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SUBSCRIBE | BACKGROUND

Price Band Rs.560—Rs. 577  Fino Payments Bank is a fintech company offering diverse range of financial

Bidding Date 290ct-2Nov products and services that are primarily digital and have a payments focus,
Axis, CLSA, generating fee and commission based income for the bank.

BRLM
ICICI, Nomura ) .
i . . Details and Objects of the Issue
Registrar KFin Technologies
. . e The total issue size is Rs. 1200 Cr constituting (i) Offer For Sale of up to 1.56 Cr
Sector Financials

equity shares aggregating to Rs. 900 Cr by the promoter; and (ii) fresh issue of

up to 0.52 Cr equity shares aggregating to Rs. 300 Cr. The Offer shall

Number of Shares 25 constitute 25.0% of the post-offer paid-up equity capital of the company.
Min. Application Money Rs. 14,425 ® Bank proposes to utilise the proceeds from the fresh Issue towards
Discount to retail NA augmenting its Tier — 1 capital base to meet its future capital requirements.
Payment Mode ASBA ' |nvestment Rationale
Financials (Rs Cr) FY20 Fy21 e Strong Industry Tailwind - Retail digital payments industry to grow at 40%
Total Income 682 781 CAGR till FY25E.
PBP 31 24 e An asset light and scalable business model.
PAT 39 20 e Continued focus on use of technology to improve operating leverage.
e Continued innovation leading to high growth products and diversified revenue
Valuations (FY21) Upper Band streams.
Market Cap (Rs Cr) 4801 e Highly experienced and committed leadership team, Marquee investor base in
EPS 2.5 as promoters cum shareholders.
P/E Ratio 235
Valuation and Recommendation
P/Sales 6.1 . . . .
Fino will be the only listed Payment Bank and one of the most prominent listed
fintech company. As there are no listed payment banks, we take cues from M&A
transactions in the unlisted space. We observe that during Sep 2021, Kotak Bank
Shareholding (Post IPO) sold its 8.6% stake in Airtel Payments Bank to Bharti Enterprises for Rs. 300 Cr.
Promoters 75.0% This transaction values the payment bank at Rs. 3501 Cr or FY21 P/S of 5.6x. Fino is
Institutions 18.7% being valued at a 10% premium to this deal at FY21 P/S of 6.1x. Having
o y demonstrated profitability during FY21 and scope for further improvement in ROE
Public 6.3%

via operating leverage, we believe Fino is reasonably valued and offers good

Offer structure for different categories prospects for appreciation in future. We recommend “SUBSCRIBE” to the issue.

QIB (Including Mutual Fund) 75% (Rs Cr)
Non-Institutional Investors s}/ Financial Snapshot FY19 FY20 FY21
Retail 10% Total Income 366 682 781 203
Post | Equity (Rs. in Cr) 83.2 Growth 86% 15% 37%
ostlssue tquity (Rs. ! : Profit Before Provisioning -61 -31 24 3
Issue Size (Rs in Cr) 1200 Growth - - - 69%
Face Value (Rs) 10 PAT -62 -32 20 3
Growth 69%
Jehan Bhadha (+91 22 6273 8174) EPS # 75 38 25 0.4
,SrBReEearFE r:”;ah'VSt o ROE -38% -25% 14% 8%
GRIENL AR Ul R A ) Cost / Income 117% 105% 97% 98%
i - - i .
Mahima Mehta (+91 22 6273 8186) Price / Sales 6 59
Price / Book Value * - - 9.8 9.8
Research Analyst - -
Price / Earnings - - 235 384

mahima.mehta@nirmalbang.com

Source: Company data, NBRR; # denotes diluted EPS; * deotes post IPO Book Value
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Company Background

Fino (Fino Payments Bank) is a fintech company offering a diverse range of financial products and services that are primarily
digital and have a payments focus. Financial Inclusion Network Operations (“Fino”) started as a technology company aimed at
developing technological solutions. In September 2015, Fino was granted an in-principle approval to set up a payments bank
and, following its incorporation in April 2017, Fino commenced operations as a Payments Bank with effect from June, 2017.

Fino’s product and service offering includes banking products that generate fee and commission based income. Fino’s
products and services include (i) CASA accounts (8% revenue mix), issuance of debit card and related transactions, (ii)
facilitating domestic remittances (34% mix), open banking functionality (via our Application Programming Interface
(“AP1”)), (iii) withdrawing and depositing cash (via micro-ATM or Aadhaar Enabled Payment System “AePS”) (34% mix) and
(iv) Cash Management Services (4% mix). Fino’s merchants also leverage the customer relationships within their respective
communities to facilitate cross-selling other financial products and services such as third party gold loans, insurance, bill
payments and recharges. Fino also manages a large BC network (20% revenue mix) on behalf of other banks. In addition, as
a condition of its RBI License Fino is not permitted to directly provide credit products and thereby is not exposed to the credit
risk associated with underwriting credit products.

Fino’s unique framework of distribution, technology and partnership (DTP framework) enables it to serve its target market
efficiently and is used to overcome and achieve improvements on three key challenges associated with serving its target
market, being scale, service and sustainability. Its DTP framework allows it to reach a vast number of customers in under-
penetrated markets and keep its fixed costs low — all of which supports the sustainability and scalability of Fino’s business
model. Fino’s open banking API (Application Programming Interface) capability has also been an important element in the
delivery of financial products and services to its customers.

Product & Service Ecosystem of Fino

Payments Bank
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micro-ATM & AePS

Cash Management
Services

Page



NIRMAL BANG

a relationship beyond broking

&

Fino Payments Bank Ltd.

Primary financial products and services offerings

Fino’s portfolio of products is primarily designed for customers (i.e. B2C). Fino develops, deploys and has end-to-end control
over all aspects of such products, including the technology and customer experience. Such products principally include CASA,
micro-ATMs and AePS transactions, domestic remittances and the issuing of debit cards. In addition, Fino cross-sells a suite

of third party products through its network which it considers to have a B2B2C focus. Such products principally include
insurance (e.g., general, life and health) and gold loans. Fino also manages a large BC network on behalf of other banks which
it considers to be its “corporate” focused offering i.e. B2B. Under such corporate BC arrangements, Fino services the
customers of other banks through its BC network which includes on-boarding and other services for such banks as per the
prevalent RBI guidelines. Additionally, Fino has been providing Cash Management Services (CMS) to corporate clients since
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Retail Focmns Products / Orverview Key Highlizhts Fevenne basis
Corporate Services -
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Fletail BIC CASA ¢ (Offers basic current account and ¢ 100% CASA Ratio v
saving account opening and related
LETViCEs
micro-A TR » (Offers basic banking services lika » had the largest network of micro- '
cash withdrawal through handheld ATMs, as of March, 2021 (sounce:
device similar to PoS machine CERISIL)
# Diebit card required
AePS ¢ (Oiffers basic banking sarvices like v
cash withdrawal, balance enguiry,
mini statement, fimd oansfer
(Asdhasar to Aadhzar)
+ Aadhaar biemetnic aunthenfication
» Diebit card not required.
Femiftances & Offers domestic money transfer # Eey customer acquisition point W
2ATVICES
Diehit Cards # Ofers classic and platimms Fupay Classic Cards: W
cards » Daily ATM withdrawal limdt of
* acceptad across all ATM: and POS F10.000
terminals deployed throughout India | » Daily POS transaction limdt of
#5000
Platimmm Cards:
» Free Insurance cover of 0.2
millicn in case of accidental death
permanent disability due to
accident.
# Daily ATM withdraaal limit of
F15,000
» Daily POS transaction mit of
F5,000.
BIB2C | Third party cross |« Cross-sell products such as gold W
sell loans and insurance
Cash Mansgement | ¢ Offers cach collaction services and » B85 clients as of March 31, 2021 vy
Services (CME) cash payment services across
traditional physical channels and
digital channels to corporate clients
Corporata BIE BC Banking & Cach withdrawal and deposit is # Currently have ~17 289 active BCs vy
facilitated to the customers of other pan-India
banks
Source: RHP
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Investment Rationale

Strong Industry Tailwind - Retail digital payments industry to grow at 40% CAGR till FY25E

The retail digital payments value in India is forecast to reach Rs. 1,345 trillion in FY25 from Rs. 353 trillion in FY21, translating
into CAGR of 40% over FY21-25. The growth in the retail digital transactions can be attributed to (i) rise in smart phones and
mobile internet adoption, (ii) Aggressive expansion by E-commerce industry, (iii) Increase in spends via cards and POS

terminals, (iv) convenience offered by digital payments, and (v) ubiquitous availability of payment solutions.

Retail digital payments value to quadruple; to reach Rs. 1,345 trillion by FY25E
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Source: RHP

An Asset Light and Scalable Business Model

Fino operates an asset light business model that principally relies on fee and commission based income generated from its
merchant network and strategic commercial relationships. Each merchant serves the banking and financial needs of its
community, which in turn forms the backbone of its assisted-digital ecosystem, referred to as “phygital” delivery model (i.e., a
combination of physical and digital). The merchant’s use of technology and Fino’s use of analytics on the data that Fino
captures enhances the merchant’s ability to cross sell the third party products that Fino also offers, to its existing customers,
thereby increasing its potential revenue and opportunity to further customize its products and services offering. Such a
merchant-led distribution model requires minimal capital expenditure cost from Fino because the on-boarding and setup
capital expenditure costs are borne by the merchant (including acquisition costs related to the micro-ATMs and AePS
devices), and accordingly, allows for operating leverage and efficient expansion in a timely manner. Fino has a merchant
network of 641,892 as on FY21 (comprising of 335,359 “own” merchants and 306,533 merchants on the open banking
network via its APl channel). These are typically located in Tier2/3 towns.

Fino leverages 17,269 active BCs to reach the underserved and unserved populations in hard to reach locations. BCs are
generally retail agents engaged by Fino to provide banking products and services on behalf of other banks (such as Union
Bank of India, ICICI Bank and Canara Bank) and at locations other than traditional branches. BCs are authorised to perform a
variety of activities including collection of domestic and international remittances, CASA account opening functions, payments
made via AePS, bill payments, and mobile recharge, among others. BCs are typically equipped with a handheld device, along
with a UIDAI compliant biometric reader for identification and authentication purposes.

Additionally, Fino operates 54 branches and 143 Customer Service Points (CSPs) as of March, 2021. Fino also uses strategic
commercial relationships with corporate entities, most notably with BPCL, to expand its operational reach.
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Continued focus on use of technology to improve operating leverage

Fino’s focus on and use of technology is a significant factor in improving operating leverage, as it allows the company to
improve gross margins and limit variable costs. It plays a key role in Fino’s ability to expand its reach throughout India without
incurring the relatively higher costs associated with traditional bricks and mortar branch presence. Since 2017, Fino has made

significant investments in technology infrastructure. In FY19, 2020 and 2021, Fino recorded Rs. 14 Cr, Rs. 23 Cr and Rs. 67 Cr,
respectively, of capital expenditure in connection with technology infrastructure. Fino shall continue to improve its operating
leverage by focussing on its use of technology and in particular in connection with the on-boarding and training of its
merchants and also to enhance its “phygital” delivery model.

Continued innovation leading to high growth products and diversified revenue streams

Fino is committed to establishing itself as a modern technology-enabled bank that offers a comprehensive suite of products to
its target market via a range of touch-points. Fino also intends targeting high growth products with high margins within its
existing offering, as well as exploring new and improved products, with a focus towards products offered through its “own”
channel. Typically, the “own” channel products generate higher margins and Fino will aim to further expand this channel
through new products and additional merchants. However, the “API” channel will continue to remain important for its ability
to expand. Fino has identified and expects that CASA and micro-ATMs have high growth potential. Fino is also actively
exploring the potential of tie-ups with NBFCs for referral credit products designed for customers, where Fino will earn fees
on such referrals. With digital adoption gaining momentum within Indian society, customers will increasingly use digital
platforms, which will lead to direct customer engagement and improved margins.

Fino offers the widest range of products and services among all Payment Banks

Products Fino Pavments Airtel India Post PavIM NSDL

Bank Pavments Bank | Pavments Bank | Payments Bank | Pavments Bank
Savings & Current A/C v v v vy
Sweep Account Facility v x v X
Mobile Wallet Vf 4 K v x
Debit Card ¥4 v, v ¥4 vy
Payments v v v v v
CMS v v v X X
Insurance (third party cross sell) vy “ v x vy
Doorstep Banking v v v v x
BC Business ¥4 X X X vy
Source: RHP

Highly Experienced and Committed Leadership Team, Marquee Investor Base in our Promoter and Shareholder

MD & CEO, Rishi Gupta was instrumental in the formation of the company. His persistence in aiming for the right services/
products, balancing technology innovations with strengthening distribution and building a strong core team has been key to
Fino’s performance. Mr. Gupta is also the 2021 Co-Chairman of the National Council on Banking and Financial Services, within
the Associated Chambers of Commerce and Industry of India. Currently, Mr. Gupta is supported by key management
personnel who are highly experienced with a diverse and deep level of expertise, particularly in the financial services and
technology industries. Five of these have been with the company since inception in 2017.

In addition, the principal shareholders include marquee investors such as ICICI Group (17.6%), Intel Capital Corporation
(5.6%), International Finance Corporation (7.6%), HAV3 Holdings (Mauritius) (11.1%), Blackstone (14.7%) and BPCL (22.9%).
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Concerns

Competition: Fino’s direct competitors are currently other five Payment Banks. Fino also competes closely with other BC
operators in its domestic remittance, micro-ATM and AePS offerings as BC operators are the “last mile” service providers
operating on behalf of other banks. In addition, for CASA accounts, Fino competes closely with banks and for CMS, it compete
closely with BC operators and dedicated CMS entities.

Third wave of Covid : Incase there is a third wave of covid, Fino would get impacted as the overall demand would take a hit.
Strict lockdowns could hamper the growth prospects of Fino.

Possible aggression from new online fintech companies: The online independent fintech industry in India where Fino
operates in is constantly evolving and becoming intensely competitive. Any aggressive expansion from new age fintech
players which are backed by large global investors could result in loss in market share and impact future financials of Fino.

Valuation and Recommendation

Fino will be the only listed Payment Bank and one of the most prominent listed fintech company. As there are no listed
payment banks, we take cues from M&A transactions in the unlisted space. We observe that during Sep 2021, Kotak Bank sold
its 8.6% stake in Airtel Payments Bank to Bharti Enterprises for Rs. 300 Cr. This transaction values the payment bank at Rs.
3501 Cr or FY21 P/S of 5.6x. Fino is being valued at a 10% premium to this deal at FY21 P/S of 6.1x. Having demonstrated
profitability during FY21 and scope for further improvement in ROE via operating leverage, we believe Fino is reasonably
valued and offers good prospects for appreciation in future. We recommend “SUBSCRIBE” to the issue.

Payment Banks

Airtel India Post PayTM
Revenue 627 55 1987 13 6 781
FY19-21 CAGR 80% 17% 9% -6% 8% 46%
PAT -434 -334 18 -90 -14 20
ROE (Pre IPO) Negative  Negative 4% Negative Negative 14%
Networth 322 570 480 126 140 489
Touchpoints 500,000 136,078 21,000,000 NA NA 720,000
Customers Base (Cr) 3.0 4.0 33.3 NA NA 4.0
Transaction Value (Cr) 50,000 33,600 460,000 NA NA 132,931
Rev. as % of Trans. Val. 1.25% 0.16% 0.43% NA NA 0.59%
Stake Sale Date Sep-21 Oct-21
Stake 8.6% 25%
Transaction Value 300 NA NA NA NA . 1200
Seller Kotak Bank Fino Paytech
Buyer Bharti IPO Subscribers
Valuation 3501 4801
Price to Sales 5.6 6.1
Price to Book Value 10.9 9.8

Source: NBRR; Note: Fino P/BV is calculated post IPO fund infusion of Rs. 300 Cr
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Financials

P&L (Rs. Crs) FY19 FY20 FY21 Q1FY22 Bal. Sheet (Rs. Crs) FY19 FY20 Fy21 Q1FY22
Interest earned 19 18 20 6 Equity capital 45 45 45 45
Interest expended 6 10 10 3 Reserves & surplus 118 85 106 109
NIl 14 8 11 3 Net worth * 162 130 151 154
Non interest income 352 673 771 200 Deposits 48 118 243 251
Total income 366 682 781 203 Borrowings 83 111 181 211
Growth 86% 15% 37% Other liab and prov 392 266 436 404
Total Opex 427 713 757 200 Total equity & liabilities 684 624 1,010 1,020
Growth 67% 6% 37% Bal. with RBI 157 131 88 48
Profit before prov -61 ’ -31 4 24 3 Balances with banks and 231 171 183 167
Growth -50% -179% 69% Fixed Assets 42 49 64 80
Provisions 1 1 4 0 Other Assets 180 144 172 168
Growth 10% 289% NA Investments 73 128 504 558
Net profit -62 4 -32 4 20 3 Net Advances 0 0 0 0
Growth -49%  -164% 69% Total Assets 684 624 1,010 1,020
Profitability Ratios FY19 FY20 FY21 Q1FY22 Balance Sheet Ratios FY19 FY20 FY21 Q1FY22
Cost / Income Ratio 117% 105% 97% 98% CAR (Minimum: 15%) 65.5% 609% 56.3% 54.8%
ROE -38% -25% 14% 8%

Valuation Ratios FY19 FY20 FY21 Q1FY22

Per Share Data FY19 FY20 FY21 Q1l1FY22 P/E - - 235 384
EPS -7.5 -3.8 2.5 0.4 P/Sales - - 6.1 5.9
BVPS* 19.5 15.6 58.8 59.2 P/BV - - 9.8 9.8

Source: Company data, NBRR (* BVPS for FY21 & Q1FY22 have been adjusted to include IPO fund infusion to provide a fair view)
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Disclosure:

This Report is published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) for private circulation. NBSPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INHO00001766. NBSPL is also a registered
Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments. It is also a registered Portfolio
Manager having registration no as INPO00002981.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have different
or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in securities
Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBSPL or its associates or
Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the subject company.
NBSPL or its associates or Analyst or his relatives hold / do not hold beneficial ownership of 1% or more in the subject company at the end of
the month immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the company
covered by Analyst during the past twelve months. NBSPL or its associates have not received any compensation or other benefits from the
company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer, director or employee
of Subject Company and NBSPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: I/We, Jehan Bhadha and Mahima Mehta the research associate/s and author/s of this report, hereby certify that the
views expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors or
industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion
of specific recommendations or views in this research. The analyst(s) principally responsible for the preparation of this research report and
has taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer:

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to
you. NBSPL is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or
product, or to engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the
investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed
or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this
research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time.
NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or
use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be
contrary to law, regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such
jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty
that it is accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the
information or opinions in it. NBSPL 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 inadvertent error in the information contained in this report. NBSPL 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.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBSPL is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser,
whether the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved
in securities trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International
investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and international stock
market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without
any notice. Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect,
consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be
noted that neither NBSPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information
contained in this report.

Copyright of this document vests exclusively with NBSPL.

Our reports are also available on our website www.nirmalbang.com .

Nirmal Bang Research (Division of Nirmal Bang Securities Pvt. Ltd.)
B-2, 301/302, Marathon Innova,
Opp. Peninsula Corporate Park,
Off Ganpatrao Kadam Marg,
Lower Parel (W), Mumbai-400013
Board No. : 91 22 3926 8000/8001
Fax. :022 3926 8010
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