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About the Company

Utkarsh Small Finance Bank Ltd. (USFB) is a small finance bank which offers asset products
such as micro-banking loans, retail loans, wholesale lending, housing loans, commercial
vehicle/construction equipment loans, and gold loans. USFB also offers savings accounts,
current accounts, term/recurring deposit accounts, non-credit offerings comprising ATM-cum-
debit cards, bill payment systems, distribute third-party point-of-sales terminals, mutual funds
and insurance products. As of Mar'23, USFB operates across 26 states and Union Territories in
India with 830 banking outlets, 15,424 employees and 3.59mn customers. Moreover, it had 13
Business Correspondents (BC) and 321 Direct Selling Agents (DSA). USFB is coming up with an
IPO consisting fully of fresh issue of 200mn shares, aggregating to ~Rs5,000mn in the upper
price band.

Diversification

USFB has been diversifying its product portfolio to include non-micro banking loans reducing
dependence on the microfinancebusiness and growing its secured loan portfolio. It offers a
range of financial products and services that address the specific requirements of the customer
segments while assessing factors including income profile and the type of security available.
USFB aims to develop and offer a comprehensive suite of assets and liabilities products that
will enableit to attract new customers and deepen relationship with the existing customer base.
USFB intends to continue to grow the asset portfolio by offering new products that cater to all
customer segments.

Focus on Digitization

USFB leverages the use of fechnology to provide transactional ease through internet and
mobile banking andon-boarding convenience through digital on-boarding of customers with
the use of handheld devices. USFB plans to scale-up the liabilities franchise by focussing on
newer geographies including targeting the top 100 cities in terms ofoverall deposits, in addition
to tapping metropolitan and urban areas by promoting its savings accounts alongwith other
deposit products. It expects technology to be a key enabler for its operations and will look
toenhance the digital capabilities

Financials in Brief

On the financial front, USFB has reported a total income of Rs17.06bn, Rs20.33bnand Rs28.04bn
for FY21, FY22 and FY23 respectively. Net profit stood at Rs1.2bn, Rs0.6bn and Rs4.04bn for
the aforementioned period. While the top-line has remained healthy, reporting a CAGR of 26%
over FY21-23, there was muted growth in the FY22 in the bottom lines following the general
market trends after the COVID-19 pandemic. lts Net NPAs were at 1.33%, 2.31%, and 0.39% for
FY21, FY22 and FY23 respectively, while it's net interest margins were 8.20%, 8.75% and 9.57%
respectively for the same period.

Our View

USFB is in constant efforts to improve its business with deeper insights into customer trends,
and develop customized products for its customer segments. It infends to further the growth
through diversification of product offerings, customer segments and geography supported by
technology, process and data analytics. With improvement in NIMS's and NPA's in declining
trend over the last three years, growth in earnings remains strong. On FY23 financials, the IPO
is valued at 6.8x P/E and 1.1 times P/BV, we recommend SUBSCRIBE to this issue for the
long term.

IPO Details

Price Band (Rs) 23-25
Face Value (Rs) 10
Issue Open/Closing Date 12-Jul-23/14-Jul-23
Fresh Issues (mn) 200.0
OFS (mn) -
Total Issue (mn) 200.0
Minimum Bid Qty. (Nos) 600
Issue Size (Rs bn)* 5.00
QIB / HNI / Retail 75%/15%/10%
Implied Market Cap (Rs bn)* 27.4
*At higher band

Obiject of the Issue

> Augmenting its Tier - 1 capital base to meet its future
capital requirements.
> Meeting the expenses in relation to the Issue.

Key Risk

> Subject fo inspections by regulatory authorities,
including the RBI.

> Significant portion of advances in the microbanking
segment are towards customers located in Bihar
and UP.

» Dependent on key managerial personnel and senior
management.

> Deposits depend on a limited number of customers.

» Weakness or failures of internal control systems.

> Insurance coverage may be inadequate to cover

claims.

Shareholding (%) Pre-Issue Post-Issue
Promoters 84.8 69.3
Others 15.3 30.7
Key Financials

(Rs mn) FY21 FY22 FY23
Revenue 15,810 18,488 25,050
Net Profit 1,118 615 4,045
Net Profit Margin (%) 7.1 3.3 16.1
EPS (Rs) 1.0 0.6 3.7
P/E (x) 24.5 44.6 6.8
Net Worth 13,684 15,723 20,003
ROE (%) 8.2 3.9 20.2
Gross Debt 1,01,154  1,26,461 1,60,596
Net Block 1,812 2,865 3,033
Net Asset Turnover (x) 8.7 6.5 8.3

Source: RHP
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Industry Data
Exhibit 1: Credit to GDP Ratio (%) Exhibit 2: Bank Credit Accounts in Rural, Semi-Urban, Urban
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Exhibit 3: Region-Wise Share of Banking Credit & Total Deposits Exhibit 4: Credit Break-up in FY22
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Exhibit 5: CASA Deposits for SFBs Exhibit 6: AUM Growth Opportunities
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Exhibit 7: SFB Deposits Exhibit 8: GNPA Trend in SFB Industry (%)
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Exhibit 9: SFB Peer Deposits & Gross Loans FY23 (Rs bn) Exhibit 10: SFB Peer Profitability FY22 (%)
800 700 25%
700
20% . a ——
600 o
500 15%
400
10%
300
200 59% === —
100
0%
0 AUSFB  Equitas SFB Ujjivan SFB JanaSFB  ESAF SFB Utkarsh SFB Fincare SPB Suryoday
AUSFB  Equitas SFB Ujivan SFB JanaSFB  ESAFSFB  Utkarsh SFB Fincare S Suryoday SFB
SFB —eo~Yield on “=o=NIM (%) ==o—Cost of
mmmm Deposits FY23 (Rs.bn)  ==Gross Loan (Rs bn) Advances (%) Borrowing (%)
Source: RHP, CRISIL MI&A Source: RHP, CRISIL MI&A
Exhibit 11: SFB Peer Asset Quality FY23 (%) Exhibit 12: State-Wise Distribution of MFI Loans Mar’22 (%)
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Company Data
Exhibit 13: Gross Loans & Deposits Exhibit 14: Net Interest Trend
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Exhibit 15: RoA, RoE, Avg. Yield, CoF, CASA (%)
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Disclaimer:

Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable
financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and
commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services.
The list of associates of RSL is available on the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security
through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective securitylies) referred to herein. These information / opinions /
views are not meant fo serve as a professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely
on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before
executing any frades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by
RSL to be reliable. RSL or its directors, employees, dffiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such
information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, dffiliates or
representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved.
The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects
or returns. The value of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions,
micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks
including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect
the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action
has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/
or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to
inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions
in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short
position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might
have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer companylies) in last 12 months for the
brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said
issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying,
distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/
strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of
whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.

RSL CIN: U65990MH2005PLC154052. SEBI registration no. (Stock Broker: INZ000172433, Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, Research Analyst:
INHO00002384); AMFI ARN No.29889.
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