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Substantial earnings beat on strong asset quality    
USFB delivered a substantial 59% PAT beat driven by much lower-than-estimated 
credit cost (rather negligible), which was underpinned by continuance of strong 
collection trends on Std. non-OTR pool and encouraging collections even from OTR 
and NPL portfolios. Consequently, PAR 0 declined to 7.9% as of June vs 9.6% as on 
March and GNPA/NNPA declined to 5.9%/0.1% from 7.1%/0.6%. Write-offs in Q1 
FY23 were moderate at Rs790mn (<0.5% of gross adv.) versus Rs2.7bn in Q4 FY22. 
NII and PPOP were in-line with our estimates and represented 56% and 68% growth 
on yoy basis. Annualized RoA and RoE was at 3.4% and 28% respectively 

OTR resilience surprised; stress pool looks adequately covered  
GNPL addition in Q1 FY23 was markedly lower at Rs1.5-1.6bn and upgradations & 
recoveries remained strong at Rs2.1-2.2bn. In Micro Banking, behavior of the OTR book 
was not very different from the Std. book. Collections on OTR portfolio was ~80%, as 
customers’ income stabilized further. SMA pool was miniscule within OTR as of June 
(being billed since Dec), reflecting little incremental flow risk. Quality of loan 
originations in MSE Finance and Affordable Housing has improved over the past 18-24 
months with GNPL of <1% on disbursements. Besides GNPLs being nearly fully 
provided for, the bank has a significant 59% cover on OTR book which looks adequate 
given its dpd construct and collection trends. On the non-OTR Std. portfolio, the bank 
is holding 80-85 bps provisions which is matching current collection experience.  

Guidance on Key Performance Indicators for FY23 
Bank expects a) 30% growth in Gross Advances and faster growth in deposits, b) credit 
cost of below 1% with further decline in PAR 0 and GNPLs, c) NIM improvement even 
without lending rate hikes, d) cost/Income ratio of 60-62% and e) RoA of 2.3%+. In 
Micro Banking, the focus is back on new customer acquisition (incl. in rural areas). 
Growth in Affordable Housing is being driven by more formal customers and semi-
urban geographies. Focus for deposits growth would be on granular retail deposits (the 
bank has raised retail TD rates post the policy rate hikes).  

Favourable growth and credit cost cycle; upgrade to BUY 
Our earnings estimates undergo significant upgrades mainly from lowering of credit 
cost assumption. It seems cyclically a right time to upgrade USFB to a BUY (from ADD), 
considering robust collection trends, a significantly shrunk PAR 1-90 bucket in Micro 
Banking, substantial provisions on stress pool (OTR + GNPL), encouraging repayment 
pattern of the stress pool and recoveries showing-up even from written-off portfolio. 
A capital raise to meet SEBI’s MPS criteria is impending. In a normal scenario, we see 
the bank delivering PPOP/Credit Cost/RoA of 4-4.5%/1-1.5%/2-2.25%. The stock 
currently trades at 0.9x FY24 P/ABV for estimated RoE delivery of 16-17%.   

Exhibit 1: Result table 

(Rs mn) Q1 FY23 Q4 FY22 % qoq Q1 FY22 % yoy 

Total Operating Income  9,054   8,182   10.6   6,417   41.1  

Interest expended  (3,057)  (2,743)  11.4   (2,573)  18.8  

Net Interest Income  5,997   5,440   10.2   3,844   56.0  

Other Income  951   1,026   (7.3)  730   30.2  

Total Income  6,948   6,465   7.5   4,574   51.9  

Operating expenses  (4,237)  (4,293)  (1.3)  (2,965)  42.9  

PPOP  2,711   2,172   24.8   1,610   68.4  

Provisions  (4)  (438)  (99.1)  (4,732)  (99.9) 

PAT  2,029   1,265   60.4   (2,334)  (186.9) 

Source: Company, YES Sec 

Reco : BUY 

CMP : Rs 19 

Target Price : Rs 26 

Potential Return : 38.3% 

 

Stock data (as on July 26, 2022) 
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52 Week h/l (Rs) 30 / 14 

Market cap (Rs/USD mn) 33011 / 414 

Outstanding Shares (mn)  1,728  

6m Avg t/o (Rs mn):  27  

Div yield (%): - 
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Stock performance  

 1M 3M 1Y 

Absolute return  35.5% 10.7% -34.4% 
 
Shareholding pattern 

Promoter 83.3% 
FII+DII 0.8% 
Others 15.9% 

 
∆ in stance 
(1-Yr) New Old 
Rating BUY ADD 
Target Price 26 22 

 

∆ in earnings estimates 

 FY22 FY23e FY24e 
EPS (New) - 2.7 3.2 
EPS (Old) - 2.1 2.6 
% Change  - 28.3% 24.5% 

 
Financial Summary 
(Rs mn) FY22 FY23E FY24E 
Op. income 20,869  27,257  33,556  
PPOP 5,905  9,599  12,544  
Net profit (4,146) 5,461  6,564  
Growth (%) - - 20.2  
EPS (Rs) (2.4) 2.7  3.2  
ABVPS (Rs) 14.8  17.9  21.1  
P/E (x) (8.1) 7.1  5.9  
P/ABV (x) 1.3  1.1  0.9  
ROE (%) (14.9) 17.6  16.6  
ROA (%) (1.9) 2.1  2.0  
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KEY CON-CALL HIGHLIGHTS 
 

Guidance on Key Performance Indicators for FY23 

 Bank is looking for 30% growth in Gross Advances and faster growth in deposits.  

 Credit cost of below 1% with further decline in PAR 0 and GNPLs. 

 NIM is expected to improve even if lending rate hikes are not taken with improvement in 
NPLs.  

 Cost/Income ratio to be around current level of 60-61% - milestone of 50% to be achieved 
thereafter in short-to-medium term. 

 RoA to be 2.3%+ 

Loan & Deposits Growth  

 MFI Borrower Mix: 35% unique and rest 65% would have either 1 more or 2 more lenders 
(unlikely more). 

 The bank has been capturing HH income and liability details for many years and thus not 
many system adjustments were required.  

 Loan rejection rates in MFI during Q1 FY23 were like Q4 FY22, reflecting no material impact 
of 50% FOIR criteria – also *no significant change in incremental loan ATS* (which was more 
influenced by % of repeat loans) – ATS for repeat loans around Rs65K (range 35K to 1 lac 
based on cycle migration). 

 ATS increased significantly over recent quarters due to focus on repeat loans and policy 
change (raised ticket size for later cycle loans) – now focus in back on new customer 
acquisition (incl. in rural areas).  

 Growth in Affordable Housing Portfolio driven by more formal customers and semi-urban 
geographies. 

 Focus for deposits growth to fund the expected asset growth would be on granular retail 
deposits (not much reliance on bulk) – the bank has raised retail TD rates post the policy rate 
hikes. 

Asset Quality  

 GNPL movement in the quarter was Rs1.5-1.6bn slippages, Rs2.1-2.2bn upgradations & 
recoveries and Rs0.7-0.8bn write-off. 

 Overall collection efficiency at 99-100% in the recent months is on the monthly demand 
from all customers (current + delinquent + OTR + NPLs). 

 SMA 0,1,2 is miniscule in the OTR portfolio as of June (billed since Dec 2021) – thus no 
incremental NPL flow risk, as standard OTR customers are regularly paying.   

 One of the key reasons behind overall collection efficiency being strong in Micro Banking is 
*not very different behavior of the OTR pool vis-à-vis the Std. book* – OTR collection rate 
around 80% with as customers’ income has come back to normalcy.   

 About 30% of NPL customers are paying every month but are not able to improve buckets 
– implies that incremental write-off would be lesser. 

 Quality of loan origination on both MSE and Affordable Housing has been much better is 
the past 18-24 months with GNPL of <0.5% on these disbursements. 

 In MSE finance, the focus has shifted to semiformal and formal customer segments and the 
share of such customers in disbursements is at 45-50% (book share has risen to 22% from 
8% a couple of years back). 

 In Affordable Housing, incremental focus has been on Salaried customers and their share in 
disbursement stands around 55% (book share has risen to 47% from 38% a couple of years 
back). 
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 The non-delinquent portfolio in MSE finance and Affordable Housing has a collection 
efficiency of 95%+ - further, there has been a sequential decline in MSE NPLs on account of 
significant upgrades.  

 Total provisions at Rs12.9bn, of which Rs9.1bn on GNPL, Rs2.5bn Floating Provisions 
(Rs2.3bn considered for PCR) and Rs1.3bn on the Std. assets - OTR NPLs have been fully 
provided for. 

 ~Rs15bn slippages in Micro Banking portfolio due to Covid – of this, around Rs7bn was 
collected/recovered and ~Rs8bn was written off – recovery from the written-off pool has 
been around Rs650mn thus far and further recoveries are likely in coming quarters. 

Merger Update 

 Equity capital raise to meet SEBI’s MPS requirement would be done by December. 

 Post the capital raise, the bank would seek various regulatory approvals – expecting similar 
timelines for approvals as Equitas SFB. 

 No observation from RBI with respect to PSL Agri classification of Micro Banking loans (as 
the categorization was followed in spirit) – requirement of additional documents (land 
records being one) came from Sept 2020 but only for loans >Rs2 lacs. 
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Exhibit 2: Business Data 

(Rs mn) Q1 FY23 Q4 FY22 % qoq Q1 FY22 % yoy 

Gross loan book  194,100   181,600   6.9   140,370   38.3  

  Micro - Group  111,580   102,710   8.6   78,610   41.9  

  Micro - Individual   20,420   18,980   7.6   15,530   31.5  

  Agri. & Allied  1,640   1,750   (6.3)  1,990   (17.6) 

  MSE  17,670   17,100   3.3   12,720   38.9  

  Affordable Housing  29,050   27,340   6.3   20,960   38.6  

  Others  13,740   13,720   0.1   10,560   30.1  

Disbursements  43,270   48,690   (11.1)  13,130   230  

  Micro - Group  29,710   35,090   (15.3)  6,600   350.2  

  Micro - Individual   5,270   4,380   20.3   1,380   281.9  

 Agri. & Allied  170   320   (46.9)  130   30.8  

  MSE  2,540   3,120   (18.6)  1,060   139.6  

  Affordable Housing  2,880   3,040   (5.3)  1,120   157.1  

  Others  2,700   2,740   (1.5)  2,840   (4.9) 

Deposits  184,490   182,920   0.9   136,730   34.9  

  CASA  51,550   49,930   3.2   27,730   85.9  

  Retail TD  58,880   51,870   13.5   41,340   42.4  

  Institutional TD  70,610   73,570   (4.0)  63,790   10.7  

  CD  3,440   7,560   (54.5)  3,860   -10.9  

Source: Company, YES Sec 
 

Exhibit 3: Key Ratios 

(%) Q1 FY23 Q4 FY22 chg qoq Q1 FY22 chg yoy 

NIM  9.6   10.1   (0.5)  8.0   1.6  

Avg. Cost of Funds*  5.9   6.1   (0.2)  6.5   (0.6) 

CASA + Retail TD  60   56   4.2   51   9.3  

Cost to Income  61.0   66.0   (5.0)  64.6   (3.6) 

Gross NPA  6.5   7.3   (0.8)  9.8   (3.3) 

PCR  98.0   92.0   6.0   75.0   23.0  

Net NPA  0.1   0.6   (0.5)  2.7   (2.6) 

RoA  3.4   2.3   1.2   (4.7)  8.1  

Tier-1 CAR  18.7   17.7   1.0   24.5   (5.8) 

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  

  
Source: Company, YES Sec Source: Company, YES Sec 
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FINANCIALS  
Exhibit 6: Balance Sheet 

Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E 

Total cash & equivalents 13,433  25,775  21,681  23,915  28,090  

Investments 23,961  25,165  41,529  56,065  72,884  

Advances 140,436  144,940  163,032  203,790  254,737  

Total interest-earning assets 177,831  195,879  226,242  283,770  355,711  

Fixed assets 3,005  2,807  2,494  2,743  3,018  

Other assets 3,277  5,118  7,309  8,770  10,525  

Total assets 184,112  203,804  236,045  295,283  369,254  

      

Net worth 29,877  29,964  25,818  36,279  42,842  

Deposits 107,805  131,357  182,922  228,653  290,389  

Borrowings 39,533  32,473  17,636  19,399  23,279  

Total interest-bearing liabilities 147,338  163,831  200,558  248,052  313,668  

Non-interest-bearing liabilities 6,898  9,786  9,461  10,953  12,743  

Total liabilities 154,235  173,617  210,018  259,005  326,411  

Equity & Total liabilities 184,112  203,804  236,045  295,283  369,254  

Source: Company, YES Sec 

 

Exhibit 7: Income statement 

Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E 

Interest Income 27,036  28,061  28,128  36,763  46,209  

Interest expense (10,700) (10,775) (10,392) (13,579) (17,845) 

Net interest income 16,336  17,286  17,736  23,184  28,364  

Non-interest income 3,222  3,023  3,133  4,073  5,192  

Total op income 19,558  20,309  20,869  27,257  33,556  

Total op expenses (13,186) (12,301) (14,964) (17,657) (21,012) 

PPoP 6,372  8,008  5,905  9,599  12,544  

Provisions  (1,710) (7,906) (11,408) (2,350) (3,831) 

Profit before tax 4,662  102  (5,504) 7,250  8,713  

Taxes (1,163) (19) 1,358  (1,788) (2,150) 

Net profit 3,499  83  (4,146) 5,461  6,564  

Source: Company, YES Sec  
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Exhibit 8: Growth and Ratio matrix 

Y/e 31 Mar FY20 FY21 FY22 FY23E FY24E 

Growth matrix (%)      

Net interest income 47.6  5.8  2.6  30.7  22.3  

Total op income 49.0  3.8  2.8  30.6  23.1  

Op profit (pre-provision) 106.2  25.7  (26.3) 62.6  30.7  

Net profit 75.6  (97.6) (5,094.9) (231.7) 20.2  

Advances 33.1  3.2  12.5  25.0  25.0  

Deposits 46.1  21.8  39.3  25.0  27.0  

Total assets 34.0  10.7  15.8  25.1  25.1  
      

Profitability Ratios (%)      

NIM  13.0  11.8  10.7  11.3  11.1  

Non-interest income /Total income 16.5  14.9  15.0  14.9  15.5  

Return on Equity 15.2  0.3  (14.9) 17.6  16.6  

Return on Assets 2.2  0.0  (1.9) 2.1  2.0  
      

Per share ratios (Rs)      

EPS 2.0  0.0  (2.4) 2.7  3.2  

Adj. BVPS 17.1  17.1  14.8  17.9  21.1  
      

Other key ratios (%)      

Cost/Income 67.4  60.6  71.7  64.8  62.6  

Tier-I Capital  27.7  26.2  24.8  27.9  26.4  

Gross NPLs/Loans 1.0  7.1  7.3  4.0  2.0  

Net NPLs/Net loans 0.3  2.9  0.7  0.5  0.5  

Tax rate  24.9  18.6  24.7  24.7  24.7  

Source: Company, YES Sec  
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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.D 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 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 (YSL) 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 
YSIL analyst’s truthful views about the subject securities and or issuers 
discussed herein. YSIL 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. 

DISCLOSURE OF INTEREST 

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. 

Sr. 
No. 

Particulars Yes/No 

1 Research Analyst or his/her relative’s or YSL’s financial 
interest in the subject company(ies) 

No 

2 

Research Analyst or his/her relative or YSL’s 
actual/beneficial ownership of 1% or more securities of 
the subject company(ies) at the end of the month 
immediately preceding the date of publication of the 
Research Report 

No 

3 
Research Analyst or his/her relative or YSL has any other 
material conflict of interest at the time of publication of 
the Research Report 

No 

4 
Research Analyst has served as an officer, director or 
employee of the subject company(ies) 

No 

5 
YSL has received any compensation from the subject 
company in the past twelve months 

No 

6 
YSL has received any compensation for investment 
banking or merchant banking or brokerage services from 
the subject company in the past twelve months 

No 

7 

YSL has received any compensation for products or 
services other than investment banking or merchant 
banking or brokerage services from the subject company in 
the past twelve months 

No 

8 
YSL has received any compensation or other benefits from 
the subject company or third party in connection with the 
research report 

No 

9 
YSL has managed or co-managed public offering of 
securities for the subject company in the past twelve 
months 

No 

10 
Research Analyst or YSL has been engaged in market 
making activity for the subject company(ies) No 

Since YSL and its associates are engaged in various businesses in the financial 
services industry, they may have financial interest or may have received 
compensation for investment banking or merchant banking or brokerage 
services or for any other product or services of whatsoever nature from the 
subject company(ies) in the past twelve months or associates of YSL may have 
managed or co-managed public offering of securities in the past twelve 
months of the subject company(ies) whose securities are discussed herein. 

Associates of YSL may have actual/beneficial ownership of 1% or more and/or 
other material conflict of interest in the securities discussed herein. 
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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 
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a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a 
SEBI registered Category I Merchant Banker, Investment Adviser and a Research Analyst. YSL 
offers, inter alia, trading/investment in equity and other financial products along with various 
value added services. We hereby declare that there are no disciplinary actions taken against YSL 
by SEBI/Stock Exchanges. 
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