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Company Overview

Five Star Business Finance is an NBFC-ND-SI providing secured business loans to micro- [SSIEEMEEE

entrepreneurs and self-employed individuals. The company is headquartered in Chennai and has @ ¢fer Period 9"Nov— 11" Nov,
strong presence in south India comprising of an extensive network of 311 branches, as of June 30, 2022
2022, spread across eight states and one union territory. The ticket size of the loans offered ranges
between INR 0.1mn to 1mn with an average ticket size of 0.29mn for June 2022. The company’s
gross term loans are currently at 52,965mn as of June 2022 which is split into loans for business
purposes (62.12% of gross term loans) and loans for asset creation and significant economic events

Price Band INR.450 to INR.474

(37.88% of gross term loans). Its targets customers in tier-2 to tier-6 cities who typically derive in- Bid Lot 31
come from “everyday” cash and carry business with a typical focus on services. The company only Listing BSE&NSE
provides secured loans where more than 95% of the collateral is a self-occupied residential property.
The currently has a loan base of 230,175 customers and continues to increase this number while Issue Size (no. 43.56/41.36
keeping the average ticket size stable. The company secures financing from various sources includ- ©f shares in mn)
ing term loans, proceeds from loans securitized, and loans from banks and financial institutions
among others. The interest rate ranges from 24% to 26% and between tenure of five to seven years. Issue Size 19.6
Objects of the issue (INR. in bn)

Face Value 1

The IPO proceeds will be used towards the following purposes:

= To carry out Offer for Sale. Issue Structure

= Achieve the benefits of listing equity shares in the stock exchanges. QiB 50%
Investment Rationale NIB 15%
Robust Customer Evaluation Process Retail 359

The company has developed a robust customer credit evaluation method which is a four-layered

process; two within the business and collections team and two layers within the credit team. It con- ICICI Securities Lim-

ducts an in-depth analysis of its potential customer by considering the ‘three C’s’ viz Character, Cash fted
-Flow, and Collateral to ensure that the customer has adequate ability to repay the loan amount. Al- Edelweiss Financial
s0, sourcing of potential customers is 100% done in-house by the company, not depending on any Services Limited
intermediaries allowing better control over the files. Approximately 80% of the files logged in are Kotak Mahindra
sanctioned due to strict pre-login practices followed by the company. BRLM Capital Company

Under-penetrated market with large opportunities Limited

The credit market for MSMEs and self-employed individuals is largely in the unorganised sector. Ac- Nomura Financial
Advisory and Securi-

cording to industry reports, less than 15% of approx 70 million MSMEs in India have access to formal ties (India) Private
credit in any form. The company has calibrated a strategy for contiguous expansion to penetrate the Limited
market by enabling its customers to move into the organised credit market while maintaining strong
asset quality. The GNPA of the company is approx 1.12% of the gross term loans as of June 2022.

KFin Technologies

Registrar Ltd

Valuation and Outlook

The general growth in the organised credit market for MSMEs and robust risk management and col-
lections framework provide Five Star with a huge opportunity to expand further. The company’s ap-
proach to sanction only fully secured loans with SORP as collateral coupled with a focus on strong
pre-login assessment minimizes the risk of frequent defaults. Also low cost of borrowings and signifi- Promoter 39.10% 32.68%
cant plans to invest in technology and data analytics to improve operational efficiency help the com-

. . . . . . Promoter 0 0
pany in the long run. However, disruptions in the sources of capital and default by borrowers remain 0.97% 0.97%

Grou
key risks. On the upper end of the price band, the issue is valued at a P/E of 29.6x and a P/B of 1.2x Publiz 5903 66.35%
. . 0
based on FY22 earnings which we feel is fairly priced and recommend investors to “SUBSCRIBE” to
Total 100% 100%

the IPO for the benefit of listing gains.

(Assuming issue subscribed at higher band)

Research Team - 022-61596407
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Five Star Business Finance Ltd.

Income Statement (Rs in millions)

Particulars(Rs in thousands) Q1FY23

Income

Revenue from Operations 3,380 12,541 10,497 7,867
Total Revenue 3,380 12,541 10,497 7,867
Fee expenses - - 27 4
Finance costs 648 3,006 3,252 2,169
Impairment on Financial Instruments (4) 455 352 493
Employee benefit expenses 719 2,361 1,637 1,271
Other expenses 130 575 367 342
Total Operating Expenses 1,493 6,397 5,634 4,280
Total Operating Profit 1,887 6,143 4,863 3,587
Depreciation and amortisation expense 36 122 114 101
Other income 11 21 15 6
PBT 1,862 6,042 4,764 3,493
Current tax 469 1,596 1,259 1,006
Deferred Tax charge (2) (89) (85) (132)

MAT Credit reversed/(availed) - - - -

Total tax 467 1,507 1,174 874
PAT 1,394 4,535 3,590 2,620
Diluted EPS 5 16 14 10

Source: RHP, BP Equities Research

Cash Flow Statement (Rs in million)

Particulars (Rs in thousands Q1FY23
Cash Flow from operating activities (1,746) (2,772) (1,573) (15,233)
Cash flow from investing activities 306 (3,839) 1,021 (1,319)
Cash flow from financing activities (597) 70 10,325 17,253
Net increase/(decrease) in cash and cash equivalents (2,036) (6,540) 9,774 701
Cash and cash equivalents at the beginning of the period 6,132 12,672 2,898 2,197
Cash and cash equivalents at the end of the period 4,096 6,132 12,672 2,898

Source: RHP, BP Equities Research
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Five Star Business Finance Ltd.

Balance Sheet (Rs in millions)

Particulars Q1FY23

Equity and Liabilities

Share Capital 291 291 256 256
Other Equity 38,278 36,812 22,925 19,190
Net worth 38,570 37,104 23,182 19,446
Financial Liabilities

Borrowings(other than debt securities) 15,729 15,503 21,214 12,848
Debt Securities 9,474 10,085 13,038 10,789
Other Financial Liabilities 535 415 172 157
Total Non Current Liabilities 25,739 26,003 34,424 23,794
Current Liabilities

Derivative Financial Instrument 14

Trade Payables

(a) total outstanding dues of micro enterprises and small enter-

prises

(b) total outstanding dues of creditors other than micro enter-

prises and small 109 130 87 66
enterprises

Short Term Provisions 135 90 72 58
Other non financial liabilities 53 90 172 161
Current tax liablities 109 0 0 7
Total Current Liabilities 407 324 331 292
Total liabilities 26,146 26,327 34,754 24,086
Total Equity and Liabilities 64,715 63,431 57,936 43,532
Assets

Property, plant and equipment 130 121 85 111
Right-of-Use assets 208 198 145 149
Other Intangible assets 10 9 19 19
Investment property 0 0 0 0
Other Financial Assets 187 180 47 52
Deferred tax assets 471 467 370 282
Total Non current assets 1,007 975 667 614
Investments 1,892 2,482 0 0
Financial Assets

Loans 54,544 51,024 43,587 38,308
Cash and cash equivalents 4,096 6,132 12,672 2,898
Other Bank Balances 3,036 2,668 885 1,613
Derivative Financial Instrument 4 0 0 0
Other Non Financial Assets 106 128 45 55
Current tax assets 32 22 80 44
Total Current Asset 63,709 62,456 57,270 42,918
Total Assets 64,715 63,431 57,936 43,532

Source: RHP, BP Equities Research

Key Risks

= We require substantial capital for our business and any disruption in our sources of capital could have an adverse effect on our busi-
ness, results of operations and financial condition.

= The risk of non-payment or default by our borrowers may adversely affect our business, results of operations and financial condition.

= Our inability to meet our obligations, including financial and other covenants under our debt financing arrangements, could adversely
affect our business, results of operations and financial condition.
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Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation (s) or view (s) in this report. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd or any
of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own
investigations.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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