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Near term pain priced in; AUM growth should trigger re-rating 

Equitas Small Finance Bank (EquitasB) recently raised Rs5.5bn through QIP to 
meet Minimum Public Shareholding requirement, resulting in 9% equity dilution. 
Post QIP, the promoter shareholding (Equitas Holdings - EHL) has dropped to 
74.7% and the Board has approved the Scheme of Amalgamation between EHL 
and EquitasB (Swap Ratio of 2.31 shares of EquitaB for 1 share in EHL). The 
reverse merger is likely to be completed between Dec’22 and Mar’23. We 
recently hosted EquitasB for a client interaction and the key takeaways from our 
call are: (1) Credit demand is picking up across products and the management 
remains upbeat about achieving 25-30% AUM growth in FY23E (2) Collections 
remain strong and incremental flow into delinquencies from the standard book 
has normalized (3) Some pain is visible in the restructured book in Micro 
Finance (MF) and Used CV (UCV) portfolios. However, EquitasB expects 
normalized credit costs from 2QFY23E; (4) Despite increase in deposit rates, the 
bank may see further reduction of 25bps in CoF (5) Expects competition to 
emerge from NBFCs in Small Business Loans (SBL) (6) Expects cost to income 
ratio of 60% by FY23-end and 55% by FY24-end (7) Equitas model can deliver 
RoAs of 2-2.5% and RoEs of 15-18% with normalization of credit costs and 
improvement in other income. We have incorporated the recent capital raise in 
our model, thereby leading to increase in ABVPS. We continue to value EquitasB 
at 2x FY24E ABV to arrive at our Target Price (TP) of Rs81. EquitasB is trading 
attractively at 1.3x FY24E P/ABV, pricing in the increase in credit costs for the 
next two quarters and geographical concentration. However, the stock, in our 
view remains under-valued despite its long runway for growth, improving 
liability franchise and improved returns profile. 
 

Credit demand strong; expects 25-30% AUM growth in FY23E: Disbursements 
have been strong in Feb’22 and March’22 across segments, underlining 
management’s confidence of 25-30% AUM growth in FY23E. Around 80% of staff is 
redeployed in sales and expects all field staff to move back to sales post March’22. 
 

Collection efficiency improving; expects normalization in credit costs from 
2QFY23E: Collection efficiency has remained strong and flow of delinquencies from 
the standard book has normalized. Concerns about the restructured book remains in 
MF (income displacement) and VF (slow rebound in few pockets). The restructured 
book has now a history of 90 days of collections and the management does not expect 
bucket movements post March’22. This should result in normalization of credit costs 
from 2QFY23E. In our 3QFY22 result update, we had highlighted that the provisioning 
seems inadequate and we may expect some increase in 4QFY22 (Link). 
 

Improved liability franchise: The share of CASA deposits stands at 50.8%. Recently, 
EquitasB hiked deposit rates by ~10-25bps across buckets. Despite this, the bank 
remains confident of 25-30bps reduction in CoF. The landed CoD (includes acquisition 
cost, which is set-off by fee income) is ~9% and the bank expects it to fall to ~8% with 
increase in branch network and improved technology. The bank has increased the 
rates of TD (earlier savings accounts garnered higher rates) in order to match 
increased asset tenure. Overall, the liability franchise is gaining strength. 

 BUY 

Sector: SFB 

CMP: Rs53 

Target Price: Rs81 

Upside: 52% 

Sonal Gandhi 
Research Analyst 
sonal.gandhi@nirmalbang.com 
+91-9552595929 

 

Key Data 
 

Current Shares O/S (mn) 1,251.0 

Mkt Cap (Rsbn/US$mn) 66.7/873 

52 Wk H / L (Rs) 77/45 

Daily Vol. (3M NSE Avg.) 827,448 

 

Price Performance (%)   

 1 M 6 M 1 Yr 

Equitas Small Fin. 2.0  (10.1) (11.3) 

Nifty Index 3.4  (3.5) 20.2  

Source: Bloomberg 
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Exhibit 1: Merger calculation – Loss of ownership of 3.3% for promoters; investing through Equitas Holding is at 21% discount 

Equitas SFB Shares o/s % Market cap in Mn 

Equitas Holdings Ltd              93,39,43,363  74.6%                       49,732  

Public              31,74,48,000  25.4%                       16,904  

Total           1,25,13,91,363  100.0%                       66,637  

        

Shareholding pattern (Mar'21) - Equitas Holdings       

Name Shares o/s %   

Promoter                               -    0   

Public              34,17,90,115  100%   

Total              34,17,90,115  100%   

Share price (Rs)          110.4    

EHL Marketcap        37,717    

Value of stake in SFB        49,732    

        

Scheme       

Current bank market cap        66,637    

Post merger       

SWAP (1_2.31)              78,95,35,166  <<New shares issued   

New share structure       

EHL shareholding              78,95,35,166  71.3%                       47,527  

Bank public shareholding              31,74,48,000  28.7%                       19,109  

Total      1,10,69,83,165.65  100.0%                       66,637  

Loss of ownership due to amalgamation     3.3% 

Investing through Equitas Holding - discount to current market cap     -20.6% 

Source: Company, Nirmal Bang Institutional Equities Research 

Swap ratio has been revised from 226 shares of EquitasB to 100 shares of EHL (226:100) to 231:100 

 

Exhibit 2: AUM (Rs bn), AUM growth Exhibit 3: Disbursements 

  
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research 
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Exhibit 4: AUM mix 

 

Source: Company, Nirmal Bang Institutional Equities Research 

 

Exhibit 5: NII, CoF and NIMs Exhibit 6: Cost to income ratio 

  
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research 

 

Exhibit 7: GNPA & NNPA Exhibit 8: PCR 

  
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research 
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Exhibit 9: GNPA & PCR segment wise 

Segment wise GNPA & PCR Q2FY21 Q3FY21 Q4FY21 Q1FY22 Q2FY22 Q3FY22 

Micro Finance 1.2% 5.2% 3.4% 6.6% 6.8% 6.1% 

PCR 70.6% 89.6% 84.6% 56.9% 52.7% 48.6% 

SBL (incl HF) 2.5% 3.0% 3.3% 3.5% 3.7% 3.5% 

PCR 38.6% 35.7% 36.7% 38.3% 39.8% 41.3% 

Vehicle Finance 3.0% 5.5% 3.8% 4.3% 4.6% 4.3% 

PCR 50.5% 47.4% 60.8% 54.5% 47.8% 37.0% 

MSE Finance 0.9% 2.0% 2.8% 6.0% 4.8% 5.1% 

PCR 27.8% 29.9% 24.2% 19.5% 24.8% 25.6% 

NBFC 0.8% 0.7% 0.7% 0.6% 0.5% 0.6% 

PCR 20.4% 20.4% 15.0% 25.0% 25.0% 25.0% 

Source: Company, Nirmal Bang Institutional Equities Research 

Exhibit 10: Financial Summary 

Y/E March (Rs mn) FY20 FY21 FY22E FY23E FY24E 

Net Interest Income 14,953 17,980 20,363 24,099 29,520 

Pre-provisioning operating profit 5,976 8,866 8,492 10,862 14,943 

PAT 2,436 3,842 2,571 5,333 7,551 

P/E (x)        23.0        15.8        25.9        12.5          8.8  

P/BV (x)         2.0          1.8          1.6          1.4          1.2  

P/ABV (x)         2.2          1.9          1.8          1.5          1.3  

EPS (Rs)          2.3           3.4           2.1           4.3           6.0  

BV (Rs)           26            30            34            38            44  

ABV (Rs)           24            27            30            35            41  

Gross NPAs (%)         3.0          3.7          4.1          4.0          3.9  

Net NPAs (%)         1.6          1.5          2.1          1.6          1.4  

RoA (%)         1.4          1.7          1.0          1.7          2.0  

RoE (%)         9.7        12.5          6.8        11.9        14.7  

Source: Company, Nirmal Bang Institutional Equities Research 

Exhibit 11: Change in our estimates 

  Revised Estimates Earlier Estimates % Revision 

  FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E 

Net Interest income (Rs mn) 20,363 24,099 29,520 20,363 24,552 30,076 0.0 -1.8 -1.8 

Operating Profit (Rs mn) 8,492 10,862 14,943 8,492 11,315 15,499 0.0 -4.0 -3.6 

Profit after tax (Rs mn) 2,571 5,333 7,551 2,571 5,672 7,967 0.0 -6.0 -5.2 

ABVPS 30 35 41 28 33 40 7.3 4.2 1.3 

Source: Company, Nirmal Bang Institutional Equities Research 
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Financials 

Exhibit 12: Income statement 

Y/E March (Rs mn) FY20 FY21 FY22E FY23E FY24E 

Interest Income 26,454 31,944 35,171 42,083 51,504 

Interest expenses 11,501 13,965 14,808 17,984 21,984 

Net interest income 14,953 17,980 20,363 24,099 29,520 

Growth (%) 29.8 20.2 13.3 18.3 22.5 

Other Income 2,824 4,181 5,351 6,689 8,027 

Net Income 17,777 22,160 25,714 30,788 37,547 

Growth (%) 23.9 24.7 16.0 19.7 22.0 

Employee Cost 7,098 7,914 9,260 10,371 11,616 

Other Operating Exp. 4,703 5,380 7,962 9,555 10,988 

Operating Profit 5,976 8,866 8,492 10,862 14,943 

Growth (%) 40.2 48.4 -4.2 27.9 37.6 

Provisions 2,466 3,753 5,054 3,732 4,849 

PBT 3,509 5,113 3,437 7,130 10,095 

Tax  1,073 1,270 866 1,797 2,544 

Tax Rate (%) 30.6 24.8 25.2 25.2 25.2 

PAT 2,436 3,842 2,571 5,333 7,551 

Growth (%) 15.7 57.7 -33.1 107.4 41.6 

Extraordinary items  0.0 0.0 0.0 0.0 0.0 

Net profit for the period 2,436 3,842 2,571 5,333 7,551 

 Source: Company, Nirmal Bang Institutional Equities Research 

Exhibit 13: Balance sheet 

Y/E March (Rs mn) FY20 FY21 FY22E FY23E FY24E 

Capital 10,534 11,393 12,508 12,508 12,508 

Reserves & Surplus 16,907 22,571 29,616 34,949 42,500 

Net Worth 27,441 33,963 42,124 47,457 55,008 

Deposits 1,07,884 1,63,920 1,99,188 2,53,731 3,16,723 

Change (%) 19.8 51.9 21.5 27.4 24.8 

Borrowings 51,349 41,653 31,240 31,240 31,240 

Change (%) 29.2 -18.9 -25.0 0.0 0.0 

Other Liabilities 6,471 7,616 8,758 9,634 10,598 

Total Liabilities 1,93,145 2,47,152 2,81,310 3,42,062 4,13,569 

Cash/Equivalent 25,368 33,787 21,915 24,296 24,125 

Investments 23,425 37,052 55,577 63,914 70,306 

Change (%) -0.1 58.2 50.0 15.0 10.0 

Advances 1,37,472 1,68,479 1,94,809 2,43,492 3,07,224 

Change (%) 18.6 22.6 15.6 25.0 26.2 

Net Fixed Assets 2,128 1,851 2,128 2,447 2,814 

Other Assets 4,752 5,983 6,881 7,913 9,100 

Total Assets 1,93,145 2,47,152 2,81,310 3,42,062 4,13,569 

 Source: Company, Nirmal Bang Institutional Equities Research 

Exhibit 14: Key ratios 

Y/E March  FY20 FY21 FY22E FY23E FY24E 

Spreads Analysis (%) 
     

Interest yield on IEA 16.0 15.3 14.1 14.3 14.3 

Cost of deposits 7.5 7.1 6.5 6.7 6.7 

Cost of Funds 8.0 7.7 6.8 7.0 6.9 

NIMs on IEA 9.1 8.6 8.2 8.2 8.2 

Efficiency Ratios (%) 
     

Cost to income ratio 66.4 60.0 67.0 64.7 60.2 

Empl. Cost/Op. Exps. 60.1 59.5 53.8 52.0 51.4 

Profitability Ratios (%) 
     

RoE 9.7 12.5 6.8 11.9 14.7 

RoA 1.4 1.7 1.0 1.7 2.0 

Int. Expended/Int.Earned 43.5 43.7 42.1 42.7 42.7 

Other Inc./Net Income 15.9 18.9 20.8 21.7 21.4 

Asset Quality (%) 
     

Gross NPA (Rs mn) 4,173 6,428 8,246 10,061 12,425 

Net NPA (Rs mn) 2,286 2,662 4,123 4,024 4,349 

GNPA 3.0 3.7 4.1 4.0 3.9 

NNPA 1.6 1.5 2.1 1.6 1.4 

Provision coverage 40.7 55.6 50.0 60.0 65.0 

Slippage ratio 3.5 4.2 7.0 5.0 5.0 

Credit cost 1.9 2.5 2.8 1.7 1.8 

Asset-Liability Profile (%) 

CD ratio 1.3 1.0 1.0 1.0 1.0 

CASA ratio 20.5 34.2 51.2 52.1 52.1 

Leverage (x) 7.0 7.3 6.7 7.2 7.5 

Tier 1 Capital  22.4 23.2 24.2 22.4 21.5 

Tier 2 Capital 1.2 1.0 0.8 0.7 0.6 

Total CAR 23.6 24.2 25.0 23.1 22.1 

 Source: Company, Nirmal Bang Institutional Equities Research 

 

Exhibit 15: Valuations 

Valuations FY20 FY21 FY22E FY23E FY24E 

BVPS (INR) 26.1 29.8 33.7 37.9 44.0 

BV Growth (%) 16.2 14.4 13.0 12.7 15.9 

Price-BV (x) 2.0 1.8 1.6 1.4 1.2 

Adjusted BV per share 23.9 27.5 30.4 34.7 40.5 

P/ABV 2.2 1.9 1.8 1.5 1.3 

EPS (INR) 2.3 3.4 2.1 4.3 6.0 

Growth (%) 10.5 45.8 -39.0 107.4 41.6 

Price-Earnings (x) 23.0 15.8 25.9 12.5 8.8 

Dividend  0.0 0.0 0.0 0.0 0.0 

Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0 

Source: Company, Nirmal Bang Institutional Equities Research 
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Rating track  

Date Rating Market price (Rs) Target price (Rs) 

10 October 2021 Buy 64 89 

31 October 2021 Buy 65 84 

1 Feb 2022 Buy 55 73 

25 Mar 2022 Buy 53 81 

 

Rating track graph 
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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. INH000001436. 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, Sonal Gandhi, research analyst, the author of this report, hereby certify that the views expressed in this research report 
accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the 
compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The 
analysts are principally responsible for the preparation of this research report and have taken reasonable  care  to  achieve  and  maintain  
independence  and  objectivity  in  making  any recommendations.  
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Disclaimer 

Stock Ratings Absolute Returns 

BUY  > 15% 

ACCUMULATE  -5% to15% 

SELL  < -5% 

DISCLAIMER 
 

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. NBSPL 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 NBSPL 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. NBSPL 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 NBSPL & 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. NBSPL 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. NBSPL 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. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this 
statement from time to time. Nevertheless, NBSPL 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 NBSPL 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 NBSPL, 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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Ravi Jagtiani Dealing Desk   ravi.jagtiani@nirmalbang.com +91 22 6273 8230, +91 22 6636 8833 
    

Michael Pillai        Dealing Desk   michael.pillai@nirmalbang.com +91 22 6273 8102/8103, +91 22 6636 8830 
    

Nirmal Bang Equities Pvt. Ltd.

Correspondence Address 

B-2, 301/302, Marathon Innova, 

Nr. Peninsula Corporate Park,  

Lower Parel (W), Mumbai-400013. 

Board No. : 91 22 6273 8000/1; Fax. : 022 6273 8010 
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