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11 May 2018

Reuters: UJVF.BO; Bloomberg: UJJIVAN IN

Farm Loan Waiver a Non-Issue

Ujjivan Financial Services (UFSL) reported its 4QFY18 results with the key strategic pointers
being: (1) Management has clarified that any potential farm loan waiver will have minimal impact
on business (2) There will be greater focus on retail deposits going forward (3) Branch conversion
will be accelerated in FY19 leading to opex spike but will augment business opportunity (please
see initiating coverage report here, see conference-call highlights below). Per se, on the results
front, UFSL posted NIl growth of 66% YoY to Rs2,109mn, PPOP growth of 217% YoY to Rs1,326mn
and PAT growth of 236% YoY to Rs649mn. We have marginally modified our estimates for
FY19/FY20 and retained Buy rating on UFSL, revising our target price to Rs467 (from Rs437
earlier), valuing the stock at 2.4x FY20E P/BV.

Liability profile continues to transform rapidly with increasing focus on retail deposits going
forward: Having acquired a scheduled bank licence, UFSL has been garnering institutional deposits
quickly and deposits now form 49% of total borrowings compared with 3% contribution a year ago.
Legacy NBFC-style borrowings viz. term loans and NCDs have seen their share plummet to 17% and 8%
from 63% and 12%, respectively. Refinance, which does not require CRR/SLR cover, has risen
favourably to garner 26% share compared with 15% a year ago. Consequently, average cost of funds
(deposits and borrowings) stands at 9% in FY18 compared with 10.4% in FY17. While the share of
wholesale deposits is 88% of total deposits and CASA ratio is low at 3.7%, deposit traction is a significant
favourable departure from the erstwhile NBFC-style higher cost funding. The management stated that
USFL will increase focus on retail deposits going forward.

Branch conversion will be accelerated in FY19 leading to opex spike but will augment business
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opportunity: 187 out of 464 legacy branches stand converted as of FY18. Both achieved and expected ~ Key Data

pace of branch conversion keeps improving continually compared with earlier indications and augurs well  Cyrrent Shares 0/S (mn) 120.9
from asset capacity addition perspective. Cost-to-income ratio improved significantly (~1966bps YoY) to

56.9% compared with 76.6% in 4QFY17 and 69.05% in 3QFY18 due to most of the branch openings Mkt Cap (Rsbn/US$mn) 48.8/725.5
being low cost URCs. Branch conversion will be accelerated and completed in FY19 leading to opex 52 Wk H/L (Rs) 428/285
spike but this would augment business capacity. Importantly, converted branches will be equipped to ,

deliver all asset and liability products and will help register strong traction in new MSE, and housing loan Daily Vol. (3M NSE Avg.) 1,218,119
businesses, which grew 37% and 42% QoQ respectively. MSE and housing now account for 3% and 4%

of gross loans, respectively. Price Performance (%)

Any potential farm loan waiver will have minimal impact on business: Management has clarified that

farm loan waiver will have minimal impact on business as USFL is minimally rural focused, especially in ™ 6M 1Yr
Karnataka. ‘New book' created after 1 January 2017 continues to see pristine asset quality with a  yjjivan Financial Services 7.1 56 164
collection efficiency of 99.6%, indicating stress is contained within the legacy book. GNPA ratio eased

60bps QoQ to 3.6%. USFL maintains a provision cover of 81.5%. PAR declined by Rs3460mn during  Mifty Index 30 38 138
FY18, with PAR>0 at 4% and PAR>90 at 3.6% as of FY18-end. Source: Bloomberg

Valuation and outlook: We have revised our NIl estimates by 0.8%/0.1% for FY19/FY20, our PPOP

estimates by -16.8%/-1.1% and our PAT estimates by -9.4%/3.1%, respectively. We have retained Buy

rating on USFL, valuing the stock at 2.4x FY20E P/BV and revising our target price to Rs467 (from Rs437

earlier).

Y/E March (Rsmn) 4QFY18 4QFY17 3QFY18 YoY (%) QoQ (%)
Interest income 3,642 2,891 3,372 26.0 8.0
Interest expenses 1,533 1,617 1,414 (5.2) 8.5
Net interest income 2,109 1,274 1,958 65.5 7.7
NIM (%) 0.0 8.6 11.1 -861 bps 1,108 bps
Fee & other income 968 510 469 89.8 106.2
Operating income 3,077 1,784 2,428 72.5 26.7
Staff costs 958 765 932 25.2 2.8
Other operating exp. 793 601 742 31.9 6.9
Total operating expenses 1,751 1,366 1,674 28.2 4.6
Cos- to-income (%) 56.9 76.6 69.0 -1,966 bps 1,205 bps
Cost-to-AUM (%) 9.6 8.4 9.7 113 bps -17 bps
Operating profit 1,326 418 754 217.2 75.9
Provisions 347 72 287 381.9 20.9
Credit cost (%) 1.9 05 1.7 144 bps 19 bps
PBT 979 346 467 182.9 109.8
Tax 330 153 173 115.7 90.3
-Effective tax rate 337 442 372 -1,051 bps 344 bps
PAT 649 193 293 236.2 121.3
EPS (Rs) 54 1.6 24 232.0 120.7
BV (Rs) 145.7 147.0 1404 -0.9 3.7
AUM 75,600 63,795 70,953 18.5 6.5
Deposits 37,968 1,064 23,354 3,468.4 62.6

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.


https://www.nirmalbang.com/Upload/Banking%20&%20Financials%20-%20Retail%20Therapy%20-%2026%20March%202018.pdf
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Key conference-call highlights

e USFL continues to make investments in new technology infrastructure by introducing hand held devices
and biometrics in ATMs, etc.

e USFL plans to increase banking outlet count to 475 by the end of FY19.

o The management expects greater traction on CASA and retail deposits in FY19.
e USFL has repaid Rs43530mn of legacy borrowings in FY18.

o 73% of retail deposits were from new customers.

e The management expects 18-20% growth in microfinance loans in FY19.

o The management does not expect any material impact from farm loan waivers since they are non-rural
focused and loans with agri-end use have low proportion.

e USFL is targeting a 25% share of retail deposits in total deposits.

o Due to accelerated branch openings, the management expects a cost to income ratio of ~70% for FY19.
o Write offs for the year stood at Rs1770mn.

e The management guided for 30-50bps credit costs for FY19.

¢ Incremental cost of deposits stood at 7.5%.

¢ Yield on the housing loan book stood at 14% and yield on the MSE book was in the 18-20% range.

o The management stated that the off balance sheet book is negligible and that USFL will not be
undertaking any securitization transactions.

e The management expects a 30-35% CAGR on the overall portfolio.
e The management guided for flattish NIM expectations for FY19.
o  USFL will not require additional capital till FY20, and will look to raise additional capital post FY20.

e There were 127 branches with PAR>5%, and USFL will resume business in the branches with good
business traction.

o USFL'’s average loan cycle is ~18 months.

e The management expects ~10% growth in JLG ticket sizes.
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Exhibit 1: Financial summary

YIE March (Rsmn) FY16 FY17 FY18 FY19E FY20E
Net Interest Income 5,075 6,831 7,095 9,549 11,844
Pre-Provision Profit 2,973 3,969 3,226 4,030 6,828
PAT 1,772 2,077 73 2,305 3,685
EPS (Rs) 17.5 17.4 0.6 19.1 30.5
BV (Rs) 1184 147.0 145.7 167.7 197.2
PIE (x) 231 232 663.8 21.2 13.2
P/BV (x) 34 2.7 2.8 24 2.0
Gross NPA (%) 0.2 0.3 3.6 2.2 1.5
Net NPA (%) 0.0 0.0 0.7 0.4 0.3
RoA (%) 3.7 2.9 0.1 1.9 2.4
RoE (%) 18.3 14.1 0.4 12.2 16.7

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimates

(Rsmn) 4QFY18 4QFY17 3QFY18 YoY (%) QoQ (%) A4QFY18E  Devi. (%)
Net interest income 2,109 1,274 1,958 66% 8% 2,663 -21%
Pre-provision profit 1,326 418 754 217% 76% 1,349 2%
PAT 649 193 293 236% 121% 657 -1%

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Change in our estimates

Revised estimate Earlier estimate % revision

FY19E FY20E FY19E FY20E FY19E FY20E
Net interest income (Rsmn) 9,549 11,844 9,474 11,831 0.8 0.1
NIM (%) 9.9 9.7 9.9 9.6 -1 bps 16 bps
Operating profit (Rsmn) 4,030 6,828 4,845 6,907 (16.8) (1.1)
Profit after tax (Rsmn) 2,305 3,685 2,543 3,575 (9.4) 3.1
EPS (Rs) 19.1 30.5 213 29.9 (10.5) 1.8
ABV (Rs) 164.6 194.5 163.8 193.2 0.5 0.7

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: One-year forward P/ABV
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Financials
Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY16 FY17 FY18 FY19E  FY20E  Y/E March (Rsmn) FY16  FY17  FY18 FY19E FY20E
Interest income 9310 12258 13145 16529 20834  Growth (%)
Interest expense 4235 5427 6,049 6,979 8,990 Net interest income 346 39 34.6 240 346
Net interest income 5075 6831 7,005 9540 11,844  OPeraingprofi 385 (187) 249 694 335
L Profit after tax 172 (96.5) 3,036.8 59.9 172
Loan origination fees 708 776 2,673 1,686 2,149 .
' Business (%)
Other income 258 943 - 1,661 2,454 Deposit growth . 34684 247 537 )
Net revenues 6,041 8,550 9,768 12,896 16,448 CASA 30 3.0 40 70 30
Operating expenses 3,068 4,581 6,542 8,867 9620 Advance growth 15.9 28.8 124 299 15.9
-Employee expenses 1,967 2,716 3,666 5,127 4,758  AUM growth 184 185 249 29.9 184
-Other expenses 1,102 1,865 2,877 3,740 4,861  Spread (%)
Operating profit 2973 3969 3226 4,030 6828 YieldonAUM 208 189 183 179 208
Provisions 253 751 3107 483 1158 Yield on BS loans 224 19.6 194 19.9 224
PBT 2720 3218 19 3546 5670 Cost of funds 10.8 8.6 7.9 7.6 10.8
Core spread 1.7 11.0 1.5 12.2 1.7
Tax 948 1,141 46 1,241 1,084
NIM 125 8.8 9.9 9.7 125
PAT 1,772 2,077 73 2,305 3,685 Operational efficiency (%)
Source: Company, Nirmal Bang Institutional Equities Research Cost-to-income 536 67.0 68.8 585 536
Cost-to-AUM 7.8 9.4 104 8.9 7.8
- Productivity (Rsmn)
Exhibit 7: Balance sheet AUM per branch 1396 1629 2035 2643 1396
YIE March (Rsmn) FY16 FY17 FY18  FY19E  FY20E  AUM per employee 6.3 6.7 7.0 10.3 6.3
Share capital 1,012 1,194 1,209 1,209 1,209 Employee per branch 222 242 291 25.6 222
Reserves & surplus 10966 16359 16405 19060 22629  CRAR(%)
Net worth 11978 17553 17613 20269 23838 168 223 189 71 168
) Tierll 14 0.7 13 12 14
Deposits - 1064 37,968 47350 72763
Borrowi 43380 62914 38528 53217 62,636 Toul B2 B0 22183182
orrowings: - ’ ’ ! ’ ! Asset quality (%)
Other liabilities & provisions 1,915 3,255 4,540 16,249 17,107 Gross NPAs 03 36 29 15 03
Total liabilities 57,273 84,786 98,649 137,085 176,344 ot NPAs 00 07 04 03 00
Fixed assets 242 1,398 1,984 2,710 3436 Provision coverage 89.3 816 80.0 80.0 89.3
Investments 1 14,467 12,325 20,821 27,047 Credit cost (excluding std asset) 14 6.0 0.3 0.8 1.4
Loans 50,643 58,712 75597 84979 110,392 Credit cost (including std asset) 1.6 6.2 0.6 1.2 1.6
Cash 4913 7601 5937 11897 15455  Returnratios (%)
Other assets 1475 2608 13898 16678 20014  NROE i1 04 122 167 14d
RoA 2.9 0.1 1.9 24 2.9
Total assets 57,273 84,786 109,741 137,085 176,344
Per share (%)
AUM 53,885 63,795 75597 94,421 122,658 EpS 174 05 191 305 174
Source: Company, Nirmal Bang Institutional Equities Research BV 1470 1457 1677 1972 1470
ABV 1469 1415 1646 1945 1469
Valuation (x)
PIE 232 6638 212 132 232
P/BV 2.7 28 24 2.0 2.7
P/ABV 2.7 29 25 2.1 2.7

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
26 March 2018 Buy 343 437
11 May 2018 Buy 404 467
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private
circulation. NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INH0O00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited
and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the
subject company. NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I/We, Shivaji Thapliyal, the research analyst and Shreesh Chandra, the research associate are the
author of this report, hereby certify that the views expressed in this research report accurately reflects my/our personal
views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s) principally responsible for the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations.

Ujjivan Financial Services



&% NIRMAL BANG Institutional Equities

Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL 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 this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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