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DROP IN PROFITABILITY AND CASA, 
 UNSECURED ADVANCES

The advances growth rate was at 42.48% in FY22, a
17.74% growth compared to FY21. Growth is driven by
growth in term loans and unsecured loans. There has
been a decline in cash credits, overdrafts, and loans
repayable on demand, and also on advances secured by
tangible assets. Advances in India. 
Deposits growth is driven by term deposits with a
substantial increase from other banks. And a
substantial decline in demand deposits was also seen in
FY22 from other banks. 
CASA ratio declined to 3.43% in FY22, from 19.42% in
FY21.
Net Interest Margin (NIM) also declined from 9.12% in
FY21 to 7.30% in FY22 due to higher growth in
advances and investments, offsetting gain on interests. 
Advertisement and publicity expenses have increased
operating expenses. A 117.67% growth was seen in
advertisement and publicity expenses and operating
expenses growth was at 36.56%.
Cost to income ratio has also increased from 35.75% in
FY21 to 40.18% in FY22.

INCREASE IN GNPA,NNPA AND PROVISIONS

The  Gross NPAs to gross advances increased from
6.70% to 7.83% in FY22. 
The Net NPA's to Net advances increased from
3.88% to 3.92%. 35.62% of increment in
substandard  NPAs and  239.25% increment in
doubtful NPAs, which is worrisome.
The provisions coverage ratio has increased from
3.59% to 4.54%.

STRENGTHS

55.72% of total microloans advanced outside
Kerala.
Has the highest percentage of gross advances as of
FY22 end, from rural and semi-urban areas.
Has the greatest proportion of retail deposits at
93.71%. Retail deposits are considered to be more
stable than the wholesale deposit.
Its signature "Business correspondents system" has
been able to collect from 57.06% of its microloan
customers on a weekly basis. They claim that
rapport leads to a lower risk of delinquency.
Higher customer retention rates with 80.23% of
current borrowers being previously borrowers. 

VALUATION AND OUTLOOK

Despite showing good strides outside of its home ground and
gaining advances, the net interest margin and CASA ratio point
towards reduced profitability. The cost-to-income ratio and
provisions coverage has increased. Moreover, the bank has a
70.62% increment in Gross NPA and a 44.03% increment in Net
NPA. Therefore, based on a conservative note, we value the
market capitalization of ESAF SFB at INR5245.14 Crores,
based on a weighted average computation on the basis of PBV,
EVEBITDA, price-to-advances and price-to-interest earned
valuation. 
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