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About the company

Incorporated in 1984, Five Star Business Finance Limited is an NBFC-ND-SI (Non-

Banking Finance Company) providing secured business loans to micro-entrepreneurs and 

self-employed individuals. It has an extensive network of 311 branches, as of June 30, 

2022, spread across eight states and one union territory and approximately 150 districts 

across India, with Tamil Nadu, Andhra Pradesh, Telangana and Karnataka being the key 

states. Five Star Business Finance Limited has created a business model based on 

identifying an appropriate risk framework and the ideal instalment-to-income ratio to make 

sure that customers have the resources to repay the loan after meeting their regular 

obligations and other event-based capital requirements. It is headquartered in Chennai, 

Tamil Nadu with a strong presence in south India. As of September 30, 2021, it had a total of 

4,306 employees. It has provided loans to more than 185,000 customers in total. It had an 

active loan base of 230,175 and 217,745 as of June 30, 2022, and March 31, 2022, 

respectively. With more than 3000 Crore in AUM, the company has the fasted AUM growth 

among the compared peers. As of June 30, 2022, and March 31, 2022, the Total 

Borrowings were Rs 2520. Crore and Rs 2559 Crore, respectively.

Strength

Fastest Gross Term Loans growth among its compared peers: The company is the 

fastest Gross Term Loans growth among its compared peers with more than Rs.3000 Crore 

in Gross Term Loans, with strong return and growth metrics and a significant potential 

addressable market.

Strong “on-ground” collections infrastructure leading to its ability to maintain a 

robust asset quality: While its underwriting model contributes to suitable customers being 

onboarded, it has also created a strong “on-ground “collections infrastructure to ensure that 

it maintains a high asset quality. Many of its customers have previously borrowed from 

moneylenders or other such unorganized lenders, and although it has observed minor 

delays in the servicing of regular monthly installments, which it views as a typical part of the 

repayment culture, such delays don’t necessarily translate into loan defaults. A key 

mechanism it uses to prevent defaults in such circumstances is maintaining a strong 

collections infrastructure designed to keep the credit and repayment discipline of the 

borrower intact. The company has a strong monitoring mechanism that ensures 

involvement and intervention from various individuals across its business, all of which also 

ensures a robust asset quality.

Ability to successfully expand to new underpenetrated geographies through a 

calibrated expansion strategy: Since starting as a Chennai based NBFC, it has 

demonstrated its ability to grow beyond its local market. Its first growth phase was between 

Financial Year 2010 and Financial Year 2015 where it increased from six branches in 

Chennai to 39 branches across Tamil Nadu. Between Financial Year 2015 and Financial 

Year 2018, it started to expand in the states of Andhra Pradesh, Telangana and Karnataka, 

growing from three branches to 72 branches during this period. Since then, it has further 

expanded to 165 branches across Andhra Pradesh, Telangana and Karnataka, as of June 

30, 2022. Recently, it has expanded into Madhya Pradesh, Chhattisgarh, Maharashtra and 
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Industry NBFC-ND-SI 

Offer for sale (Shares) 41,350,316

Net Offer to the Public 41,350,316

Issue Size (Rs. Cr.)  1860-1960 

Price Band (Rs.) 450-474

Offer Date  9-Nov-22
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Face Value  1
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QIB   20,675,158 

NIB  6,202,547 
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*calculated on the upper price band

Particulars Pre-issue Post -issue

Promoters & promoters group 40.07% 33.57%

QIB 58.32% 57.73%

NIB 1.61% 3.74%

Retail 0.00% 4.97%

Total 100.00% 100.00%
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Uttar Pradesh. Collectively, these four states accounted for 5.48% of its total Gross Term Loans with 

46 branches, as of June 30, 2022.

100% in-house sourcing, comprehensive credit assessment and robust risk management and 

collections framework, leading to good asset quality: Its 100% in-house sourcing, 

comprehensive credit assessment and robust risk management and collections framework allows it 

to identify, monitor and manage risks inherent in its operations. As of June 30, 2022, an estimated 

95% of the loans that it disbursed were for single-unit, SORPs, that is, it has a high SORP focus. It 

also aims to have conservative average loan-to-value ratios and installment to income ratios on its 

outstanding loan accounts, which can mitigate adverse events and cyclical effects. Over the last 

three Financial Years and the three months ended June 30, 2022, the company has provided loans to 

more than 205,000 customers.

Access to diversified and cost-effective long-term financing with a conservative approach to 

asset liability and liquidity management: The company has secured financing from diversified 

sources of capital, including term loans; proceeds from loans securitized; proceeds from the issuance 

of NCDs; issuances of principal protected market linked debentures; and proceeds from loans 

assigned; from banks, financial institutions, mutual funds and other domestic and foreign financial 

and development finance institutions to meet its capital requirements. Its Average Cost of Borrowings 

on its Average Total Borrowings was 10.53% as of June 30, 2022, 10.68% as of June 30, 2021, 

10.51% as of March 31, 2022, 11.48% as of March 31, 2021 and 12.07% as of March 31, 2020. It 

generally maintains its cash and cash equivalents, investments in government securities and liquid 

money market mutual funds to at least the gross of (i) next three months of scheduled debt 

repayments, (ii) next three months of operational costs and (iii) next one month of projected 

disbursements. As of June 30, 2022 and March 31, 2022, it had cash and bank balances and 

investment (comprising cash and cash equivalents, other bank balances and investment in mutual 

funds and government securities (excluding fixed deposits provided as credit enhancement for 

securitization transactions)) of Rs. 829.50 Crore and Rs.1055.30 Crore, respectively.

Strategy

Increase penetration: It tends to increase penetration in existing markets through increasing branch 

staff numbers, increasing its branch network in the existing geographies and diversifying to 

contiguous markets. It is constantly evaluating additional locations using its criteria and expects to 

continue to add branches to grow out network in the near term. As of June 30, 2022, it has reached an 

approximate district level penetration of 93%, 77% and 94% in the states of Tamil Nadu, Andhra 

Pradesh, Telangana, respectively, and 65%, 63%, 8%, 11% and 1% in the states of Karnataka, 

Madhya Pradesh, Maharashtra, Chhattisgarh and Uttar Pradesh, respectively.

Continue to focus on small business owners and self-employed individuals: It has plans to 

continue to focus on small business owners and self-employed individuals and increase its market 

share. For instance in terms of credit availability generally, the CRISIL Report notes that there is a 

wide variation across states and within various districts in the same state, which indicates latent 

opportunity for providing banking services to unserved or underserved customers. In many locations, 

it has customers who are first time borrowers from the formal secured lending ecosystem. As of June 

30, 2022, 30.42% of its customers were new to credit, while the remaining customers the bank were 

sanctioned higher ticket loans with higher tenors than they had availed earlier.

Optimize its borrowing costs, reduce operating expenses further and continue to expand and 

diversify its lender base: Its Average Cost of Borrowings was 10.53% as of June 30, 2022, 10.51% 

as of March 31, 2022, 11.48% as of March 31, 2021 and 12.07% as of March 31, 2020. This steady 

decline over the last three financial years is due to several factors, primarily its financial performance 
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and improving credit ratings. A lower Average Cost of Borrowing enables it to competitively price its 

loan products and helps it to grow its business and operations and increase its NIMs. It has also 

diversified its funding sources by using instruments such securitization transactions, non-convertible 

debentures, and principal protected market linked debentures to ensure that its debt capital 

requirements are met at optimal costs. Its developed distribution and collections infrastructure is a 

key factor in its operating leverage and will help reduce its operating expenses.

Continue to invest in Technology and Data Analytics to build a scalable and efficient operating 

model / to improve customer experience, increase productivity and decrease costs: It has 

made strategic investments in its information technology systems and implemented automated, 

digitized technology enabled platforms and proprietary tools, to strengthen its offerings and derive 

greater operational, cost and management efficiencies. From April 1, 2019 through to June 30, 2022, 

it has invested Rs 24.50 Crore on in its information technology systems, and as of June 30, 2022, its 

IT and data science teams comprised of 25 personnel.

Focus on Enhancing its Risk Management Framework: As the company has increased the scale 

of its operations and expanded into new geographies, it has intended to continue focusing on 

enhancing its risk management framework to maintain the credit quality of its loan portfolio. Its risk 

management initiatives will include obtaining a better understanding of the geographies in which the 

bank is present and the ones where it has intended to expand to, improving the credit scoring models 

and algorithms that it has currently deployed, improving its collection techniques and its property 

underwriting procedures, as well as initiate portfolio analytics activities.

Enhance its Brand Recall to Attract New Customers: It has believed that having a strong 

recognizable brand is a key attribute in its business, which will help it attract and retain customers, 

increases customer confidence and influences purchase decisions. Having a strong and 

recognizable brand will also assist the company in recruiting and retaining employees. It has intended 

to continue to undertake initiatives to increase the strength and recall of its ‘Five-Star’ brand to attract 

new customers. It has seek to build its brand by engaging with existing and potential customers’ 

through customer literacy programs, sponsor popular events in the regions, the company has 

operated and advertised in newspapers, hoardings and in other advertising media.

Risk factor

Ø The company requires substantial capital for its business.

Ø It has had negative cashflows and incurred losses in the past and can continue to incur in future.

Ø A substantial portion of its customers are first time borrowers which increases risks of non-

payment or default for it.

Ø Its operations are primarily focused in the states of Tamil Nadu, Andhra Pradesh, Telangana and 

Karnataka.

Peer comparison

Valuation
Co_Name Net Total Income PAT EPS P/E P/BV BV FV Price Mcap

AU Small Finance 7969.50 1258.59 18.89 32.54 4.06 151.23 10 614.60 40951.79

Aptus Value Hou. 902.65 415.45 8.34 38.90 5.55 58.47 2 324.40 16154.88

AAVAS Financiers 1456.31 399.92 50.61 36.90 4.87 383.27 10 1867.35 14757.00

Fusion Micro Finance Limited 955.57 453.55 15.57 30.45 3.72 127.34 1 474.00 13810.75
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Considering the P/E valuation, on the upper end of the price band of Rs.368, the stock is priced at pre 

issue P/E of 142.64x on FY22 EPS of Rs.2.58. Post issue, the stock is priced at a P/E of 170.22x on its 

EPS of Rs.2.16. Looking at the P/B ratio at Rs.368, pre issue, book value of Rs. 158.66 of P/Bvx 

2.32x. Post issue, book value of Rs.192.58of P/Bvx 1.91.

Considering the P/E valuation, on the lower end of the price band of Rs.350, the stock is priced at pre 

issue P/E of 135.67 on FY22 EPS of Rs.2.58 .Post issue, the stock is priced at a P/E of 161.90x on its 

EPS of Rs.2.16. Looking at the P/B ratio at Rs.350, pre issue, book value of Rs. 158.66 of P/Bvx 

2.21x. Post issue, book value of Rs.192.58of P/Bvx 1.82.

Industry Outlook

The National Sample Survey (NSS) 73rd round dated June 2016 estimated that there are around 

63.5 million MSMEs in India. Since then, the number of MSMEs is estimated to have increased further 

to around 70 million as of fiscal 2022. MSMEs complement large corporates as suppliers or directly 

cater to end users. The MSME sector contributes to India’s socio-economic development by 

providing huge employment opportunities in rural and backward areas, reducing regional 

imbalances, and assuring equitable distribution of national wealth and income. The segment 

currently contributes to 30% of the GDP, over 40% of exports and creates employment for about 110 

million people in the country, thus supporting economic development and growth. To bring in more 

enterprises under the ambit of MSMEs and widen the definition of MSMEs taking into account 

inflation over the past few years, in June 2020, the Government revised the MSME investment limit 

across each category and introduced an alternate and additional criterion of turnover buckets to the 

definition. It further removed the difference between the definition of manufacturing based and 

services based MSMEs. CRISIL Research estimates the total size of MSME lending market across 

ticket sizes and various player groups (banks, NBFCs, small finance banks, and other formal lenders) 

to be around Rs21 trillion as of March 2022. This market size includes loans taken by MSMEs across 

various constitution types (sole proprietorships, partnership firms, private and public limited 

companies, and co-operatives) and the ticket size spectrum, and includes loans extended in the 

name of the firm/entity/company as well as the individuals in case of micro enterprises or 

entrepreneurs. CRISIL Research estimates loans to MSMEs to have grown at a CAGR of 10% during 

fiscal 2012 to fiscal 2022, which is similar to the nominal GDP growth in this period. This can be 

attributed to various events during this time span that has impacted MSMEs – demonetisation of high-

value currency loans in November 2016, the implementation of GST subsequently, the economic 

slowdown in fiscal 2020 followed by the Covid-19 pandemic. In fiscal 2022, with recovery in economic 

activity, MSME lending also grew at a 13% on-year.

Outlook

Five-Star Business Finance Limited (“Five Star”) is an NBFC-ND-SI providing secured business 

loans to microentrepreneurs and self-employed individuals, each of whom are largely excluded by 

traditional financing institutions. The small business finance industry in India is highly competitive. It 

faces competition from other NBFCs as well as scheduled commercial banks. Moreover, the issue is 

fully OFS and the amount raised will not go to the company. 
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EVENT INDICATIVE DATE

  (On or about)

BID/ISSUE OPENS ON 09-November-22

BID/ISSUE CLOSES ON 11-November-22

Finalisation of Basis of Allotment with the Designated 16-November-22

Stock Exchange 

Initiation of refunds (if any, for Anchor Investors)/unblocking of 17-November-22

funds from ASBA Account 

Credit of Equity Shares to demat accounts of Allottees 18-November-22

Commencement of trading of the Equity Shares on the 21-November-22

Stock Exchanges

Annexure

Consolidated Financials

Profit & Loss Rs. in Cr.

Particulars Period ended Period ended Period ended

 30-Jun-22 (3 Months) 31-Mar-22 (12 Months) 31-Mar-21 (12 Months)

Interest Earned 335.22 1203.77 1014.88

Interest Expended 64.80 300.60 325.19

Net Interest Income 270.42 903.17 689.69

Other Income 3.84 52.40 36.38

Net Total Income 274.26 955.57 726.06

Operating Expenses 88.10 351.36 249.62

Operating Profits 186.16 604.21 476.44

Provisions & Contingencies   

Profit Before Tax 186.16 604.21 476.44

Provision for Tax 46.73 150.66 117.45

Net Profit for the year 139.43 453.55 358.99

Add : Profit brought forward   

Profit After Tax 139.43 453.55 358.99

Balance sheet is on next page

An Indicative timetable in respect of the Issue is set out below:
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Balance Sheet

Particulars As on 30-Jun-22 As on 31-Mar-22 As on 31-Mar-21

Assets   

Financial assets   

Cash and cash equivalents  409.57   613.16   1,267.18 

Bank balances other than cash and cash   303.64   266.78   88.54 

equivalents 

Loans  5,454.35   5,102.41   4,358.75 

Investments equivalents  189.16   248.18   -   

Derivative Financial Instruments  0.41   -     -   

Other financial assets  18.70   17.98   4.74 

Total Financial Assets  6,375.83   6,248.51   5,719.22 

Non-financial assets   

Current tax assets (net)  3.16   2.20   7.96 

Deferred tax assets (net)  47.13   46.67   36.99 

Investment property  0.04   0.04   0.04 

Property, plant and equipment  12.99   12.15   8.46 

Right of use asset  20.80   19.78   14.53 

Other intangible assets  1.00   0.89   1.90 

Other non-financial assets  10.60   12.84   4.53 

Total Non-Financial Assets  95.72   94.55   74.40 

Total Assets   6,471.55   6,343.07   5,793.61 

Liabilities   

Financial liabilities   

Derivative financial instruments  -     1.39   -   

Trade payables  10.93   13.00   8.67 

Debt securities  947.41   1,008.53   1,303.79 

Borrowings (other than debt securities)  1,572.91   1,550.30   2,121.41 

Other financial liabilities  53.54   41.47   17.17 

Total Financial Liabilities  2,584.79   2,614.69   3,451.04 

Non-financial liabilities   

Current tax liabilities (net)  10.94   -     -   

Provisions  13.49   9.00   7.20 

Other non-financial liabilities  5.34   9.02   17.20 

Total Non-Financial Liabilities  29.78   18.02   24.40 

Total Liabilities  2,614.57   2,632.72   3,475.44 

NET Worth  3,856.98   3,710.35   2,318.17 

Net worth represented by:   

Share capital  29.14   29.13   25.65 

Other equity  3,827.84   3,681.22   2,292.53 

Net Worth  3,856.98   3,710.35   2,318.17 

Rs. in Cr.
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Corporate Office:

11/6B, Shanti Chamber,

Pusa Road, New Delhi - 110005

Tel: +91-11-30111000

www.smcindiaonline.com

E-mail: smc.care@smcindiaonline.com

Disclaimer: This Research Report is for the personal information of the authorized recipient and doesn't construe to be any investment, legal or taxation advice to the investor. It is only for private circulation and use. 
The Research Report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such. No action is solicited on the basis of the 
contents of this Research Report. The Research Report should not be reproduced or redistributed to any other person(s)in any form without prior written permission of the SMC. The contents of this material are 
general and are neither comprehensive nor inclusive. Neither SMC nor any of its affiliates, associates, representatives, directors or employees shall be responsible for any loss or damage that may arise to any 
person due to any action taken on the basis of this Research Report. It does not constitute personal recommendations or take into account the particular investment objectives, financial situations or needs of an 
individual client or a corporate/s or any entity/s. All investments involve risk and past performance doesn't guarantee future results. The value of, and income from investments may vary because of the changes in the 
macro and micro factors given at a certain period of time. The person should use his/her own judgment while taking investment decisions. Please note that SMC its affiliates, Research Analyst, officers, directors, and 
employees, including persons involved in the preparation or issuance if this Research Report: (a) from time to time, may have long or short positions in, and buy or sell the securities thereof, of the subject 
company(ies) mentioned here in; 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(ies) discussed herein or may perform or seek to perform investment banking services for such company(ies) or act as advisor or lender/borrower to such subject company(ies); or (c) may have any other 
potential conflict of interest with respect to any recommendation and related information and opinions. All disputes shall be subject to the exclusive jurisdiction of Delhi High court.

SMC Global Securities Ltd. (hereinafter referred to as “SMC”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related 

activities. SMC is a registered member of National Stock Exchange of India Limited, Bombay Stock Exchange Limited, MSEI (Metropolitan Stock Exchange of India Ltd) and M/s SMC Comtrade Ltd is a registered 

member of National Commodity and Derivative Exchange Limited and Multi Commodity Exchanges of India and other commodity exchanges in India. SMC is also registered as a Depository Participant with CDSL 

and NSDL. SMC’s other associates are registered as Merchant Bankers, Portfolio Managers, NBFC with SEBI and Reserve Bank of India. It also has registration with AMFI as a Mutual Fund Distributor. 

SMC is a SEBI registered Research Analyst having registration number INH100001849. SMC or its associates has not been debarred/ suspended by SEBI or any other regulatory authority for accessing /dealing in 

securities market. SMC or its associates or its Research Analyst or his relatives do not hold any financial interest in the subject company interest at the time of publication of this Report. SMC or its associates or its 

Research Analyst or his relatives do not hold any actual/beneficial ownership of more than 1% (one percent) in the subject company, at the end of the month immediately preceding the date of publication of this 

Report. SMC or its associates its Research Analyst or his relatives does not have any material conflict of interest at the time of publication of this Report. 

SMC or its associates/analyst has not received any compensation from the subject company covered by the Research Analyst during the past twelve months. The subject company has not been a client of SMC 

during the past twelve months. SMC or its associates has not received any compensation or other benefits from the subject company covered by analyst or third party in connection with the present Research Report. 

The Research Analyst has not served as an officer, director or employee of the subject company covered by him/her and SMC has not been engaged in the market making activity for the subject company covered by 

the Research Analyst in this report.

The views expressed by the Research Analyst in this Report are based solely on information available publicly available/internal data/ other reliable sources believed to be true. SMC does not represent/ provide any 

warranty expressly or impliedly to the accuracy, contents or views expressed herein and investors are advised to independently evaluate the market conditions/risks involved before making any investment decision. 

The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in respect of the subject company.
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