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About the Company

AU Small Finance Bank (AUSFB) is a retail-focused small finance bank offering a diverse range of products
including Vehicle Finance, SME, Home Loans, and Business Banking, among others. Its target market comprises
low and middle-income individuals and businesses with limited or no access to formal banking and finance
channels. As of Dec’23, the bank operates through 1,049 touch points across India.

Investment Rationale

A.

D.

Strong business growth to continue; merger offers diversification benefits: AUSFB aims to maintain its growth momentum by
targeting a 23-25% CAGR in deposits by FY27E, focusing primarily on individual and retail deposits. This growth strategy extends to
its asset side, aligning the loan book expansion with deposit growth. Following the completion of the merger with Fincare SFB,
AUSFB will have the capability to offer a comprehensive range of products catering to diverse customer segments. The merger will
significantly enhance the bank's distribution network, provide opportunities for geographical expansion, and broaden its customer
base, thereby facilitating healthy growth prospects. We anticipate AUSFB to achieve a 32/34% CAGR growth (inclusive of merger
impact) in terms of deposits/advances over FY24-26E.

Margins likely to improve gradually: The shift in portfolio mix towards higher credit quality but lower-yield products, coupled with
~75% of the loan book being fixed, resulted in spread compression for AUSFB. Moreover, unexpected liquidity tightening, prolonged
higher interest rates, and heightened competition exacerbated margin pressure during 9MFY24. However, there are signs of
improvement as incremental CoF experienced a slight moderation in Q4FY24 (down by 4bps QoQ), while incremental disbursement
yields have seen improvement (up by 8bps QoQ). Additionally, the merger with Fincare presents AUSFB with the opportunity to
venture into the microfinance segment (a ‘Higher RoA-Higher Risk’ segment). Furthermore, AUSFB's strategic shift towards
enhancing the share of higher yielding businesses should provide further support to the bank's margins.

Asset quality to remain stable: Except for the credit card portfolio, credit costs and asset quality trends have largely normalized.
The management has noted that in the near term, until the credit card book is built and seasons, credit costs will stay between 6-7%
and will eventually stabilize near industry averages. Similarly, on the secured book, credit costs are projected to remain steady at
0.5-0.6%. Following the merger with Fincare SFB, microfinance credit costs are expected to be limited to around 3%. We anticipate
that AUSFB's asset quality will remain mostly stable over the medium term, barring any external shocks.

Recommendation: We recommend a BUY rating on the stock with a TP of Rs 702/share, implying an upside of 10% from the CMP.

Financial Summary

Y/E NII PPOP PAT EPS ABV P/ABV RoA NNPA
Mar (Rs Cr) (Rs Cr) (Rs Cr) (Rs) (Rs) (x) (%) (%)
FY23 4,425 2,019 1,428 21.4 161.0 3.9 1.8 0.4
FY24E 5,205 2,523 1,573 235 182.1 385 1.6 0.4
FY25E 7,852 3,795 2,135 28.8 217.0 2.9 1.6 0.5
FY26E 10,202 5,175 2,937 39.6 252.6 2.5 1.7 0.5

Source: Axis Securities; CMP as on 12t April, 2024



Digitally signed by NEERAJ
N EERAJ CHADAWAR

C H A DAWA R 282?3:3'024.04.1 216:22:44

Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INHO00000297. ASL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of providing Stock broking services,
Depository participant services & distribution of various financial products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and has its various
subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the details in respect of which are available on www.axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the Association of Mutual Funds of India (AMFI) for distribution of financial products and
also registered with IRDA as a corporate agent for insurance business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. I/\We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect my/our views about the subject issuer(s) or securities. I/We (Research
Analyst) also certify that no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL or its Associate does not have any
financial interest in the subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of the Research Report. Since associates of ASL are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report. I/we or my/our relative or ASL or its associate does not have any material conflict of interest. I/we have not served as director / officer, employee etc. in the subject company in the last

12-month period.

Sr. No Name Designation E-mail
1 Neeraj Chadawar Head of Research neeraj.chadawar@axissecurities.in
2 Preeyam Tolia Research Analyst preeyam.tolia@axissecurities.in
3 Omkar Tanksale Research Analyst omkar.tanksale @axissecurities.in
4 Uttamkumar Srimal Research Analyst uttamkumar.srimal@axissecurities.in
5 Ankush Mahajan Research Analyst ankush.mahajan@axissecurities.in
6 Dnyanada Vaidya Research Analyst dnyanada.vaidya@axissecurities.in
7 Aditya Welekar Research Analyst aditya.welekar@axissecurities.in
8 Prathamesh Sawant Research Analyst prathamesh.sawant@axissecurities.in
9 Akshay Mokashe Research Analyst akshay.mokashe@axissecurities.in

10 Eesha Shah Research Analyst eesha.shah@axissecurities.in

11 Shikha Doshi Research Associate shikha.doshi@axissecurities.in

12 Shridhar Kallani Research Associate shridhar.kallani@axissecurities.in
13 Shivani More Research Associate shivani.more@axissecurities.in
14 Suhanee Shome Research Associate suhanee.shome@axissecurities.in

5. ASL or its Associates has not received any compensation from the subject company in the past twelve months. I/We or ASL or its Associate has not been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party in connection with this report.

Terms & Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, copied or
distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered true, correct, reliable and
accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. Such information has not been independently verified and no
guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared solely for informational
purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. ASL will not treat recipients as customers by virtue of their receiving this report.



Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to the recipient’s specific circumstances. The
securities and strategies discussed and opinions expressed, if any, in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such investigations as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this report (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. Certain transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for
all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on
basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past
performance is not necessarily a guide to future performance. Investors are advice necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ASL and its affiliated companies, their directors and employees may; (a) from time to time, have long or short position(s) in, and buy or sell the securities of the company(ies) mentioned herein or (b) be
engaged in any other transaction involving such securities or earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an
advisor or investment banker, lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.
Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document. The Research reports are also available
& published on AxisDirect website.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report should be aware that ASL may
have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research Analysts is not based on any specific merchant banking, investment banking or brokerage service
transactions. ASL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed
or redistributed in Japan or to any resident thereof. If this report is inadvertently sent or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention
of the sender. 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 ASL 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.

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The
Company reserves the right to make modifications and alternations to this document as may be required from time to time without any prior notice. The views expressed are those of the analyst(s) and the

Company may or may not subscribe to all the views expressed therein. Copyright in this document vests with Axis Securities Limited.

Copyright in this document vests with Axis Securities Limited.

Axis Securities Limited, SEBI Single Reg. No.- NSE, BSE & MSEI — INZ000161633, ARN No. 64610, CDSL-IN-DP-CDSL-693-2013, SEBI-Research Analyst Reg. No. INH 000000297, SEBI Portfolio
Manager Reg. No.- INPO00000654, Main/Dealing off.- Axis Securities Ltd, Unit No.1001, 10th Floor, Level-6, Q2 Building, Aurum, Q Parc, Plot No. 4/1, TTC, Thane — Belapur Road, Ghansoli, Navi
Mumbai. — 400 710., Regd. off.- Axis House,8th Floor, Wadia International Centre, PandurangBudhkar Marg, Worli, Mumbai — 400 025.

Compliance Officer: Jatin Sanghani, Email: compliance.officer@axisdirect.in, Tel No: 022-49212706



Spotted a great trading opportunity,
but don't have enough funds?

We've got you covered

suy MORE

Now, get up to 75% additional funds Margin Trading
required to purchase stocks for investments

Switch to Buy More Pay Later (E-Margin) Facility from Axis Direct to get up to 75% additional
funds required to purchase stocks.

Why activate Buy More Pay Later?

s_\\\\\\‘x\\\\\\\\\\'—
2
&

s

® |everage assets to increase your buying power
® Access funds without liquidating your current assets
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e Activate at no extra cost
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