mehta Forex Pvt, Ltd, Nucleus IT Enabled Services , Asit C. Mehta Financial Services Limited (all providing

Research Analyst Registration Number: services other than stock broking,merchant banking and portfolio management services.).

INHO00002483

. Disclosures

CIN: USSQQUMH1993PF9075388 ACMIIL/its associates and its Research analysts have no financial interest in the companies covered on

An IS0 9001:2015 Certified the report. ACMIIL/its associates and Research analysts did not have actual/beneficial ownership of one

Cnmpuny per cent or more in the companies being covered at the end of month immediately preceding the date

of publication of the research report. ACMIIL/its associates or Research analysts have no material conflict
of interest, have not received any compensation/benefits for any reason (including investment banking/
merchant banking or brokerage services) from either the companies concerned/third parties with respect
to the companies covered in the past 12 months. ACMIIL/its associates and research analysts have neither
managed or co-managed any public offering of securities of the companies covered nor engaged in market
making activity for the companies being covered. Further, the companies covered neither are/nor were a
client during the 12 months preceding the date of the research report. Further, the Research analyst/s cov-
ering the companies covered herein have not served as an officer/director or employee of the companies
being covered

Disclaimer:

This report is based on information that we consider reliable, but we do not represent that it is accurate
or complete and it should not be relied upon such. ACMIIL or any of its affiliates or employees shall not be
in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in the report. To enhance transparency we have incorporated a Disclosure of
Interest Statement in this document. This should however not be treated as endorsement of the views
expressed in the report.

You are also requested to refer to the disclaimer (which is deemed to be part and parcel and is applicable
to this research report as well) : http://www.investmentz.com/disclaimer

Follow us on:
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