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Background: AU SFB, initially incorporated as a vehicle finance company in 1996, was transformed into a Small Finance Bank in April 2017. The bank has its
presence in 11 states and 1 union territory, with 428 branches, 565 ATMs, 78 asset centers and ~5,92,929 loan accounts. The bank offers a comprehensive and
tailor made range of products (both asset and liability) and services to cater to the needs of various businessmen (SME and MSME) and other middle and low
income customers. Loan book of the bank grew at a CAGR of 38% over FY12 to FY19 and stood at INR 278.7bn as of 2QFY20 with a deposit base of INR
206.0bn.
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driven by a 32.8 times YoY rise in Housing loans, however, wheels and SBL-MSME too supported retail

asset growth by 33.8% YoY and 52.9% YoY, respectively.


vehicle SBL-MSME (48.4% YoY) and Cash on Wheels (85.9% YoY) buoyed retail assets growth in
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During the first half of FY20, disbursements demonstrated a growth of 25.1% YoY and stood at INR
87.4bn. This growth was led by retail assets (44.1% YoY in 2QFY20) and stood at INR 69.6bn. The
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AU SFB’s Loan AUM increased by a healthy 37.9% YoY (8.8 % QoQ) to INR 278.7bn with a major
contribution arising from the Retail segment, which rose by 43.1% YoY. The Retail segment was primarily
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Strong growth in AUM; Asset quality stable

2QFY20.


Deposits increased at a robust pace to reach INR 221.5bn during 2QFY20 compared to INR 128.7bn in
2QFY19 (72.1% YoY). Term deposits rose by 17.9% QoQ, whereas CASA deposits declined by 2.1%
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decline in Cost of funds (down 10 bps QoQ) to 7.8% in 2QFY20 and a rise in yields (up 20 bps QoQ) to
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14.7%. The management during the call mentioned that going forward they anticipate NIMs to improve on
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NIM witnessed a revival after a seven quarters of downtrend reaching 5.3% (+30 bps QoQ) on the back a

the back of increasing spreads.
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Slippages and recoveries, during the quarter, were muted at 1.4% QoQ to INR 1.4bn and flat QoQ at INR
1.2bn, leading to a mere 3.7% QoQ spike in GNPAs (in absolute numbers). GNPAs as a % of advances
improved by 10bps sequentially to 2.00%. Provisions increased by 93.6% QoQ (74.4% YoY). PCR stood
at 43.9% in 2QFY20.



Slower growth in Operating expense (2.9% QoQ/20.9% YoY) on account of de-growth in staff costs (down
2% QoQ), coupled with growth in other income (23.1% YoY) aided C/I to 53.9% (dropped 570bps QoQ
dropped 660bps YoY).

Valuation: Declining provisions and contracting cost of funds along with healthy loan book growth should act as a
catalyst to spur the earnings growth of the company. The stock is currently trading at 4.6X P/ABV and 19.8X P/E of
FY21E. Assigning a P/ABV of 4.6X of FY21E, we arrive at a target of INR 793, indicating little room on the upside
from current levels and hence we rate the stock at MARKET PERFORMER.
Risks: Rising competition may put pressure on yields; asset deterioration owing to higher share in riskier segments;
state specific issues may have greater impact owing to regional concentration.
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