Result Update

11" November, 2024 | BFSI—Banks

Asset Quality Outlook Unencouraging, HOLD Stays!

Est. Vs. Actual for Q2FY25: NIl — INLINE; PPOP — BEAT; PAT — MISS

Changes in Estimates post Q2FY25

FY25E/26E/FY27E (in %): NII: -4.6/-8.1/-10.2; PPOP: -9.4/-15.4/-18.2; PAT: -53.9/-15.3/-15.4
Recommendation Rationale

e MFI pain far from over; Recovery likely by Q1FY26: EQSFB’s SMA flow and fresh stress

accretion in the MFI portfolio continue to remain elevated. However, the management has
indicated that the X-bucket Collection efficiency in Oct'24 has stabilised and expects similar
trends to continue over the next 2 quarters. However, the slippages and asset quality (AQ)
stress in the MFI portfolio will continue to remain elevated in H2FY25, thereby keeping MFI
credit costs elevated. The management has attributed a part of the AQ stress to the increasing
indiscipline in the centre meeting post-COVID. However, we believe it could also be owing to
EQSFB’s dominant presence in Tamil Nadu (57% MFI book mix) where the customer over-
leveraging has been significantly higher at an industry level. Currently, ~14.5% of EQSFB’s
MFI customer base has exposure to >4 lenders and ~8-9% has an indebtedness of >Rs 2 Lc.
Adopting a cautious approach, the bank has curtailed disbursements in the segment, with
~87% of Oct’'24 disbursements made to existing customers.

e Elevated credit costs to dent earnings: In H1FY25, the MFI portfolio credit costs sky-

rocketed to ~10.2%, while that of the non-MFI portfolio were contained at ~1.04%. The MFI
credit costs included a one-time provision of Rs 146 Cr (Rs 100 Cr as provision buffer, Rs 46
Cr towards strengthening of IRAC norms). The management remains confident of strong
resolutions in the non-MFI portfolios (~85-90% of the SMA pool), thereby limiting slippages
from these portfolios. However, in the MFI SMA pool, the resolutions are likely to range
between 40-50%, thereby resulting in higher slippages. While the bank has refrained from
guiding for credit costs in H2FY25, we believe credit costs will continue to remain elevated in
H2FY25, before gradually normalising from FY26E assuming the MFI stress subsides.

e Pruning growth in high-risk segments: Amidst stress in the MFI portfolio, the bank has

been cautious in pursuing growth and will continue to see a gradual decline in the portfolio mix
to single digits over the medium term. The new products (Credit Card and Personal Loans)
roll-out is on track and will likely go live by the end of FY25E. The bank will look to cap the
share of unsecured segments to 20% on a steady-state basis.

Sector Outlook: Positive

Company Outlook: The stress in the MFI portfolio will keep credit costs elevated, thereby sharply
decelerating earnings in FY25. With investments towards tech, teams, and new products, the Opex
ratios will continue to remain elevated over the next 2-3 years. We believe the shift in the portfolio
mix towards lower-yielding secured products and elevated Opex ratios will be limiting factors for a
ROA delivery of ~2%. We expect EQSFB to deliver ROA/ROE of 1.4-1.5%/12-14% over FY26-27E.
Current Valuation: 1.2x Sep’26E ABV Earlier Valuation: 1.4x FY26E ABV

Current TP: Rs 75/share Earlier TP: Rs 87/share

Recommendation: We maintain our HOLD recommendation on the stock.

Financial Performance:

Operational Performance: Disbursements de-grew by 2% YoY but improved by ~20% QoQ,
owing to improved non-MFI disbursements. MFI disbursements de-grew by 33/8% YoY/QoQ,
while non-MFI disbursements grew by 10/30% YoY/QoQ. Advances growth slowed down to
15/3% YoY/QoQ, with growth steered by SBL (+27/7% YoY/QoQ) and Vehicle Finance (+14/5%
YoY/QoQ). MFI portfolio de-grew by 4/6% YoY/QoQ. Deposits growth was strong at 29/6%
YoY/QoQ, primarily led by growth in TDs (+35/7% YoY/QoQ). CASA deposits grew by ~18/4%
YoY/QoQ and CASA ratio stood at 30.6% vs 33.6/31.2% YoY/QoQ. C-D Ratio improved to 90.4%
vs 101.3/92.9% YoY/QoQ

Financial Performance: NIl grew by 8/2% YoY/QoQ owing to modest credit growth
momentum and a 20bps QoQ NIM contraction. NIMs stood at 7.97% vs 8.17% QoQ. Non-interest
grew by 5% YoY and was flat QoQ. NIMs contracted by 28bps QoQ. Opex growth was controlled
at 12/3% YoY/QoQ. The C-l Ratio was steady at 66.4% v.s 66.3% QoQ. PPOP grew by 6/3%
YoY/QoQ. Elevated credit costs continued to hurt earnings. The bank made a provision of Rs 146
Cr towards the MFI portfolio. PAT de-grew sharply by 93/50% YoY/QoQ.

Asset Quality deteriorated marginally (on expected lines) owing to higher slippages.
GNPA/NNPA stood at 3.0/1.0% vs. 2.7/0.8% QoQ.

Key Financials (Standalone)

(Rs Cr) Q2FY25 QoQ (%) YoY (%) Axis Est. Variance
Net Interest Income 802 +0.1 +4.8 814 -1.4
PPOP 350 +2.7 +5.9 338 +3.6
Net Profit 13 -50.0 -93.5 154 -91.6
NNPA (%) 1.0 +14 bps - 0.9 +10 bps
ROA (%) 0.1 -12 bps -192 bps 1.3 -118 bps

Source: Company, Axis Securities Research
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(CMP as of 08" November, 2024)

CMP (Rs) 87
Upside /Downside (%) 9%
High/Low (Rs) 117/66
Market cap (Cr) 7,823
Avg. daily vol. (6m) Shrs. 47,12,986
No. of shares (Cr) 113.9

Shareholding (%)

Mar-24  Jun-24  Sep-24
Promoter 0.0 0.0 0.0
Flls 19.5 19.7 16.9
MFs / UTI 38.2 38.4 38.2
Others 42.3 41.9 44.9

Financial & Valuations

Y/E Mar (Rs Cr) FY25E FY26E FY27E
NIl 3,266 3,820 4,572
PPOP 1,385 1,666 2,098
Net Profit 291 783 1,049
EPS (Rs) 2.6 6.9 9.2
ABV (Rs) 52.3 58.5 66.6
P/ABV (X) 1.3 1.2 1.0
ROA (%) 0.6 1.4 15
NNPA (%) 0.9 0.8 0.7

Change in Estimates (%)

Y/E Mar FY25E FY26E FY27E
NIl -4.6 -8.1 -10.2
PPOP 9.4 -15.4 -18.2
PAT -53.9 -15.3 -15.4
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Key Highlights

Credit growth to be driven by non-MFI segments: With the bank de-focusing on the MFI segment, growth hereon will

be largely led by the non-MFI segment. The management expects the growth in the Vehicle finance segment to pick up
in H2FY25, with growth primarily driven by Used CV and Cars. Similarly, growth in the affordable housing and SBL
segment is expected to remain buoyant. Similarly, in the credit card segment, the bank will leverage the product to
mobilise deposits and as a cross-sell for affordable housing and SBL customers. While we expect growth in FY25 will be
impacted due to a sharp run-down in the MFI portfolio, we expect growth momentum to pick up from FY26E onwards.
We pen down a credit growth of 18% CAGR over FY24-27E.

Outlook

We believe growth would be an outcome of asset quality trends in H2FY25 and thus we further trim our credit growth
estimates by ~3% in FY25 and expect recovery FY26E onwards. With credit costs having weighed heavily on earnings
in H1FY25 and asset quality stress, especially in the MFI portfolio persisting going into H2FY25, we lower our earnings
estimates sharply by 54% for FY25. Additionally, continued investments in the tech, platform and team are keeping
Opex ratios inflated. Hence we hack our earnings estimates by ~15% over FY26-27E. Opex ratio improvement remains

a key RoA improvement lever, as credit costs are likely to normalise from FY26E onwards.

Valuation & Recommendation

The stock has already corrected sharply by ~26% over the past 6 months, anticipating asset quality concerns in the MFI
growth and its impact on growth. However, owing to limited clarity on recovery alongside a delay in RoA inching back to
the aspirational 2%, we maintain our HOLD rating on the stock. We value EQSFB at 1.2x Sep’26E ABV (vs. current
valuations of 1.1x Sep’26E) to arrive at a target price of Rs 75/share, implying a 9% upside from the CMP.

Key Risks to Our Estimates and TP

® The key risk to our estimates remains a slowdown in overall credit growth which could potentially derail our

earnings estimates.

® Continued stress in the microfinance segment would keep credit costs elevated denting our earnings

estimates.

Change in Estimates

Revised Old % Change
FY25E FY26E FY27E FY25E FY26E FY27E FY25E FY26E FY27E
NII 3,266 3,820 4,572 3,422 4,158 5,092 -4.6 -8.1 -10.2
PBP 1,385 1,666 2,098 1,528 1,970 2,563 9.4 -15.4 -18.2
PAT 291 783 1,049 631 925 1,240 -53.9 -15.3 -15.4

Source: Company, Axis Securities Research




Results Review (Standalone)

Rs Cr

Net Interest Income
Non-Interest Income
Operating expenses
Staff Cost

Pre provision profits

Provisions and contingencies

PBT
Provision for Tax
PAT

Business Update
Disbursements
AUM
MFI
Vehicle Finance
SBL
MSE
NBFC
Affordable Housing
Others

Operational Metrics
Cost-Income ratio (%)
Yields on Advances (%)
Cost of Deposits (%)
Cost of Funds (%)
NIMs (%)

Asset Quality

Gross NPA (%)

Net NPA (%)

PCR (%)

Slippages (Rs. Cr.)
Slippage Ratio (%)

Capital Adequacy
CRAR

Tier |

Tier |

Q2FY25
802
239
692
402
350
330

20
7
13

4,850
36,050
5,636
8,877
14,678
1,366
604
4,389
503

66.4
16.5
7.5
7.5
7.7

3.0
1.0
67.7
505.8
5.7

19.4
18.1
1.3

Q2FY24
766
181
617
332
330

63
267

69
198

4,961
31,229
5,878
7,777
11,550
1,038
1,042
3,582
362

65.1
16.5
7.2
7.2
8.4

2.3
1.0
57.7
256.8
3.4

21.3
20.7
0.7

% YoY
4.8
31.7
12.1
214
58
421.6
-92.5
-89.6
-93.5

-2.2

15.4
-4.1

141
27.1
31.6
-42.0
22.5
39.0

128bps
-1lbps
29bps
29bps
-74bps

68bps
Obps

999bps
97.0

233bps

-197bps
-254bps
57bps

Q1FY25
801
209
670
375
340
305

36
10
26

4,029
34,871
5,973
8,472
13,747
1,235
643
4,342
459

66.3
16.5
7
7
8.0

2.7
0.8
70.3
385.4
4.5

20.6
19.6
1.0

% QoQ
0.1
14.5
3.2
7.4
2.7
8.2
-43.9
-28.3
-50.0

20.4
3.4
-5.6
4.8
6.8
10.6
-6.1
11
9.6

11bps
4bps
4bps
4bps

-28bps

22bps
14bps
-258bps
31.2
125bps

-119bps
-148bps
29bps

H1FY25
1,604
448
1,361
77
690
634
56
17
39

8,879
36,050
5,636
8,877
14,678
1,366
604
4,389
503

66.4
16.5
7.5
7.5
7.8

3.0
1.0
67.7
891.2
5.1

19.4
18.1
13

H1FY24
1,509
353
1,219
659
642
123
519
130
389

9,718
31,229
5,878
17,777
11,550
1,038
1,042
3,582
362

65.5
16.4
7.1
7.1
8.6

2.3
1.0
57.7
470.8
3.2

21.3
20.7
0.7

% YoY
6.3
26.9
11.7
17.8
7.4
414.6
-89.2
-86.8
-90.1

-8.6

15.4
-4.1

14.1
27.1
31.6
-42.0
225
39.0

86bps
6bps
40bps
40bps
-77bps

68bps
Obps

999bps
89.3

190bps

-197bps
-254bps
57bps

Source: Company, Axis Securities Research




Financials (Standalone)

Profit & Loss

Y/E March FY24
Net Interest Income 3,080
Non-Interest Income 799
Total Income 3,878
Operating Expenses 2,503
Pre-Provision Profits 1,375
Provisions 314
PBT 1,061
Tax 264
Profit After Tax 797

Source: Company, Axis Securities Research

Balance Sheet

Y/E March FY24
Equity Share Capital 1,135
Reserves & Surplus 4,834
Net Worth 5,969
Deposits 36,129
Borrowings 1,788
Other Liabilities 1,418
Total Liabilities 45,304
Cash & Bank balances 3,579
Investments 9,065
Loans 30,964
Fixed Assets & Others 1,695
Total Assets 45,304

Source: Company, Axis Securities Research

FY25E
3,266
910
4,176
2,791
1,385
997
387
96

291

FY25E
1,135
5,125
6,259

43,918
1,200
1,661

53,038

3,516
11,854
35,365

2,303

53,038

FY26E
3,820
1,045
4,865
3,199
1,666

623
1,042
260

783

FY26E
1,135
5,829
6,964

53,405

477
1,967

62,813

4,009
13,881
42,197

2,727

62,813

(Rs Cr)

FY27E

4,572

1,198

5,770

3,672

2,098

701

1,397

348

1,049

(Rs Cr)
FY27E
1,135
6,773
7,908
64,966
612
2,375

75,861

4,876
16,885
50,806
3,294

75,861




Ratio Analysis

Y/E March
VALUATION RATIOS
EPS

Earnings Growth (%)
BVPS

Adj. BVPS

ROA (%)

ROAE (%)

P/E (x)

P/ABV (x)

OPERATING EFFICIENCY
NIM (%)

Cost/Avg. Asset Ratio (%)
Cost-Income Ratio (%)

BALANCE SHEET STRUCTURE RATIOS
Loan Growth (%)

Deposits Growth (%)

Equity/Assets (%)

Equity/Loans (%)

Total Capital Adequacy Ratio (CAR)

ASSET QUALITY
Gross NPLs (%)

Net NPLs (%)
Coverage Ratio (%)
Provision/Avg. AUM (%)

ROAA TREE (on Total Assets)
Net Interest Income
Non-Interest Income

Operating Cost

Provisions

Tax

ROAA

Leverage (x)

ROAE

Source: Company, Axis Securities Research

FY24

7.0
16%
52.6
49.4

2.0
14.3

9.8

14

8.4
6.2
64.5

23.2
42.3
13.2
19.3
21.7

2

12
56.1

11

7.7
2.0
6.2
0.8
0.7
2.0
7.2
14.3

FY25E

2.6
-64%
55.2
28
0.6
4.8
26.8
1.3

7.3
5.7
66.8

14.2
21.6
11.8
17.7
19.4

2.9
0.9
70.0
3.0

6.6
1.9
5.7
2.0
0.2
0.6
8.0
4.8

FY26E

6.9
169%
61.4
58.5
1.4
11.8
10.0
12

7.2
515
65.8

19.3
21.6
111
16.5
18.2

2.4
0.8
70.0
1.6

6.6
1.8
515
11
0.4
14
8.8
11.8

FY27E

9.2
34%
69.7
66.6

15
141

7.4

1.0

7.2
k3
63.6

20.4
21.6
10.4
15.6
17.0

2.2
0.7
70.0
15

6.6
1.7
5.3
1.0
0.5
%5
9.3
141




Equitas Small Finance Bank Price Chart and Recommendation History
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RATING SCALE: Definitions of ratings

Ratings Expected absolute returns over 12 — 18 months

BUY More than 10%

HOLD Between 10% and -10%

SELL Less than -10%

NOT RATED We have forward looking estimates for the stock, but we refrain from assigning valuation and recommendation.
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events

NO STANCE We do not have any forward-looking estimates, valuation or recommendation for the stock

Note: Returns stated in the rating scale are our internal benchmark.
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