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CAPITAL SMALL FINANCE BANK LIMITED

06t Feb’24

Capital Small Finance bank commenced operations as India’s
first small finance bank in 2016 pursuant to RBI’s approval dated
March 4, 2016. Bank offer a range of banking products on the
asset and liability side, in all the states bank operate in, i.e.,
Punjab, Haryana, Delhi, Rajasthan, Himachal Pradesh and Union
Territory of Chandigarh. SFB’s asset products primarily include
agriculture loans, MSME and trading loans (working capital,
machinery loans etc.) and mortgages (housing loans and loans
against property)

VALUATION

Company is bringing the issue at price band of Rs 445-468 per
share at p/b multiple of 1.81x on post issue book value basis.
Company’s retail focused liability franchise with high Share of
CASA & has secured and diversified advances portfolio.
Company’s streamlined credit assessment processes and risk
management practices has customer centric approach and
understanding of target customers. Company’s Consistent track
record of growth with constantly improving operational and
profitability metrics & has professional and experienced
leadership team.

Hence ,looking after all above we recommend “Subscribe” on
issue.

SUBSCRIBE

Price Band (Rs./Share)

445-468

Opening date of the issue

07* Feb 2024

Closing Date of the issue

09" Feb ‘2024

No of shares pre issue

35427136 Eq Shares

Issue Size

Rs 519-523 Cr

Fresh issue

Rs 450 Cr

Offer For Sale

1,561,329 Eq Shares

Face Value (Rs/ share)

Rs 10/share

Bid Lot

32

BIDDING DETAILS

QIBs (Including Anchor)

50% of the offer (Approx
5588356 Eq Shares)

Non-Institutional

15% of the offer (Approx
1676507 Eq Shares)

Retail

35 % of the offer ( Approx
3911850 Eq Shares)

Employee Reservation

18,75,420 Equity Shares

Lead managers

Nuvama Wealth, DAM Capital,
Equirus Capital

Registrar to the issue

Link Intime India Pvt Ltd

WHAT WE LIKE

Retail focused liability franchise with a high share of CASA

Bank have created a retail centric deposit franchise with a high share of CASA deposits with CASA ratio increasing from 40.08% in
Fiscal 2021 to 41.88% in Fiscal 2023. Bank’s experience of operating as a local area bank for over 16 years provides it a competitive
edge with respect to its understanding on growing its deposit base. Bank’s holistic suite of banking products, deeply relationship-
based banking approach, entrenched branch network, single window service, customer friendly practices and brand equity has aided
retail centric deposit profile

Consistent track record of growth with constantly improving operational and profitability metrics
Since its conversion into an SFB, bank have demonstrated consistent improvement in bank’s financial metrics such as total advances
growth, deposit growth, increasing C/D Ratio, improving cost to income ratio and profitability. Bank’s CASA deposits as of the six
months ended September 30, 2023 and Fiscals ended March 31, 2023, 2022 and 2021 were X 26,433.61 million, X 27,478.96 million,
% 25,494.01 million and X 20,926.34 million, respectively. Bank’s average credit to deposits ratio has also improved from 67.51% in
Fiscal 2021 to 77.96% in Fiscal 2023 to 79.61% as on the six months ended September 30, 2023. Bank’s efficiency ratios have also
been continuously improving.

Secured and diversified advances portfolio

Bank have consciously focused on building a secured and granular loan book over the years with a focus on income generation. As
on March 31, 2023 and September 30, 2023, 99.82% and 99.85% of bank’s loan book, being X 54,975.90 million and X 58,571.93
million was secured with 85.16% and 84.26% respectively of the loans being secured with immovable properties. Bank have a
welldiversified portfolio across products (agricultural, MSME and trading, mortgage lending and other products) which helps bank
to mitigate risk and optimise its resources
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COMPANY BACKGROUND

Bank have an experience of over two decades in the banking industry, having been incorporated in 1999. Company is regulated by RBI
and are one out of the two non-NBFC microfinance entities to receive the SFB license in 2015. Bank ’s core strategy is to strengthen
its retail focused banking franchise by enabling access to affordable credit in the states company operate in its well defined niche catering
to middle income group segment with special emphasis on rural and semi-urban areas. As on date, bank do not have any subsidiaries.
Bank focus primarily on the middle-income customer segments i.e., customers with an average annual income of % 0.4 million to X 5
million in semi-urban and rural areas with 41.62% of bank’s branches in rural areas, 34.68% branches in semi-urban areas and 23.70%
of its branches in urban areas as on September 30, 2023. Since bank focus primarily on the middle-income customer segments, bank’s
full suite of products and services on the asset and liability side will provide it an opportunity to serve more customers in the middle-
income segment that have limited or no access to formal banking channels, spread across rural and semiurban areas.

Bank’s background as a local area bank helped it in understanding needs of its target customers but restricted its geographical 204
outreach. Post conversion into a small finance bank, bank have been able to expand its operations into new and contiguous geographies
which has enabled bank to widen its customer base and resulted in improved operational and business metrics.

The expansion of bank’s business has been a major factor in the growth of its advances and deposits. Over the years, bank have expanded
its operations strategically in the north Indian states of Punjab, Haryana, Rajasthan, Delhi, Himachal Pradesh and Union Territory,
Chandigarh. As of September 30, 2023, bank was present in five States and one Union Territory with 173 branches and 175 ATMs with
76.30% of its branches located in rural and semi-urban areas covering 24 districts and 75.75% of bank’s total customers (both credit
and deposit). Bank plan to continue to expand its business.

Bank have diversified portfolio with sizeable book in multiple asset classes with proportion of secured lending of 99.85% as on
September 30, 2023. Bank have average gross NPA ratio of 2.52% and average net NPA ratios of 1.30% with negligible write offs as
a percentage of loan book for previous three Fiscals and first half of current fiscal year from Fiscal 2021 to six months period ended
September 30, 2023. Bank also had consistent asset quality in the range of 2-3% from Fiscal 2021 to six months period ended September
30, 2023.

Bank have shown an increasing trend in profit after tax, RoA and RoE for both Fiscals 2022 and Fiscals 2023 depicting its consistent
performance. Bank’s retail deposits (as a % of total deposits), and CASA deposits stood at 97.90%, and 41.88%, as on March 31, 2023
and 93.59%, and 37.76%, as on September 30, 2023, respectively. Further, bank’s percentage of gross NPAs to total advances have
been 2.73% as on September 30, 2023 and 2.77%, 2.50% and 2.08% for the Fiscals ended March 31, 2023, 2022 and 2021, respectively.
Bank target to be the primary banker to its customers and endeavour to achieve this objective through a mix of (i) suite of its product
offerings; (ii) customer service orientation; (iii) deeply entrenched physical branch network; and (iv) evolving digital channels of service
delivery. Bank generate fee income from products and services such as forex and money transfer, outward remittances, safe-deposit
lockers, distribution of life insurance and general insurance products, 3-in-1 demat and trading account and other ancillary services.

As on September 30, 2023 and March 31, 2023 respectively, 99.85% and 99.82% of bank’s loan book was secured with 84.26% and
85.16% of the loans secured by immovable properties. Further, bank have strategically focused on building a granular loan book. Since
Fiscal 2021, bank’s loans with ticket size of up to X 2.5 million have increased from 62.88% of its total loan book to 67.80% in Fiscal
2023 and stood at 67.44% as on September 30, 2023. Bank’s cost of funds was 5.11% and 5.68% for Fiscal 2023 and for the period
ended September 30, 2023, respectively. It is the lowest interest paying SFB where-in rate of interest for retail term deposits inches up
to only 7.60% whereas others offer a higher rate across some of the tenors in retail deposits.

Bank offer saving bank deposit rate of 3.50% irrespective of the amount of saving deposit as compared to other banks which have
different saving bank deposit rates for various buckets. Further, bank have the lowest cost of deposit amongst comparable SFBs. As of
March 31, 2023, bank had lowest cost of deposit (4.94%) followed by AU SFB (5.48%) and Ujjivan SFB (6.00%). (Source: CRISIL
MI&A Report).
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INVESTMENT RATIONALE

Secured and diversified advances portfolio Bank have consciously focused on building a secured and granular loan
book over the years with a focus on income generation. As on March 31,
2023 and September 30, 2023, 99.82% and 99.85% of bank’s loan book,
being % 54,975.90 million and X 58,571.93 million was secured with 85.16%
and 84.26% respectively of the loans being secured with immovable
properties. Bank have a well diversified portfolio across products
(agricultural, MSME and trading, mortgage lending and other products)
which helps bank to mitigate risk and optimise its resources. Bank focus on
the middle-income group segment and aim to be the primary banker of its
customers. With this endeavour, bank offer a full suite of products and
services on the asset and liability side to address its customer needs. The
average ticket size of bank’s agriculture, MSME & trading and mortgage
lending products was  1.23 million, % 1.82 million and X 1.16 million as of
March 31, 2023 and the same stood at Z1.24 million, X 1.81 million and X
1.15 million as on September 30 2023 respectively.Further, a well-
diversified loan portfolio with focus on income generation, bank’s
continued focus on secured lending, continuous customer engagement and
structured underwriting practices has contributed to bank’s growth and
superior asset quality as compared to other SFBs.

Streamlined credit assessment processes and risk | Bank’s credit assessment processes and risk management practices enables
management practices it to maintain good asset quality and low delinquencies. Bank’s strategy of
secured lending, primarily for productive purposes and conservative loan to
value ratio contributes towards lower delinquencies and credit losses.
Bank’s positioning as the primary banker to most of its customers enables
it to have a comprehensive view of and control over their cash flows
contributing towards effective credit assessment. Bank’s credit assessment
involves multiple levels of independent review of information. Bank follow
the principal of four eyes which involves a multi-level review of the credit
exposures along with a well-defined matrix for credit assessment which is
dependent on the risk profile of the borrower, including the mandatory
checks of credit bureau verification, review of defaulters list and check on
frauds. Further, bank have a credit sanctioning committee which oversees
the exposures of an amount involving X 12.50 million or above and a
dedicated team to monitor the exposures granted by bank. Bank follow a
principle of secured lending which has resulted in maintaining high asset
quality. Bank’s advances stood at ¥ 55,072.67 million, and % 58,659.37
million with 99.82% and 99.85% of it being secured loans as of March 31,
2023 and as of September 30, 2023 with an average ticket size of X 1.34
million and X 1.37 million respectively. Bank have also had a consistent
asset quality in the range of 2%-3% from Fiscal 2021 to the six months
ended September 30, 2023 as compared other peers in the SFB space.

Customer centric approach and understanding of | Bank’s main focus is on providing its products and services to catering to
target customers middle income group segment with special emphasis on rural and semi-
urban areas in bank’s areas of operations. Bank is a one-stop financial hub
for its customers where bank operate. As of March 31, 2023 and September
30, 2023, bank had 7,01,071 and 7,25,037 customers respectively (both
credit and deposit). Further, as on September 30, 2023, bank had 173
branches and 175 ATMs with 76.30% bank’s branches located in rural and
semi-urban areas. As the majority of its customers are individuals from
middle-income group segments, bank have designed its products in a
manner such that they are simple to understand, which contributes to their
popularity amongst customers. Bank strategically follow branch network
driven business acquisition strategy which helps it to identify the customer
needs effectively and respond with solutions.
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OBJECTS OF OFFER

Source:RHP

INDUSTRY OVERVIEW
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Consolidated Financials (Rs in Mn)
Financials (Mn) FY21 FY22 FY23 H1FY24
Total Income
2444.45 3094.65 3714.58 2002.08
Total Expenses
1729.59 1962.53 2227.54 1248.24
Pre Provision Profit
714.86 1132.12 1487.04 753.84
Provisions
307.02 506.45 551.08 209.93
PBT
407.84 625.67 935.96 543.91
Tax
0.00 0.00 0.00 0.00
PAT
407.84 625.67 935.96 543.91
Eq Cap 339.10 340.44 342.52 353.51
Net Worth 4,507.90 5,157.81 6,106.10 4,507.90
EPS 12.0 18.4 27.3 15.4
Book value
132.94 151.50 178.27 201.34
NIM %
3.36 3.74 4.19 4.04
Cost of Funds 5.83 5.20 5.11 5.68
ROE%
9.04 12.13 15.33 7.64
ROA%
0.69 0.92 1.22 1.28
Credit Cost%
0.3 0.42 0.32 0.08
(Source: RHP)
Peer Comparison
Company Name Face value EPS NAV P/E P/B RONW %
Capital Small Finance Bank -
Limited 10.00 27.21 178.27 - 15.33
Peers
AU Small Finance Bank Limited 35.47
10 21.74 164.64 4.71 13.00
Suryoday Small Finance Bank 24.21
Limited 10 7.32 149.28 1.19 4.90
Credit Access Grameen Limited 32.66
10 52.04 326.89 5.20 16.18
Spandana Sphoorty Financial 665.52
Limited 10 1.74 436.58 2.65 0.40
Bandhan Bank Limited 16.87
10 13.62 121.58 1.89 11.21
Ujjivan Small Finance Bank 10.15
Limited 10 5.87 21.27 2.81 26.45
Equitas Small Finance Bank 24.21
Limited 10 4.67 46.44 2.46 11.21
Fusion Micro Finance Limited 14.68
10 43.13 230.74 2.75 16.67
Utkarsh Small Finance Bank 13.51
Limited 10 4.51 22.33 2.73 20.22
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DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed
to carry on the business of broking, depository services, merchant banking services, Portfolio Management Services and other
related activities. Broking services offered by HEM Securities Limited are under SEBI Registration No.: INZ000168034.

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No.
INH100002250 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The information
contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only
and is not intended to be and must not alone be taken as the basis for an investment decision. The user assumes the entire risk of
any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult his own advisors to determine the merits and risks of such investment. This should not be construed
as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for all
investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. 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 HSL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. HSL reserves the right to make modifications and alterations to this statement as may
be required from time to time. HSL or any of its associates / group companies 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. HSL is committed to
providing independent and transparent recommendation to its clients. Neither HSL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading
and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past
performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in this report
are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company (ies) or
have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the
time of publication of research report or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.

Hem Securities Research 6



