Fedbank Financial Services Ltd - Rating - Avoid

IPO Details:

Fedbank Financial Services Ltd (Fedbank) is coming out with an IPO of about Rs. 1,092.26 cr
consisting of 7,80,18,865 shares of face value of Rs. 10 each in a price band of Rs. 133 — Rs. 140.
The IPO comprises of Fresh Issue of Rs. 600.00 cr and Offer for Sale of Rs. 492.26 cr by the
promoter — Federal Bank and an existing shareholder — True North Fund VI LLP. The IPO opens
on 22™ November and closes on 24™ November.

Company Details:

» Retail focused NBFC catering to the MSMEs and the emerging self-employed individual
segments through collateralized lending model.

» Offers well-tailored suite of products which includes mortgage loans such as housing

loans; small and medium ticket LAP, unsecured business loans and gold loans.

» Adopted “Phygital” dootstep model, a combination of digital and physical initiatives, for
providing customized services to its customers across all its products.

> Wide distribution network which includes 584 branches and 1,796 local channel partners
spread across 190 districts in 17 states and union territories.

» Strong presence in Southern and Western regions of India which significantly contribute
to India’s GDP.

Strength:

» Consistently higher share (approximately 85.0%) of secured loans in the total loan book
enables to better manage asset quality risks.

» Strong underwriting capability combined with robust risk management capabilities with
focus on effective underwriting and collections.

» Long term credit rating of “AA” by CARE Ratings and “AA-" by India Ratings & Research
Pvt. Ltd., enables it to raise funds at relatively lower cost.

» Deployed technology stack with customized tools and application which enhances
operational efficiency, automation and customer convenience.

» Strong parent in the form of Federal Bank and experienced and cycle tested
management team and loan-book.
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Growth Drivers:

» Retail credit growth is expected to benefit from factors such as formalization of economy,
growing working population, increasing urbanization and digital adoption.

» MSME loans with ticket size between Rs. 10 lacs to Rs. 1 cr is expected to grow at CAGR
of 14% - 16% over FY23 — FY25, on the back of increasing lender focus and deepening

penetration.

> Increasing awareness about benefits of availing gold loans from the organized segment
expected to further increase the share of organized gold loan financiers.

Key Financial Highlights:

Fedbank Financial Services Ltd (Rs. Cr)

Particulars FY2020-21 FY2021-22 FY2022-23 Q1 FY24

AUM 4,862 6,187 9,070 9,434
Disbursements 5,894 7,470 10,749 2,966
Net Interest Income (NII) 345 474 638 178
PPOP 148 223 307 83
PAT 62 103 180 54
Networth 835 1,154 1,356 1,415
Total Debt 4,328 5,017 7,136 7,620
Key Ratios -

Average Yields 15.50% 15.62% 15.80% 4.04%
Cost of Borrowings 8.30% 7.44% 7.77% 2.22%
Spreads 7.20% 8.18% 8.03% 1.82%
NIMs 8.00% 8.92% 8.99% 2.05%
Cost/Income Ratio 61.5% 58.4% 58.6% 59.5%
Credit Cost 1.5% 1.4% 0.6% 0.1%
RoA 1.48% 1.99% 2.60% 0.65%
RoE 8.08% 10.41% 14.36% 3.89%
Debt/Equity 5.18 4.35 5.26 5.39
Gross NPAs 1.01% 2.23% 2.03% 2.26%
Net NPAs 0.71% 1.75% 1.59% 1.76%
PCR 29.88% 22.07% 22.19% 22.33%

ADD VALUE

BY SMART INVESTING

Page 2




Fedbank Financial Services Ltd - Rating - Avoid

» AUM of the Company has grown at CAGR of 36.6% between FY21 — FY23 to touch Rs.
9,070 cr as of 31° Mar’ 23.

» Disbursements have grown from Rs. 5,894 cr in FY21 to Rs. 10,749 cr in FY23, translating
into CAGR of 35.0%.

» Net Interest Income has grown from Rs. 345 cr in FY21 to Rs. 638 cr in FY23, translating
into CAGR of 36.0%.

» Profits after Tax has grown at a higher rate (CAGR of 70.9%) vis a vis NII between FY21 —
FY23 on the back of decline in provisions. Provisions have declined from Rs. 71.22 cr in
FY21 to Rs. 48.90 cr in FY23.

> Asset quality has improved with Gross NPAs declining from 2.26% in FY21 to 2.23% in
FY23. It has further declined to 1.01% in Q1 FY24. Similarly Net NPAs too have declined
from 1.76% in FY21 to 0.71% in Q1 FY24.

Obijectives of Fund Raise — Fresh Issue of Rs. 600.00 ct:

» Net Proceeds from the fresh issue will be utilized towards augmenting its Tier — 1 capital
base to meet future capital requirements arising out of the growth of business and assets.

Valuations:

» At Upper end of the IPO price band of Rs. 144, Fedbank Financial Services will be valued at
about Rs. 5,165.06 cr.

» On Price/Book basis, Company is valued at 2.56x its post IPO networth of Rs. 2,014.90 cr
while on Price/Adjusted Book it is valued at 2.77x.

» Investments in Fedbank Financial Services Ltd can be avoided only due to expensive
valuations as the business opportunity in the collateralized lending to MSME and
emerging self-employed individuals segment remains strong, company enjoying low
cost of borrowing, seasoned loan book and better asset quality.
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Disclaimer: For Private Circulation Only

The contents of report in the above company are based on information generally available to the public from sources believed to be reliable. No representation is made that it

is TIMELY, ACCURATE or COMPLETE

Wellworth Share and Stock Broking Ltd has taken due care and caution in compilation of data as this has been obtained from various Sources, which it considers reliable.
However, Wellworth Share and Stock Broking Ltd does not guarantee the accuracy, adequacy or completeness of any information and it is not responsible for any errors or
omissions or for the results obtained from the use of such information. Wellworth Share and Stock Broking Ltd is also not responsible for any errors in transmission and
especially states that it has no financial liability whatsoever to the subscribers / users / transmitters / distributors of this product. The information herein, together with all
estimates and forecasts, can change without notice. This report does not putrport to be a complete solicitation of offers to buy or sell any securities. Reader of this report are

advised to consult experts or study prospectus and other legal offer documents issued by companies before taking any decisions based on information provided in the Report.

All material presented in this report, unless specifically indicated otherwise, is under copytight to Wellworth Share & Stock Broking Ltd. None of the material, nor its content,
nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of Wellworth Share & Stock
Broking Ltd . All trademarks, service marks and logos used in this report are trademarks or registered trademarks of Wellworth Share & Stock Broking Ltd or its Group
Companies. The information contained herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading,
dissemination, disttibution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensute that you have read “Risk Disclosure Document
for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Secutities Market. In so far as this report

includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Either WSSBL or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act as principal or engage in
transactions of purchase or sell of secutities, from time to time or may be materially interested in any of the securities or related securities referred to in this report and they
may have used the information set forth herein before publication. WSSBL may from time to time solicit from, or perform investment banking, or other services for, any
company mentioned herein. Without limiting any of the foregoing, in no event shall WSSBL, any of its affiliates or any third party involved in, or related to, computing or

compiling the information have any liability for any damages of any kind.

*Long Term Investments could range from 3-5 years.
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