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SECTION I: GENERAL
DEFINITIONS AND ABBREVIATIONS

This Draft Red Herring Prospectus uses certain definitions and abbreviations which, unless the context otherwise indicates or
implies, shall have the meaning as provided below. References to any legislation, act, regulation, rules, guidelines or policies
shall be to such legislation, act, regulation, rules, guidelines or policies as amended, supplemented or re-enacted from time to
time, and any reference to a statutory provision shall include any subordinate legislation made from time to time under that
provision.

The words and expressions used in this Draft Red Herring Prospectus but not defined herein shall have, to the extent applicable,
the same meaning ascribed to such terms under the SEBI ICDR Regulations, the Companies Act, the SCRA, the Depositories
Act and the rules and regulations made thereunder. Notwithstanding the foregoing, the terms used in “Industry Overview”,
“Key Regulations and Policies”, “Statement of Special Tax Benefits”, “Financial Statements”, “Basis for Offer Price”,
“History and Certain Corporate Matters”, “Selected Statistical Information”, “Financial Indebtedness”, “Other Regulatory
and Statutory Disclosures”, “Outstanding Litigation and Material Developments” and “Description of Equity Shares and
Terms of Articles of Association” on pages 81, 129, 78, 196, 75, 139, 178, 273, 287, 276 and 324 respectively shall have the

meaning ascribed to them in the relevant section.

General Terms

Term Description
“our Bank”, “the Bank”, “the|ESAF Small Finance Bank Limited, a company incorporated under the Companies Act, 2013 and
Issuer” registered as a small finance bank with the RBI, having its Registered and Corporate Office at Building
No.VI1/83/8, ESAF Bhavan, Thrissur-Palakkad National Highway, Mannuthy, Thrissur - 680 651,
Kerala, India
“we”, “us” or “our” Unless the context otherwise indicates or implies, refers to our Bank

Bank Related Terms

Term Description

“Articles of Association” or Articles of association of our Bank, as amended

“Ao0A”

Audit Committee Audit committee of the Board of our Bank, constituted in accordance with the applicable provisions of
the Companies Act, 2013, the Listing Regulations, guidelines issued by the RBI from time to time, and
as described in “Our Management” on page 146

“Auditors” or “Statutory S. R. Batliboi & Associates LLP, Chartered Accountants, the current statutory auditors of our Bank

Auditors”

Bajaj Allianz Life Bajaj Allianz Life Insurance Company Limited

Bank SHA Shareholders agreement dated July 27, 2018 entered into by and amongst PNB Metlife India Insurance

Company Limited, Bajaj Allianz Life Insurance Company Limited, Muthoot Finance Limited, Pl
Ventures LLP, our Promoters and our Bank, read along with the deeds of adherence, each dated
September 27, 2018, executed by and amongst ESMACO, ICICI Lombard General Insurance Company
Limited and Yusuffali Musaliam Veettil Abdul Kader

“Board” or “Board of Directors” | Board of directors of our Bank

Business Transfer Agreement Agreement to sell business undertaking dated February 22, 2017 entered into between our Corporate
Promoter and our Bank for the transfer of the business undertaking of our Corporate Promoter,
comprising its lending and financing business

CEDAR Retail or ESAF Retail CEDAR Retail Private Limited, previously known as ESAF Retail Private Limited

“Corporate Promoter” or The corporate promoter of our Bank, namely ESAF Financial Holdings Private Limited

“EFHPL” or “Promoter Selling

Shareholder”

Corporate Promoter SHA Shareholders agreement dated December 23, 2019 entered into amongst our Corporate Promoter,

Kadambelil Paul Thomas, ESAF Staff Welfare Trust, ESMACO, SIDBI Trustee Company Limited and,
Dia Vikas Capital Private Limited
Corporate Social Responsibility | Corporate social responsibility committee of our Bank constituted in accordance with the applicable

Committee provisions of the Companies Act, 2013 and as described in “Our Management” on page 146

CRISIL Research Report Report titled “Report on Indian banking industry, small finance banks sector and various loan products”
dated January 2020, issued by CRISIL Limited

Director(s) The directors on the Board of our Bank

Equity Shares Equity shares of face value of 210 each of our Bank

ESAF ESOP Plan 2019 ESAF Small Finance Bank Employee Stock Option Plan 2019

ESAF Homes ESAF Homes and Infrastructure Private Limited

ESAF Society Evangelical Social Action Forum

ESAF Swasraya Producers or ESAF Swasraya Producers Company Limited
ESAF Producer Company
ESMACO or ESCO ESAF Swasraya Multi-State Agro Co-operative Society Limited

Group Entities Our group entities, namely ESMACO, CEDAR Retail Private Limited, ESAF Homes and
Infrastructures Private Limited, ESAF Swasraya Producers Company Limited and Lahanti Lastmile
Services Private Limited, as defined and disclosed in “Our Group Entities” on page 172

Independent Directors Independent directors on the Board, as described in “Our Management” on page 146
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Term

Description

Individual Promoter

The individual promoter of our Bank, namely, Kadambelil Paul Thomas

IPO Steering Committee

The IPO committee of our Bank as described in “Our Management” on page 146

“Key Managerial Personnel” or
“KMP”

Key Managerial Personnel of our Bank shall have the meaning as set out under Regulation 2(1)(bb) of
the SEBI ICDR Regulations as described in “Our Management” on page 146, other than in the Restated
Financial Statements, where Key Managerial Personnel shall refer to only such persons required to be
identified as Key Managerial Personnel as per Accounting Standard 18 - Related Party Disclosures

Lahanti or LLMS

Lahanti Lastmile Services Private Limited

Managing Director and Chief
Executive Officer

Kadambelil Paul Thomas

“Memorandum of Association”
or “MoA”

Memorandum of association of our Bank, as amended

Nomination, Remuneration and
Compensation Committee

Nomination, remuneration and compensation committee of our Bank, constituted in accordance with
the applicable provisions of the Companies Act, 2013, the Listing Regulations and guidelines issued by
the RBI from time to time and as described in “Our Management” on page 146

Part-Time Chairman

Ravimohan Periyakavil Ramakrishnan

Pl Ventures

Pl Ventures LLP

Promoter Group

Persons and entities constituting the promoter group of our Bank in terms of Regulation 2(1)(pp) of the
SEBI ICDR Regulations, as disclosed in “Our Promoters and Promoter Group” on page 168

Promoters

The Individual Promoter of our Bank, namely Kadambelil Paul Thomas, and the Corporate Promoter of
our Bank, namely ESAF Financial Holdings Private Limited

RBI Final Approval

RBI letter dated November 18, 2016 bearing no. DBR.NBD(SFB-ESAF) No. 5654/16.13.216/2016-17,
pursuant to which the RBI granted license no. MUM:124 to our Bank to carry on the SFB business in
terms of Section 22 of the Banking Regulation Act

RBI In-Principle Approval

RBI letter dated October 7, 2015 bearing no. DBR.PSBD.NBC(SFB-ESAF). No. 4917/16.13.216/2015-
16, pursuant to which the RBI granted our Corporate Promoter an in-principal approval to establish an
SFB in the private sector under Section 22 of the Banking Regulation Act

Registered and Corporate Office

Building No.VI11/83/8, ESAF Bhavan, Thrissur-Palakkad National Highway, Mannuthy, Thrissur 680
651, Kerala, India

“Registrar of Companies” or
“RoC”

Registrar of Companies, Kerala at Ernakulam

Restated Financial Statements

The restated summary statement of assets and liabilities as at September 30, 2019, September 30, 2018,
March 31, 2019, 2018 and 2017 and restated summary statement of profit and loss and cash flows for
each of the six month periods ended September 30, 2019 and September 30, 2018 and for each of the
years ended March 31, 2019 and 2018 and for the period May 5, 2016 to March 31, 2017, the summary
statement of significant accounting policies, and other explanatory information prepared by the Bank in
accordance with the requirements of Section 26 of Part | of Chapter Il of the Companies Act, 2013,
SEBI ICDR Regulations and the Guidance Note on Reports in Company Prospectuses (Revised 2019)
issued by the Institute of Chartered Accountants of India, as amended from time to time

Selling Shareholders

Together, the Promoter Selling Shareholder, Bajaj Allianz Life and P1 Ventures

Shareholders

Holders of Equity Shares of our Bank from time to time

SIDBI

Small Industries Development Bank of India

Stakeholders’ Relationship
Committee

Stakeholders’ relationship committee of our Bank, constituted in accordance with the applicable
provisions of the Companies Act, 2013 and the Listing Regulations and as described in “Our
Management” on page 146

Offer Related Terms

Term Description
“Allot” or “Allotment” or|Unless the context otherwise requires, allotment of the Equity Shares pursuant to the Fresh Issue and
“Allotted” transfer of Offered Shares pursuant to the Offer for Sale to the successful Bidders

Allotment Advice

Note or advice or intimation of Allotment sent to the successful Bidders who have been or are to be
Allotted the Equity Shares after the Basis of Allotment has been approved by the Designated Stock
Exchange

Allottee

A successful Bidder to whom the Equity Shares are Allotted

Anchor Investor

A Qualified Institutional Buyer, applying under the Anchor Investor Portion in accordance with the
requirements specified in the SEBI ICDR Regulations and the Red Herring Prospectus and who has Bid
for an amount of at least 3100 million

Anchor Investor Allocation Price

Price at which Equity Shares will be allocated to Anchor Investors in terms of the Red Herring
Prospectus and the Prospectus, which will be decided by our Bank and the Promoter Selling Shareholder,
in consultation with the BRLMs, during the Anchor Investor Bid/Offer Period

Anchor  Investor

Form

Application

Application form used by an Anchor Investor to make a Bid in the Anchor Investor Portion and which
will be considered as an application for Allotment in terms of the Red Herring Prospectus and Prospectus

Anchor Investor Bid/Offer Period

One Working Day prior to the Bid/ Offer Opening Date, on which Bids by Anchor Investors shall be
submitted and allocation to Anchor Investors shall be completed

Anchor Investor Offer Price

Final price at which the Equity Shares will be Allotted to Anchor Investors in terms of the Red Herring
Prospectus and the Prospectus, which price will be equal to or higher than the Offer Price but not higher
than the Cap Price.

The Anchor Investor Offer Price will be decided by our Bank and the Promoter Selling Shareholder, in
consultation with the BRLMs




Term

Description

Anchor Investor Portion

Up to 60% of the QIB Portion which may be allocated by our Bank and Promoter Selling Shareholder,
in consultation with the BRLMs, to Anchor Investors on a discretionary basis in accordance with the
SEBI ICDR Regulations.

One-third of the Anchor Investor Portion shall be reserved for domestic Mutual Funds, subject to valid
Bids being received from domestic Mutual Funds at or above the Anchor Investor Allocation Price, in
accordance with the SEBI ICDR Regulations

“Application  Supported

Blocked Amount” or “ASBA”

by

Application, whether physical or electronic, used by ASBA Bidders to make a Bid and authorizing an
SCSB to block the Bid Amount in the ASBA Account and will include applications made by RIBs using
the UPI Mechanism where the Bid Amount will be blocked upon acceptance of UPI Mandate Request
by RIBs using the UPI Mechanism

ASBA Account Bank account maintained with an SCSB by an ASBA Bidder, as specified in the ASBA Form submitted
by ASBA Bidders for blocking the Bid Amount mentioned in the relevant ASBA Form and includes the
account of an RIB which is blocked upon acceptance of a UPI Mandate Request made by the RIBs using
the UPI Mechanism

ASBA Bid A Bid made by an ASBA Bidder

ASBA Bidders All Bidders except Anchor Investors

ASBA Form Application form, whether physical or electronic, used by ASBA Bidders to submit Bids, which will be
considered as the application for Allotment in terms of the Red Herring Prospectus and the Prospectus

Axis Axis Capital Limited

Bankers to the Offer Collectively, Escrow Collection Bank(s), Public Offer Account Bank(s), Sponsor Bank(s) and Refund

Bank(s), as the case may be

Basis of Allotment

Basis on which Equity Shares will be Allotted to successful Bidders under the Offer and which is
described in “Offer Structure” beginning on page 306

Bid

Indication to make an offer during the Bid/ Offer Period by an ASBA Bidder pursuant to submission of
the ASBA Form, or during the Anchor Investor Bid/ Offer Period by an Anchor Investor, pursuant to
submission of the Anchor Investor Application Form, to subscribe to or purchase the Equity Shares at a
price within the Price Band, including all revisions and modifications thereto as permitted under the
SEBI ICDR Regulations and in terms of the Red Herring Prospectus and the Bid cum Application Form.
The term “Bidding” shall be construed accordingly

Bid Amount

The highest value of optional Bids indicated in the Bid cum Application Form and, in the case of RIBs
Bidding at the Cut off Price, the Cap Price multiplied by the number of Equity Shares Bid for by such
Retail Individual Bidder and mentioned in the Bid cum Application Form and payable by the Bidder or
blocked in the ASBA Account of the Bidder, as the case may be, upon submission of the Bid

Bid cum Application Form

Anchor Investor Application Form or the ASBA Form, as the context requires

Bid Lot

[#] Equity Shares and in multiples of [®] Equity Shares thereafter

Bid/ Offer Closing Date

Except in relation to any Bids received from the Anchor Investors, the date after which the Designated
Intermediaries will not accept any Bids, which shall be notified in [e] editions of [®], an English national
daily newspaper and [e] editions of [@], a Hindi national daily newspaper and [e] editions of [e], a
Malayalam daily newspaper (Malayalam being the regional language of Kerala, where our Registered
and Corporate Office is located), each with wide circulation, and in case of any such extension, the
extended Bid/Offer Closing Date shall also be notified on the website and terminals of the Syndicate
Members and communicated to the designated intermediaries and the Sponsor Bank.

Our Bank and the Promoter Selling Shareholder, in consultation with the BRLMs may, consider closing
the Bid/Offer Period for QIBs one Working Day prior to the Bid/Offer Closing Date in accordance with
the SEBI ICDR Regulations. In case of any revision, the extended Bid/ Offer Closing Date shall also be
notified on the websites of the BRLMs and at the terminals of the Syndicate Members, which shall also
be notified in an advertisement in same newspapers in which the Bid/Offer Opening Date was published,
as required under the SEBI ICDR Regulations

Bid/ Offer Opening Date

Except in relation to any Bids received from the Anchor Investors, the date on which the Designated
Intermediaries shall start accepting Bids, which shall be notified in [e] editions of [e], an English
national daily newspaper and [e] editions of [e], a Hindi national daily newspaper and [e] editions of
[e], a Malayalam daily newspaper (Malayalam being the regional language of Kerala, where our
Registered and Corporate Office is located), each with wide circulation

Bid/ Offer Period

Except in relation to Anchor Investors, the period between the Bid/ Offer Opening Date and the Bid/
Offer Closing Date, inclusive of both days, during which prospective Bidders can submit their Bids,
including any revisions thereof

Bidder

Any prospective investor who makes a Bid pursuant to the terms of the Red Herring Prospectus and the
Bid cum Application Form and unless otherwise stated or implied, includes an Anchor Investor

Bidding Centres

Centres at which the Designated Intermediaries shall accept the ASBA Forms, i.e., Designated Branches
for SCSBs, Specified Locations for the Syndicate, Broker Centres for Registered Brokers, Designated
RTA Locations for RTAs and Designated CDP Locations for CDPs

Book Building Process

Book building process, as provided in Schedule X111 of the SEBI ICDR Regulations, in terms of which
the Offer is being made

“Book Running Lead Managers”

or “BRLMs”

The book running lead managers to the Offer, namely, Axis Capital Limited, Edelweiss Financial
Services Limited, ICICI Securities Limited and IIFL Securities Limited

Broker Centres

Centres notified by the Stock Exchanges where Bidders can submit the ASBA Forms to a Registered
Broker.

The details of such Broker Centres, along with the names and contact details of the Registered Brokers
are available on the respective websites of the Stock Exchanges (www.bseindia.com and
www.nseindia.com)

“CAN”

Notice or intimation of allocation of the Equity Shares sent to Anchor Investors, who have been allocated
the Equity Shares, after the Anchor Investor Bid/ Offer Period
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Term

Description

Cap Price

Higher end of the Price Band, above which the Offer Price and the Anchor Investor Offer Price will not
be finalised and above which no Bids will be accepted

Cash Escrow and Sponsor Bank
Agreement

Agreement to be entered amongst our Bank, the Selling Shareholders, the BRLMs, Syndicate Members,
the Bankers to the Offer and Registrar to the Offer, inter alia, for collection of the Bid Amounts from
Anchor Investors, transfer of funds to the Public Offer Account and where applicable, refunds of the
amounts collected from Bidders, on the terms and conditions thereof

Client ID

Client identification number maintained with one of the Depositories in relation to demat account

“Collecting
Participant” or “CDP”

Depository

A depository participant as defined under the Depositories Act, 1996 registered with SEBI and who is
eligible to procure Bids at the Designated CDP Locations in terms of circular no.
CIR/CFD/POLICYCELL/11/2015 dated November 10, 2015 issued by SEBI as per the list available on
the websites of BSE and NSE, as updated from time to time

Cut-off Price

Offer Price, finalised by our Bank and the Selling Shareholders, in consultation with the BRLMSs, which
shall be any price within the Price Band.

Only Retail Individual Bidders Bidding in the Retail Portion are entitled to Bid at the Cut-off Price.
QIBs and Non-Institutional Bidders are not entitled to Bid at the Cut-off Price

Demographic Details

Details of the Bidders including the Bidders’ address, name of the Bidders’ father/husband, investor
status, occupation, bank account details and UPI ID, wherever applicable

Designated Branches

Such branches of the SCSBs which shall collect the ASBA Forms, a list of which is available on the
website of SEBI at https://www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognised=yes or at
such other website as may be prescribed by SEBI from time to time

Designated CDP Locations

Such locations of the CDPs where Bidders can submit the ASBA Forms.

The details of such Designated CDP Locations, along with names and contact details of the Collecting
Depository Participants eligible to accept ASBA Forms are available on the respective websites of the
Stock Exchanges (www.bseindia.com and www.nseindia.com), as updated from time to time

Designated Date

The date on which the Escrow Collection Bank(s) transfer funds from the Escrow Account to the Public
Offer Account or the Refund Account, as the case may be, and the instructions are issued to the SCSBs
(in case of RIBs using UPI Mechanism, instruction issued through the Sponsor Bank) for the transfer of
amounts blocked by the SCSBs in the ASBA Accounts to the Public Offer Account or the Refund
Account, as the case may be, in terms of the Red Herring Prospectus and the Prospectus following which
Equity Shares will be Allotted in the Offer

Designated Intermediary(ies)

In relation to ASBA Forms submitted by RIBs by authorising an SCSB to block the Bid Amount in the
ASBA Account, Designated Intermediaries shall mean SCSBs.

In relation to ASBA Forms submitted by RIBs where the Bid Amount will be blocked upon acceptance
of UPI Mandate Request by such RIB using the UPI Mechanism, Designated Intermediaries shall mean
Syndicate, sub-syndicate/agents, Registered Brokers, CDPs, SCSBs and RTAs.

In relation to ASBA Forms submitted by QIBs and non-institutional Bidders, Designated Intermediaries
shall mean Syndicate, Sub-Syndicate/ agents, SCSBs, Registered Brokers, the CDPs and RTAs

Designated RTA Locations

Such locations of the RTAs where Bidders can submit the ASBA Forms to RTAs. The details of such
Designated RTA Locations, along with names and contact details of the RTAs eligible to accept ASBA
Forms are available on the respective websites of the Stock Exchanges (www.bseindia.com and
www.nseindia.com)

Designated Stock Exchange

[e]

“Draft Red Herring Prospectus”
or “DRHP”

This draft red herring prospectus dated January 6, 2020 issued in accordance with the SEBI ICDR
Regulations, which does not contain complete particulars of the price at which the Equity Shares will be
Allotted and the size of the Offer, including any addenda or corrigenda thereto

Edelweiss Edelweiss Financial Services Limited

Eligible NRI(s) NRI(s) from jurisdictions outside India where it is not unlawful to make an Offer or invitation under the
Offer and in relation to whom the ASBA Form and the Red Herring Prospectus will constitute an
invitation to subscribe to or to purchase the Equity Shares

Escrow Account Accounts to be opened with the Escrow Collection Bank(s) and in whose favour the Anchor Investors

will transfer money through NACH/direct credit/NEFT/RTGS in respect of the Bid Amount when
submitting a Bid

Escrow Collection Bank(s)

Bank(s) which are clearing members and registered with SEBI as banker(s) to an issue under the
Securities and Exchange Board of India (Bankers to an Issue) Regulations, 1994 and with whom the
Escrow Account will be opened, in this case being [e]

First or sole Bidder

Bidder whose name shall be mentioned in the Bid cum Application Form or the Revision Form and in
case of joint Bids, whose name shall also appear as the first holder of the beneficiary account held in
joint names

Floor Price Lower end of the Price Band, subject to any revision(s) thereto, not being less than the face value of
Equity Shares, at or above which the Offer Price and the Anchor Investor Offer Price will be finalised
and below which no Bids will be accepted

Fresh Issue Fresh issue of up to [e] Equity Shares aggregating up to %8,000.00 million by our Bank

General Information Document

The General Information Document for investing in public issues prepared and issued in accordance
with the circular (CIR/CFD/DIL/12/2013) dated October 23, 2013, notified by SEBI and updated
pursuant to the circular no. (CIR/CFD/POLICYCELL/11/2015) dated November 10, 2015, the circular
no. (CIR/CFD/DIL/1/2016) dated January 1, 2016 and (SEBI/HO/CFD/DIL/CIR/P/2016/26) dated
January 21, 2016, circular (SEBI/HO/CFD/DIL2/CIR/P/2018/138) dated November 1, 2018, circular

no. (SEBI/HO/CFD/DIL2/CIR/P/2019/50) dated April 3, 2019, circular no.
(SEBI/HO/CFD/DIL2/CIR/P/2019/76) dated June 28, 2019, circular no.
(SEBI/HO/CFD/DIL2/CIR/P/2019/85) dated  July 26, 2019, and circular no.

(SEBI/HO/CFD/DCR2/CIR/P/2019/133) dated November 8, 2019, issued by SEBI and as amended
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Term

Description

from time to time. The General Information Document shall be available on the websites of the Stock
Exchanges and the BRLMs

ICICI

ICICI Securities Limited

IFL

IIFL Securities Limited

Mutual Fund Portion

5% of the Net QIB Portion, or [e] Equity Shares which shall be available for allocation to Mutual Funds
only, subject to valid Bids being received at or above the Offer Price

NBFC

Non-banking financial company

Net Proceeds

Proceeds of the Fresh Issue less our Bank’s share of the Offer expenses. For further details regarding
the use of the Net Proceeds and the Offer expenses, see “Objects of the Offer” on page 72

Net QIB Portion

The QIB Portion less the number of Equity Shares allocated to the Anchor Investors

Non-Institutional Bidders

All Bidders that are not QIBs or Retail Individual Bidders and who have Bid for Equity Shares for an
amount of more than 3200,000 (but not including NRIs other than Eligible NRIs)

Non-Institutional Portion

Portion of the Offer being not more than 15% of the Offer consisting of [®] Equity Shares which shall
be available for allocation on a proportionate basis to Non-Institutional Bidders, subject to valid Bids
being received at or above the Offer Price

Non-Resident

Person resident outside India, as defined under FEMA

Offer

The initial public offer of Equity Shares comprising the Fresh Issue and the Offer for Sale.

Our Bank in consultation with the BRLMs, may consider a Pre-IPO Placement for an aggregate amount
up to 3,000 million. The Pre-IPO Placement will be at a price to be decided by our Bank, in consultation
with the BRLMs, and the Pre-IPO Placement will be completed prior to filing of the Red Herring
Prospectus with the RoC. If the Pre-IPO Placement is undertaken, the number of Equity Shares issued
pursuant to the Pre-IPO Placement will be reduced from the Fresh Issue, subject to the minimum Offer
size constituting at least 10% of the post-Offer paid-up Equity Share capital of our Bank.

Offer Agreement

Agreement dated January 6, 2020 entered amongst our Bank, the Selling Shareholders and the BRLMs,
pursuant to which certain arrangements have been agreed to in relation to the Offer

Offer for Sale

The offer for sale of [e] Equity Shares aggregating up to %1,762.40 million, comprising up to [e®] Equity
Shares aggregating up to Z1,500.00 million by the Promoter Selling Shareholder, up to [®] Equity Shares
aggregating up to ¥174.90 million by Bajaj Allianz Life and up to [@] Equity Shares aggregating up to
%87.50 million by PI Ventures in the Offer

Offer Price

The final price at which Equity Shares will be Allotted to ASBA Bidders in terms of the Red Herring
Prospectus and the Prospectus. Equity Shares will be Allotted to Anchor Investors at the Anchor Investor
Offer Price, which will be decided by our Bank and the Promoter Selling Shareholder, in consultation
with the BRLMs in terms of the Red Herring Prospectus and the Prospectus.

The Offer Price will be decided by our Bank and each of the Selling Shareholders, in consultation with
the BRLMs, on the Pricing Date in accordance with the Book Building Process and the Red Herring
Prospectus

Offer Proceeds

The proceeds of the Fresh Issue which shall be available to our Bank and the proceeds of the Offer for
Sale which shall be available to the Selling Shareholders. For further information about use of the Offer
Proceeds, see “Objects of the Offer” beginning on page 72

Offered Shares

Up to [e] Equity Shares aggregating up to X1,762.40 million being offered by the Selling Shareholders
in the Offer for Sale comprising up to [®] Equity Shares aggregating up to X1,500.00 million being
offered by the Promoter Selling Shareholder, up to [®] Equity Shares aggregating up to ¥174.90 million
being offered by Bajaj Allianz Life and up to [e] Equity Shares aggregating up to X87.50 million by Pl
Ventures

Pre-IPO Placement

A pre-Offer placement of Equity Shares by our Bank in consultation with the BRLMSs, for an aggregate
amount up to 3,000 million. The Pre-IPO Placement, if undertaken, will be at a price to be decided by
our Bank, in consultation with the BRLMSs and the Pre-1PO Placement will be completed prior to filing
of the Red Herring Prospectus with the RoC. If the Pre-IPO Placement is undertaken, the amount raised
from the Pre-IPO Placement will be reduced from the Offer, subject to the minimum Offer Size
constituting at least 10% of the post- Offer paid-up Equity Share capital of our Bank

Price Band

Price band of a minimum price of X[e] per Equity Share (Floor Price) and the maximum price of X[e]
per Equity Share (Cap Price) including any revisions thereof.

The Price Band and the minimum Bid Lot size for the Offer will be decided by our Bank and Promoter
Selling Shareholder, in consultation with the BRLMSs, and will be advertised, at least two Working Days
prior to the Bid/ Offer Opening Date, in [e] editions of [®], an English national daily newspaper and [e]
editions of [e], a Hindi national daily newspaper and [e] editions of [e], a Malayalam daily newspaper,
(Malayalam being the regional language of Kerala, where our Registered and Corporate Office is
located), each with wide circulation and shall be made available to the Stock Exchanges for the purpose
of uploading on their respective websites

Pricing Date

Date on which our Bank and the Selling Shareholders, in consultation with the BRLMs, will finalise the
Offer Price

Prospectus

Prospectus to be filed with the RoC on or after the Pricing Date in accordance with Section 26 of the
Companies Act, 2013, and the SEBI ICDR Regulations containing, inter alia, the Offer Price, the size
of the Offer and certain other information, including any addenda or corrigenda thereto

Public Offer Account

Bank account to be opened with the Public Offer Account Bank, under Section 40(3) of the Companies
Act, 2013 to receive monies from the Escrow Account and ASBA Accounts on the Designated Date

Public Offer Account Bank(s)

A bank which is a clearing member and registered with SEBI as a banker to an issue and with which the
Public Offer Account will be opened, in this case being []

QIB Portion

The portion of the Offer (including the Anchor Investor Portion) being not less than 75% of the Net
Offer consisting of [®] Equity Shares which shall be available for allocation to QIBs (including Anchor
Investors), subject to valid Bids being received at or above the Offer Price or Anchor Investor Offer
Price (for Anchor Investors)




Term

Description

Qualified Institutional Buyers or
QIBs or QIB Bidders

Qualified institutional buyers as defined under Regulation 2(1)(ss) of the SEBI ICDR Regulations

Red Herring Prospectus or RHP

Red Herring Prospectus to be issued in accordance with Section 32 of the Companies Act, 2013 and the
provisions of the SEBI ICDR Regulations, which will not have complete particulars of the Offer Price
and the size of the Offer, including any addenda or corrigenda thereto. The Red Herring Prospectus will
be filed with the RoC at least three Working Days before the Bid/Offer Opening Date and will become
the Prospectus upon filing with the RoC after the Pricing Date

Refund Account(s)

Account to be opened with the Refund Bank(s), from which refunds, if any, of the whole or part of the
Bid Amount to the Bidders shall be made

Refund Bank(s)

Banker(s) to the Offer and with whom the Refund Account will be opened, in this case being [e]

Registered Brokers

Stock brokers registered under SEBI (Stock Brokers) Regulations, 1992, as amended with the Stock
Exchanges having nationwide terminals, other than the BRLMs and the Syndicate Members and eligible
to procure Bids in terms of Circular No. CIR/ CFD/ 14/ 2012 dated October 4, 2012 issued by SEBI

Registrar Agreement

Agreement dated January 6, 2020 entered by and amongst our Bank, the Selling Shareholders and the
Registrar to the Offer, in relation to the responsibilities and obligations of the Registrar to the Offer
pertaining to the Offer

“Registrar and Share Transfer
Agents” or “RTAs”

Registrar and share transfer agents registered with SEBI and eligible to procure Bids at the Designated
RTA Locations as per the list available on the websites of BSE and NSE, and the UPI Circulars

“Registrar to the Offer” or|Link Intime India Private Limited

“Registrar”

“Retail Individual Bidder(s)” or | Individual Bidders, who have Bid for the Equity Shares for an amount not more than 3200,000 in any
“RIB(s)” of the bidding options in the Offer (including HUFs applying through their Karta and Eligible NRIs)

Retail Portion

Portion of the Offer being not more than 10% of the Offer consisting of [®] Equity Shares which shall
be available for allocation to Retail Individual Bidders (subject to valid Bids being received at or above
the Offer Price)

Revision Form

Form used by the Bidders to modify the quantity of the Equity Shares or the Bid Amount in any of their
ASBA Form(s) or any previous Revision Form(s), as applicable.

QIB Bidders and Non-Institutional Bidders are not allowed to withdraw or lower their Bids (in terms of
quantity of Equity Shares or the Bid Amount) at any stage. Retail Individual Bidders can revise their
Bids during the Bid/ Offer Period and withdraw their Bids until Bid/Offer Closing Date

Self-Certified Syndicate Bank(s)
or SCSB(s)

The banks registered with SEBI, which offer the facility of ASBA services, (i) in relation to ASBA,
where the Bid Amount will be blocked by authorising an SCSB, a list of which is available on the website
of SEBI at www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognisedFpi=yes&intmld=34 and
updated from time to time and at such other websites as may be prescribed by SEBI from time to time,
(ii) in relation to RIBs using the UPI Mechanism, a list of which is available on the website of SEBI at
https://sebi.gov.in/sebiweb/other/OtherAction.do?doRecognisedFpi=yes&intmld=40 or such other
website as may be prescribed by SEBI and updated from time to time.

Applications through UPI in the Offer can be made only through the SCSBs mobile applications (apps)
whose name appears on the SEBI website. A list of SCSBs and mobile application, which, are live for
applying in public issues using UPI mechanism is provided as Annexure ‘A’ to the SEBI circular no.
SEBI/HO/CFD/DIL2/CIR/P/2019/85 dated July 26, 2019. The said list shall be updated on SEBI website

Share Escrow Agent

Escrow agent to be appointed pursuant to the Share Escrow Agreement, namely, [®]

Share Escrow Agreement

Agreement to be entered amongst our Bank, the Selling Shareholders and the Share Escrow Agent in
connection with the transfer of the Offered Shares by the Selling Shareholders and credit of such Equity
Shares to the demat account of the Allottees

Specified Locations

Bidding Centres where the Syndicate shall accept ASBA Forms from Bidders

Sponsor Bank

[#], being a Banker to the Offer, appointed by our Bank to act as a conduit between the Stock Exchanges
and NPCI in order to push the mandate collect requests and / or payment instructions of the RIBs using
the UPI and carry out other responsibilities, in terms of the UPI Circulars

“Syndicate” or “Members of the
Syndicate”

Together, the BRLMs and the Syndicate Members

Syndicate Agreement

Agreement to be entered amongst our Bank, the Selling Shareholders, the BRLMs, the Registrar and the
Syndicate Members, in relation to collection of Bids by the Syndicate

Syndicate Members

Intermediaries registered with SEBI who are permitted to carry out activities as an underwriter, namely,
[e]

Systemically Important Non-

Banking Financial Company

Systemically important non-banking financial company as defined under Regulation 2(1)(iii) of the
SEBI ICDR Regulations

Underwriters

[e]

Underwriting Agreement

Agreement to be entered amongst our Bank and the Underwriters to be entered into on or after the Pricing
Date but prior to filing of the Prospectus with the RoC

UPI Unified payments interface which is an instant payment mechanism, developed by NPCI

UPI Circulars The SEBI circular no. SEBI/HO/CFD/DIL2/CIR/P/2018/138 dated November 1, 2018, SEBI circular
no. SEBI/HO/CFD/DIL2/CIR/P/2019/50 dated April 3, 2019, SEBI circular no.
SEBI/HO/CFD/DIL2/CIR/P/2019/76 dated June 28, 2019, SEBI circular  no.
SEBI/HO/CFD/DIL2/CIR/P/2019/85 dated July 26, 2019, SEBI circular no.
SEBI/HO/CFD/DCR2/CIR/P/2019/133 dated November 8, 2019 and any subsequent circulars or notifications
issued by SEBI in this regard

UPI ID ID created on the UPI for single-window mobile payment system developed by the NPCI

UPI Mandate Request

A request (intimating the RIB by way of a notification on the UPI linked mobile application as disclosed
by SCSBs on the website of SEBI and by way of an SMS on directing the RIB to such UPI linked mobile
application) to the RIB initiated by the Sponsor Bank to authorise blocking of funds on the UPI
application equivalent to Bid Amount and subsequent debit of funds in case of Allotment

6



http://www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognisedFpi=yes&intmId=34

Term

Description

UPI Mechanism

The bidding mechanism that may be used by an RIB in accordance with the UPI Circulars to make an
ASBA Bid in the Offer

Working Day

All days on which commercial banks in Mumbai are open for business. In respect of announcement of
Price Band and Bid/Offer Period, Working Day shall mean all days, excluding Saturdays, Sundays and
public holidays, on which commercial banks in Mumbai are open for business. In respect of the time
period between the Bid/ Offer Closing Date and the listing of the Equity Shares on the Stock Exchanges,
Working Day shall mean all trading days of the Stock Exchanges, excluding Sundays and bank holidays,
as per circulars issued by SEBI

Technical/Industry Related Terms/Abbreviations

Term Description
AFS Available for Sale
ALCO Assets Liability Committee
AML Anti-money laundering
ANBC Adjusted net bank credit
ATM Automated teller machine

Assets Under Management

Represents the cycle-wise outstanding assets under management, which is equal to gross advances plus
off-balance sheet advances (i.e., securitisation/ assignment and inter-bank participation certificate)

Average Borrowings

Borrowings calculated on the basis of the average of the opening balance at the start of the relevant
period and the closing balance as at quarter end for all quarters in the relevant period

Average CASA CASA calculated on the basis of the average of the opening balance at the start of the relevant period
and the closing balance as at quarter end for all quarters in the relevant period

Average Interest-Bearing | Interest-bearing deposits calculated on the basis of the average of the opening balance at the start of

Deposits the relevant period and the closing balance as at quarter end for all quarters in the relevant period

Average Interest-Earning | Interest-earning assets (advances) calculated on the basis of the average of the opening balance at the

Advances start of the relevant period and the closing balance as at quarter end for all quarters in the relevant
period

Average Interest-Earning | Interest-earning advances of the Retail Banking segment calculated on the basis of the average of the

Advances of the Retail Banking
Segment

opening balance at the start of the relevant period and the closing balance as at quarter end for all
quarters in the relevant period

Average Interest-Earning
Balance with Reserve Bank of

Balances with banks in other deposits accounts and money at call and short notice calculated on the
basis of the average of the opening balance at the start of the relevant period and the closing balance

India and other Inter-Bank | as at quarter end for all quarters in the relevant period

Funds

Average Interest-Earning | Interest-earning investments calculated on the basis of the average of the opening balance at the start
Investments of the relevant period and the closing balance as at quarter end for all quarters in the relevant period
Average Investments in | Investments in government securities calculated on the basis of the average of the opening balance at

Government Securities

the start of the relevant period and the closing balance as at quarter end for all quarters in the relevant
period

Average Microfinance Loans

Microfinance loans calculated on the basis of the average of the opening balance at the start of the
relevant period and the closing balance as at quarter end for all quarters in the relevant period

Average Retail Segment Assets

Retail segment assets as calculated on the basis of the average of the opening balance at the start of the
relevant period and the closing balance as at quarter end for all quarters in the relevant period

Average Savings Bank Deposits

Savings bank deposits calculated on the basis of the average of the opening balance at the start of the
relevant period and the closing balance as at quarter end for all quarters in the relevant period

Average Shareholders’ Funds

Capital and reserves and surplus calculated on the basis of the average of the opening balance at the
start of the relevant period and the closing balance as at quarter end for all quarters in the relevant
period

Average Term Deposits

Term deposits calculated on the basis of the average of the opening balance at the start of the relevant
period and the closing balance as at quarter end for all quarters in the relevant period

Average Total Assets

Total assets calculated on the basis of the average of the opening balance at the start of the relevant
period and the closing balance as at quarter end for all quarters in the relevant period

Average Total Deposits

Total deposits calculated on the basis of the average of the opening balance at the start of the relevant
period and the closing balance as at quarter end for all quarters in the relevant period

Average Total Interest-Bearing
Liabilities

Total interest-bearing liabilities calculated on the basis of the average of the opening balance at the
start of the relevant period and the closing balance as at quarter end for all quarters in the relevant
period

Average Total Interest-Earning
Assets

Total interest-earning assets calculated on the basis of the average of the opening balance at the start
of the relevant period and the closing balance as at quarter end for all quarters in the relevant period

BC Business Correspondent

BCBS Basel Committee on Banking Supervision

Branches Our branches that make loans and accept deposits

BTI BTI Payments Private Limited

CASA Demand deposits and savings bank deposits

CFT Combatting financing of terrorism

Cost of Average Borrowings The ratio of interest expended on borrowings to Average Borrowings

Cost of Average CASA The ratio of interest expended on CASA to Average CASA

Cost of Average Interest- | The ratio of interest expended on deposits to Average Interet-Earning Deposits

Bearing Deposits




Term

Description

Cost of Average Savings Bank
Deposits

The ratio of interest expended on savings deposits to Average Savings Bank Deposits

Cost of Average Term Deposits

The ratio of interest expended on term deposits to Average Term Deposits

Cost of Average Total Deposits

The ratio of interest expended on deposits to Average Total Deposits

Cost of funds

The ratio of interest expended to Average Total Interest-Bearing Liabilities

CRAR Capital to risk (weighted) assets ratio

CRR Cash reserve ratio

ESAF Society Evangelical Social Action Forum

FBIL Financials Benchmark India Private Limited

FIMMDA Fixed Income Money Market and Derivatives Association
FIS FIS Payment Solutions and Services India Private Limited
HFT Held for Trading

HNIs High net worth individuals

HTM Held to Maturity

ICAAP Internal Capital Adequacy Assessment Process

Interest-Earning Balance with
Reserve Bank of India and other
Inter-Bank Funds

Balance with banks in other deposits accounts and money at call and short notice

KYC Know your Customer

MCLR Marginal cost of funds based lending rate

MSMEs Micro, Small, and Medium Enterprises

NBFC-MFIs Non-banking finance company-microfinance institutions

Net Interest Income

Interest earned minus interest expended

Net Interest Margin

Difference of interest earned and interest expended divided by the Average Total Interest Earning
Assets

Net Profit Before Tax

Net profit plus provisions made towards income tax

Net Worth The aggregate of Capital and Reserves and Surplus
NPAs Non-—performing asset

PAR Portfolio at risk

PMLA Prevention of Money Laundering Act, 2002
PMLR Prevention of Money-laundering Rules

POS Point of sale

PSL Priority sector lending requirements

SLR Statutory liquidity ratio

Ultra-Small Branches

Our erstwhile microfinance branches from when our business was owned by our Corporate Promoter.
They cater primarily to our microfinance loan customers. They offer limited banking services, such as
client on boarding, loan sourcing, customer service and small value withdrawal services and do not
take deposits

URCs Unbanked rural centres

Yield on Average Interest- | The ratio of interest earned on advances to Average Interest-Earning Advances

Earning Advances

Yield on Average Interest- | The ratio of interest earned on investments to Average Interest-Earning Investments

Earning Investments

Yield on Average Interest- | The ratio of interest earned on Interest-Earning Balances with Reserve Bank of India and other Inter-

Earning Balances with Reserve
Bank of India and other Inter-
Bank Funds

Bank Funds to Average Interest-Earning Balances with Reserve Bank of India and other Inter-Bank
Funds

Conventional and General Terms or Abbreviations

Term

Description

Z/Rs./Rupees/INR

Indian Rupees

AlFs

Alternative Investments Funds

Basel Master Circular

Master Circular — Basel 111 Capital Regulations, RBI/2015-16/58, DBR.N0.BP.BC.1/21.06.201/2015-
16 dated July 1, 2015

BSE

BSE Limited

CAGR

Compound annual growth rate (as a %): (End Year Value/Base Year Value)* (1/No. of years between
Base year and end year) — 1 (* denotes ‘raised to”)

Category | AIF

ATFs who are registered as “Category I Alternative Investment Funds” under the SEBI AIF Regulations

Category Il AIF

AIFs who are registered as “Category II Alternative Investment Funds” under the SEBI AIF Regulations

Category Il FPIs

FPIs who are registered as “Category II Foreign Portfolio Investors” under the SEBI FPI Regulations

Category Il AIF

AlFs who are registered as “Category III Alternative Investment Funds” under the SEBI AIF
Regulations

CCIL Clearing Corporation of India Limited

CDSL Central Depository Services (India) Limited

CERSAI Central Registry of Securitization Asset Reconstruction and Security Interest of India
CFO Chief Financial Officer

CIN Corporate Identity Number

Civil Code The Code of Civil Procedure, 1908




Term

Description

Companies Act or Companies
Act, 2013

Companies Act, 2013, along with the relevant rules made thereunder

Companies Act, 1956

Companies Act, 1956, along with the relevant rules made thereunder

Depositories

NSDL and CDSL

Depositories Act

Depositories Act, 1996

DIN Director Identification Number

DPIT Department for Promotion of Industry and Internal Trade, Ministry of Commerce and Industry,
Government of India (earlier known as the Department of Industrial Policy and Promotion)

DP ID Depository Participant Identification

DP/ Depository Participant

Depository participant as defined under the Depositories Act

EBITDA

Earnings before interest (net), taxes, depreciation and amortisation

EGM Extraordinary General Meeting

EPS Earnings Per Share

FDI Foreign direct investment

FDI Policy Consolidated Foreign Direct Investment Policy notified by the DPIIT through notification dated August
28, 2017 effective from August 28, 2017

FEMA Foreign Exchange Management Act, 1999, read with rules and regulations there under

FEMA Non-debt Instruments
Rules

Foreign Exchange Management (Non-debt Instruments) Rules, 2019

FEMA Regulations

The Foreign Exchange Management (Non Debt Instruments) Rules, 2019, the Foreign Exchange
Management (Mode of Payment and Reporting of Non Debt Instruments) Regulations, 2019 and the
Foreign Exchange Management (Debt Instruments) Regulations, 2019, as applicable

FIMMDA

Fixed Income Money Market & Derivates Association of India

Financial Year/ Fiscal/ FY

Unless stated otherwise, the period of 12 months ending March 31 of that particular year. However,
references to Fiscal 2017 in relation to our Bank’s financial information shall mean the period from
May 5, 2016 to March 31, 2017

FIR First information report

FPI(s) Foreign portfolio investors as defined under the SEBI FPI Regulations

FVCI(s) Foreign venture capital investors as defined and registered under the SEBI FVVCI Regulations
GAAR General Anti-Avoidance Rules

Gazette Gazette of India

Gol or Government or Central
Government

Government of India

GST Goods and services Tax

HUF Hindu Undivided Family

IFRS International Financial Reporting Standards
IFSC Indian Financial System Code

Ind AS/ Indian Accounting
Standards

Indian Accounting Standards notified under Section 133 of the Companies Act, 2013 read with the
Companies (Indian Accounting Standards) Rules, 2015

India

Republic of India

Indian GAAP/ IGAAP

Accounting standards notified under section 133 of the Companies Act, 2013 read with Companies
(Accounting Standards) Rules 2006 (as amended) and the Companies (Accounts) Rules, 2014 in so far
as they apply to the Bank, applicable requirements of the Banking Regulation Act, 1949 and guidelines
and directions issued by the RBI from time to time

IPC Indian Penal Code, 1860

IPO Initial public offering

IRDAI Insurance Regulatory and Development Authority of India
IST Indian Standard Time

IT Information Technology

IT Act The Income Tax Act, 1961

KYC Know your customer

Listing Regulations

Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements)
Regulations, 2015

MCA Ministry of Corporate Affairs

MICR Magnetic Ink Character Recognition

Mutual Fund (s) Mutual Fund(s) means mutual funds registered under the SEBI (Mutual Funds) Regulations, 1996

N/A Not applicable

NACH National Automated Clearing House

NAV Net Asset Value

NEFT National Electronic Funds Transfer

NPCI National Payments Corporation of India

NRI Person resident outside India, who is a citizen of India or a person of Indian origin, and shall have the
meaning ascribed to such term in the Foreign Exchange Management (Deposit) Regulations, 2016 or
an overseas citizen of India cardholder within the meaning of section 7(A) of the Citizenship Act, 1955

NRE Account Non-resident external rupee account

NRO Account Non-resident ordinary account

NSDL National Securities Depository Limited

NSE National Stock Exchange of India Limited

OCB/Overseas Corporate Body

A company, partnership, society or other corporate body owned directly or indirectly to the extent of at
least 60% by NRIs including overseas trusts, in which not less than 60% of beneficial interest is
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Term Description

irrevocably held by NRIs directly or indirectly and which was in existence on October 3, 2003 and
immediately before such date had taken benefits under the general permission granted to OCBs under
FEMA. OCBs are not allowed to invest in the Offer

p.a. Per annum

P/E Price/earnings

P/E Ratio Price/earnings ratio

PAN Permanent account number

PAT Profit after tax

PFRDA Pension Fund Regulatory and Development Authority

RBI The Reserve Bank of India

RBI Act The Reserve Bank of India Act, 1934

Regulation S Regulation S under the U.S. Securities Act

RTGS Real Time Gross Settlement

Rule 144A Rule 144A under the U.S. Securities Act

SCRA Securities Contracts (Regulation) Act, 1956

SCRR Securities Contracts (Regulation) Rules, 1957

SEBI Securities and Exchange Board of India constituted under the SEBI Act

SEBI Act Securities and Exchange Board of India Act, 1992

SEBI AIF Regulations

Securities and Exchange Board of India (Alternative Investments Funds) Regulations, 2012

SEBI FPI Regulations

Securities and Exchange Board of India (Foreign Portfolio Investors) Regulations, 2014

SEBI FVCI Regulations

Securities and Exchange Board of India (Foreign Venture Capital Investors) Regulations, 2000

SEBI ICDR Regulations

Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations,
2018

SEBI Merchant Bankers
Regulations

SEBI (Merchant Bankers) Regulations, 1992

SEBI SBEB Regulations

Securities and Exchange Board of India (Share Based Employee Benefits) Regulations, 2014

SEBI VCF Regulations

Securities and Exchange Board of India (Venture Capital Fund) Regulations, 1996 as repealed pursuant
to the SEBI AIF Regulations

SFB

Small Finance Bank within the meaning of the SFB Licensing Guidelines

State Government

The government of a state in India

Stock Exchanges

BSE and NSE

STT

Securities transaction tax

Takeover Regulations

Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations,
2011

U.S. GAAP Generally Accepted Accounting Principles (as adopted by the U.S. Securities and Exchange
Commission
U.S. Holder A beneficial owner of Equity Shares that is for United States federal income tax purposes: (a) an

individual who is a citizen or resident of the United States; (b) a corporation organised under the laws
of the United States, any state thereof or the District of Columbia; (c) an estate whose income is subject
to United States federal income taxation regardless of its source; or (d) a trust that (1) is subject to the
primary supervision of a court within the United States and the control of one or more U.S. persons for
all substantial decisions of the trust, or (2) has a valid election in effect under the applicable U.S.
Treasury regulations to be treated as a U.S. person

U.S. Securities Act

U.S. Securities Act of 1933, as amended

U.S./JUSA/United States

United States of America

USD/US$

United States Dollars

VCFs

Venture Capital Funds as defined in and registered with SEBI under the SEBI VCF Regulations

Wilful Defaulter

An entity or person categorised as a wilful defaulter by any bank or financial institution or consortium
thereof, in terms of regulation 2(1)(Ill) of the SEBI ICDR Regulations
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OFFER DOCUMENT SUMMARY

The following is a general summary of the terms of the Offer and is neither exhaustive, nor purports to contain a summary of
all the disclosures in this Draft Red Herring Prospectus, Red Herring Prospectus or Prospectus, or all details relevant to
prospective investors. This summary should be read in conjunction with, and is qualified in its entirety by, the more detailed
information appearing elsewhere in this Draft Red Herring Prospectus, including “Risk Factors”, “Objects of the Offer”, “Our
Business”, “Industry Overview”, “Capital Structure”, “The Offer”, “Financial Statements”, “Outstanding Litigation and
Material Developments ”, “Offer Procedure ” and “Description of Equity Shares and Terms of Articles of Association” on pages
23,772,110, 81, 62, 49, 196, 276, 309 and 324 respectively.

Primary business of our Bank
and the industry in which it
operates

On September 16, 2015, the RBI awarded in-principle approval to 10 entities for setting up small finance
banks on account of the government’s focus on financial inclusion and inclusive banking. The objective
of SFBs is to extend banking services to the underserved and unserved population of India through
savings instruments, and supplying credit to small business units, small and marginal farmers, micro
and small industries, and other unorganised sector/lending through informal channels.

Our Bank is one of the leading small finance banks in terms of yield on advances, AUM growth rate
and share of retail deposits in total deposits. (Source: CRISIL Research Report). Our Corporate
Promoter, was granted the RBI In-Principle Approval to establish an SFB, on October 7, 2015. Our
Bank was incorporated as ‘ESAF Small Finance Bank Limited’ on May 5, 2016 at Thrissur, Kerala, as
a public limited company under the Companies Act, 2013, and was granted a certificate of incorporation
by the RoC. Our Bank was thereafter granted the RBI Final Approval vide license no. MUM:124, to
carry on business as an SFB, on November 18, 2016. For further details, see “History and Certain
Corporate Matters” on page 139.

Name of Promoters

Kadambelil Paul Thomas and ESAF Financial Holdings Private Limited

Offer size

Offer of up to [®] Equity Shares for cash at price of X[ @] per Equity Share (including a premium of Z[e]
per Equity Share) aggregating up to 39,762.40 million comprising a Fresh Issue of up to [e] Equity
Shares aggregating up to 8,000.00 million by our Bank and an Offer for Sale of up to [®] Equity Shares
aggregating up to X1,762.40 million, comprising up to [®] Equity Shares aggregating up to ¥1,500.00
million by the Promoter Selling Shareholder, up to [e®] Equity Shares aggregating up to ¥174.90 million
by Bajaj Allianz Life and up to [@] Equity Shares aggregating up to ¥87.50 million by PI Ventures in
the Offer

Details of Offered Shares offered in the Offer for Sale are as follows:

Sr. Name of the Selling No. of Offered Date of consent Date of corporate
No. Shareholder Shares letter action/board
resolution

Promoter Selling Shareholder
1. |ESAF Financial Holdings|[e] Equity Shares| November 26, 2019| November 26, 2019

Private Limited aggregating up to

%1,500.00 million

Other Selling Shareholders
2. |Bajaj Allianz Life [#] Equity Shares| November 25,2019 October 16, 2019*
aggregating up to
%174.90 million
3. [Pl Ventures [e] Equity Shares | November 26, 2019|September 27, 2019,
aggregating up to|las amended by|as amended by the
%87.50 million consent letter dated| resolution dated
December 26, 2019 | December 24, 2019

*Pursuant to the investment policy of Bajaj Allianz Life for the year 2011-12, which was approved by the board of
directors of Bajaj Allianz Life on January 20, 2011, and reviewed on October 16, 2019, as certified by Bajaj Allianz
Life pursuant to certificate dated December 30, 2019

Each Selling Shareholder severally and not jointly confirms that the Offered Shares have been held by
such Selling Shareholder for a period of at least one year prior to filing of this Draft Red Herring
Prospectus in accordance with Regulation 8 of the SEBI ICDR Regulations and accordingly, are eligible
for the Offer in accordance with the provisions of the SEBI ICDR Regulations.

The Offer shall constitute [®]% of the post-Offer paid-up Equity Share capital of our Bank.

Objects of the Offer

The objects for which the Net Proceeds shall be utilised are as follows:
(Z in million)

Particulars Amount to be funded from the
Net Proceeds
For augmentation of our Bank’s Tier — 1 capital base® [e]

(1) To be finalised upon determination of the Offer Price and updated in the Prospectus prior to filing with the
RoC

Aggregate pre-Offer
shareholding of our Promoters

The aggregate pre-Offer shareholding of our Promoters and Promoter Group as a percentage of the pre-
Offer paid-up Equity Share capital of the Bank is set out below:
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and
as a
paid-up

and Promoter Group,
Selling  Shareholders
percentage of our
Equity Share capital

Name No. of Equity Shares Percentage of the pre-
Offer Equity Share
Capital (%)

Promoters

Corporate Promoter 280,758,396" 65.63
Kadambelil Paul Thomas 31,186,785 7.29

Total (A) 311,945,181 72.92
Promoter Group

ESMACO 21,346,993 4.99
Lahanti 149,738 0.04

Total (B) 21,496,731 5.03

Total (A+B) 333,441,912 77.94

* 280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena
Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on
behalf of our Corporate Promoter, who is the beneficial owner of such Equity Shares. Mereena Paul, Alok
Thomas Paul, Emy Acha Paul and Beena George are also members of the Promoter Group of our Bank

The aggregate pre-Offer shareholding of our Selling Shareholders as a percentage of the pre-Offer paid-
up Equity Share capital of the Bank is set out below:

Selling Shareholders Number of Equity Percentage of the pre-
Shares held Offer Equity Share
Capital (%)
Promoter Selling Shareholder 280,758,396* 65.63
Bajaj Allianz Life 17,469,428 4.08
Pl Ventures 8,734,714 2.04
Total 306,962,538 71.75

* 280,758,391 Equity Shares are held by the Promoter Selling Shareholder and one Equity Share each is held by
Mereena Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees
on behalf of the Promoter Selling Shareholder, who is the beneficial owner of such Equity Shares

Summary of Selected Financial
Information

The following details of our capital, net worth, the net asset value per Equity Share and total borrowings
as at September 30, 2019 and March 31, 2019, 2018, 2017, are derived from the Restated Financial
Statements:

(Z in million, except per share data)

Particulars As at September 30, As at March 31,
2019 2019 2018 2017
Capital 4,277.96 4,277.96 3,119.45 3,015.63
Net worth 9,861.31 8,936.91 3,433.47 3,057.63
Net asset value per Equity Share 23.05 20.89 11.01 10.14
Total borrowings 13,374.99 17,023.60 | 16,746.50 20,528.48

The following details of our total income, net profit and earnings per Equity Share (basic and diluted)
for the six-month period ended September 30, 2019 and for the Fiscals 2019, 2018 and 2017 are as per
the Restated Financial Statements:

(R in million, except per share data)

Particulars For the six-months | For the year | For the year For the
period ended ended 2019 | ended 2018 | period May
September 30, 2019 5, 2016 to
March 31,
2017
Total income 7,288.75 11,407.89 6,986.99 482.10
Net profit 924.40 902.84 269.94 7.63
Earnings per Equity Share
- Basic 2.16* 2.37 0.89 0.07
- Diluted 2.16* 2.37 0.89 0.07
*non-annualised

Auditor qualifications which
have not been given effect to in
the Restated Financial
Statements

Nil

Summary table of outstanding
litigations

A summary of outstanding litigation proceedings involving our Bank, Promoters, Directors and Group
Entities (having a material impact on our Bank) as of the date of this Draft Red Herring Prospectus is

provided below:

Litigation against our Bank

Type of proceeding

Number of cases

Amount, to the extent

quantifiable
(R in million)
Criminal cases Nil Nil
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Material civil cases Nil Nil
Taxation matters Nil Nil
Outstanding actions by 1 Not quantifiable

regulatory and statutory
authorities

Litigation by our Bank

Type of proceeding

Number of cases

Amount, to the extent

quantifiable

R in million)
Criminal cases 14 5.40
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Corporate Promoter

Type of proceeding

Number of cases

Amount, to the extent

quantifiable
(R in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters 5 128.03
Outstanding actions by 1 1.65
regulatory and statutory
authorities
Disciplinary actions in the last Nil Nil

five Fiscals

Litigation by our Corporate Promoter

Type of proceeding

Number of cases

Amount, to the extent

quantifiable

(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Individual Promoter

Type of proceeding

Number of cases

Amount, to the extent

quantifiable
(R in million)
Criminal cases 1 Not quantifiable
Material civil cases Nil Nil
Taxation matters Nil Nil
Outstanding actions by Nil Nil
regulatory and statutory
authorities
Disciplinary actions in the last Nil® Nil

five Fiscals

(1) Excludes directions issued by the RBI to our Bank in respect of the office of Kadambelil Paul Thomas

Litigation by our Individual Promoter

Type of proceeding

Number of cases

Amount, to the extent

quantifiable

(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Directors excluding our Individual Promoter

Type of proceeding

Number of cases

Amount, to the extent

quantifiable

(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil




Outstanding actions by Nil Nil
regulatory and statutory

authorities

Litigation by our Directors

Type of proceeding Number of cases Amount, to the extent
quantifiable
(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

Material litigation involving our Group Entities

As of the date of this Draft Red Herring Prospectus, there are no outstanding litigation involving our
Group Entities which has a material impact on our Bank.

For further details, see “Outstanding Litigation and Material Developments” on page 276

Risk Factors

For details of the risks applicable to us, see “Risk Factors” on page 23

Summary table of contingent
liabilities

The following is a summary table of our contingent liabilities as at March 31, 2019 and September 30,
2019, as per AS 29 — Provisions, Contingent Liabilities and Contingent Assets:

(% in million)
Contingent Liabilities As at March 31, | As at September
2019 30, 2019
Guarantees given on behalf of constituents - in India 6.44 13.04
Securitisation transactions and guarantee given to Pension 576.82 64.65
Fund Regulatory Development Authority (PFRDA)
Total 583.26 77.69

For details of the contingent liabilities of our Bank as per AS 29 — Provisions, Contingent Liabilities
and Contingent Assets, see “Restated Financial Statements — Annexure 22 — Note 15 on page 244

Summary of
transactions

related party

The details of related party transactions of our Bank for the six-month period ended September 30, 2019
and the fiscal years March 31, 2019, 2018, and 2017, as per AS 18 — Related Party Disclosures read
with SEBI ICDR Regulations, are set forth in the table below:

(< in million)
Nature of Related Six-month | Six-month Year Year Period
Transaction Party period period Ended Ended May 5,
ended ended March 31, | March 31, 2016 to
September | September 2019 2018 March 31,
30, 2019 30, 2018 2017
Liabilities
Term Deposit | CEDAR - - 439.14 - -
placed Retail
ESMACO 400.00 - - - 500.00
Corporate - - - - 2,800.00
Promoter
ESAF Society 5.00 - 6.00 - -
Lahanti 5.00 - - - -
Individual 2.50 - - - -
Promoter
Term Deposit | Corporate - 400.00 1,333.70 616.30 500.00
Matured Promoter
ESMACO - 500.00 500.00 - -
CEDAR 23.00 - 416.14 - -
Retail
Deposit ESMACO - - - - 877.62
Transfer
Transactions |ESMACO (9.38) (363.18) (368.05) 377.43 -
in Demand | CEDAR 12.54 (7.95) 23.51 19.42 -
Deposit (Net) | Retail
Corporate 0.09 23.35 (24.65) 26.68 2.12
Promoter
Lahanti (21.74) - 22.50 - -
ESAF Society (0.01) - 0.03 - -
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Transactions | Individual (4.13) (2.38) 3.25 242 *
in Savings | Promoter
Deposit (Net) | Mereena Paul 0.58 0.32 0.60 * -
ESMACO (571.20) (74.49) 1,027.62 101.28 3.07
Emy  Acha (0.01) * * * -
Paul
Alok Paul * 0.02 0.02 * -
Thomas
ESAF Society 9.02 2.79 17.37 10.25 -
Interest ESMACO 27.08 28.57 37.77 83.00 3.41
accrued  and | Corporate 26.19 113.35 150.03 266.90 22.63
due on | Promoter
Deposits CEDAR 0.49 - 1.95 - -
Retail
ESAF Society 1.52 0.37 0.81 * -
Individual 0.18 0.04 0.08 0.10 -
Promoter
Lahanti 0.05 - - - -
Mereena Paul 0.02 * - 0.03 -
Emy  Acha * * - - -
Paul
Alok Paul * 0.02 - - -
Thomas
Subordinate  |ESMACO - 400.00 400.00 450.00 -
Debt
Perpetual Debt | ESMACO - - - 480.00 -
Interest ESMACO 28.16 28.16 87.69 47.40 -
Accrued &
Payable on
PDI
Interest ESMACO 17.83 17.44 62.40 21.20 -
Accrued &
Payable  on
Sub Debt
Issue of | Corporate - - - - 2,807.50
Equity Shares | Promoter
ESMACO 213.47 213.47 - -
Individual - - - 103.80 208.00
Promoter
Share ESMACO - 641.90 641.90 - -
Premium Corporate - - - - 31.50
Promoter
Individual - - - 2.10 3.00
Promoter
Collections as | CEDAR 0.01 0.35 0.43 15.65 4.54
per  Agency | Retail
agreement
Payment  of | CEDAR - 3.34 3.34 17.02 -
Collections as | Retail
per  Agency
agreement
Assets
Assignment of | ESMACO - - - - 309.99
Loans
Receivables ESMACO - - - - 4.00
Corporate - - - - 2,083.60
Promoter
Loan against | Corporate - - 35.00 85.00 -
Fixed Deposit | Promoter
CEDAR - - 30.00 - -
Retail
Loan against | Corporate - - - 85.00 -
Fixed Deposit | Promoter
— Repaid CEDAR - - 30.00 - -
Retail
Rent Deposit | Corporate - - - 0.20 -
Promoter
Individual - - - 0.70 -
Promoter
ESAF Homes - - - - 15.20
Vehicle Corporate - - 3.54 - -
Purchased Promoter
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Rent Deposit | Corporate - - 0.23 - -
Repaid Promoter
Consideration | Corporate - - - - 49.00
for slump sale- | Promoter
Issue of Equity
Shares
Consideration | Corporate - - - - 1.00
for slump sale- | Promoter
Securities
Premium
Consideration | Corporate - - - - 20.00
for slump sale- | Promoter
Cash/Bank
Expenses
Rent paid ESAF Homes 10.49 9.12 18.24 18.24 1.52
Corporate - 0.23 0.41 0.63 -
Promoter
Individual 0.73 0.72 1.44 1.26 -
Promoter
ESAF Society 0.10 0.10 0.19 0.03 -
Interest  paid | ESMACO 27.08 28.57 37.77 83.00 3.41
on deposits Corporate 26.19 113.35 150.03 266.90 22.63
Promoter
Lahanti 0.05 - - - -
CEDAR 0.49 - 1.95 - -
Retail
Individual 0.18 0.04 0.08 0.10 *
Promoter
Mereena Paul 0.02 * * 0.03 *
Emy Acha * * * * *
Paul
ESAF Society 1.52 0.37 0.81 * -
Alok Paul * 0.02 * * *
Thomas
Interest paid | ESMACO 31.29 31.29 62.40 47.36 -
on PDI
Interest paid | ESMACO 47.88 40.07 70.24 21.29 -
on Sub Debt
Office CEDAR 0.10 0.20 0.44 1.53 -
stationery Retail
Gifts & | ESAF 0.01 0.30 0.26 2.87 -
Conference kit | Swasraya
Producers
BC  Servicer | ESMACO 1,183.23 1,094.15 2,349.43 1,585.41 63.73
Fee Lahanti 98.16 -
Corporate ESMACO 39.56 28.91 69.22 29.15 -
Facility
Management
service
charges
Commission |ESMACO - - - - 52.63
for client
acquisition
Remuneration | Individual 7.08 2.00 12.89 14.00 0.70
and Sitting | Promoter
Fees
Corporate ESAF Society - - 11.50 - -
Social
Responsibility
Expenses
Project cost for | ESAF Society - - 4.95 - -
rebuilding of
houses in
relation to
flood relief
Income
Interest CEDAR - - 0.09 - -
received  on | Retail
Loan against

Fixed Deposit
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Interest 2.81 - - 6.08 -
received  on
Loan against
Fixed Deposit

Figures in brackets indicate net outflow

*  Amounts are below the rounding off limits adopted by the bank

Corporate
Promoter

For details of the related party transactions, see “Other Financial Information — Related Party
Transactions” on page 247.

Details of all financing
arrangements whereby the
Promoters, members of the
Promoter Group, the directors
of our Corporate Promoter, our
Directors and their relatives
have financed the purchase by
any other person of securities of
the Bank other than in the
normal course of the business of
the financing entity during the
period of  six months
immediately preceding the date
of this Draft Red Herring
Prospectus

Our Promoters, members of our Promoter Group, the directors of our Corporate Promoter, our Directors
and their relatives have not financed the purchase by any person of securities of our Bank other than in
the normal course of the business of the financing entity during the period of six months immediately
preceding the date of the Draft Red Herring Prospectus.

Weighted average price at
which the Equity Shares were
acquired by our Promoters or
Selling Shareholders, in the last
one year

Our Promoters and Selling Shareholders have not acquired any Equity Shares in the last one year.

Average cost of acquisition of
Equity Shares of our Promoters
and the Selling Shareholders

The average cost of acquisition of Equity Shares of our Promoters is as follows:

Name of the Promoter Number of Equity Average cost of acquisition
Shares per Equity Share” (in 3)
Corporate Promoter 280,758,396* 10.11
Kadambelil Paul Thomas 31,186,785 10.16

* 280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena
Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on
behalf of our Corporate Promoter, who is the beneficial owner of such Equity Shares.

# As certified by A. John Moris & Co., Chartered Accountants pursuant to their certificate dated January 6, 2020

The average cost of acquisition of Equity Shares of our Selling Shareholders, other than the Promoter
Selling Shareholder is as follows:

Name of the Selling Shareholder Number of Equity Average cost of acquisition
Shares per Equity Share* (in )
Bajaj Allianz Life 17,469,428 40.07
Pl Ventures 8,734,714 40.07

*As certified by A. John Moris & Co., Chartered Accountants pursuant to their certificate dated January 6, 2020

Size of the pre-IPO placement
and allottees, upon completion
of the placement

A Pre-IPO Placement of Equity Shares by our Bank in consultation with the BRLMs, for an aggregate
amount up to 3,000 million. The Pre-IPO Placement, if undertaken, will be at a price to be decided by
our Bank, in consultation with the BRLMs and the Pre-IPO Placement will be completed prior to filing
of the Red Herring Prospectus with the RoC. If the Pre-IPO Placement is undertaken, the amount raised
from Pre-IPO Placement will be reduced from the Fresh Issue, subject to the minimum Offer Size
constituting at least 10% of the post-Offer paid-up Equity Share capital of our Bank.

Any issuance of Equity Shares
in the last one year for
consideration other than cash

Our Bank has not issued any Equity Shares in the last one year from the date of this Draft Red Herring
Prospectus, for consideration other than cash.

Any split/consolidation  of
Equity Shares in the last one
year

Our Bank has not split or consolidated the face value of the Equity Shares in the last one year.
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CERTAIN CONVENTIONS, PRESENTATION OF FINANCIAL, INDUSTRY AND MARKET DATA AND
CURRENCY OF PRESENTATION

Certain Conventions

All references in this Draft Red Herring Prospectus to “India” are to the Republic of India and all references to the “US”, “U.S.”
“USA” or “United States” are to the United States of America.

Unless stated otherwise, all references to page numbers in this Draft Red Herring Prospectus are to the page numbers of this
Draft Red Herring Prospectus.

Financial Data

Unless stated otherwise or the context otherwise requires, the financial data in this Draft Red Herring Prospectus is derived
from the restated summary statement of assets and liabilities as at September 30, 2019, September 30, 2018, March 31, 2019,
2018 and 2017 and restated summary statement of profit and loss and cash flows for each of the six month periods ended
September 30, 2019 and September 30, 2018 and for each of the years ended March 31, 2019 and 2018 and for the period May
5, 2016 to March 31, 2017, the summary statement of significant accounting policies, and other explanatory information
prepared by the Bank in accordance with the requirements of Section 26 of Part | of Chapter 111 of the Companies Act, 2013,
SEBI ICDR Regulations and the Guidance Note on Reports in Company Prospectuses (Revised 2019) issued by the Institute
of Chartered Accountants of India, as amended from time to time. For further information on the Bank’s financial information,
see “Financial Statements” on page 196. Certain other financial information in relation to our Corporate Promoter and Group
Entities are derived from their respective audited financial statements.

Our Bank’s Financial Year commences on April 1 and ends on March 31 of the next year. Accordingly, all references to a
particular Financial Year, unless stated otherwise, are to the 12-month period ended on March 31 of that year. Further, while
our Bank was incorporated on May 5, 2016, we began our operations with effect from March 10, 2017. As a result, our Restated
Financial Statements for Fiscal 2017 reflect only 22 days of operations starting from March 10, 2017.

There are significant differences between Indian GAAP, Ind AS, U.S. GAAP and IFRS. The Restated Financial Statements
included in this DRHP have been compiled by the management from the audited interim financial statements as at and for each
of the six-month period ended September 30, 2019 and September 30, 2018 and the audited financial statements as at and for
the year ended March 31, 2019, as at and for the year ended March 31, 2018, and as at March 31, 2017 and for the period May
5, 2016 to March 31, 2017 prepared by the Bank in accordance with the provisions of Section 29 of the Banking Regulation
Act 1949, accounting principles generally accepted in India including the Companies (Accounting Standard) Rules 2006 (as
amended) specified under Section 133 of the Companies Act, 2013 read with Rule 7 of the Companies (Accounts) Rules, 2014
in so far as they apply to the Bank and circulars, guidelines and directions issued by Reserve Bank of India from time to time.
Our Bank has not attempted to explain those differences or quantify their impact on the financial data included in this Draft
Red Herring Prospectus and it is urged that you consult your own advisors regarding such differences and their impact on our
Bank’s financial data. For risks in this regard, see “Risk Factors - Banking companies in India, including us, may be required
to report financial statements as per Ind AS in the future. Differences exist between Ind AS and Indian GAAP. In the future, if
we are required to prepare our financial statements in accordance with Ind AS, there is a possibility that our financial condition,
results of operations and cash flows could be worse than if we prepared our financial statements in accordance with Indian
GAAP ” and “Risk Factor - Significant differences exist between Indian GAAP and other accounting principles, such as U.S.
GAAP and IFRS, which investors outside India may be more familiar with and may consider material to their assessment of
our financial condition, results of operations and cash flows™ on pages 35 and 44. Accordingly, the degree to which the financial
information included in this Draft Red Herring Prospectus will provide meaningful information is entirely dependent on the
reader’s level of familiarity with Indian accounting policies and practices, the Companies Act and the SEBI ICDR Regulations.
Any reliance by persons not familiar with Indian accounting policies and practices on the financial disclosures presented in this
Draft Red Herring Prospectus should accordingly be limited. Our Bank does not provide reconciliation of its financial
information to IFRS or U.S. GAAP.

Unless the context otherwise indicates, any percentage or amounts, with respect to financial information of our Bank in this
Draft Red Herring Prospectus have been derived from the Restated Financial Statements.

In this Draft Red Herring Prospectus, any discrepancies in any table between the total and the sums of the amounts listed are
due to rounding off. All figures in decimals have been rounded off to the second decimal and all the percentage figures have
been rounded off to two decimal places.

Certain non-GAAP financial measures and certain other statistical information relating to our operations and financial
performance have been included in this section and elsewhere in this Draft Red Herring Prospectus. We compute and disclose
such non-GAAP financial measures and such other statistical information relating to our operations and financial performance
as we consider such information to be useful measures of our business and financial performance, and because such measures
are frequently used by securities analysts, investors and others to evaluate the operational performance of financial services
businesses, many of which provide such non-GAAP financial measures and other statistical and operational information when
reporting their financial results. Such non-GAAP measures are not measures of operating performance or liquidity defined by
generally accepted accounting principles. These non-GAAP financial measures and other statistical and other information
relating to our operations and financial performance may not be computed on the basis of any standard methodology that is

18



applicable across the industry and therefore may not be comparable to financial measures and statistical information of similar
nomenclature that may be computed and presented by other banks in India or elsewhere. These non-GAAP financial measures
have been reconciled to their nearest GAAP measure in “Our Business”, “Selected Statistical Information”, “Other Financial
Information” and “Capitalisation Statement” on pages 110, 178, 246 and 272, respectively.

Currency and Units of Presentation

All references to:

. “Rupees” or ‘X or “INR” or “Rs.” are to Indian Rupee, the official currency of the Republic of India; and
. “USD” or “US$” or “$” are to United States Dollar, the official currency of the United States of America.

Our Bank has presented certain numerical information in this Draft Red Herring Prospectus in “lakh”, “million” and “crores”
units or in whole numbers where the numbers have been too small to represent in such units. One million represents 1,000,000,
one billion represents 1,000,000,000 and one trillion represents 1,000,000,000,000. One lakh represents 100,000 and one crore
represents 10,000,000.

Figures sourced from third-party industry sources may be expressed in denominations other than millions or may be rounded
off to other than two decimal points in the respective sources, and such figures have been expressed in this Draft Red Herring
Prospectus in such denominations or rounded-off to such number of decimal points as provided in such respective sources.

Exchange Rates

This Draft Red Herring Prospectus contains conversion of certain other currency amounts into Indian Rupees that have been
presented solely to comply with the SEBI ICDR Regulations. These conversions should not be construed as a representation
that these currency amounts could have been, or can be converted into Indian Rupees, at any particular rate or at all.

The following table sets forth, for the periods indicated, information with respect to the exchange rate between the Rupee and
USD (in Rupees per USD):

Currency As at

September 30, 2019 March 31, 2019@ March 31, 2018® March 31, 2017
1USD 70.69 69.17 65.04 64.84
Source: RBI reference rate and www.fbil.org.in

®Exchange rate as on March 28, 2018, as RBI reference rate is not available for March 31, 2018, March 30, 2018 and March 29, 2018 being a Saturday and
public holidays, respectively

@Exchange rate as on March 29, 2019, as RBI reference rate is not available for March 31, 2019 and March 30, 2019 being a Sunday and Saturday,
respectively

Industry and Market Data

Unless otherwise indicated, industry and market data used throughout this Draft Red Herring Prospectus has been obtained or
derived from various industry publications and sources, including the report titled report titled “Report on Indian banking
industry, small finance banks sector and various loan products” dated January 2020, issued by CRISIL Limited which has been
commissioned by our Bank, and which is subject to the following disclaimer:

“CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on
the information obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not guarantee the
accuracy, adequacy or completeness of the Data / Report and is not responsible for any errors or omissions or for the results
obtained from the use of Data / Report. This Report is not a recommendation to invest / disinvest in any company / entity
covered in the Report and no part of this report should be construed as an investment advice. CRISIL especially states that it
has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research
operates independently of, and does not have access to information obtained by CRISIL s Ratings Division / CRISIL Risk and
Infrastructure Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature.
The views expressed in this Report are that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. No part of this
Report may be published / reproduced in any form without CRISIL’s prior written approval. ”

For risks in this regard, see “Risk Factors — Statistical and industry data in this Draft Red Herring Prospectus is derived from
the CRISIL Research Report commissioned by us for such purpose. The CRISIL Research Report is not exhaustive and is based
on certain assumptions and parameters/conditions. The data and statistics in the CRISIL Research Report may be inaccurate,
incomplete or unreliable” on page 42.

The extent to which the market and industry data used in this Draft Red Herring Prospectus is meaningful depends on the
reader’s familiarity with and understanding of the methodologies used in compiling such data. There are no standard data
gathering methodologies in the industry in which the business of our Bank is conducted, and methodologies and assumptions
may vary widely among different industry sources. Industry publications generally state that the information contained in such
publications has been obtained from publicly available documents from various sources believed to be reliable but their
accuracy and completeness are not guaranteed and their reliability cannot be assured. Although we believe the industry and
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market data used in this Draft Red Herring Prospectus is reliable, it has not been independently verified by us, the respective
Selling Shareholders, the BRLMs or any of their affiliates or advisors. The data used in these sources may have been reclassified
by us for the purposes of presentation. Data from these sources may also not be comparable.

Accordingly, no investment decision should be made solely on the basis of such information. Such data involves risks,
uncertainties and numerous assumptions and is subject to change based on various factors, including those disclosed in “Risk
Factors” on page 23.

In accordance with the SEBI ICDR Regulations, “Basis for the Offer Price” on page 75 includes information relating to our
peer group companies. Such information has been derived from publicly available sources, and neither we, the Promoter Selling
Shareholder, Bajaj Allianz Life, Pl Ventures, nor the BRLMs or any of their affiliates have independently verified such
information. Accordingly, no investment decision should be made solely on the basis of such information.
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FORWARD-LOOKING STATEMENTS

This Draft Red Herring Prospectus contains certain “forward-looking statements”. All statements contained in this Draft Red
Herring Prospectus that are not statements of historical fact constitute “forward-looking statements”. All statements regarding
our expected financial condition and results of operations, business, plans and prospects are “forward-looking statements”.

EEINT3

These forward-looking statements generally can be identified by words or phrases such as “aim”, “anticipate”, “believe”,
“expect”, “estimate”, “intend”, “likely to”, “seek to”, “shall”, “objective”, “plan”, “project”, “will”, “will continue”, “will
pursue” or other words or phrases of similar import. Similarly, statements that describe our strategies, objectives, plans or goals
are also forward-looking statements. All forward-looking statements whether made by us or any third parties in this Draft Red
Herring Prospectus are based on our current plans, estimates, presumptions and expectations and are subject to risks,
uncertainties and assumptions about us that could cause actual results to differ materially from those contemplated by the
relevant forward-looking statement, including but not limited to, regulatory changes pertaining to the banking industry and our
ability to respond to them, our ability to successfully implement our strategy, our growth and expansion, technological changes,
our exposure to market risks, general economic and political conditions which have an impact on our business activities or
investments, the monetary and fiscal policies of India, inflation, deflation, unanticipated turbulence in interest rates, foreign
exchange rates, equity prices or other rates or prices, the performance of the financial markets in India and globally, changes in
domestic laws, regulations and taxes and changes in competition in the banking/ microfinance industry. Important factors that
could cause actual results to differ materially from our expectations include, but are not limited to, the following:

e Our business is currently significantly dependent on advances to microfinance loan customers and any adverse
developments in the microfinance sector could adversely affect our business, financial condition, results of operations and
cash flows.

e A majority of our advances are unsecured. If we are unable to recover such advances in a timely manner or at all, our
financial condition, results of operations and cash flows may be adversely affected.

e We incur significant operating expenses and any increase in these operating expenses without a corresponding increase in
income will adversely affect our financial condition, results of operations and cash flows.

e ESMACO has been acting as a business correspondent for us on a non-exclusive basis since we began our operations and
it has sourced a majority of our advances. If ESMACO prefers to promote our competitors’ microfinance loans over our
microfinance loans or the agreement between us and ESMACO is terminated or not renewed, it would adversely affect
our business, financial condition, results of operations and cash flows.

e  Our business correspondents are responsible for, among other things, sourcing and servicing of customers for microfinance
loans on a non-exclusive basis. If these business correspondents prefer to promote our competitors’ microfinance loans or
our agreements with them are terminated or not renewed it would adversely affect our business, financial condition, results
of operations and cash flows.

e We are subject to stringent regulatory requirements and prudential norms. If we are unable to comply with such laws,
regulations and norms it may have an adverse effect on our business, financial condition, results of operations and cash
flows.

o If we are unable to control the level of NPAs in our portfolio effectively or if we are unable to improve our provisioning
coverage as a percentage of gross NPA, our business, financial condition, results of operations and cash flows may be
adversely affected.

e We may be impacted by volatility in interest rates, which could cause our Net Interest Margin to decline and adversely
affect our results of operations and cash flows.

e We have a limited operating history as a small finance bank and as a result our Restated Financial Statements may not be
reflective of our future financial condition and results of operations. Furthermore, the small finance bank model is
relatively new to India, and such operations pose various business and financial challenges.

e We and our Promoters are involved in certain legal proceedings, any adverse developments related to which could
adversely affect our reputation, business and cash flows

Certain information in “Industry Overview”, “Our Business” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations on pages 81, 110 and 248, respectively of this Draft Red Herring Prospectus has been
obtained from the report titled “Report on Indian banking industry, small finance banks sector and various loan products” dated
January 2020, issued by CRISIL Limited.

For further discussion of factors that could cause the actual results to differ from the expectations, see “Risk Factors”, “Our

Business” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” on pages 23, 110
and 248, respectively. By their nature, certain market risk disclosures are only estimates and could be materially different from
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what actually occurs in the future. As a result, actual future gains or losses could materially differ from those that have been
estimated and are not a guarantee of future performance.

Forward-looking statements reflect current views as of the date of this Draft Red Herring Prospectus and are not a guarantee of
future performance. There can be no assurance to investors that the expectations reflected in these forward-looking statements
will prove to be correct. Given these uncertainties, investors are cautioned not to place undue reliance on such forward-looking
statements and not to regard such statements to be a guarantee of our future performance.

These statements are based on our management’s belief and assumptions, which in turn are based on currently available
information. Although we believe the assumptions upon which these forward looking statements are based on are reasonable,
any of these assumptions could prove to be inaccurate and the forward looking statements based on these assumptions could be
incorrect. Given these uncertainties, investors are cautioned not to place undue reliance on such forward-looking statements
and not to regard such statements as a guarantee of future performance. Neither our Bank, our Promoters, our Directors, Bajaj
Allianz Life, Pl Ventures, the BRLMSs nor any of their respective affiliates have any obligation to update or otherwise revise
any statements reflecting circumstances arising after the date hereof or to reflect the occurrence of underlying events, even if
the underlying assumptions do not come to fruition. In accordance with the requirements of SEBI, our Bank and the BRLMs
shall ensure that investors in India are informed of material developments until the time of the grant of listing and trading
permission by the Stock Exchanges for this Offer. Each of the Promoter Selling Shareholder, Bajaj Allianz Life and Pl Ventures
shall ensure that they will keep our Bank and BRLMs informed of all material developments pertaining to their respective
portion of the Offered Shares and itself, as a Selling Shareholder from the date of the Red Herring Prospectus until receipt of
final listing and trading approvals by the Stock Exchanges for this Offer, that may be material from the context of the Offer.
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SECTION II: RISK FACTORS

An investment in the Equity Shares involves a high degree of risk. Prospective investors should carefully consider all the
information in this Draft Red Herring Prospectus, including the risks and uncertainties described below, before evaluating our
business and making an investment in our Equity Shares. This section should be read in conjunction with “Industry Overview”,
“Our Business”, “Selected Statistical Information”, “Financial Statements”, and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” on pages 81,110, 178, 196 and 248, respectively, before making an investment

decision in relation to the Equity Shares.

The risks and uncertainties described in this section are not the only risks that are relevant to us or the Equity Shares or industry
and segment in which we operate. Additional risks and uncertainties not currently known to us or that we currently believe to
be immaterial may also have an adverse effect on our business, financial condition, results of operations and cash flows. If any
of the following risks or other risks that are not currently known or are now deemed immaterial actually occur, our business,
financial condition, results of operations and cash flows could be adversely affected and the trading price of the Equity Shares
could decline and you may lose all or part of your investment. The financial and other related implications of risks concerned,
wherever quantifiable, have been disclosed in the risk factors described below. However, there are certain risk factors where
such implications are not quantifiable, and hence any quantification of the underlying risks has not been disclosed in such risk
factors.

In making an investment decision, prospective investors must rely on their own examination of our Bank and the terms of the
Offer, including the merits and risks involved. You should consult your tax, financial and legal advisors about the particular
consequences to you of an investment in the Equity Shares.

Unless otherwise indicated, industry and market data used in this section has been derived from the CRISIL Research Report
prepared and released by CRISIL Research and commissioned by us in connection with the Offer. None of our Bank, the BRLMs
or any other person connected with the Offer has independently verified this information. Unless otherwise indicated, all
financial, operational, industry and other related information derived from the CRISIL Research Report and included herein
with respect to any particular year refers to such information for the relevant fiscal year.

Our Bank’s fiscal year commences on April 1 and ends on March 31 of the subsequent year, and references to a particular
Fiscal are to the 12 months ended March 31 of that year. Unless otherwise indicated or the context otherwise requires, the
financial information included herein is derived from our Restated Financial Statements included in this Draft Red Herring
Prospectus. Our Bank was incorporated on May 5, 2016. However, we began our operations on March 10, 2017. As a result,
our restated summary statements of profit and loss and cash flows for Fiscal 2017 reflect only 22 days of operations.
Accordingly, the financial and statistical data for Fiscal 2017 is not comparable with the financial and statistical data for
Fiscals 2019 and 2018 and for the six months ended September 30, 2019 and 2018 and, as such, we have not included such
information in this section, except in one risk factor. However, the restated summary statement of assets and liabilities as at
March 31, 2017 is comparable to the restated summary statement of assets and liabilities as at September 30, 2019 and 2018
and as at March 31, 2019 and 2018, as our Bank bought the assets and took over the liabilities of our Corporate Promoter’s
business undertaking pursuant to the Business Transfer Agreement dated February 22, 2017. Therefore, we have included such
information and other financial and statistical data as at March 31, 2017 in this section. For further Information, see “History
and Certain Other Corporate Matters” on page 139.

This Draft Red Herring Prospectus also contains forward-looking statements that involve risks and uncertainties. Our results
could differ materially from such forward-looking statements as a result of certain factors, including the considerations
described below and elsewhere in this Draft Red Herring Prospectus. See “Forward-Looking Statements” on page 21.

RISKS RELATING TO OUR BUSINESS

1. Our business is currently significantly dependent on advances to microfinance loan customers and any adverse
developments in the microfinance sector could adversely affect our business, financial condition, results of
operations and cash flows.

As at September 30, 2019 and March 31, 2019, 2018 and 2017, advances to our microfinance loan customers,
accounted for 95.75%, 96.31%, 98.43% and 97.48%, respectively, of our total gross advances. Demand for our
microfinance loan products is affected by a number of factors, including changes in regulations and policies, any
adverse publicity or litigation relating to the microfinance sector and public criticism of the microfinance sector in
general. Any decline in the demand for our microfinance loans would adversely affect our business, financial
condition, results of operations and cash flows.

As at September 30, 2019 and March 31, 2019, 2018 and 2017, the percentage of our gross microfinance non-
performing assets (“NPAS”) to the total gross microfinance advances was 1.66%, 1.50%, 3.74% and 0.54%,
respectively. Our borrowers’ ability to repay their loans depends on various factors, including, the results of operations
of our borrowers’ businesses, the occurrence of event-based risks and natural calamities, such as floods and cyclones,
This could lead to an increase in our gross NPAs and adversely affect our business, financial condition, results of
operations and cash flows.
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A majority of our advances are unsecured. If we are unable to recover such advances in a timely manner or at all,
our financial condition, results of operations and cash flows may be adversely affected.

As at September 30, 2019 and as at March 31, 2019, 2018 and 2017, 96.31%, 96.71%, 99.42% and 99.97%,
respectively, of our advances (net of provisions) were unsecured. Our microfinance loans and certain of our retail loans
are unsecured and, as such, are at a higher credit risk than secured loans because they are not supported by collateral.
Since these advances are unsecured, in the event of defaults by such customers, our ability to realise the amounts due
to us would be restricted to initiating legal proceedings for recovery. There can be no guarantee as to the amount of
our resources that would be utilised and the length of time it could take to conclude such legal proceedings or for the
legal proceedings to result in a favourable decision to us. For details, see “Outstanding Litigation and Material
Developments” on page 276. Any failure to recover the full amount of principal and interest on unsecured advances
given to our customers could adversely affect our financial condition, results of operations and cash flows.

We incur significant operating expenses and any increase in these operating expenses without a corresponding
increase in income will adversely affect our financial condition, results of operations and cash flows.

For the six months ended September 30, 2019 and September 30, 2018, our operating expenses as a percentage of our
net interest income, which represents interest earned minus interest expended (“Net Interest Income”) was 76.88%
and 77.70%, respectively. For Fiscals 2019 and 2018, our operating expenses to Net Interest Income was 79.08% and
108.61%, respectively. Our operating expenses are significant as the cost of sourcing and servicing our microfinance
loan customers is high. Any increase in our operating expenses without a corresponding increase in Net Interest Income
will adversely affect our financial condition, results of operations and cash flows.

ESMACO has been acting as a business correspondent for us on a non-exclusive basis since we began our
operations and it has sourced a majority of our advances. If ESMACO prefers to promote our competitors’
microfinance loans over our microfinance loans or the agreement between us and ESMACO is terminated or not
renewed, it would adversely affect our business, financial condition, results of operations and cash flows.

ESMACO has been acting as a business correspondent for us on a non-exclusive basis since we began our operations.
We have an agreement with ESMACO that is valid until December 31, 2028, pursuant to which ESMACO, among
other things, sources and services customers for our microfinance loans. As at September 30, 2019 and March 31,
2019, 2018 and 2017, ESMACO was responsible for sourcing and/or servicing customers for 88.64%, 94.02%, 98.43%
and 97.48% of our gross advances, respectively. In the event that ESMACO prefers to promote our competitors’
microfinance loans over our microfinance loans or the agreement between us and ESMACO is terminated or not
renewed, it would have an adverse effect on our business, financial condition, results of operations and cash flows.

Our business correspondents are responsible for, among other things, sourcing and servicing of customers for
microfinance loans on a non-exclusive basis. If these business correspondents prefer to promote our competitors’
microfinance loans or our agreements with them are terminated or not renewed it would adversely affect our
business, financial condition, results of operations and cash flows.

Our business correspondents are responsible for, among other things, sourcing and servicing of customers for our
microfinance loans. As at September 30, 2019 and March 31, 2019, 2018 and 2017 our business correspondents were
responsible for sourcing and/or servicing customers for 95.75%, 96.31%, 98.43% and 97.48% of our gross advances,
respectively. Under the terms of the agreements with our business correspondents, our business correspondents act for
us on a non-exclusive basis. For further details on our business correspondents, see “Our Business — Delivery Channels
- Business Correspondents” on page 121. In the event that our business correspondents prefer to promote our
competitors’ microfinance loans over our microfinance loans or our agreements with them are terminated or not
renewed, it would have an adverse effect on our business, financial condition, results of operations and cash flows.

We are subject to stringent regulatory requirements and prudential norms. If we are unable to comply with such
laws, regulations and norms it may have an adverse effect on our business, financial condition, results of operations
and cash flows.

We are regulated under the Banking Regulation Act and have to comply with circulars and directives issued by the
RBI that apply to small finance banks. The Banking Regulation Act limits the flexibility of shareholders and
management of a small finance bank in many ways, including by way of specifying certain matters for which a banking
company would require RBI approval. The RBI In-Principle Approval, RBI Final Approval, SFB Licensing Guidelines
and SFB Operating Guidelines require us to comply with certain conditions in order to operate our business. For further
details on these regulatory requirements and prudential norms, see “Key Regulations and Policies” on page 129. In
case we fail to comply with the applicable directives and reporting requirements or meet the prescribed prudential
norms, the RBI may charge penalties, restrict our banking activities or otherwise enforce increased scrutiny and control
over our banking operations, including by way of withholding approvals, or issuing conditional approvals, in respect
of any proposed actions for which we may seek RBI approval in the future, or even cancel our banking license. If we
are unable to comply with laws and regulations applicable to a small finance bank, it may have an adverse effect on
our business, financial condition, results of operations and cash flows.
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We have highlighted below some of the more material rules and regulations that we need to comply with as a small
finance bank.

Restrictions relating to advances

The maximum loan size and investment limit exposure to a single and group obligor is restricted to 10% and 15% of
our capital funds, respectively. In addition, at least 50% of our loan portfolio is required to constitute advances of up
to % 2.50 million.

We are also prohibited from exposure in terms of advances to our Directors, companies in which our Directors are
interested, our Promoters, major shareholders (holding 10% or more of our paid-up Equity Share capital), and entities
in which our Promoters and major shareholders have significant influence or control (as defined under applicable
accounting standards).

Maintenance of cash reserve ratio (“CRR”) and statutory liquidity ratio (“SLR”)

We are currently required to maintain a CRR of a minimum of 4.00% of our demand and time liabilities with the RBI,
on which no interest is paid. Further, we are also currently required to maintain SLR equivalent to 18.25% of our net
demand and time liabilities in cash and invested in Government and other RBI-approved securities. As at September
30, 2019 and March 31, 2019, 2018 and 2017 our CRR was 4.48%, 5.17%, 14.14% and 4.49%, respectively. As at
September 30, 2019 and March 31, 2019, 2018 and 2017 our SLR was 20.94%, 21.87%, 22.31% and 24.63% of our
net demand and time liabilities.

As a small finance bank, our net interest margin, which is the difference of interest earned and interest expended
divided by the average interest-earning assets calculated on the basis of a quarterly average (“Net Interest Margin”)
and return on net worth may be adversely affected, as we are required to set aside resources to meet the RBI’s CRR
and SLR requirements. Maintaining the CRR and SLR may impose liquidity constraints on us by reducing the amount
of cash available with us for lending. In the event that the CRR or SLR requirements applicable to us are increased in
the future, our ability to make advances would be correspondingly further reduced, which may adversely affect our
business, financial condition, results of operations and cash flows.

Maintenance of capital to risk (weighted) assets ratio (“CRAR”)

As per the SFB Operating Guidelines and the Master Circular — Basel 11 Capital Regulations, we are required under
applicable laws and regulations to maintain a minimum CRAR, which is currently 15% of the risk weighted assets
(“RWAS”), on a continuous basis subject to any higher percentage as may be prescribed by the RBI from time to time,
with Tier | capital of at least 7.5% of the RWASs and Tier Il capital of not more than 100% of the Tier | capital. As at
September 30, 2019 and as at March 31, 2019, 2018 and 2017 our CRAR was 25.69% (Tier 1 Capital of 21.99%),
27.59% (Tier 1 Capital of 23.30%), 16.92% (Tier 1 Capital of 12.40%), and 16.27% (Tier 1 Capital of 13.39%),
respectively. Currently, the RBI does not require small finance banks to provide any capital charge for operational risk
or market risk weighted assets. However, there can be no assurance that the RBI will not require small finance banks,
including us, to provide capital charge for such risk in future and to migrate to Basel 111 approach for credit risk.

As we continue to grow our loan portfolio and asset base, we may be required to raise additional capital in order to
continue to meet applicable CRARs with respect to our business. We cannot assure you that we will be able to raise
adequate additional capital in the future on terms favourable to us, or at all, which may adversely affect the growth of
our business.

Maintenance of priority sector lending (“PSL”) requirements

As a small finance bank, we are required to extend 75% of our adjusted net bank credit (“ANBC”) to the sectors
eligible for classification as PSL by RBI, such as agriculture, MSMEs, export credit, education, housing, social
infrastructure and renewable energy. Furthermore, 40% of our ANBC is required to be allocated to different sub-
sectors under PSL as per the PSL requirements. We can allocate the remaining 35% to any one or more sub-sectors
under the PSL requirements. The PSL requirements applicable to a small finance bank are significantly higher than
the PSL limits applicable to other scheduled commercial banks, which could subject us to higher delinquency rates
and may limit our funding from securitizations and assignments to comply with such requirements. In case of any
shortfall by us in meeting the PSL requirements, we would subsequently be required to place the allocated amount by
RBI in an account with the NABARD under the Rural Infrastructure Development Fund Scheme, or with other
institutions specified by the RBI, which may earn lower rates of interest, compared to other interest bearing securities.
Our failure to comply with PSL requirements, may have an adverse effect on our business, financial condition, results
of operations and cash flows.
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Conversion of our Ultra-Small Branches to Branches or Merger with a Branch before March 10, 2020

Our Ultra-Small Branches are the erstwhile microfinance Branches from when our business was owned by our
Corporate Promoter. They cater primarily to our microfinance loan customers. They offer limited banking services,
such as client on boarding, loan sourcing and customer service, and do not take deposits. As at November 30, 2019,
we had 38 Ultra-Small Branches. As per RBI guidelines, all our Ultra-Small Branches need to be converted to Branches
or merged with a Branch within three years from the date of commencement, i.e., before March 10, 2020. As at
November 30, 2019, we had converted 271 of our former Ultra-Small Branches to Branches out of the 309 Ultra-Small
Branches we had as at March 31, 2017. If we fail to convert our Ultra-Small Branches or merge them with a Branch
before March 10, 2020, we may be subject to penalties, including restrictions on further expanding our Branch
network.

Branches in unbanked rural areas

At least 25% of our total Branches should be located in unbanked rural areas. As at November 30, 2019, 25.06% of
our total Branches were in unbanked rural areas.

Restrictions relating to the Equity Shares

The RBI In-Principle Approval, RBI Final Approval, SFB Licensing Guidelines and SFB Operating Guidelines require
us to comply with certain restrictions relating to the Equity Shares, including, among others:

e We are required to be owned and controlled by residents of India in accordance with FEMA at all times from the
date of commencement of our business;

e  Our Promoters are required to reduce their shareholding to 40% of our paid-up Equity Share capital within a
period of five years from the date of commencement of our business operation, which was on March 10, 2017,
and thereafter required to reduce their shareholding to 30% and 26% of our paid-up Equity Share capital within
a period of 10 years and 12 years, respectively, from the date of commencement of our business operations. Our
Promoters hold 72.92% of our Pre-Offer paid-up Equity Share capital and following the Offer (assuming all of
the Equity Shares offered in the Offer are sold, our Promoters will hold [e]% of our Post-Offer paid-up Equity
Share capital);

e Wearerequired to maintain a minimum paid-up Equity Share capital and a minimum net worth of X 1,000 million;

o No Shareholder will be entitled to exercise voting rights in excess of 26% of the total voting rights of all
Shareholders; and

e Aninvestor proposing to acquire shares in our Bank (directly or indirectly) where the aggregate holding of such
investor, their relatives, associate enterprise or PAC, entitles the investor to hold 5% or more of the paid-up share
capital of our Bank or 5% or more of the voting rights in our Bank will need to apply for the RBI’s approval.

If we are unable to control the level of NPAs in our portfolio effectively or if we are unable to improve our
provisioning coverage as a percentage of gross NPA, our business, financial condition, results of operations and
cash flows may be adversely affected.

As at September 30, 2019 and as at March 31, 2019, 2018 and 2017, our net NPAs to advances (net of provisions)
were 0.62%, 0.77%, 2.69% and 0.25%, respectively. Our NPAs may increase in the future, due to several factors,
including adverse effects on our borrowers’ businesses, a rise in unemployment, slow business growth, changes in
customer behaviour and demographic patterns and central and state government policies and regulations (including
agricultural loan waivers that may affect our agricultural portfolio in the short-term). While we believe that we have
appropriate internal controls, our credit monitoring and risk management policies and procedures may not be accurate,
properly designed, or appropriately implemented or complied with by our customers, and we could suffer material
credit losses. We employ and monitor third party collection agencies and non-performance by them may lead to further
delinquencies and an increase in NPAs. In addition, even if our policies and procedures are accurate and appropriate,
we may be unable to anticipate future economic or financial developments or downturns, which could lead to an
increase in our NPAs. Any significant increase in NPAs may have an adverse effect on our financial condition, results
of operations and cash flows.

Provisions for NPAs are created by a charge to our profit and loss account and are currently subject to minimum
provisioning requirements, linked to the ageing of NPAs and other matters as specified in RBI circulars. In addition
to the relevant regulatory minimum provisioning, we also consider our internal estimate for loan losses and risks
inherent in the credit portfolio when deciding on the appropriate level of provisions. The determination of a suitable
level of loan losses and provisions involves a degree of subjectivity and requires that we make estimates of current
credit risks and future trends, all of which may be subject to material changes. Any incorrect estimation of risk may
result in our provisions not being adequate to cover any further increase in the amount of NPAs or any further
deterioration in our NPA portfolio. For the six months ended September 30, 2019 and September 30, 2018, our
provision coverage ratio was 81.53% and 85.86%, respectively. For Fiscals 2019 and 2018, our provision coverage
ratio was 78.45% and 29.94%, respectively. There can be no assurance that our provision coverage ratio will not
decline in the future. We may need to make further provisions if there is dilution/ deterioration in the quality of our
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security or down-grading of the account or recoveries with respect to such NPAs do not materialize in time or at all.
Accordingly, if we are unable to control the level of our NPAs, it would have an adverse effect on our financial
condition, results of operations and cash flows.

We may be impacted by volatility in interest rates, which could cause our Net Interest Margin to decline and
adversely affect our results of operations and cash flows.

Our results of operations are substantially dependent upon the amount of our net interest income, which we define as
interest earned less interest expended (“Net Interest Income”). Our Net Interest Income was X 3,659.49 million and
32,577.57 million for the six months ended September 30, 2019 and 2018, respectively, and X 5,733.57 million and
2,820.19 million for Fiscals 2019 and 2018, respectively. Our Net Interest Income is significantly dependent on our
average performing advances for a particular period and our Net Interest Margin. Our interest earning assets are our
advances and investments. Our interest bearing labilities are our deposits and our borrowings. As at September 30,
2019, 98.99% of our advances and 100.00% of our investments were on fixed interest rates and 1.01% of our advances
and nil of our investments were on floating interest rates. As at September 30, 2019, 100.00% of our deposits and
99.72% of our borrowings were on fixed interest rates and nil of our deposits and 0.28% of our borrowings were on
floating interest rates.

Interest rates are highly sensitive and volatility in interest rates could be a result of many factors, including the RBI’s
monetary policies, deregulation of the financial services sector in India, domestic and international economic and
political conditions, inflation and economic policies in India.

In a rising interest rate environment, if the yield on our interest-earning assets does not increase simultaneously with
or to the same extent as our cost of funds, and conversely, in a declining interest rate environment, if our cost of funds
does not decline simultaneously or to the same extent as the yield on our interest-earning assets, our Net Interest
Income and Net Interest Margin would be adversely impacted. While any reduction in the interest rates we pay on our
deposits and borrowings may be passed on to customers for our loans, we are unable to pass on any increase in interest
rates at which we lend to our customers who have existing loans on fixed interest rates. Competitive pressure may also
require us to reduce the interest rates at which we lend to our customers without a proportionate reduction in interest
rates at which we raise funds. Our customers may also prepay their loans to take advantage of a declining interest rate
environment. An increase in the interest rates charged by us on our advances could result in our customers, particularly
those with variable interest rate loans, prepaying their loans if less expensive loans are available from other sources.

In addition, as a result of the RBI-mandated reserve requirements, we are also more structurally exposed to interest
rate risks than banks in many other countries. Under the RBI regulations, our liabilities are subject to the SLR
requirement such that a minimum specified percentage, currently 18.25%, of a bank’s net demand and time liabilities
must be invested in Government securities and other approved securities. These securities generally carry fixed
coupons and, in an environment of rising interest rates, the value of Government securities and other fixed income
securities decline. Fixed rate bonds represented 100.00% of our SLR portfolio as at September 30, 2019.

There can be no assurance that we will be able to adequately manage our interest rate risk in the future, which could
have an adverse effect on our Net Interest Income and Net Interest Margin and could, in turn, have an adverse effect
on our financial condition, results of operations and cash flows.

We have a limited operating history as a small finance bank and as a result our Restated Financial Statements may
not be reflective of our future financial condition and results of operations. Furthermore, the small finance bank
model is relatively new to India, and such operations pose various business and financial challenges.

We were incorporated on May 5, 2016 and began operations as a small finance bank on March 10, 2017. As a result
of our limited operating history as a small finance bank, our Restated Financial Statements may not be reflective of
our future financial condition and results of operations and there may be limited historical and financial information
available to help potential investors evaluate whether to subscribe for the Equity Shares in the Offer. Accordingly,
potential investors should evaluate our business and prospects in light of the risks, uncertainties and difficulties
frequently encountered by both high growth companies and banks that are in the early stages of development.

Furthermore, the small finance bank model is relatively new to India, and such operations pose various business and
financial challenges, including (i) sourcing deposits from customers and public at large at competitive prices to support
the loan portfolio build up, (ii) operationalization of the branches, (iii) diversifying our loan portfolio, (iv) setting up
of and running treasury operations, (v) adopting a robust asset liability management system, (vi) migration to new
technology platforms, (vii) digitalizing banking service delivery and other operations in order to source and deliver
cost effective financial services to customers and (viii) designing and developing a comprehensive enterprise wide risk
management framework. These challenges have and will continue to entail substantial senior level management time
and financial resources and put significant demands on our management team and other resources. If we are unable to
deal with such challenges it may have an adverse effect on our business, financial condition, results of operations and
cash flows.
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10.

We and our Promoters are involved in certain legal proceedings, any adverse developments related to which could
adversely affect our reputation, business and cash flows.

There are outstanding legal proceedings involving our Bank and our Promoters. These proceedings are pending at
different levels of adjudication before various courts, tribunals and appellate tribunals. We cannot assure you that these
proceedings will be decided in our favour. Brief details of material outstanding litigation that have been initiated by
and against our Bank and our Promoters, as applicable, are set forth below.

Litigation against our Bank

Type of proceeding Number of cases Amount, to the extent quantifiable
(R in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil
Outstanding actions by regulatory and 1 Not quantifiable
statutory authorities

Litigation by our Bank

Type of proceeding

Number of cases

Amount, to the extent quantifiable

(X in million)
Criminal cases 14 5.40
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Corporate Promoter

Type of proceeding Number of cases Amount, to the extent quantifiable
(R in million)

Criminal cases Nil Nil

Material civil cases Nil Nil

Taxation matters 5 128.03

Outstanding actions by regulatory and 1 1.65

statutory authorities

Disciplinary actions in the last five Fiscals Nil Nil

Litigation by our Corporate Promoter

Type of proceeding Number of cases Amount, to the extent quantifiable
(R in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Individual Promoter

Type of proceeding

Number of cases

Amount, to the extent quantifiable

(X in million)
Criminal cases 1 Not quantifiable
Material civil cases Nil Nil
Taxation matters Nil Nil
Outstanding actions by regulatory and Nil Nil
statutory authorities
Disciplinary actions in the last five Fiscals Nil® Nil

(1) Excludes directions issued by the RBI to our Bank in respect of the office of Kadambelil Paul Thomas

Litigation by our Individual Promoter

Type of proceeding Number of cases Amount, to the extent quantifiable
(R in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

Litigation against our Directors excluding our Individual Promoter

Type of proceeding Number of cases Amount, to the extent quantifiable
(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
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Type of proceeding Number of cases Amount, to the extent quantifiable
(R in million)
Taxation matters Nil Nil
Outstanding actions by regulatory and Nil Nil
statutory authorities
Litigation by our Directors
Type of proceeding Number of cases Amount, to the extent quantifiable
(X in million)
Criminal cases Nil Nil
Material civil cases Nil Nil
Taxation matters Nil Nil

The amounts claimed in these proceedings have been disclosed to the extent ascertainable and include amounts claimed
jointly and severally. If any new developments arise, such as a change in Indian law or rulings against us by appellate
courts or tribunals, we may need to make provisions in our Restated Financial Statements that could increase our
expenses and current liabilities. Further, such legal proceedings could divert our management’s time and attention and
cause us to incur expenses. Any adverse decision in any of these proceedings may have an adverse effect on our
business, results of operations and financial condition.

For further information, see “Outstanding Litigation and Material Developments” on page 276.

There is an ongoing criminal proceeding involving our Individual Promoter and if these proceedings are
determined against him, it could have a material adverse effect on our reputation.

An FIR has been filed against our Individual Promoter Kadambelil Paul Thomas, in his capacity as the then managing
director of our Corporate Promoter, and others, under Sections 406 and 420 of the Indian Penal Code, Section 17 of
the Kerala Money Lenders Act, 1958 (the “KMLA”) and provisions of the Kerala Prohibition of Charging Exorbitant
Interest Act, 2012 alleging that our Individual Promoter, among other things, engaged in illegal money-lending and
charging high interest rates. A charge sheet has been filed against our Individual Promoter before the Judicial First
Class Magistrate Court- 1, Aluva, Kerala. The Individual Promoter has approached the High Court of Kerala to quash
the proceedings, which is pending disposal. In the event that these proceedings are not quashed, our Individual
Promoter may be liable for among other things penalties or imprisonment, which could have a material adverse effect
on our reputation. For more details, see "Outstanding Litigation and Material Developments - Litigation involving our
Promoters - Litigation against Kadambelil Paul Thomas” on page 279. The primary charge mentioned in the FIR was
that the Corporate Promoter had not been registered under the KMLA, which stipulates that all financial institutions
have to be registered under the KMLA. The applicability of the KMLA to NBFCs and other RBI-licensed financial
institutions was challenged before the High Court of Kerala by the NBFC Welfare Association in 2007. A Single
Bench of the High Court of Kerala ordered that RBI-licensed NBFCs and MFIs need not obtain registration under the
KMLA. A Division Bench of the same court overruled this decision and held that the registration under the KMLA is
required. On appeal to the Supreme Court of India, the Supreme Court of India has passed an interim order directing
maintenance of status quo of registration under the KMLA not being applicable to NBFCs and MFIs that are registered
with the RBI, including the Corporate Promoter, until the disposal of the matter by the Supreme Court of India. In the
event that this matter is decided against us, our Bank would need to obtain registration under the provisions of the
KMLA. This could also have a bearing on the outcome of the criminal proceedings initiated against our Individual
Promoter.

Our business is concentrated in South India, particularly in the states of Kerala and Tamil Nadu, and any adverse
change in the economy of South India could have an adverse effect on our financial condition, results of operations
and cash flows.

Our business is concentrated in South India, particularly in the states of Kerala and Tamil Nadu. While our operations
are spread out across India, a significant number of our Branches and Ultra-Small Branches are located in South India
and a majority of our advances and deposits are from customers in the South Indian states. Out of our 441 Branches
and Ultra-Small Branches (combined) as at November 30, 2019, 298, or 67.57%, were located in South India, including
203, or 46.03%, in Kerala and 87, or 19.73%, in Tamil Nadu. As at September 30, 2019 and as at March 31, 2019,
2018 and 2017, 84.24%, 84.59%, 83.01% and 83.24%, respectively, of our gross advances were from South India and
95.68%, 96.04%, 97.30% and 100.00%, respectively, of our total deposits were from South India. As at September
30, 2019 and as at March 31, 2019, 2018 and 2017, 53.48%, 52.47%, 57.38% and 62.94%, respectively, of our gross
advances were from Kerala and 93.02%, 93.79%, 96.97% and 100.00%, respectively, of our total deposits were from
Kerala. As at September 30, 2019 and March 31, 2019 and 2018, 26.85%, 28.59% and 22.49%, respectively, of our
gross advances were from Tamil Nadu and 1.51%, 1.06%, 0.15%, respectively, of our total deposits were from Tamil
Nadu. As at March 31, 2017, 18.40% of our gross advances were from Tamil Nadu and nil of our deposits were from
Tamil Nadu. Any disruption, disturbance or sustained downturn in the economy of, or any adverse geological,
ecological or political circumstances in South India, in particular in the states of Kerala and Tamil Nadu, could
adversely affect our business, financial condition, results of operations and cash flows.
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If we are unable to secure funding on acceptable terms and at competitive rates when needed, it could have a
material adverse effect on our business, financial condition, results of operations and cash flows

Our funding requirements historically have been met from a combination of shareholder capital and funds generated
from, deposits, borrowings from other institutions, subordinated debt, borrowings from other banks and perpetual debt
instruments. Unless we are able to access the necessary amounts of additional capital, any incremental capital
requirement may adversely impact our ability to grow our business and may even require us to curtail or withdraw
from some of our current business operations. There can also be no assurance that we will be able to raise adequate
additional funding in the future on terms favourable to us, or at all, and this may hamper our growth plans, apart from
those that can be funded by internal accruals.

Furthermore, CARE Ratings India Limited has rated Tier Il bonds issued by us in the form of a subordinated debt
instrument as “A-". Our certificate of deposits are rated by CARE Ratings India Limited as “A1+” and our long-term
bank facilities are rated by CARE ratings as “A”.

Any downgrade in our debt ratings may increase interest rates for refinancing our outstanding debt, which would
increase our financing costs, and adversely affect our future issuances of debt and our ability to raise new capital on a
competitive basis, which may adversely affect our business, financial condition, results of operations and cash flows.

The Indian finance industry is intensely competitive and if we are unable to compete effectively it would adversely
affect our business, financial condition, results of operations and cash flows.

The Indian finance industry is intensely competitive. We face intense competition in all our principal products and
services.

There are multiple players in the microfinance sector with varied organisational structures. Loans in the microfinance
sector are provided by banks, small finance banks, non-banking finance company-microfinance institutions (“NBFC-
MFIs”), other non-banking finance companies, and non-profit organisations. Banks provide loans under the self-help
group model. However, they also give microfinance loans directly or through business correspondents to meet their
priority-sector lending targets. NBFC-MFIs and non-profit MFIs are the only two players with loan portfolios
exclusively focused towards microfinance. (Source: CRISIL Research Report). For more details, see “Our Business —
Competition” on page 127.

Our competitors in the organized sector may have a better brand recognition, greater business experience, more
diversified operations, a greater customer and depositor base, a larger branch network and better access to funding and
at lower costs than we do. Furthermore, certain requirements that are applicable to small finance banks in terms of the
SFB Operating Guidelines and other banking laws and regulations are significantly more stringent in comparison to
scheduled commercial banks and NBFCs. Ensuring compliance with these laws and regulations has and will continue
to limit our revenue, thereby making it more difficult to compete with other players in the organized sector. For further
details, see “— We are subject to stringent regulatory requirements and prudential norms. If we are unable to comply
with such laws, regulations and norms it may have an adverse effect on our business, financial condition, results of
operations and cash flows” on page 24. In addition, we compete with informal sources of lending for microfinance
loans, including moneylenders, landlords, local shopkeepers and traders.

On December 5, 2019, the RBI issued guidelines for on-tap licensing of small finance banks, which allows applicants
to apply for a small finance bank license at any time, subject to the fulfilment of certain eligibility criteria and other
conditions. We expect this to increase competition for us. Further, consolidation in the industry driven by the merger
of other banks is likely to further increase competition by creating larger, more homogeneous and potentially stronger
competitors in the market. Increases in operations of existing competitors or the entry of additional banks offering
similar or a wider range of products and services could also increase competition. Further, with the advent of
technology based initiatives and alternative modes of banking, we may face increased competition in this sector, which
may in turn impact our results of operations. We also face competition from specialized fintech companies who could
disrupt our origination, sales and distribution process.

If we are unable to compete effectively, it would adversely affect our business, financial condition, results of operations
and cash flows.

If we fail to effectively manage our growth, our business may be adversely affected.

We have witnessed growth in our business. Our total gross advances were % 54,742.35 million, ¥ 45,870.63 million, X
31,913.34 million and X 14,897.34 million as at September 30, 2019 and as at March 31, 2019, 2018 and 2017,
respectively. Our total deposits were % 60,633.72 million, X 43,170.08 million, ¥ 25,230.92 million and X 4,093.41
million as at September 30, 2019 and as at March 31, 2019, 2018 and 2017, respectively.

We have also witnessed growth in our Branches and Ultra-Small Branches (combined). As at March 31, 2017, 2018
and 2019 we had 321, 413 and 423 Branches and Ultra-Small Branches (combined), respectively, representing a
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CAGR of 14.79%. As at November 30, 2019 we had 441 Branches and Ultra-Small Branches (combined). We plan to
open Branches in new states and union territories, predominately in North India and North East India. Further, we
intend to continue expanding our presence in South India (primarily outside of Kerala). Our newly opened Branches
may not be profitable immediately upon their opening or may take time to break even. However, we cannot assure you
that we will succeed in implementing such strategies, as their successful implementation is subject to many factors
beyond our control. Factors, such as competition and customer requirements, in these new markets may differ from
those in our existing markets.

As we plan to expand our geographic footprint in India, our business may be exposed to additional challenges,
including obtaining additional governmental or regulatory approvals, identifying and collaborating with local business
partners with whom we may have no existing relationship, successfully marketing our products in markets in which
we have no familiarity, attracting customers in a market in which we do not have significant experience or visibility,
maintaining standardized systems and procedures, adapting our marketing strategy and operations to new markets in
India in which different languages are spoken, higher technology costs, upgrading, expanding and securing our
technology platform in such Branches and Ultra-Small Branches, operational risks including integration of internal
controls and procedures, compliance with KYC, AML, CFT and other regulatory norms, ensuring customer
satisfaction, recruiting, training and retaining skilled personnel, failure to manage third-party service providers in
relation to any outsourced services and difficulties in the integration of new Branches with our network of existing
Branches. To address these challenges, we may have to make significant investments that may not yield desired results
or incur costs that we may not be able to recover. If we are unable to implement such growth strategies, our business,
financial condition, results of operations and cash flows will be adversely affected.

Weaknesses, disruption or failures in IT systems could adversely impact our business.

We are heavily reliant on IT systems in connection with, but not limited to, financial controls, risk management and
transaction processing. Our critical IT systems are managed by FIS Payment Solutions and Services India Private
Limited (“FIS”). FIS provides us with an end-to-end banking solution, which encompasses core banking systems, risk
management, domestic treasury, switching solutions, debit card issuance services and internet banking solutions. Any
failure by FIS to perform any of these functions could adversely affect our business, financial condition and results of
operations.

Our on-line delivery channels are subject to various risks, such as network connectivity failure, information security
issues and browser compatibility issues. We may also be subject to disruptions of our IT systems arising from events
that are wholly or partially beyond FIS’ control (including, for example, damage or incapacitation by human error,
natural disasters, electrical or telecommunication outages, sabotage, computer viruses, hacking, cyber-attacks or
similar events, or loss of support services from other third parties, such as internet backbone providers). In the event
we experience interruptions in our IT systems, this could give rise to deterioration in customer service and to loss or
liability to us and could adversely affect our business, financial condition, results of operations and cash flows.

We have a master service agreement with FIS dated June 10, 2016 pursuant to which they maintain a data centre in
Mumbai and a comprehensive disaster recovery centre in Hyderabad for us as part of our business continuity measures.
However, if for any reason the switch over to the back-up system does not take place or if a calamity occurs in both
Mumbai and Hyderabad such that our data is compromised at both places, which would have an adverse effect on our
financial condition, results of operations and cash flows.

We may face cyber threats attempting to exploit our network to disrupt services to customers and/ or theft of sensitive
internal data or customer information, which may cause damage to our reputation and adversely affect our
financial condition, results of operations and cash flows.

We offer online banking services to our customers. Our online banking channel includes multiple services, such as
electronic funds transfer, bill payment services, usage of credit cards on-line, requesting account statements, and
requesting cheque books. We are therefore exposed to various cyber threats, including (a) phishing and Trojans
targeting our customers, wherein fraudsters send unsolicited mails to our customers seeking account sensitive
information or to infect customer machines to search and attempt exfiltration of account sensitive information; and (b)
hacking, wherein attackers seek to hack into our website with the primary intention of causing reputational damage to
us by disrupting services; and (c) data theft, wherein cyber criminals may attempt to enter our network with the
intention of stealing our data or information. In addition, we also face the risk of our customers incorrectly blaming us
and terminating their accounts with us for any cyber security breaches that may have occurred on their own system or
with that of an unrelated third party. Cyber security breaches could lead to the loss of trade secrets or other intellectual
property, or could lead to the public exposure of personal information (including sensitive financial and personal
information) of our customers and employees. Although we intend to continue to implement security technology and
establish operational procedures to prevent break-ins, damage and failures, there can be no assurance that instances of
IT infringements and security breaches will not take place in the future or that our security measures will be adequate
or successful. Any cyber security breach could also subject us to additional regulatory scrutiny and expose us to civil
litigation and related financial liability.
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We have recently introduced several new products and services and we cannot assure you that such products and
services will be profitable in the future. Further, we may be unable to successfully diversify our product portfolio
or enter into new lines of business, which may adversely affect our business, financial condition, results of
operations and cash flows.

We have introduced several new products and services, such as home loans, clean energy product loans, ESAF Haritha
Loans (agricultural loans), business loans, micro housing loans, gold and vehicle loans in Fiscal 2018. Further, in
Fiscal 2020, we started distributing POS terminals and third-party life insurance products. We cannot assure you that
such products and services will be successful, whether due to factors within or outside of our control, such as general
economic conditions, a failure to understand customer demand and market requirements or management focus on these
new products. In the event that we fail to develop and launch new products or services successfully, we may lose any
or all of the investments that we have made in promoting them and training our employees, and our reputation would
be harmed. Further, we require approval from regulatory authorities before we commence offering certain products
and services, such as mutual fund distribution and any additional foreign exchange services. If we fail to obtain such
approvals, or to develop and launch such products and services successfully, we may lose a part or all of the costs
incurred in the development of such offerings, or discontinue these offerings. If we are unable to effectively manage
any of these issues it could adversely affect our business, financial condition, results of operations and cash flows.

Our Corporate Promoter may be unable to obtain a certificate of registration as an NBFC-CIC, as required under
our RBI In-Principle Approval and the RBI Final Approval. We cannot assure you that regulatory action will not
be taken against us.

As per the RBI In-Principle Approval, amongst other things, our Corporate Promoter was required to be registered as
an NBFC-CIC with the RBI prior to the commencement of business by our Bank and subsequently, pursuant to the
RBI Final Approval, the RBI required that our Corporate Promoter be registered as an NBFC-CIC after the transfer of
its business to the Bank. While our Corporate Promoter had made an application to the RBI for converting its status
from an NBFC-MFI to a NBFC-CIC, on October 10, 2017, the RBI had, by a letter dated February 21, 2018, required
that our Corporate Promoter make a fresh application after hiving off certain assets. Pursuant to such observation, our
Corporate Promoter made a fresh application dated March 7, 2019 to the Directorate of Non-Banking Supervision,
RBI, Chennai (“DNBS”) seeking a certificate of registration to carry on the business of an NBFC-CIC (“Fresh
Approval”). In response to the Fresh Approval submitted by our Corporate Promoter, DNBS sought certain
clarifications and documents and our Corporate Promoter has provided such documents and clarifications sought by
DNBS. While the application is still pending, the RBI has, from time to time in the past, made certain observations (in
its inspection reports) stating that our Bank was yet to comply with the requirement of conversion of the Corporate
Promoter to a NBFC-CIC. In the event that Corporate Promoter is unable to obtain such registration, we will be in
non-compliance with the RBI In-Principle Approval and the RBI Final Approval and could be subject to penalties or
other regulatory actions by the RBI resulting in the interruption of all or some of our operations and may have an
adverse effect on our business, financial condition, results of operations and cash flows.

We may be unable to maintain or renew our statutory and regulatory permits, licences and approvals required to
operate our business.

We require certain statutory and regulatory permits and approvals to operate our business. These include approvals
from the RBI for various aspects of our banking operations (including for services such as NEFT, RTGS and foreign
exchange dealing), approvals to commence and operate mobile banking services and registrations from other
regulatory authorities, such as the IRDAI for acting as a Category Corporate Agent (Composite) and PFRDA to
transact in pension schemes. We may not, at all points of time, have all approvals required for our business. Further,
in relation to our Branches and Ultra-Small Branches, certain approvals may have lapsed in their normal course and
our Bank has either made an application to the appropriate authorities for renewal of such registration or in the process
of making such application. Our RBI In-Principle approval and RBI Final Approval also require us to comply with
certain terms and conditions. In the event that we are unable to comply with any or all of these terms and conditions,
or seek waivers or extensions of time for complying with these terms and conditions, it is possible that the RBI may
revoke this licence or may place stringent restrictions on our operations. This may result in the interruption of all or
some of our operations. If we fail to obtain, renew or maintain the required permits, licences or approvals, including
those set out above, we could be subjected to penalties by the relevant regulatory authorities, which may result in the
interruption of our operations or delay or prevent our expansion plans and may have an adverse effect on our business,
financial condition, results of operations and cash flows.

We may face asset liability mismatches, which could affect our liquidity and consequently may adversely affect our
financial condition, results of operations and cash flows.

We face liquidity risks due to mismatches in the maturity of our assets and liabilities. For details on the maturity profile
of our liabilities and assets as at September 30, 2019, see “Selected Statistical Information — Asset Liability Gap” on
page 185. We may rely on funding options with a short-term maturity period for extending long-term loans, which
may lead to an asset liability mismatch for certain periods. Mismatches between our assets and liabilities are
compounded in case of pre-payments of the advances we grant to our customers. Further, asset liability mismatches
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create liquidity surplus or liquidity crunch situations and depending upon the interest rate movement, such situations
may adversely affect our Net Interest Income. If we are unable to obtain additional borrowings or renew our existing
credit facilities for matching tenures of our loan portfolio in a timely and cost-effective manner or at all, it may lead
to mismatches between our assets and liabilities, which could adversely affect our financial condition, results of
operations and cash flows.

Deterioration in the performance of any industry sector in which we have significant exposure may adversely affect
our financial condition, results of operations and cash flows.

Our total exposure to borrowers is dispersed across various sectors, the most significant of which are agricultural and
allied activities, MSME, service and trade, which represented 52.78%, 16.82% and 18.21%, respectively, of our gross
advances as at September 30, 2019.

Despite monitoring our level of exposure to sectors and borrowers, any significant deterioration in the performance of
a particular sector in which we may have significant exposure driven by events not within our control, such as natural
calamities, regulatory action or policy announcements by central or state government authorities, would adversely
impact the ability of borrowers within that industry to service their debt obligations to us. As a result, we would
experience increased delinquency risk, which may adversely affect our financial condition, results of operations and
cash flows.

We cannot assure you that we will be able to diversify our exposure over different industry sectors in the future. Failure
to maintain diverse exposure resulting in industry sector concentration may adversely impact our financial condition,
results of operations and cash flows, in case of any significant deterioration in the performance of any such industry
sector.

Materialization of contingent liabilities not provided for as per AS 29-Provisions, Contingent Liabilities and
Contingent Assets could adversely affect our financial condition, results of operations and cash flows.

As at September 30, 2019, we had contingent liabilities not provided for as per AS 29-Provisions, Contingent
Liabilities and Contingent Assets amounting to X 77.69 million. If any of these contingent liabilities materialize, our
financial condition, results of operations and cash flows would be adversely affected. The table below sets forth details
of our contingent liabilities not provided for as per AS 29-Provisions, Contingent Liabilities and Contingent Assets as
at the dates indicated.

(< in million)

Particulars As at September As at March 31
30, 2019

2019 2018 2017

Claims against the Bank not acknowledged as debts

Liability on account of outstanding forward exchange

contracts

Guarantees given on behalf of constituents - in India 13.04 6.44 - -
Acceptances, endorsements and other obligations - - - -
Other items for which the Bank is contingently liable 64.65 576.82 617.20 676.06
Total Contingent Liabilities 77.69 583.26 617.20 676.06

If our risk management policies are ineffective, it could adversely affect our business, financial condition, results
of operations and cash flows.

We have devoted significant resources to develop our risk management policies and procedures and plan to continue
to do so in the future. For details on our risk management policies, see “Our Business — Risk Management” on page
122. Despite this, our policies and procedures to identify, monitor and manage risks may not be fully effective. Some
of our risk management systems are not automated and are subject to human error. Some of our methods of managing
risks are based upon the use of observed historical market behaviour. As a result, these methods may not accurately
predict future risk exposures, which could be significantly greater than those indicated by the historical measures.

To the extent any of the instruments and strategies we use to hedge or otherwise manage our exposure to market or
credit risk are not effective, we may be unable to mitigate effectively our risk exposures in particular market
environments or against particular types of risk. Further, some of our risk management strategies may not be effective
in a difficult or less liquid market environment, where other market participants may be attempting to use the same or
similar strategies to deal with the difficult market conditions. In such circumstances, it may be difficult for us to reduce
our risk positions due to the activity of such other market participants. Other risk management methods depend upon
an evaluation of information regarding markets, clients or other matters. This information may not in all cases be
accurate, complete, up-to-date or properly evaluated.

33



25.

26.

217.

Our investment and interest rate risk are dependent upon our ability to properly identify, and mark-to-market changes
in the value of financial instruments caused by changes in market prices or rates. Our earnings are dependent upon the
effectiveness of our management of changes in credit quality and risk concentrations, the accuracy of our valuation
models and our critical accounting estimates and the adequacy of our allowances for loan losses. To the extent our
assessments, assumptions or estimates prove inaccurate or not predictive of actual results, we could suffer higher than
anticipated losses.

Management of operations, legal and regulatory risks requires, among other things, policies and procedures to properly
record and verify a large number of transactions and events, and these policies and procedures may not be fully
effective. Further, as we seek to expand the scope of our operations, we also face the risk that we may not be able to
develop risk management policies and procedures for new business areas or manage the risks associated with the
growth of our existing business effectively. If we are unable to develop and implement effective risk management
policies, it could adversely affect our business, financial condition, results of operations and cash flows.

We could be subject to volatility in income from our treasury operations, which could have an adverse effect on our
results of operations and cash flows.

Our income from treasury operations comprises interest and dividend income from investments, profit from sale of
investments and income from our foreign exchange operations. Our treasury segment contributed 13.31% and 9.98%
of our total income for the six months ended September 30, 2019 and September 30, 2018, respectively. Our treasury
segment contributed 10.35% and 11.39% of our total income during Fiscals 2019 and 2018, respectively. Our treasury
operations are vulnerable to changes in interest rates, exchange rates, equity prices and other factors beyond our
control, including the domestic and international economic and political scenario, inflationary expectations and the
RBI’s monetary policies. In particular, if interest rates rise, the valuation of our fixed income securities portfolio, such
as Government securities and corporate bonds, would decline. Although we have operational controls and procedures
in place for our treasury operations, such as counterparty limits, position limits, stop loss limits and exposure limits,
that are designed to mitigate the extent of such losses, there can be no assurance that we will not incur losses in the
course of our proprietary trading on our fixed income book held in the available for sale and held for trading portfolios.
Any such losses could adversely affect our financial condition, results of operations and cash flows.

We are exposed to operational risks, including employee negligence, petty theft, burglary and embezzlement and
fraud by employees, agents, customers or third parties, which could harm our reputation, business, financial
condition, results of operations and cash flows.

We are exposed to many types of operational risks, including employee negligence, petty theft, burglary and
embezzlement and fraud by employees, agents, customers or third parties. Operational risks can result from a variety
of factors, including failure to obtain proper internal authorisations, improperly documented transactions, failure of
operational and information security procedures, computer systems, software or equipment, fraud, inadequate training
and employee errors. We attempt to mitigate operational risk by maintaining a comprehensive system of internal
controls, establishing systems and procedures to monitor transactions. For details, see “Our Business — Risk
Management — Operational Risk” on page 124. Although we intend to continue to implement technology-based
security measures and establish operational procedures to prevent fraud, break-ins, damage and failures, there can be
no assurance that these security measures will be adequate. Any failure to mitigate such risks may adversely affect our
financial condition, results of operations and cash flows.

In addition, some of our transactions expose us to the risk of theft or unauthorized transactions by our employees and
fraud by our employees, agents, customers or third parties. In the past, we have been subject to acts of fraud and theft
committed by our employees of a non-material nature. For details, see “Outstanding Litigation and Material
Developments” on page 276. Our security systems and measures undertaken to detect and prevent the occurrence of
these risks may be insufficient to prevent or deter such activities in all cases. Furthermore, we may be subject to
regulatory or other proceedings in connection with any unauthorized transaction, fraud or misappropriation by our
representatives and employees, which could adversely affect our reputation, business, financial condition, results of
operations and cash flows.

We are subject to inspections by various regulatory authorities, including by the RBI. Non-compliance with the
observations of such regulators could adversely affect our business, financial condition, results of operations and
cash flows.

We are subject to inspections by various regulatory authorities, including the RBI. Inspection by the RBI is a regular
exercise for all banks and financial institutions. We may be subject to inspections from PFRDA and IRDA in the
future. In the past, the RBI has carried out an inspection in relation to, among other things, (a) KYC/AML process,
system identified by NPAs and Priority sector norms and the RBI has identified certain process deficiencies, such as,
(i) management of off-balance sheet exposure was not automated, (ii) contracts to monitor breach of limits fixed for
small accounts had not been put in place and (iii) mechanism to verify and use of funds did not exist and (b) the
inclusion of our name in the second schedule of the RBI Act and we have received observations from the RBI with
respect to, among other things, (i) risk control self-assessment frameworks not being operationalised, (ii) a credit
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scoring framework for assessment of loan application credit approval not being in place and (iii) the absence of
assigning internal risk ratings to borrowers. While we have responded to such observations and addressed them, we
cannot assure you that the RBI will not make similar or other observations in the future. If we fail to comply with such
observations, the RBI could impose penalties on us, which could have an adverse effect on our business, financial
condition, results of operations and cash flows.

The RBI has in the past sought clarifications on acquisition of shares by certain members of our Promoter Group
(who are also our Group Entities). We cannot assure you that our holding structure will not be subject to additional
scrutiny by the RBI in the future.

Pursuant to the preferential allotment made by our Bank on September 28, 2018, certain members of our Promoter
Group and Group Entities, namely, ESMACO and Lahanti, acquired 21,346,993 Equity Shares and 149,738 Equity
Shares, respectively, representing 4.99% and 0.04% of the issued and paid-up share capital of our Bank, respectively,
as at the date of this Draft Red Herring Prospectus. For further details, see “Capital Structure” on page 62. The RBI
has pursuant to its letter dated May 13, 2019 sought clarifications on why the Equity Shares acquired by these Promoter
Group entities should not be considered as Equity Shares acquired by them as persons acting in concert with our
individual Promoter, Kadambelil Paul Thomas as per the provisions of Section 12B of the Banking Regulation Act
read with Section 2(77) of the Companies Act, 2013. Our Bank has pursuant to its letter dated May 29, 2019 responded
to this stating that Kadambelil Paul Thomas is not a person acting in concert with ESMACO, among other things, on
the basis that (i) there is no significant voting power or shareholding either with Kadambelil Paul Thomas or his wife
in ESMACO, as they hold only one equity share each and have one vote each in ESMACO, and (ii) Kadambelil Paul
Thomas and his relatives do not hold any managerial position in ESMACO. It has further been clarified that while his
wife is the honorary chairperson of ESMACO, she is not entitled to any substantial powers of management over
ESMACO and is not involved in the day to day affairs of ESMACO. Further, in respect of the Individual Promoter’s
relationship with Lahanti, our Bank has stated that Kadembelil Paul Thomas is a person acting in concert with Lahanti
and since Kadamebelil Paul Thomas has received approval of the RBI to hold up to 10% of the total issued and paid-
up share capital of our Bank, the aggregate shareholding of Lahanti and Kadambelil Paul Thomas in our Bank was
within such cap on shareholding. While there has been no further correspondence with the RBI in this regard, we
cannot assure you that the RBI will not seek additional clarifications or question other aspects of our holding structure
in the future. Any adverse finding by the RBI with respect to our holding structure or allotments made by our Bank
could adversely impact our financial condition and reputation.

Banking companies in India, including us, may be required to report financial statements as per Ind AS in the
future. Differences exist between Ind AS and Indian GAAP. In the future, if we are required to prepare our
financial statements in accordance with Ind AS, there is a possibility that our financial condition, results of
operations and cash flows could be worse than if we prepared our financial statements in accordance with Indian
GAAP.

We currently prepare our financial statements under Indian GAAP. However, the Ministry of Corporate Affairs, in its
press release dated January 18, 2016, issued a roadmap for the implementation of Ind AS for scheduled commercial
banks, insurance companies and NBFCs, which are also applicable to our Bank. Such roadmap provided that these
institutions were required to prepare Ind AS financial statements for accounting periods commencing April 1, 2018
(including comparative financial statements for the corresponding periods in the previous year). The RBI, by its
circular dated February 11, 2016, required all scheduled commercial banks to comply with Ind AS for financial
statements commencing April 1, 2018 and also required such entities to prepare and submit proforma Ind AS financial
statements to the RBI since the six months ended September 30, 2016. As we became a scheduled bank on November
12, 2018, we were only required to submit such proforma Ind AS financial statements from November 12, 2018
onwards. Furthermore, the RBI granted us an exemption for the quarter ended December 31, 2018. In compliance of
such regulatory requirements, we have submitted proforma Ind AS financial statements for the quarter ended March
31, 2019. We are required to continue to submit such proforma Ind AS financial statements every quarter to the RBI.
However, the RBI, through its notification dated March 22, 2019, decided to defer the implementation of Ind AS until
further notice for all scheduled commercial banks (except regional rural banks). Under applicable regulations,
scheduled commercial banks, including our Bank, are not permitted to adopt Ind AS financial statements until
permitted by the RBI. Accordingly, we continue to prepare and present our financial statements under Indian GAAP.

Ind AS is different in many respects from Indian GAAP. There can be no assurance that the transition to Ind AS, will
not further increase our provisioning requirements in the future. If the RBI decides to implement the adoption of Ind
AS for scheduled commercial banks, in our transition to Ind AS reporting, we may encounter difficulties in the on-
going process of implementing and enhancing our management information systems. Our management may also have
to divert significant time and additional resources in order to implement Ind AS on a timely and successful basis.
Therefore, our transition to Ind AS reporting could have an adverse effect on our business, results of operations and
cash flows. Furthermore, if we are required to prepare our financial statements in accordance with Ind AS, there is a
possibility that our financial condition, results of operations and cash flows could be worse than if we prepared our
financial statements in accordance with Indian GAAP.
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We depend on our brand recognition. Negative publicity about our brand, third parties who use the “ESAF” brand,
including our Corporate Promoter, and third parties whose products we distribute could damage our reputation
and, in turn, our business, financial condition, results of operation and cash flows.

The “ESAF” brand is owned by Evangelical Social Action Forum (“ESAF Society”). We have a licence from ESAF
Society to use the “ESAF” brand and certain logos. For details, see “Business — Intellectual Property” on page 128
and “~ If we fail to successfully enforce our intellectual property rights or are unable to renew our trademark licencing
agreement our business, results of operations and cash flows would be adversely affected” on page 36. We have
invested in promoting the “ESAF” brand for our Bank, and we expect to continue to invest in increasing our brand
awareness. With the market becoming increasingly competitive, we believe that maintaining and enhancing our brand
will become more important for our business. Reputational risk, or the risk to our business, earnings and capital from
negative publicity, is inherent in our business. If we experience any negative publicity, it could adversely affect our
brand and ability to attract and retain customers. In addition, the brand “ESAF” is used by other entities, including our
Corporate Promoter. We have no control over the operations of these entities and our Corporate Promoter and in case
any of these entities do something that adversely affects their reputation it could have an adverse impact on our
reputation, and in turn on our business, financial condition, results of operations and cash flows.

Furthermore, we distribute several third-party products, including life insurance, general insurance and the National
Pension System. We have no control over the actions of such third parties. Any regulatory action taken against such
third parties or any adverse publicity relating to such party could, in turn, result in negative publicity about us and
adversely impact our reputation.

If we fail to successfully enforce our intellectual property rights or are unable to renew our trademark licencing
agreement our business, results of operations and cash flows would be adversely affected.

We have entered into a trademark licencing agreement dated January 5, 2020 with ESAF Society (the “Trademark
Agreement”), pursuant to which ESAF Society has granted our Bank an exclusive, irrevocable license and right to

Jr
use the trademarks Efﬂ'F , m ESAF , m m “CREATING OPPORTUNITIES” and

“FIGHTING THE PARTIALITY OF PROSPERITY”, which are registered trademarks of the ESAF Society under
certain classes, and “ESAF” (word mark), which is pending registration (collectively, the “Trademarks”), exclusively
in relation to the banking, financial services and insurance business subject to the rights already enjoyed and granted
to our Corporate Promoter and ESMACO to use the mark and name “ESAF” in respect of their current business
activities. Further, pursuant to the Trademark Agreement, our Bank has agreed to hold the trademark “ESAF SMALL
FINANCE BANK?”, which is a registered trademark of the Bank, and any other mark registered by us containing
“ESAF” in trust for the ESAF Society for so long as the Trademark Agreement is in force. The exclusive license is
valid for a period of 15 years from January 5, 2020 (“Term”) or until such time that it is terminated as per the
Trademark Agreement. For further details, see “History and Certain Corporate Matters-Key terms of other subsisting
material agreements” on page 143.

The Trademark Agreement shall stand automatically terminated: (a) in the event that our Bank goes into liquidation
(other than voluntary liquidation for the purpose of reconstruction or amalgamation); or (b) upon revocation of our
banking license by the RBI. Upon expiry of the Term or termination of the Trademark Agreement, our Bank shall be
required to immediately, among other things: (i) cancel its registered trademark “ESAF SMALL FINANCE BANK”
and any other application/registration for trademarks in its name containing “ESAF”; (ii) discontinue the use of the
Trademarks, and dispose any material bearing or using the Trademarks; and (iii) change or procure to change its
corporate name and/or trading style in such a manner so as to delete “ESAF” therefrom. If we change our corporate
name, trading name, trademarks and logos, this may cause a loss of goodwill and result in increased costs, which
would adversely affect our business, results of operations and cash flows.

. . SAF
At present, we do not have any trademark protection for our corporate logos, i.e., EﬂESAF and """ In the
fERAESAF

past, our application for registration o e WAS 0pposed by the Trademark Registry. Further, our application
for the registration of the wordmark “Joy of Banking” has been refused by the Trademark Registry. Our Bank has

subsequently made an application for trademark registration for our corporate logos, = under
class 36 of the Trade Marks Act, 1999. The applications have been assigned the status ‘Marked for Exam’. There can
be no assurances that these applications will be successful or that we will be able to gain trademark protection over
our corporate logo and other key business names. Further, if a dispute arises with respect to any of our intellectual
property rights or proprietary information, we will be required to produce evidence to defend or enforce our claims,
and we may become party to litigation, which may strain our resources and divert the attention of our management.
We cannot assure you that any infringement claims that are material will not arise in the future or that we will be
successful in defending any such claims when they arise. Unauthorized use of our intellectual property rights by third
parties could adversely affect our reputation. We may be required to resort to legal action to protect our intellectual
property right, which may strain our resources and divert the attention of our management. Any adverse outcome in

36



32.

33.

34.

35.

36.

such legal proceedings or our failure to successfully enforce our intellectual property rights may impact our ability to
use intellectual property, which could have an adverse effect on our business, results of operations and cash flows.

We may breach third-party intellectual property rights.

While we take care to ensure that we comply with the intellectual property rights of others, we cannot determine with
certainty as to whether we are infringing on any existing third-party intellectual property rights, which may force us
to alter our technologies, obtain licenses or cease some of our operations. We may be subject to claims by third parties,
both inside and outside India, if we breach their intellectual property rights by using slogans, names, designs, software
or other such rights that are of a similar nature to the intellectual property these third parties may have registered or
are using. We might also be in breach of such third-party intellectual property rights due to accidental or purposeful
actions by our employees where we may also be subjected to claims by such third parties.

Any legal proceedings that result in a finding that we have breached third parties’ intellectual property rights, or any
settlements concerning such claims, may require us to provide financial compensation to such third parties or stop
using the relevant intellectual property (including by way of temporary or permanent injunction) or make changes to
our marketing strategies or to the brand names of our products, any of which may have a material adverse effect on
our reputation, business, financial condition, results of operations and cash flows.

If we fail to adapt to technological advancements in the financial services sector it could affect the performance
and features of our products and services and reduce our attractiveness to customers.

Our continued success will depend, in part, on our ability to respond to technological advancement in the way
customers prefer to execute their financial services. Technological innovation in digital wallets, mobile operator
banking, advancements in blockchain technology payment banks, internet banking through smart phones, could disrupt
the banking industry as a whole. If we fail to adapt to such technological advancements quickly and effectively it could
affect the performance and features of our products and services and reduce our attractiveness to existing and potential
customers hereby adversely affecting our business, financial condition, results of operations, and cash flows.

We lease or licence all of our business premises and any failure to renew such leases or licences or their renewal
on terms unfavourable to us may adversely affect our business, financial condition and results of operations and
cash flows.

Our Corporate Office and Registered Office are located on leased premises. As at November 30, 2019, we had 441
Branches and Ultra-Small Branches (combined), all of which were located on leased premises. As at November 30,
2019, we had 201 brown label ATMs, all of which are on leased/licensed premises. A failure to renew a lease or licence
agreements would require us to relocate operations. We may also face the risk of being evicted in the event that our
landlords allege a breach on our part of any terms under these lease or licence agreements or the landlord does not
have the title of the property and the actual owner of the property evicts us. If we are required to relocate a significant
number of our Branches, Ultra-Small Branches or brown label ATMs, this may cause a disruption to our operations
or result in increased costs, or both, which may adversely affect our business, financial condition and results of
operations. In addition, we may not be able to renew our leases or licences on terms that are favourable to us, which
would lead to an increase in costs, thereby affecting our business, financial condition, results of operations and cash
flows.

Some of our lease/ license agreements have not been registered.

Some of our lease/license agreements have not been registered in terms of the Registration Act, 1908. Accordingly,
registration charges, and consequent penalties will have to be paid on such documents. Accordingly, such documents
may not be produced for enforcement before a court of law until the applicable registration charges, and consequent
penalties are paid on such documents. Further, this may affect our ability to renew such agreements or result in us
being required to enter into a new agreement and consequently, we may experience business disruption. This may
affect our business, financial condition and result of operations.

Certain of our Directors are on the board of directors of companies engaged in a line of business similar to that of
ours. Any conflict of interest that may occur as a result could adversely affect our business, prospects, financial
condition, results of operations and cash flows.

Certain of our Directors are on the board of directors of companies engaged in a line of business similar to that of our
Bank. George Joseph is an independent director on the board of directors of CreditAccess Grameen Limited. Further,
Saneesh Singh, our Non-Executive Nominee Director, is a director on the board of Cashpor Micro Credit, Growing
Opportunity Finance (India) Private Limited, Margdarshak Financial Services Limited, Samhita Community
Development Services and Satya Microcapital Limited. These entities may provide comparable services, expand their
presence, solicit our employees or acquire interests in competing ventures in the locations or segments in which we
operate. A conflict of interest may occur between our business and the business of such entities, which could have an
adverse effect on our business, prospects, financial condition, results of operations and cash flows.

37



37.

38.

39.

Any non-compliance with mandatory AML, KYC and CFT laws and regulations could expose us to liability and
harm our business and reputation.

In accordance with the requirements applicable to banks in India, we are mandated to comply with applicable anti-
money laundering (“AML”), know your client (“KYC”) and combatting financing of terrorism (“CFT”) regulations.
These laws and regulations require us, among other things, to adopt and enforce AML, KYC and CFT policies and
procedures. Our reputation and business could suffer if any such parties use or attempt to use us for money-laundering
or illegal or improper purposes and such attempts are not detected or reported to the appropriate authorities in
compliance with applicable regulatory requirements.

Although we believe that we have adequate internal policies, processes and controls in place to prevent and detect
AML and CFT activity and ensure KYC compliance, there may be significant inconsistencies in the manner in which
specific operational and KYC, AML, CFT policies are actually interpreted and implemented at an operational level in
each of our Branches and Ultra-Small Branches. If we fail to comply with such laws and regulations, we may be
subject to regulatory actions, including imposition of fines and other penalties by the relevant government agencies to
whom we report.

We are required to comply with certain restrictive covenants under our financing agreements. Any non-compliance
may lead to, amongst others, accelerated repayment schedule, securitization of assets charged and suspension of
further drawdowns, which may adversely affect our business, financial condition, results of operations and cash
flows.

Some of the financing arrangements entered into by us include conditions that require us to obtain respective lenders’
consent prior to carrying out certain activities and entering into certain transactions and it also provides the lender the
right to appoint a nominee on the board of directors of our Bank or to send an observer, in the absence of the nominee
to attend meetings of the board of directors of our Bank. Failure to meet these conditions or obtain these consents
could have significant consequences on our business and operations. These covenants vary depending on the
requirements of the financial institution extending such loan and the conditions negotiated under each financing
agreement. Some of the corporate actions that require prior consents from certain lenders include, among others,
altering our capital structure, changing our current ownership/ control, formulating a scheme of amalgamation,
compromise or reconstruction, material change in management, implementing a scheme of expansion, declaration or
payment of dividend, and amending constitutional documents. Further, under certain financing agreements, we are
required to maintain specific credit ratings and if we fail to do so, it would result in an event of default. We are also
required to maintain certain financial ratios and ensure compliance with regulatory requirements, such as maintenance
of CAR, qualifying asset norms and ensure positive net worth. Failure to comply with such covenants may restrict or
delay certain actions or initiatives that we may propose to take from time to time.

In addition, our lenders may recall all or part of such unsecured amounts borrowed by us on short or no notice. Such
recalls on borrowed amounts may be contingent upon happening of an event beyond our control and there can be no
assurance that we will be able to persuade our lenders to give us extensions or to refrain from exercising such recalls,
which may adversely affect our results of operations and cash flows.

Further, pursuant to clauses in certain financing agreements, any defaults under such facilities may also trigger cross
default or cross acceleration provisions under our other financing agreements. If the obligations under any of our
financing documents are accelerated, we may have to dedicate a portion of our cash flow from operations to make
payments under such financing documents, thereby reducing the availability of cash for our working capital
requirements and other general corporate purposes. In addition, during any period in which we are in default, we may
be unable to raise, or face difficulties raising, further financing.

We had negative cash flow generated from operating activities for certain periods in the past and we may experience
negative cash flows from operating activities in the future.

Our net cash used in operating activities was % 9,084.25 million, % 2,391.34 million and X 12,725.55 million for the
six months ended September 30, 2018, Fiscal 2019 and the period from May 5, 2016 to March 31, 2017, respectively.
Our Bank was incorporated on May 5, 2016. However, we began our operations on March 10, 2017. As a result, our
restated summary statement of cash flows for the period from May 5, 2016 to March 31, 2017 reflects only 22 days of
operations. For further details, see “Financial Statements — Annexure 3 - Restated Summary Statement of Cash Flows”
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources—Cash Flows” on pages 202 and 266, respectively. We may experience negative cash flows from operating
activities in the future.

38



40.

41.

42,

43.

There have been instances of delays and defaults in payment of statutory dues by our Bank in the past.

The table below sets forth details of delays and defaults in payment of statutory dues by our Bank in the past. While
we have discharged all such payments as of the date of this Draft Red Herring Prospectus, we cannot assure you that
there will be no further delays or defaults in payment of statutory dues in future.

(% in million)
Interest/ Delay
Nature of statutory due Period Amount Delayed Charges Total
Provident Fund Fiscal 2017 0.72 * 0.72
Provident Fund Fiscal 2018 6.94 0.34 7.27
Provident Fund Fiscal 2019 0.33 0.01 0.34
Six months ended
Provident Fund September 30, 2019 * * *
Tax Deducted at Source Fiscal 2017 5.33 0.27 5.60
Tax Deducted at Source Fiscal 2018 7.04 0.33 7.37
Tax Deducted at Source Fiscal 2019 0.08 * 0.09

*Amounts are below the rounding off limits adopted by the Bank

We may face labour disruptions that would interfere with our operations and have an adverse impact on our
business, financial condition, results of operations and cash flows.

Although none of our employees are in a trade union, we are exposed to the risk of labour disruptions. While our
relations have been good with our employees, we cannot guarantee that our employees will not participate in work
stoppages or other industrial action in the future. Any such event could disrupt our operations, possibly for a significant
period of time, and result in increased wages and other benefits, which could have an adverse effect on our business,
financial condition, results of operations and cash flows.

We depend on the accuracy and completeness of information about customers and counterparties and any
misrepresentation, errors or incompleteness of such information could cause our business to suffer.

In deciding whether to extend credit or enter into other transactions with customers and counterparties, we may rely
on information furnished to us by or on behalf of customers and/or counterparties. We may also rely on certain
representations as to the accuracy and completeness of that information. To further verify the information provided by
potential customers, we conduct searches through credit bureaus for creditworthiness of our customers who have a
credit history.

Our business involves lending money to smaller, relatively low income entrepreneurs and individuals who may not
have any credit history. A significant majority of our customers belong to the low income group and may not have any
credit history supported by tax returns, credit card statements, statements of previous loan exposures or other related
documents. They may also have limited formal education, and are generally able to furnish very limited information
for us to be able to assess their creditworthiness accurately. In addition, we may not receive updated information
regarding any change in the financial condition of our customers or may receive inaccurate or incomplete information.
It is therefore difficult to carry out a formal credit risk analyses on our customers based on financial information.

Difficulties in assessing credit risks associated with our day-to-day lending operations may lead to an increase in the
level of our NPAs, which could adversely affect our business, financial condition, results of operations and cash flows.

We are dependent on our senior management and other key personnel, and the loss of, or our inability to attract or
retain, such persons could adversely affect our business, financial condition, results of operations and cash flows.

Our performance depends largely on the efforts and abilities of our senior management and other key personnel,
including our operational, credit managers and branch managers. We believe that the inputs and experience of our
senior management, in particular, and other key personnel are valuable for the development of our business and
operations and the strategic directions taken by us. For details in relation to the experience of our Key Management
Personnel, see “Our Management” on page 146. Further, terms of certain of our Key Managerial Personnel, namely,
George Thomas, M.G. Ajayan, Dominic Joseph, Antoo P.K., Sivasankaran N. and Mohanachandran K.R, are on a
contractual basis, and renewable subject to the terms and conditions of their respective appointments. . We cannot
assure you that we will be renewing the terms of employment of our Key Managerial Personnel or that these individuals
or any other member of our senior management team will not leave us or join a competitor or that we will be able to
retain such personnel or find adequate replacements in a timely manner, or at all. We may require a long period of
time to hire and train replacement personnel when qualified personnel terminate their employment with us. Further,
the RBI is required to approve candidates proposed to be appointed as chairman, managing director and executive
director. Additionally, the RBI has the power and the authority to remove any employee or managerial person under
certain circumstances. For instance, in the past, the RBI has directed our Individual Promoter, Kadambelil Paul Thomas
to step down from his position of Managing Director and Chief Executive Officer of our Bank on account of his
holding substantial interest in our Corporate Promoter and not being able to divest his shareholding in our Corporate
Promoter in accordance with the Banking Regulation Act. As a result, Kadambelil Paul Thomas resigned from his
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position of Managing Director and Chief Executive Officer on June 2, 2018, and re-joined on October 1, 2018 with
the approval of the RBI dated October 1, 2018, post divesture of his shareholding in the Corporate Promoter in
compliance with the directions of the RBI. For further details, see “Outstanding Litigation and Material
Developments” on page 276.

Further, we may also be required to increase our levels of employee compensation more rapidly than in the past to
remain competitive in attracting employees that our business requires. Failure to train and motivate our employees
properly may result in an increase in employee attrition rates, require additional hiring, erode the quality of customer
service, divert management resources, increase our exposure to high-risk credit and impose significant costs on us,
thereby adversely affecting our business, financial condition, results of operations, and cash flows.

If we were to incur a serious uninsured loss or a loss that significantly exceeds the limits of our insurance policies,
it could have an adverse effect on our financial condition, results of operations and cash flows.

While we are covered by a range of insurance policies that we believe is consistent with industry practice in India and
in accordance with the guidelines provided by RBI to cover risks associated with our business, we cannot assure you
that our current insurance policies will insure us fully against all risks and losses that may arise in the future. Even if
such losses are insured, we may be required to pay a significant deductible on any claim for recovery of such a loss,
or the amount of the loss may exceed our coverage for the loss. In addition, our insurance policies are subject to annual
review, and we cannot assure you that we will be able to renew these policies on similar or otherwise acceptable terms,
or at all. If we were to incur a serious uninsured loss or a loss that significantly exceeds the limits of our insurance
policies, it could have an adverse effect on our financial condition, results of operations and cash flows.

Our funding requirements and the proposed deployment of Net Proceeds have not been appraised and our
management will have broad discretion over the use of the Net Proceeds.

We intend to utilize the Net Proceeds to augment our Bank’s Tier - I capital base to meet our Bank’s future capital
requirements, which are expected to arise out of growth in our Bank’s assets, primarily our Bank’s advances and
investment portfolio, and to ensure compliance with applicable RBI regulations and guidelines. For further details, see
“Objects of the Offer - Net Proceeds” on page 72. As stipulated in Regulation 41 of the ICDR Regulations, we are not
required to appoint a monitoring agency for the use of the Net Proceeds and we do not intend to do so. Our proposed
deployment of the Net Proceeds has not been appraised and it is based on management estimates. Under the SEBI
ICDR Regulations, our Bank is not required to appoint a monitoring agency for the Offer and deployment of the Fresh
Issue proceeds will be entirely at the discretion of our Bank. Our management will therefore have broad discretion to
use the Net Proceeds. Various risks and uncertainties, including those set forth in this section, may limit or delay our
efforts to use of the Net Proceeds to achieve profitable growth in our business. Accordingly, the use of the Net Proceeds
may not result in the growth of our business or increased profitability.

Any non-compliance with law or unsatisfactory service by the third-party service providers engaged by us for certain
services could have an adverse impact on our business, results of operations and cash flows.

We enter into outsourcing arrangements with third party vendors and independent contractors, in compliance with the
RBI guidelines on outsourcing. These vendors and contractors provide services that include, among others, ATM/ card
related services, business correspondents, facility management services related to information technology, software
services and call centre services. We are also dependent on various vendors for certain elements of our operations
including, implementing IT infrastructure and hardware, branch roll-outs, networking, managing our data centre, and
back-up support for disaster recovery. As a result of outsourcing such services, we are exposed to various risks
including strategic, compliance, operational, fraud, theft, embezzlement, legal and contractual risks. Any failure by a
service provider to provide a specified service or a breach in security/ confidentiality or non-compliance with legal
and regulatory requirements, may result in financial loss or loss of reputation. We cannot assure you that there will be
no disruptions in the provision of such services or that these third parties will adhere to their contractual obligation. If
there is a disruption in the third-party services, or if the third-party service providers discontinue their service
agreement with us, our business, financial condition and results of operations may be adversely affected. We cannot
assure you that the terms of such agreements will not be breached, and in case of any dispute, it may result in litigation
costs. Such additional cost, in addition to the cost of entering into agreements with third parties in the same industry,
may adversely affect our business, financial condition and results of operations. The “Guidelines on Managing Risks
and Code of Conduct in Outsourcing of Financial Services by Bank” issued by the RBI on March 11, 2015 places
obligations on banks, its directors and senior management for ultimate responsibility for the outsourced activity. In
addition, we have an outsourcing risk management policy and a vendor risk management policy. Banks are required
to ensure outsourced service providers obtain prior approval for the use of subcontractors. The RBI has also directed
banks to review the subcontracting arrangements and ensure that such arrangements are compliant with
aforementioned RBI guidelines. Legal risks, including actions being undertaken by the RBI, if our third-party service
providers act unethically or unlawfully, could adversely affect our business, financial condition, results of operations
and cash flows.
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Our Promoters will continue to exercise significant influence over our Bank after the completion of the Offer.

As at the date of this Draft Red Herring Prospectus, our Promoters hold 72.92% of the issued, subscribed and paid-up
Equity Share capital of our Bank. Upon completion of the Offer, our Promoters will hold [#]% of our Equity Share
capital. As per applicable law, our Promoters’ voting rights in our Bank are capped to 26% of the total voting rights
of our Bank (i.e., the maximum voting rights permitted to be exercised by any shareholder in a banking company). As
long as our Promoters continue to hold a significant ownership stake in us, our Promoters have the ability to
significantly influence the outcome of any matter submitted to shareholders for approval, including matters relating to
sale of all or part of our business, mergers, or acquisitions; and changes to our capital structure or financing. Pursuant
to the terms of the Corporate Promoter SHA, our Corporate Promoter has agreed to (upon successful completion of
the Offer) to: (i) undertake a buy-back of its shares in accordance with applicable law from the amount received from
the Offer for Sale of its Equity Shares and such buy-back shall be computed in the manner set out in the Corporate
Promoter SHA; and (ii) file an application for cancellation and reduction of a certain portion of the share capital of the
Corporate Promoter, in consideration for which the Corporate Promoter has agreed to transfer Equity Shares that the
Corporate Promoter holds in the Bank to the Investors in the Corporate Promoter in such proportion as agreed to under
the Corporate Promoter SHA as per the formula set out therein. This could result in significant dilution in our Corporate
Promoter’s sharcholding in our Bank.For further details see “History and Corporate Matters — Shareholders’
Agreements and Other Agreements” and - Any future issuance of Equity Shares by us or sales of Equity Shares by the
Promoters could adversely affect the trading price of our Equity Shares and in the case of the issuance of Equity
Shares by us result in the dilution of our then current shareholders” on pages 142 and 46.The trading price of our
Equity Shares could be adversely affected if potential new investors are disinclined to invest in us because they
perceive there to be disadvantages in our Promoters holding a large percentage of our Equity Shares. Further, subject
to the receipt of Shareholders’ approval, in the first general meeting of our Bank held after the successful completion
of the Offer, our Articles of Association provides our Corporate Promoter and our Individual Promoter with the right
to (i) appoint a maximum of 3 Directors and 2 Directors on the Board of our Bank, respectively; and (ii) nominate the
chairman and managing director and chief executive officer of the Bank, both subject to applicable laws and the
consent of the RBI.

Our Promoters, certain of our Directors and Key Managerial Personnel have interests in us other than
reimbursement of expenses incurred and normal remuneration or benefits.

Our Promoters, certain of our Directors and Key Managerial Personnel may be regarded as having an interest in our
Bank other than reimbursement of expenses incurred and normal remuneration or benefits. Our Promoters, certain
Directors and Key Managerial Personnel may be deemed to be interested to the extent of Equity Shares held by them
as well as to the extent of any dividends, bonuses, or other distributions on such Equity Shares. We cannot assure you
that our Promoters, Directors and our Key Managerial Personnel will exercise their rights as shareholders to the benefit
and best interest of our Bank. Further, Mr. Kadambelil Paul Thomas may be deemed to be interested to the extent of
the lease rentals received from our Bank in respect of property leased to our Bank. For further details, see “Capital
Structure”, “Our Management — Interests of our Directors” and “Our Promoter and Promoter Group — Interests of
our Promoters” on pages 62, 150 and 170, respectively.

We have in the past entered into related party transactions and may continue to do so in the future, which may
potentially involve conflicts of interest with the equity shareholders.

We have entered into various transactions with related parties, including for payment of salaries and wages of key
management persons, payment of consideration for business correspondents agreements entered into with related
parties, facility management fees and payment of lease rentals. While we believe that all such transactions have been
conducted on an arm’s length basis in compliance with the Companies Act, 2013 and contain commercially reasonable
terms, we cannot assure you that we could not have achieved more favourable terms had such transactions been entered
into with unrelated parties. It is likely that we may enter into related party transactions in the future. Although going
forward, all related party transactions that we may enter into, will be subject to board or shareholder approval, as
necessary under the Companies Act, 2013 and the SEBI Listing Regulations, we cannot assure you that such
transactions, individually or in the aggregate, will not have an adverse effect on our financial condition and results of
operations or that we could not have achieved more favourable terms if such transactions had not been entered into
with related parties. Such related party transactions may potentially involve conflicts of interest. For further details,
see “Other Financial Information — Related Party Transactions” on page 247. We cannot assure you that such
transactions, individually or in the aggregate, will always be in the best interests of public shareholders and will not
have an adverse effect on our business, financial condition, results of operations and cash flows.

We have in this Draft Red Herring Prospectus included certain non-GAAP financial measures and certain other

selected statistical information related to our operations and financial condition. These non-GAAP measures and
statistical information may vary from any standard methodology that is applicable across the financial services
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industry, and therefore may not be comparable with financial or statistical information of similar nomenclature
computed and presented by other financial services companies.

Certain non-GAAP financial measures and certain other statistical information relating to our operations and financial
performance have been included in this section and elsewhere in this Draft Red Herring Prospectus. We compute and
disclose such non-GAAP financial measures and such other statistical information relating to our operations and
financial performance as we consider such information to be useful measures of our business and financial
performance, and because such measures are frequently used by securities analysts, investors and others to evaluate
the operational performance of financial services businesses, many of which provide such non-GAAP financial
measures and other statistical and operational information when reporting their financial results. Such non-GAAP
measures are not measures of operating performance or liquidity defined by generally accepted accounting principles.
These non-GAAP financial measures and other statistical and other information relating to our operations and financial
performance may not be computed on the basis of any standard methodology that is applicable across the industry and
therefore may not be comparable to financial measures and statistical information of similar nomenclature that may
be computed and presented by other banks in India or elsewhere.

Statistical and industry data in this Draft Red Herring Prospectus is derived from the CRISIL Research Report
commissioned by us for such purpose. The CRISIL Research Report is not exhaustive and is based on certain
assumptions and parameters/conditions. The data and statistics in the CRISIL Research Report may be inaccurate,
incomplete or unreliable.

This Draft Red Herring Prospectus includes information that is derived from the CRISIL Research Report, which was
prepared by CRISIL Research pursuant to an engagement with us. CRISIL Research is not in any manner related to
us, our Directors or our Promoters. CRISIL Research Report is subject to various limitations and based upon certain
assumptions that are subjective in nature. While we have taken reasonable care in the reproduction of the information
from the CRISIL Research Report, none of our Bank or the BRLMSs or any of our or their respective affiliates or
advisors or any other person connected with the Offer has independently verified data and statistics obtained from
CRISIL Research Report. While we have no reason to believe the data and statistics in the CRISIL Research Report
are incorrect, we cannot assure you that they are accurate, complete or reliable and, therefore, we make no
representation or warranty, express or implied, as to the accuracy, completeness or reliability of such data or statistics.
Therefore, discussions of matters relating to India, its economy and the industry in which we currently operate are
subject to the caveat that data and statistics upon which such discussions are based may be inaccurate, incomplete or
unreliable. Further, there can be no assurance that such data and statistics are stated or compiled on the same basis or
with the same degree of accuracy as may be the case in other reports. Statements from third parties that involve
estimates are subject to change, and actual amounts may differ materially from those included in this Draft Red Herring
Prospectus.

EXTERNAL RISKS

52.

53.

Any downturn in the macroeconomic environment in India could adversely affect our business, financial condition,
results of operations and cash flows.

Our performance and the growth of our business are necessarily dependent on the health of the overall Indian economy.
Therefore, any downturn in the macroeconomic environment in India could adversely affect our business, financial
condition, results of operations and cash flows. In addition, an increase in India’s trade deficit, a downgrading in
India’s sovereign debt rating or a decline in India’s foreign exchange reserves could increase interest rates and
adversely affect liquidity, which could adversely affect the Indian economy and thereby adversely affect our business,
financial condition, results of operations and cash flows.

Investors will not, without prior approval of the RBI, be able to acquire Equity Shares if such acquisition would
result in an individual or group holding 5% or more of our share capital or voting rights directly or indirectly.
Further, no shareholder will be permitted exercise voting rights in excess of 26% of the total voting rights of our
Bank.

The Banking Regulation Act, read with the SFB Licensing Guidelines, requires any person to seek prior approval of
the RBI, to acquire or agree to acquire shares or voting rights of a bank, either directly or indirectly, beneficial or
otherwise, by himself or acting in concert with other persons, wherein such acquisition (taken together with shares or
voting rights held by him or his relative or associate enterprise or persons acting in concert with him) results in the
aggregate shareholding of such persons to be 5% or more of the paid-up share capital of a bank or entitles them to
exercise 5% or more of the voting rights in a bank. Such approval may be granted by the RBI if it is satisfied that the
applicant meets certain fitness and propriety tests. The RBI may require the proposed acquirer to seek further RBI
approval for subsequent acquisitions. Further, the RBI may, by passing an order, restrict any person holding more than
5% of our total voting rights from exercising voting rights in excess of 5%, if such person is deemed not to be fit and
proper by the RBI. Further, as per the Banking Regulations Act read with gazette notification dated
DBR.PSBD.N0.1084/16.13.100/2016-17 dated July 21, 2016, no shareholder in a bank can exercise voting rights on

42



54.

55.

poll in excess of 26% of total voting rights of all the shareholders of the bank. For details, see “Key Regulations and
Policies” on page 129.

Changing laws, rules and regulations and legal uncertainties, including adverse application of tax laws and
regulations, across the multiple states we operate in, may materially adversely affect our business, financial
condition, results of operations and cash flows.

Our business and financial condition could be materially adversely affected by changes in the laws, rules, regulations
or directions applicable to us and our general and microfinance businesses, or the interpretations of such existing laws,
rules and regulations, or the promulgation of new laws, rules and regulations.

The governmental and regulatory bodies may notify new regulations and/ or policies, which may require us to obtain
approvals and licenses from the government and other regulatory bodies, impose onerous requirements and conditions
on our operations, in addition to those which we are undertaking currently, or change the manner in which we conduct
KYC or authenticate our customers. Any such changes and the related uncertainties with respect to the implementation
of new regulations may have a material adverse effect on our business, financial condition, results of operations and
cash flows.

In addition, unfavourable changes in or interpretations of existing, or the promulgation of new, laws, rules and
regulations including foreign investment laws governing our business, operations and investments in our Bank by non-
residents, could result in us being deemed to be in contravention of such laws and/ or may require us to apply for
additional approvals.

Tax and other levies imposed by the central and state governments in India that affect our tax liability include central
and state taxes and other levies, income tax, turnover tax, goods and service tax, stamp duty and other special taxes
and surcharges which are introduced on a temporary or permanent basis from time to time. The final determination of
our tax liabilities involves the interpretation of local tax laws and related regulations in each jurisdiction as well as the
significant use of estimates and assumptions regarding the scope of future operations and results achieved and the
timing and nature of income earned and expenditures incurred. Moreover, the central and state tax scheme in India is
extensive and subject to change from time to time. For instance, the Government of India has implemented a
comprehensive national goods and services tax (“GST”) regime with effect from July 1, 2017 that combines taxes and
levies by the central and state governments into a unified rate structure. Any future increases or amendments may
affect the overall tax efficiency of companies operating in India and may result in significant additional taxes becoming
payable. If the tax costs associated with certain transactions because of a particular tax risk materializing are greater
than anticipated, it could affect the profitability of such transactions.

Further, the Government of India has also announced the union budget for Financial Year 2020, pursuant to which the
Finance (No.2) Bill, 2019 proposes to introduce various amendments. There is no certainty on the impact that the
Finance (No. 2) Bill, 2019 may have on our business and operations or on the industry in which we operate.

In addition, unfavourable changes in or interpretations of existing, or the promulgation of new laws, rules and
regulations including foreign investment laws governing our business, operations and group structure could result in
us being deemed to be in contravention of such laws or may require us to apply for additional approvals. We may incur
increased costs and other burdens relating to compliance with such new requirements, which may also require
significant management time and other resources, and any failure to comply may adversely affect our business, results
of operations and prospects. Uncertainty in the applicability, interpretation or implementation of any amendment to,
or change in, governing law, regulation or policy, including by reason of an absence, or a limited body, of
administrative or judicial precedent may be time consuming as well as costly for us to resolve and may affect the
viability of our current business or restrict our ability to grow our business in the future.

A third party could be prevented from acquiring control over our Bank because of anti-takeover provisions under
Indian law and the provisions of the Banking Regulation Act.

There are provisions in Indian law that may delay, deter or prevent a future takeover or change in control of our Bank.
These provisions may discourage or prevent certain types of transactions involving actual or threatened change in
control of us. Under the Takeover Regulations, an acquirer has been defined as any person who, directly or indirectly,
acquires or agrees to acquire shares or voting rights or control over a company, whether individually or acting in
concert with others. Although these provisions have been formulated to ensure that interests of investors/shareholders
are protected, these provisions may also discourage a third party from attempting to take control of our Bank. Further,
given that our Bank is governed by the RBI, any significant change in shareholding would require the RBI’s prior
approval. Consequently, even if a potential takeover of our Bank would result in the purchase of the Equity Shares at
a premium to their market price or would otherwise be beneficial to our Shareholders, such a takeover may not be
attempted or consummated because of the regulatory framework applicable to us.
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Significant differences exist between Indian GAAP and other accounting principles, such as U.S. GAAP and IFRS,
which investors outside India may be more familiar with and may consider material to their assessment of our
financial condition, results of operations and cash flows.

The Restated Financial Statements have been compiled by the management from the audited interim financial
statements as at and for each of the six month periods ended September 30, 2019 and 2018 and the audited financial
statements as at and for each of the years ended March 31, 2019 and 2018 and as at March 31, 2017 and for the period
May 5, 2016 to March 31, 2017. The above mentioned audited financial statements have been prepared in accordance
with the requirements prescribed under the Banking Regulation Act. The accounting and reporting policies used in the
preparation of these financial statements conform in all material aspects with Indian GAAP, the circulars and
guidelines issued by the RBI from time to time and the Accounting Standards prescribed under Section 133 of the
Companies Act (as amended), read with the Companies (Accounts) Rules, 2014 and the Companies (Accounting
Standards) Amendment Rules 2016 to the extent applicable and other relevant provisions of the Companies Act and
current practices prevailing within the Banking industry in India. The Restated Financial Statements have been
prepared in accordance with the requirements of section 26 of Part 1 of Chapter 11l of the Companies Act, the SEBI
ICDR Regulations and the Guidance Note on Reports in Company Prospectuses (Revised 2019). Indian GAAP differs
in certain significant respects from IFRS, U.S. GAAP and other accounting principles with which prospective investors
outside India may be familiar. If the Restated Financial Statements were to be prepared in accordance with such other
accounting principles, our results of operations, financial condition and cash flows may be substantially different.
Prospective investors should review the accounting policies applied in the preparation of the Restated Financial
Statements, and consult their own professional advisers for an understanding of the differences between these
accounting principles and those with which they may be more familiar. Any reliance by persons unfamiliar with Indian
GAAP on the financial information presented in the Draft Red Herring Prospectus should accordingly be limited.

RISKS RELATING TO THE EQUITY SHARES

57.

The determination of the Price Band is based on various factors and assumptions and the Offer Price of the Equity
Shares may not be indicative of the market price of the Equity Shares upon listing on the Stock Exchanges.
Investors bear the risk of fluctuations in the price of Equity Shares and there can be no assurance that a liquid
market for our Equity Shares will develop following the listing of our Equity Shares on the Stock Exchanges.

There has been no public market for our Equity Shares prior to the Offer. The determination of the Price Band is based
on various factors and assumptions and will be determined by us and the Corporate Promoter in consultation with the
BRLMs. Furthermore, the Offer Price of the Equity Shares will be determined by us and the Selling Shareholders, in
consultation with the BRLMs, through the Book Building Process. This price will be based on numerous factors, as
described under in “Basis for Offer Price” on page 75. This price may not necessarily be indicative of the market price
of our Equity Shares after the Offer is completed. You may not be able to re-sell your Equity Shares at or above the
Offer price and may as a result lose all or part of your investment.

The price at which our Equity Shares will trade at after the Offer will be determined by the marketplace and may be
influenced by many factors, including:

e our financial condition, results of operations and cash flows;
e the history of and prospects for our business;

an assessment of our management, our past and present operations and the prospects for as well as timing of our
future revenues and cost structures;

e the valuation of publicly traded companies that are engaged in business activities similar to ours;

e quarterly variations in our results of operations;

o results of operations that vary from the expectations of securities analysts and investors;

e results of operations that vary from those of our competitors;

e changes in expectations as to our future financial condition, including financial estimates by research analysts
and investors;

e achange in research analysts’ recommendations;

e announcements by us or our competitors of significant acquisitions, strategic alliances, joint operations or capital
commitments;

e announcements of significant claims or proceedings against us;

e new laws and government regulations that directly or indirectly affect our business;

e additions or departures of Key Management Personnel;

e changes in the interest rates;

e fluctuations in stock market prices and volume; and

e general economic conditions.

The Indian stock markets have, from time to time, experienced significant price and volume fluctuations that have
affected market prices for the securities of Indian companies. As a result, investors in our Equity Shares may
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experience a decrease in the value of our Equity Shares regardless of our financial condition, results of operations and
cash flows.

Our Equity Shares are expected to trade on NSE and BSE after the Offer, but there can be no assurance that active
trading in our Equity Shares will develop after the Offer, or if such trading develops that it will continue. Investors
may not be able to sell our Equity Shares at the quoted price if there is no active trading in our Equity Shares.

The Government announced the interim Union budget for Fiscal 2020 and the Finance Act, 2019 (the “Finance Act”),
which introduced various amendments. The Finance Act stipulates the sale, transfer and issue of securities through
exchanges, depositories or otherwise to be charged with stamp duty. The Finance Act has also clarified that, in the
absence of a specific provision under an agreement, the liability to pay stamp duty in case of sale of securities through
stock exchanges will be on the buyer, while in other cases of transfer for consideration through a depository, the onus
will be on the transferor. The stamp duty for transfer of securities other than debentures, on a delivery basis is specified
at 0.015% and on a non-delivery basis is specified at 0.003% of the consideration amount.

There is no certainty on the impact that the Finance Act may have on our business. Further, we cannot predict whether
any tax laws or other regulations impacting us will be enacted, or predict the nature and impact of any such laws or
regulations or whether, if at all, any laws or regulations would have a material adverse effect on our business, financial
condition and results of operations.

Investors will not be able to sell immediately on an Indian stock exchange any of the Equity Shares they purchase
in the Offer.

The Equity Shares will be listed on the Stock Exchanges. Pursuant to applicable Indian laws, certain actions must be
completed before the Equity Shares can be listed and trading in the Equity Shares may commence. The Allotment of
Equity Shares in this Offer and the credit of such Equity Shares to the applicant’s demat account with depository
participant could take approximately six Working Days from the Bid Closing Date and trading in the Equity Shares
upon receipt of final listing and trading approvals from the Stock Exchanges is expected to commence within six
Working Days of the Bid Closing Date. There could be a failure or delay in listing of the Equity Shares on the Stock
Exchanges. Any failure or delay in obtaining the approval or otherwise any delay in commencing trading in the Equity
Shares would restrict investors’ ability to dispose their Equity Shares. There can be no assurance that the Equity Shares
will be credited to investors’ demat accounts, or that trading in the Equity Shares will commence, within the time
periods specified in this risk factor. We could also be required to pay interest at the applicable rates if allotment is not
made, refund orders are not dispatched or demat credits are not made to investors within the prescribed time periods.

Financial difficulty and other problems in certain long-term lending institutions and investment institutions in
India could have a negative impact on our business, financial condition, results of operations, cash flows and the
trading price of our Equity Shares could decrease.

As an Indian small finance bank, we are exposed to the risks of the Indian financial system, which may be affected by
the financial difficulties faced by certain Indian financial institutions because the commercial soundness of many
financial institutions may be closely related as a result of credit, trading, clearing or other relationships. This risk,
which is referred to as “systemic risk,” may adversely affect financial intermediaries, such as clearing agencies, banks,
securities firms and exchanges with whom we interact. Our transactions with these financial institutions expose us to
credit risk in the event of default by the counterparty, which can be exacerbated during periods of market illiquidity.
As the Indian financial system operates within an emerging market, we face risks of a nature and extent not typically
faced in more developed economies, including the risk of deposit runs notwithstanding the existence of a national
deposit insurance scheme. The problems faced by individual Indian financial institutions and any instability in or
difficulties faced by the Indian financial system generally could create adverse market perception about Indian
financial institutions and banks. This in turn could adversely affect our business, financial condition, results of
operations, cash flows and the trading price of our Equity Shares.

We have never declared or paid any cash dividends on our Equity Shares. Our ability to pay dividends in the future
will depend on our financial condition, results of operations, cash flows, capital requirements, capital expenditures
and restrictive covenants of our financing arrangements.

We have never declared or paid any cash dividends on our Equity Shares and have not adopted a formal dividend
policy. Any future determination as to the declaration and payment of dividends will be, subject to relevant RBI
regulations, at the discretion of our Board and subsequent approval of shareholders and lenders and will depend on
factors that our Board and shareholders deem relevant, including among others, our future financial condition, results
of operations, cash flows, capital requirements, capital expenditures, business prospects and restrictive covenants
under our financing arrangements. We may decide to retain all of our earnings to finance the development and
expansion of our business and, therefore, may not declare dividends on our Equity Shares. We cannot assure you that
we will be able to pay dividends at any point in the future.
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Any future issuance of Equity Shares by us or sales of Equity Shares by the Promoters could adversely affect the
trading price of our Equity Shares and in the case of the issuance of Equity Shares by us result in the dilution of
our then current shareholders.

As disclosed in “Capital Structure” on page 62, an aggregate of 20% of our fully diluted post-Offer capital held by
our Promoters shall be considered as minimum Promoters’ contribution and locked in for a period of three years and
the balance Equity Shares held by the Promoters and the other pre-Offer Shareholders following the Offer will be
locked-in for one year from the date of Allotment. There can be no assurance that we will not issue additional Equity
Shares or that the Promoters will not sell, pledge or encumber their Equity Shares during the lock-in period.
Furthermore, our Promoters are required to reduce their aggregate shareholding to 40% of our paid-up Equity Share
capital within a period of five years from the date of commencement of our business operation, which was on March
10, 2017, and thereafter required to reduce their aggregate shareholding to 30% and 26% of our paid-up Equity Share
capital within a period of 10 years and 12 years, respectively, from the date of commencement of our business
operations. Further pursuant to the terms of the Corporate Promoter SHA, our Corporate Promoter has agreed to (upon
successful completion of the Offer) (i) undertake a buy-back of its shares in accordance with applicable law from the
amount received from the Offer for Sale of its Equity Shares and such buy-back shall be computed in the manner set
out in the Corporate Promoter SHA; and (ii) to file an application for cancellation and reduction of a certain portion
of share capital of the Corporate Promoter, in consideration for which the Corporate Promoter has agreed to transfer
Equity Shares that the Corporate Promoter holds in the Bank to the Investors in the Corporate Promoter in such
proportion as agreed to under the Corporate Promoter SHA as per the formula set out therein. For further details, see
“History and Corporate Matters — Shareholders’ Agreements and Other Agreements” and “— Our Promoters will
continue to exercise significant influence over our Bank after the completion of the Offer” on pages 142 and 41,
respectively. Further any future issuances of Equity Shares or convertible securities could dilute the holdings of our
Shareholders and adversely affect the trading price of our Equity Shares. Such securities may also be issued at prices
below the Offer Price. Sales of Equity Shares by the Promoters could also adversely affect the trading price of our
Equity Shares.

You may be subject to Indian taxes arising out of capital gains on the sale of our Equity Shares.

Under current Indian tax laws and regulations, unless specifically exempted, capital gains arising from the sale of
equity shares in an Indian company are generally taxable in India. A securities transaction tax (“STT”) is levied on
and collected by an Indian stock exchange on which equity shares are sold. Any gain realised on the sale of equity
shares held for more than 12 months, which are sold using any other platform other than on a recognised stock
exchange and on which no STT has been paid, are subject to long term capital gains tax in India. Until March 31,
2018, any gain realised on the sale of equity shares, listed on a stock exchange and held for more than 12 months was
not subject to capital gains tax in India if STT was paid on the transaction. However, with the enactment of the Finance
Act, 2018, the exemption previously granted in respect of payment of long-term capital gains tax has been withdrawn
and such taxes are now payable by the investors with effect from April 1, 2018. The Finance Act, 2018 provides that
existing investors are eligible for relief on such capital gains accrued until January 31, 2018 and any long term capital
gains made after January 31, 2018 shall be subject to taxation.

Further, any gain realised on the sale of listed equity shares held for a period of 12 months or less will be subject to
short term capital gains tax in India. In cases where the seller is a non-resident, capital gains arising from the sale of
the equity shares may be partially or wholly exempt from taxation in India in cases where such exemption from taxation
in India is provided under a treaty between India and the country of which the seller is resident.

QIBs and Non-Institutional Bidders are not permitted to withdraw or lower their Bids (in terms of quantity of Equity
Shares or the Bid Amount) at any stage after submitting a Bid.

Pursuant to the SEBI ICDR Regulations, QIBs and Non-Institutional Bidders are required to pay the Bid Amount on
submission of the Bid and are not permitted to withdraw or lower their Bids (in terms of quantity of Equity Shares or
the Bid Amount) at any stage after submitting a Bid. QIBs can revise their Bids during the Bid/ Offer Period and
withdraw their Bids until the Bid/ Offer Closing Date. Therefore, QIBs and Non-Institutional Bidders would not be
able to withdraw or lower their Bids, notwithstanding adverse changes in international or national monetary policy,
financial, political or economic conditions, our business, results of operations or financial condition, or otherwise,
between the dates of the submission of their Bids and the Allotment.

While our Bank is required to complete all necessary formalities for listing and commencement of trading of the Equity
Shares on all Stock Exchanges where such Equity Shares are proposed to be listed, including Allotment, within six
Working Days from the Bid/ Offer Closing Date or such other period as may be prescribed by the SEBI, events
affecting the Bidders’ decision to invest in the Equity Shares, including adverse changes in international or national
monetary policy, financial, political or economic conditions, our business, results of operation or financial condition
may arise between the date of submission of the Bid and Allotment. Our Bank may complete the Allotment of the
Equity Shares even if such events occur, and such events may limit the Bidders’ ability to sell the Equity Shares
Allotted pursuant to the Offer or cause the trading price of the Equity Shares to decline on listing.
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Fluctuations in the exchange rate between the Rupee and other currencies could have an adverse effect on the
value of the Equity Shares in those currencies, independent of our results of operations.

The Equity Shares will be quoted in Rupees on the Stock Exchanges. Any dividends in respect of our Equity Shares
will be paid in Rupees. Any adverse movement in currency exchange rates during the time it takes to undertake such
conversion may reduce the net dividend received by investors. In addition, any adverse movement in currency
exchange rates during a delay in repatriating the proceeds from a sale of Equity Shares outside India, for example,
because of a delay in regulatory approvals that may be required for the sale of Equity Shares, may reduce the net
proceeds received by investors. The exchange rate between the Rupee and other currencies (such as the U.S. dollar,
the Euro, the pound sterling, the Hong Kong dollar and the Singapore dollar) has changed substantially in the past and
could fluctuate substantially in the future, which may have an adverse effect on the value of our Equity Shares and
returns from our Equity Shares in foreign currency terms, independent of our operating results.

The individual investment limit and aggregate foreign investment limit for registered FPIs in our Bank is currently
10% and 24%, respectively, of the total paid-up equity share capital of our Bank.

Foreign investment in India is governed by the provisions of FEMA along with the rules, regulations and notifications
made by the RBI thereunder, and the Consolidated FDI Policy issued by the Department of Industrial Policy and
Promotion, Ministry of Commerce and Industry, Government of India from time to time. Under the current FDI Policy
(effective August 28, 2017), 49% foreign direct investment is permitted in companies, such as our Bank, under the
automatic route and up to 74% is permitted under the government approval route. In terms of the SEBI (Foreign
Portfolio Investors) Regulations, 2019, the issue of Equity Shares to a single FPI including its investor group (which
means the same multiple entities registered as foreign portfolio investors having common ownership directly or
indirectly of more than 50% or common control) must be below 10% of our Bank’s post-Offer paid-up equity share
capital on a fully diluted basis. Further, in terms of the FEMA Regulations, the total holding by each FPI, or an investor
group, shall be below 10% of the total paid-up equity share capital, on a fully diluted basis, of our Bank and the total
holdings of all FPIs put together shall not exceed 24% of the paid-up equity share capital of our Bank. With effect
from April 1, 2020, the aggregate investment limit for registered FPIs in our Bank shall be the sectoral cap limit
applicable to our Bank. For calculating the aggregate holding of FPIs in our Bank, the holdings of all registered FPIs
shall be included.

As per the circular issued by SEBI on November 24, 2014, the above investment restrictions shall also apply to
subscribers of P-Notes. Two or more subscribers of P-Notes having a common beneficial owner shall be considered
together as a single subscriber of the P-Notes. In the event an investor has investments as a FPI and as a subscriber of
P-Notes, these investment restrictions shall apply on the aggregate of the FPI and P-Notes investments in our Bank.

Holders of Equity Shares could be restricted in their ability to exercise pre-emptive rights under Indian law and
could thereby suffer future dilution of their ownership position.

Under the Companies Act, 2013, a company incorporated in India must offer holders of its equity shares pre- emptive
rights to subscribe and pay for a proportionate number of shares to maintain their existing ownership percentages prior
to the issuance of any new equity shares, unless the pre-emptive rights have been waived by the adoption of a special
resolution by holders of three-fourths of the equity shares who have voted on such resolution. However, if the law of
the jurisdiction that you are in does not permit the exercise of such pre-emptive rights without our Bank filing an
offering document or registration statement with the applicable authority in such jurisdiction, you will be unable to
exercise such pre-emptive rights unless our Bank makes such a filing. Our Bank may elect not to file a registration
statement in relation to pre-emptive rights otherwise available by Indian law to you. To the extent that you are unable
to exercise pre-emptive rights granted in respect of the Equity Shares, you may suffer future dilution of your ownership
position and your proportional interests in our Bank would be reduced.

Withholding may be imposed on payments on the Equity Shares under the U.S. Foreign Account Tax Compliance
Act.

Certain U.S. tax provisions commonly referred to as FATCA may impose 30% withholding on “foreign passthru
payments” made by a “foreign financial institution” (an “FFI”’). Under current guidance, the term “foreign passthru
payment” is not defined and it is therefore not clear whether or to what extent payments on the Equity Shares would
be considered foreign passthru payments. Withholding on foreign passthru payments would not be required with
respect to payments made before the date that is two years after the date of publication in the Federal Register of final
regulations defining the term “foreign passthru payment.” The United States has entered into an intergovernmental
agreement with India (the “IGA”), which potentially modifies the FATCA withholding regime described above. We
have registered as an FFI with the U.S. Internal Revenue Service and believes that it may be subject to diligence,
reporting and withholding obligations under the FATCA rules and the IGA. It is not yet clear how the IGA will address
foreign passthru payments. Prospective investors in the Equity Shares should consult their tax advisors regarding the
potential impact of FATCA, the IGA and any non-U.S. legislation implementing FATCA on their investment in the
Equity Shares. For more details, see “Certain United States Federal Income Tax Considerations” on page 298.
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Our Bank may be classified as a passive foreign investment company (“PFIC”) for U.S. federal income tax
purposes, which could result in adverse U.S. federal income tax consequences to U.S. holders of Equity Shares.

Our Bank will be classified as a PFIC for any taxable year if either: (a) at least 75% of its gross income is “passive
income” for purposes of the PFIC rules or (b) at least 50% of the value of its assets (determined on the basis of a
quarterly average) is attributable to assets that produce or are held for the production of passive income. Passive income
for this purpose generally includes, among other things, dividends, interest, royalties, rents and gains from
commodities and securities transactions and from the sale or exchange of property that gives rise to passive income;
however, under proposed U.S. Treasury Regulations and a notice from the U.S. Internal Revenue Service, special rules
apply to income derived in the active conduct of a banking business. Based on the current and anticipated composition
of the income, assets (including their expected values) and operations of our Bank and the application to our Bank of
the relevant PFIC rules governing banks referred to above, our Bank does not expect to be treated as a PFIC for the
current taxable year or in the foreseeable future. Whether our Bank is treated as a PFIC is a factual determination that
must be made annually after the close of each taxable year. This determination will depend on, among other things,
the composition of the income and assets, as well as the value of the assets (which may fluctuate with our Bank’s
market capitalization) of our Bank from time to time. In addition, the manner in which the PFIC rules governing banks
apply to our Bank is unclear in some respects. Some of the administrative guidance governing the application of the
PFIC rules to banks is in the form of proposed U.S. Treasury Regulations and may change significantly when finalized,
and new or revised regulations or pronouncements interpreting or clarifying the PFIC bank provisions may be
forthcoming. Therefore, there can be no assurance that our Bank will not be classified as a PFIC in any taxable year.
If our Bank were treated as a PFIC for any taxable year during which a U.S. Holder held Equity Shares, certain adverse
U.S. federal income tax consequences would apply to such U.S. Holder. For more details, see “Certain United States
Federal Income Tax Considerations” on page 298.
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SECTION IlI: INTRODUCTION

THE OFFER
The following table sets forth details of the Offer:
Equity Shares Offered
Offer of Equity Shares* Up to [e] Equity Shares, aggregating up to %9,762.40 million
of which
Fresh Issue® Up to [e] Equity Shares, aggregating up to ¥8,000.00 million
Offer for Sale® Up to [e] Equity Shares, aggregating up to 1,762.40 million by the

Selling Shareholders

The Offer consists of:

A) QIB Portion®® Not less than [#] Equity Shares
of which:
Anchor Investor Portion Up to [e] Equity Shares

Net QIB Portion (assuming the Anchor Investor Portion is fully | [e] Equity Shares
subscribed)

of which:

Mutual Fund Portion [®] Equity Shares

Balance for all QIBs including Mutual Funds [e] Equity Shares

B) Non-Institutional Portion Not more than [e] Equity Shares

C) Retail Portion Not more than [e] Equity Shares

Pre and post-Offer Equity Shares

Equity Shares outstanding prior to the Offer 427,795,490 Equity Shares

Equity Shares outstanding after the Offer [e] Equity Shares

Use of Net Proceeds See “Objects of the Offer” on page 72 for information about the use

of the proceeds from the Fresh Issue. Our Bank will not receive any

proceeds from the Offer for Sale

# A Pre-IPO Placement is proposed to be undertaken by our Bank in consultation with the BRLMs. The Pre-IPO Placement will be at a price to be decided
by our Bank, in consultation with the BRLMs and will be completed prior to filing of the Red Herring Prospectus with the RoC. If the Pre-1PO Placement is
undertaken, the number of Equity Shares issued pursuant to the Pre-IPO Placement will be reduced from the Fresh Issue, subject to the minimum Offer size
constituting at least 10% of the post-Offer paid-up Equity Share capital of our Bank

* Except with the prior approval from the RBI, and in terms of the Banking Regulation Act and circulars issued thereunder, no person can acquire or agree
to acquire, directly or indirectly, by himself or acting in concert with any other person, Equity Shares or voting rights of our Bank, if such acquisition, taken
together with Equity Shares and voting rights of our Bank held by such person or his relative or associate enterprise or person acting in concert with him,
results in such person holding or exercising, five percent or more of the paid-up Equity Share capital or voting rights, respectively, of our Bank

M The Fresh Issue has been authorised by our Board and our Shareholders pursuant to the resolutions passed at their respective meetings dated December
11, 2019 and January 3, 2020, respectively

@ Each of the Selling Shareholders has authorised and consented to participate in the Offer for Sale. Each Selling Shareholder severally and not jointly
confirms that the Offered Shares have been held by such Selling Shareholder for a period of at least one year prior to filing of this Draft Red Herring
Prospectus in accordance with Regulation 8 of the SEBI ICDR Regulations and accordingly, are eligible for the Offer in accordance with the provisions of
the SEBI ICDR Regulations

Sr. Name of the Selling Shareholder No. of Offered Shares Date of consent letter Date of corporate
No. action/board resolution
Promoter Selling Shareholder
1. |ESAF Financial Holdings Private |[e] Equity Shares aggregating November 26, 2019 November 26, 2019
Limited up to X1,500.00 million
Other Selling Shareholders
2. |Bajaj Allianz Life [e] Equity Shares aggregating November 25, 2019 October 16, 2019
up to X174.90 million
3. | Pl Ventures [®] Equity Shares aggregating | November 26, 2019 as|September 27, 2019, as
up to 87.50 million amended by consent letter| amended by the resolution
dated December 26, 2019 | dated December 24, 2019

A Pursuant to the investment policy of Bajaj Allianz Life for the year 2011-12, which was approved by the board of directors of Bajaj Allianz Life on January
20, 2011, and reviewed on October 16, 2019, as certified by Bajaj Allianz Life pursuant to certificate dated December 30, 2019

@ Our Bank and the Promoter Selling Shareholder may, in consultation with the BRLMs, allocate up to 60% of the QIB Portion to Anchor Investors on a
discretionary basis. One-third of the Anchor Investor Portion shall be reserved for domestic Mutual Funds, subject to valid Bids being received from domestic
Mutual Funds at or above the Anchor Investor Allocation Price. In the event of under-subscription or non-Allotment in the Anchor Investor Portion, the
remaining Equity Shares shall be added to the Net QIB Portion. For details, see “Offer Procedure” on page 309

@ Subject to valid Bids being received at or above the Offer Price, under-subscription, if any, in the Non-Institutional Portion or the Retail Portion, would be
allowed to be met with spill over from any other category or combination of categories at the discretion of our Bank and the Promoter Selling Shareholder,
in consultation with the BRLMs and the Designated Stock Exchange. Under-subscription, if any, in the Net QIB Portion would not be allowed to be met with
spill-over from other categories or a combination of categories. In the event of an undersubscription in the Offer, Equity Shares offered pursuant to the
Fresh Issue shall be allocated in the Fresh Issue prior to the Equity Shares offered pursuant to the Offer for Sale. However, after receipt of minimum-
subscription of 90% of the Fresh Issue, the Offered Shares shall be allocated proportionately prior to the Equity Shares offered pursuant to the Fresh issue
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Allocation to all categories, except the Anchor Investor Portion and the Retail Portion, shall be made on a proportionate basis
subject to valid Bids received at or above the Offer Price, as applicable. The allocation to each Retail Individual Bidder shall
not be less than the minimum Bid Lot, subject to availability of Equity Shares in the Retail Portion and the remaining available
Equity Shares, if any, shall be allocated on a proportionate basis. For further details, see “Offer Structure — Basis of Allotment”
on page 306. For details of the terms of the Offer, see “Terms of the Offer” beginning on page 302.
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SUMMARY OF FINANCIAL INFORMATION

The summary financial information presented below should be read in conjunction with “Financial Information” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” beginning on pages 196 and 248.

[The remainder of this page has intentionally been left blank.]

51



SUMMARY STATEMENT OF ASSETS AND LIABILITIES

Rs. In Million

Particulars As at Asat Asat As at Asat
30 September | 30 September | 31 March 31 March 31 March
2019 2018 2019 2018 2017

CAPITAL AND LIABILITIES
Capital 4,277.96 4,277.96 4,277.96 3,119.45 3,015.63
Reserves and Surplus 5,583.35 3,996.71 4,658.95 314.02 42.00
Deposits 60,633.72 30,512.01 43,170.08 25,230.92 4,093.41]
Borrowings 13,374.99 21,884.76 17,023.60 16,746.50 20,528.48
Other Liabilities and Provisions 1,675.60 1,754.40 1,453.54 1,842.99 1,697.63
Total 85,545.62 62,425.84 70,584.13 47,253.88 29,377.15
ASSETS
Cash and Balances with Reserve Bank of India 3,294.74 1,956.02 2,467.41 4,384.58 1,068.60
Balances with Banks and Money at Call and Short Notice 7,896.46 5,235.43 5,347.15 2,593.28 4,493.17|
Investments 17,787.19 14,829.97 15,307.50 7,318.64 5,791.95
[Advances 54,113.04 38,776.25) 45,482.54 31,550.85] 14,854.80
Fixed Assets 983.68 756.88 899.41 687.03 329.04
Other Assets 1,470.51 871.29 1,080.12 719.50 2,839.59
Total 85,545.62 62,425.84 70,584.13 47,253.88 29,377.15
Contingent Liabilities 77.69 576.82 583.26 617.20 676.06

52



SUMMARY STATEMENT OF PROFIT AND LOSS

Rs. In Million
Particulars Six month Six month Year Year Period 5
period ended | period ended Ended Ended May 2016 to
30 30 31 March 31 March 31 March
September September 2019 2018 2017
2019 2018
1. INCOME
Interest Earned 6,606.83 4,722.58 10,316.39 5,968.39 293.93
Other Income 681.92 606.71 1,091.50 1,018.60 188.17
Total 7,288.75 5,329.29 11,407.89 6,986.99 482.10
1. EXPENDITURE
Interest Expended 2,947.34 2,145.01 4,582.82 3,148.20 161.11
Operating Expenses 2,813.39 2,002.73 4,533.94 3,062.87 234.09
Provisions and Contingencies 603.62 940.95 1,388.29 505.98 79.27
Total 6,364.35 5,088.69 10,505.05 6,717.05 474.47
I1l. PROFIT
Net Profit for the year/period (I - 1I) 924.40 240.60 902.84 269.94 7.63
Add: Balance in Profit and Loss account
brought forward from Previous Year 879.96 208.17 208.17 5.72 -
1,804.36 448.77 1,111.01 275.66 7.63
1V. APPROPRIATIONS
Transfer to Statutory Reserve - - 225.71 67.49 191
Transfer to Capital Reserve - - - - -
Transfer to/(from) Investment Reserve Account - - 5.34 - -
Balance carried over to Balance Sheet 1,804.36 448.77 879.96 208.17 5.72
Total 1,804.36 448.77 1,111.01 275.66 7.63
Earnings per share (face value of Rs.10/-
each)
Basic (Rs.) 2.16 0.72 2.37 0.89 0.07
Diluted (Rs.) 2.16 0.72 2.37 0.89 0.07
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SUMMARY STATEMENT OF CASH FLOWS

Rs. In Million
Particulars Six month Six month Year Year Period 5 May
period ended | period ended Ended Ended 2016 to 31
30 September|30 September| 31 March 31 March | March 2017
2019 2018 2019 2018

Cash Flows from Operating Activities
Profit before tax 1,245.71 351.66) 1,271.82 438.41 21.96
Adjustments for:
Depreciation on Fixed Assets 106.99 76.19 169.06 94.26 4.42
Amortisation of Premium on HTM Investments 14.99 11.03, 21.99 20.40 1.24
Profit on sale of investments (net) (41.53) (7.96) (10.04) (48.26) (3.66)
Profit on sale of Fixed Assets (0.38) - (0.26) - -
Provision on Deferment Assets - - - - 17.89
Provision for Non Performing Advances 241.23 793.23 919.38 319.87 -
Provision/ (Reversal) for Standard Advances 23.77 32.15 92.33 17.64 46.41
Provision for Depreciation on investments - 4.50 - - -
Provision for Other Contingencies 17.31 - 7.61 - 0.64

1,608.09 1,260.80 2,471.89 842.32 88.90
[Adjustments for :-
(Increase)/ Decrease in Investments (other than HTM 1,623.38 (7,289.85) (6,673.03) (136.25) (1,388.51)
Investments)
(Increase)/ Decrease in Advances (8,871.73) (8,018.63)] (14,851.06)| (17,015.92)] (14,854.80)
(Increase)/ Decrease in Fixed Deposit with Bank (Original (4,907.28) 65.93 (59.31) (1,102.11) 556.68
Maturity greater than 3 months)
(Increase)/ Decrease in Other Assets (333.09) (147.37) (323.34) 2,084.01 (2,703.45)
Increase/ (Decrease) in Deposits 17,463.64 5,281.09 17,939.16 21,137.51 4,093.41]
Increase/ (Decrease) in Other liabilities and provisions 180.98 (120.74) (489.39) 127.72 1,632.69
Direct taxes paid (378.62) (115.48) (406.26) (132.39) (150.47)
Net Cash Flows from/(used in) Operating Activities (A) 6,385.37 (9,084.25) (2,391.34) 5,804.89] (12,725.55)
Cash Flows from/(Used in) Investing Activities
Purchase of Fixed Assets (191.44) (146.04) (381.46) (452.25) (333.46)
Proceeds from Sale of Fixed Assets 0.56 - 0.28 - -
(Increase)/ Decrease in Held to Maturity Investments (4,076.53) (229.05) (1,327.78) (1,362.58) (4,401.02)
Net Cash Used in Investing Activities (B) (4,267.41) (375.09) (1,708.96) (1,814.83) (4,734.48)
Cash Flows from/(Used in) Financing Activities
Proceeds from Issue of Share Capital (including Share Premium) - 4,642.13 4,642.13 105.90 3,050.00]
Share Issue Expenses - (41.53) (41.53) - -
Increase/(Decrease) in Borrowings (3,648.61) 5,138.26 277.09 (3,781.98) 20,528.49
Cash Flows from/(Used in) Financing Activities (C) (3,648.61) 9,738.86 4,877.69 (3,676.08) 23,578.49
Net Increase/(Decrease) in Cash and Cash Equivalents (1,530.65) 279.52 777.39 313.98 6,118.46
(A+B+C)
Cash and Cash Equivalents at the beginning of year 7,209.83 6,432.44 6,432.44 6,118.46) -
Cash and Cash Equivalents at the end of year/period (Refer 5,679.18 6,711.96 7,209.83 6,432.44 6,118.46
Note below)
Note:
Cash in Hand 505.43 209.04 202.04] 113.04 12.31]
Balance with RBI in Current Account 2,789.31 1,746.98 2,265.37 4,271.54 1,056.29
Balance with Banks in India in Current Account Annexure 11 | 554.44 2,575.94 892.42 1,047.86 1,273.34
Balance with Banks in India in Fixed Deposit 150.00 930.00 850.00 - 2,576.52
Money at Call and Short Notice 700.00 1,250.00 2,200.00 1,000.00 1,200.00
Lending Under Reverse Repo 980.00 - 800.00 - -
Cash and cash equivalents at the end of the year/period 5,679.18 6,711.96 7,209.83 6,432.44 6,118.46
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GENERAL INFORMATION

Our Corporate Promoter, was granted the RBI In-Principle Approval to establish an SFB, on October 7, 2015. Our Bank was
incorporated as ‘ESAF Small Finance Bank Limited’ on May 5, 2016 at Thrissur, Kerala, as a public limited company under
the Companies Act, 2013, and was granted a certificate of incorporation by the RoC. Our Bank was thereafter granted the RBI
Final Approval vide license no. MUM:124, to carry on business as an SFB, on November 18, 2016. For further details, see
“History and Certain Corporate Matters” on page 139.

Registered and Corporate Office

ESAF Small Finance Bank Limited

Building No.V11/83/8

ESAF Bhavan, Thrissur-Palakkad National Highway
Mannuthy, Thrissur 680 651

Kerala, India

Registration Number: 045669

CIN: U65990KL2016PLC045669

RBI Registration Number;: MUM:124

Address of the RoC
Our Bank is registered with the RoC situated at the following address:

Registrar of Companies, Kerala at Ernakulam
Company Law Bhawan

BMC Road, Thrikkakara

Kochi 682 021

Kerala, India

Company Secretary and Compliance Officer

Ranjith Raj P

ESAF Small Finance Bank Limited

Building No.V11/83/8

ESAF Bhavan, Thrissur-Palakkad National Highway
Mannuthy, Thrissur 680 651

Kerala, India

Tel: +91 487 7123 907

Email: investor.relations@esafbank.com

Board of Directors

As on the date of this Draft Red Herring Prospectus, the Board of Directors of our Bank comprises the following:

Name Designation DIN Address
Ravimohan Periyakavil |Part-Time  Chairman  and| 08534931 |Flat No. N 074, DLF New Town Heights, Seaport Airport
Ramakrishnan Independent Director Road, Opposite Doordarshan Kendra, Kakkanad P.O.,
Ernakulam 682 030, Kerala
Kadambelil Paul Thomas | Managing Director and Chief| 00199925 |Kadambelil House, Mannuthy P.O., Nettissery, Thrissur
Executive Officer 680 651, Kerala
Assan Khan Akbar Non-Executive Nominee| 00679740 |Lulu, FBOA Road, Near FBOA Hall, Aluva 683 101,
Director Kerala
Joseph Vadakkekara Independent Director 00181554 | A-1, Chakolas Marine Apartments, Pandit Karuppan Road,
Antony Opposite Chakolas Habitat, Thevara, Ernakulam 682 013,
Kerala
George Joseph Independent Director 00253754 | Melazhakath, Arakkulam, Idukki 685 591, Kerala
Asha Morley Independent Director 02012799 | 154, Avon Classic, Opposite Tata SSL, Borivali East,
Mumbai 400 066, Maharashtra
Alex Parackal George Independent Director 07491420 |78, Greenpark, Thiruvambadi P.O., Thrissur 680 022,
Kerala
Saneesh Singh Non-Executive Nominee| 02254868 |Flatno.F-224, DLF Park Place, DLF City Phase-5, Section
Director 56, Gurgaon 122 011, Haryana

For further details of our Directors, see “Our Management” on page 146.
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Filing

A copy of this Draft Red Herring Prospectus has been filed with SEBI at the Corporate Finance Department, Plot No. C4-A,
‘G’ Block, Bandra Kurla Complex, Bandra (East), Mumbai 400 051, Maharashtra, India and electronically on the platform

provided by SEBI.

A copy of the Red Herring Prospectus, along with the material contracts and documents required to be filed under Section 32
of the Companies Act, 2013 would be filed with the RoC and a copy of the Prospectus to be filed under Section 26 of the

Companies Act, 2013 would be filed with the RoC at its office.
Book Running Lead Managers

Axis Capital Limited

Axis House, 1st floor

C-2 Wadia International Centre

P.B. Marg, Worli

Mumbai - 400 025

Maharashtra, India

Tel: +91 22 4325 2183

E-mail: esaf.ipo@axiscap.in

Investor grievance e-mail: complaints@axiscap.in
Website: www.axiscapital.co.in
Contact Person: Mayuri Arya

SEBI Registration No.: INM000012029

Edelweiss Financial Services Limited
14th Floor, Edelweiss House

Off C.S.T Road, Kalina

Mumbai - 400 098

Maharashtra, India

Tel: +91 22 4009 4400

E-mail: esaf.ipo@edelweissfin.com

Investor grievance e-mail: customerservice.mb@edelweissfin.com

Website: www.edelweissfin.com
Contact Person: Siddharth Shah
SEBI Registration No.: INM0000010650

ICICI Securities Limited

ICICI Centre

H. T. Parekh Marg

Churchgate

Mumbai - 400 020

Maharashtra, India

Tel: +91 22 2288 2460

E-mail: esafsfb.ipo@icicisecurities.com
Investor grievance e-mail: customercare@icicisecurities.com
Website: www.icicisecurities.com

Contact Person: Arjun A Mehrotra/Rishi Tiwari
SEBI Registration No.: INM000011179

IFL Securities Limited

10th Floor, I1IFL Centre

Kamala City, Senapati Bapat Marg

Lower Parel (West)

Mumbai - 400 013

Mabharashtra, India

Tel: +91 22 4646 4600

E-mail: esaf.ipo@iiflcap.com

Investor grievance e-mail: ig.ib@iiflcap.com
Website: www.iiflcap.com

Contact Person: Aditya Agarwal/Harshit Talesara
SEBI Registration No.: INM000010940

Syndicate Members

[e]
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Legal Advisors to the Offer
Legal Counsel to our Bank and the Selling Shareholders as to Indian Law

Cyril Amarchand Mangaldas
Prestige Falcon Tower

3rd Floor, Brunton Road

Craig Park Layout, Victoria Layout
Bengaluru - 560 025

Karnataka, India

Tel: +91 80 6792 2000

Legal Counsel to the BRLMs as to Indian Law

Khaitan & Co

Simal, 2nd Floor

7/1 Ulsoor Road
Bengaluru — 560 042
Karnataka, India

Tel: +91 80 4339 7000

Legal Counsel to the BRLMs as to International Law

Duane Morris & Selvam LLP
16 Collyer Quay

#17-00, Singapore — 049 318
Tel: +65 6311 0030

Statutory Auditors to our Bank

S. R. Batliboi & Associates LLP, Chartered Accountants
12th Floor, The Ruby

29 Senapati Bapat Marg

Dadar (West)

Mumbai — 400 028

Maharashtra, India

Tel: +91 22 6192 0000

Email: Srba@srb.in

Firm Registration Number: 101049W/E300004

Peer Review Certificate Number: 011169

There has been no change in our auditors in the last three years
Registrar to the Offer

Link Intime India Private Limited
C-101, 1st Floor, 247 Park

Lal Bhadur Shastri Marg

Vikhroli (West)

Mumbai - 400 083

Maharashtra, India

Tel: +91 022 4918 6200

E-mail: esaf.ipo@linkintime.co.in
Investor grievance e-mail: esaf.ipo@Ilinkintime.co.in
Website: www.linkintime.co.in
Contact Person: Shanti Gopalkrishnan
SEBI Registration No.: INRO00004058

Bankers to the Offer
Escrow Collection Bank(s)
[e]

Refund Bank(s)

[e]
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Public Offer Account Bank(s)
[e]

Sponsor Bank

[e]

Designated Intermediaries
Self-Certified Syndicate Banks

The banks registered with SEBI, which offer the facility of ASBA services, (i) in relation to ASBA, where the Bid Amount will
be blocked by authorising an SCSB, a list of which is available on the website of SEBI at
www.sebi.gov.in/sebiweb/other/Other Action.do?doRecognisedFpi=yes&intmld=34 and updated from time to time and at such
other websites as may be prescribed by SEBI from time to time, (ii) in relation to RIBs using the UPI Mechanism, a list of
which is available on the website of SEBI at
https://sebi.gov.in/sebiweb/other/OtherAction.do?doRecognisedFpi=yes&intmld=40 or such other website as updated from
time to time.

Applications through UPI in the Offer can be made only through the SCSBs mobile applications (apps) whose name appears
on the SEBI website. A list of SCSBs and mobile applications, which, are live for applying in public issues using UPI
mechanism is provided as Annexure ‘A’ to the SEBI circular no. SEBI/HO/CFD/DIL2/CIR/P/2019/85 dated July 26, 2019.
The said list shall be updated on SEBI website.

Syndicate SCSB Branches

In relation to Bids (other than Bids by Anchor Investor) submitted to a member of the Syndicate, the list of branches of the
SCSBs at the Specified Locations hamed by the respective SCSBs to receive deposits of Bid cum Application Forms from the
members of the Syndicate is available on the website of the SEBI
(http://www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognised=yes) and updated from time to time. For more
information on such branches collecting Bid cum Application Forms from the Syndicate at Specified Locations, see the website
of the SEBI http://www.sebi.gov.in/sebiweb/other/OtherAction.do?doRecognised=yes as updated from time to time.

Registered Brokers

The list of the Registered Brokers eligible to accept ASBA forms, including details such as postal address, telephone number
and  e-mail address, is  provided on the  websites of the BSE and the NSE at
www.bseindia.com/Markets/Publiclssues/brokercentres_new.aspx? and
www.nseindia.com/products/content/equities/ipos/ipo_mem_terminal.htm, respectively, as updated from time to time.

Registrar and Share Transfer Agents

The list of the RTAs eligible to accept ASBA Forms at the Designated RTA Locations, including details such as address,
telephone  number and e-mail address, is provided on the websites of Stock Exchanges at
www.bseindia.com/Static/Markets/Publiclssues/RtaDp.aspx? and
www.nseindia.com/products/content/equities/ipos/asba_procedures.htm, respectively, as updated from time to time.

Collecting Depository Participants

The list of the CDPs eligible to accept ASBA Forms at the Designated CDP Locations, including details such as name and
contact details, is provided on the websites of BSE at www.bseindia.com/Static/Markets/Publiclssues/RtaDp.aspx? and on the
website of NSE at www.nseindia.com/products/content/equities/ipos/asba_procedures.htm, as updated from time to time.

Expert
Except as stated below, our Bank has not obtained any expert opinions:

Our Bank has received written consent dated January 6, 2020 from our Statutory Auditors namely, S. R. Batliboi & Associates
LLP, Chartered Accountants, to include its name in this Draft Red Herring Prospectus, as required under section 26 of the
Companies Act, 2013, read with SEBI ICDR Regulations, and as an “Expert” as defined under section 2(38) of the Companies
Act, 2013, to the extent and in their capacity as an auditor, in respect of the examination report dated November 30, 2019 issued
by it on our Restated Financial Statements, and the statement of possible special tax benefits dated December 17, 2019 included
in this Draft Red Herring Prospectus and such consent has not been withdrawn as on the date of this Draft Red Herring
Prospectus. However, the term “expert” shall not be construed to mean an ““expert”” as defined under the U. S. Securities Act.
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Monitoring Agency

In terms of the proviso to Regulation 41(1) of the SEBI ICDR Regulations, our Bank is not required to appoint a monitoring
agency for this Offer.

Appraising Entity

None of the objects for which the Net Proceeds will be utilised have been appraised by any agency.
Credit Rating

As this is an offering of Equity Shares, there is no credit rating required for the Offer.

IPO Grading

No credit agency registered with SEBI has been appointed in respect of obtaining grading for the Offer.
Trustees

As this is an offering of Equity Shares, the appointment of trustees is not required.

Green Shoe Option

No green shoe option is contemplated under the Offer.

Inter-se allocation of responsibilities

The following table sets forth the inter-se allocation of responsibilities for various activities among the Book Running Lead
Managers:

Sr. No Activity Responsibility Co-ordinator
1. Capital structuring, positioning strategy and due diligence of the Axis, Edelweiss, I-Sec, Axis
Bank including its operations/management/business plans/legal IFL

etc. Drafting and design of the Draft Red Herring Prospectus, Red
Herring Prospectus, Prospectus, abridged prospectus and of
statutory advertisements including a memorandum containing
salient features of the Prospectus. The BRLMs shall ensure
compliance with stipulated requirements and completion of
prescribed formalities with the Stock Exchanges, RoC and SEBI
including finalisation of Prospectus and RoC filing.

2. Drafting and approval of all statutory advertisements Axis, Edelweiss, I-Sec, Axis
IIFL

3. Drafting and approval of all publicity material other than statutory Axis, Edelweiss, I-Sec, I-Sec
advertisement as mentioned above including corporate advertising, IFL
brochure, etc. and filing of media compliance report.

4. Appointment of Intermediaries - Registrar to the Offer, Bankers to Axis, Edelweiss, I-Sec, IIFL
the Offer, advertising agency, printers to the Offer including co- IFL
ordination for agreements.

5. Preparation of road show presentation and frequently asked Axis, Edelweiss, I-Sec, IFL
questions for the road show team IIFL

6. International institutional marketing of the Offer, which will cover, AXxis, Edelweiss, 1-Sec, Edelweiss
inter alia: IFL

e Institutional marketing strategy;

e Finalizing the list and division of international investors for
one-to-one meetings

e Finalizing international road show and investor meeting

schedules
7. Domestic institutional marketing of the Offer, which will cover, Axis, Edelweiss, I-Sec, IIFL
inter alia: IIFL

e Institutional marketing strategy;

e  Finalizing the list and division of domestic investors for one-
to-one meetings

e  Finalizing domestic road show and investor meeting schedules

8. Conduct non-institutional marketing of the Offer, which will cover, Axis, Edelweiss, I-Sec, AXis

inter-alia: IFL

e Finalising media, marketing and public relations strategy;

e Formulating strategies for marketing to Non-Institutional
Investors

9. Conduct retail marketing of the Offer, which will cover, inter-alia: AXxis, Edelweiss, I-Sec, I-Sec

IIFL
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Sr. No Activity Responsibility Co-ordinator

e Finalising media, marketing, public relations strategy and
publicity budget including list of frequently asked questions at
retail road shows

e  Finalising collection centres

e  Finalising centres for holding conferences for brokers etc.

e Follow-up on distribution of publicity and Offer material
including form, Red Herring Prospectus/Prospectus and
deciding on the quantum of the Offer material

10. Coordination with Stock-Exchanges for anchor intimation, book Axis, Edelweiss, 1-Sec, I-Sec
building software, bidding terminals and mock trading, payment of IFL
1% security deposit to the designated stock exchange.

11. Managing the book and finalization of pricing in consultation with Axis, Edelweiss, I-Sec, Edelweiss
the Bank. IIFL

12. Post-Offer activities, which shall involve essential follow-up steps Axis, Edelweiss, I-Sec, Edelweiss
including allocation to Anchor Investors, follow-up with Bankers IFL

to the Offer and SCSBs to get quick estimates of collection and
advising the Bank about the closure of the Offer, based on correct
figures, finalisation of the basis of allotment or weeding out of
multiple applications, listing of instruments, dispatch of certificates
or demat credit and refunds, payment of the applicable STT and
coordination with various agencies connected with the post-Offer
activity such as registrar to the Offer, Bankers to the Offer, Sponsor
Bank, SCSBs including responsibility for underwriting
arrangements, as applicable.

Co-ordination with SEBI and Stock Exchanges for refund of 1%
security deposit and submission of all post Offer reports including
the initial and final post Offer report to SEBI

Book Building Process

Book Building Process, in the context of the Offer, refers to the process of collection of Bids from investors on the basis of the
Red Herring Prospectus, the Bid cum Application Forms and the Revision Forms within the Price Band. The Price Band and
minimum Bid Lot size will be decided by our Bank and the Promoter Selling Shareholder, in consultation with the BRLMs,
and advertised in [e] editions of [®], an English national daily newspaper and [e] editions of [e], a Hindi national daily
newspaper and [@] editions of [e], a Malayalam daily newspaper (Malayalam being the regional language of Kerala, where our
Registered and Corporate Office is located) at least two Working Days prior to the Bid/ Offer Opening Date and shall be made
available to the Stock Exchanges for the purpose of uploading on their respective websites. The Offer Price shall be determined
by our Bank and the Selling Shareholders, in consultation with the BRLMs after the Bid/ Offer Closing Date.

All Bidders, except Anchor Investors, are mandatorily required to use the ASBA process for participating in the Offer
by providing details of their respective ASBA Account in which the corresponding Bid Amount will be blocked by
SCSBs. In addition to this, the RIBs may participate through the ASBA process by either (a) providing the details of
their respective ASBA Account in which the corresponding Bid Amount will be blocked by the SCSBs; or (b) through
the UP1 Mechanism. Anchor Investors are not permitted to participate in the Offer through the ASBA process.

In accordance with the SEBI ICDR Regulations, QIBs and Non-Institutional Bidders are not allowed to withdraw or
lower the size of their Bids (in terms of the quantity of the Equity Shares or the Bid Amount) at any stage. Retail
Individual Bidders (subject to the Bid Amount being up to ¥200,000) can revise their Bids during the Bid/Offer Period
and withdraw their Bids on or before the Bid/Offer Closing Date. Further, Anchor Investors cannot withdraw their
Bids after the Anchor Investor Bid/Offer Period. Allocation to the Anchor Investors will be on a discretionary basis.

For further details on the method and procedure for Bidding, see “Offer Structure” and “Offer Procedure” on pages 306 and
309, respectively.

lllustration of Book Building and Price Discovery Process
For an illustration of the Book Building Process and the price discovery process, see “Offer Procedure” on page 309.
Underwriting Agreement

After the determination of the Offer Price and allocation of Equity Shares, but prior to the filing of the Prospectus with the RoC,
our Bank and each of the Selling Shareholders intend to enter into an Underwriting Agreement with the Underwriters for the
Equity Shares proposed to be issued and offered in the Offer. The Underwriting Agreement is dated [®]. Pursuant to the terms
of the Underwriting Agreement, the obligations of each of the Underwriters will be several and will be subject to certain
conditions specified therein.

The Underwriters have indicated their intention to underwrite the following number of Equity Shares:
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(This portion has been intentionally left blank and will be filled in before filing of the Prospectus with the RoC.)

Name, Address, Telephone Number and | Indicative Number of Equity Shares to be Amount Underwritten
Email Address of the Underwriters Underwritten (R in million)

[e] [e] [e]

The abovementioned underwriting commitments are indicative and will be finalised after pricing of the Offer, the Basis of
Allotment and actual allocation in accordance with provisions of the SEBI ICDR Regulations.

In the opinion of our Board, the resources of the abovementioned Underwriters are sufficient to enable them to discharge their
respective underwriting obligations in full. The abovementioned Underwriters are registered with the SEBI under Section 12(1)
of the SEBI Act or registered as brokers with the Stock Exchanges. Our Board/ IPO Steering Committee, at its meeting held on
[e], has accepted and entered into the Underwriting Agreement mentioned above on behalf of our Bank.

Allocation among the Underwriters may not necessarily be in proportion to their underwriting commitment set forth in the table
above.

Notwithstanding the above table, the Underwriters shall be severally responsible for ensuring payment with respect to the Equity
Shares allocated to investors respectively procured by them in accordance with the Underwriting Agreement. In the event of
any default in payment, the respective Underwriter, in addition to other obligations defined in the Underwriting Agreement,
will also be required to procure subscribers for or subscribe to the Equity Shares to the extent of the defaulted amount in
accordance with the Underwriting Agreement. The Underwriting Agreement has not been executed as on the date of this Draft
Red Herring Prospectus and will be executed after determination of the Offer Price and allocation of Equity Shares, but prior
to the filing of the Prospectus with the RoC. The extent of underwriting obligations and the Bids to be underwritten in the Offer
shall be as per the Underwriting Agreement.
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CAPITAL STRUCTURE

The Equity Share capital of our Bank, as on the date of this Draft Red Herring Prospectus, is set forth below:

(in %, except share data)

Sr. No. Particulars Aggregate value at face Aggregate value at Offer
value (%) Price*
A. AUTHORIZED SHARE CAPITAL®
600,000,000 Equity Shares 6,000,000,000 -
Total 6,000,000,000 -

B. ISSUED, SUBSCRIBED AND PAID-UP SHARE CAPITAL
BEFORE THE OFFER

427,795,490 Equity Shares” 4,277,954,900 -

C. PRESENT OFFER

Offer of up to [e] Equity Shares aggregating up to 9,762.40 [e] [e]
million@®#

of which

Fresh Issue of up to [e] Equity Shares aggregating up to ¥8,000.00 [e] [e]
million®

Offer for Sale of up to [®] Equity Shares aggregating up to X1,762.40 [e] [e]
million®

D. ISSUED, SUBSCRIBED AND PAID-UP CAPITAL AFTER
THE OFFER

[e] Equity Shares of face value of 210 each (assuming full [e] [e]
subscription in the Offer)

E. |SECURITIES PREMIUM ACCOUNT

Before the Offer 3,478,537,971.95

After the Offer [e]

@
@
®

To be updated upon finalisation of the Offer Price

Our Bank in consultation with the BRLMSs, is considering, subject to the approval of our Shareholders, a Pre-IPO Placement of Equity Shares for an
aggregate amount up to 23,000 million. The Pre-IPO Placement, if undertaken, will be at a price to be decided by our Bank, in consultation with the
BRLM and the Pre-IPO Placement will be completed prior to filing of the Red Herring Prospectus with the RoC. If the Pre-1PO Placement is undertaken,
the number of Equity Shares issued pursuant to the Pre-IPO Placement will be reduced from the Fresh Issue, subject to the minimum Offer Size
constituting at least 10% of the post-Offer paid-up Equity Share capital of our Bank

For details in relation to the changes in the authorised share capital of our Bank, see “History and Certain Corporate Matters — Amendments to the
Memorandum of Association” on page 140

The Fresh Issue has been authorized by our Board of Directors pursuant to a resolution passed on December 11, 2019 and by our Shareholders pursuant
to a special resolution passed on January 3, 2020

Each Selling Shareholder severally and not jointly confirms that the Offered Shares have been held by such Selling Shareholder for a period of at least
one year prior to filing of this Draft Red Herring Prospectus in accordance with Regulation 8 of the SEBI ICDR Regulations and accordingly, are eligible
for the Offer in accordance with the provisions of the SEBI ICDR Regulations. For details on the authorization of each of the Selling Shareholders in
relation fo the Offered Shares, see “The Offer” on page 49

Notes to the Capital Structure

1.

Share Capital History of our Bank
€)] Equity Share capital

The history of the Equity Share capital of our Bank is set forth in the table below:

Date of Number of | Face | Offer |Natureof| Nature of Cumulative Cumulative paid-
allotment Equity value |price per|considera| allotment number of Equity | up Equity Share
Shares per | Equity tion Shares capital
allotted Equity [Share (%)
Share
®
May 5, 2016 100,000/ 10 10 Cash |Initial 100,000 1,000,000
subscription  to
the

Memorandum of
Association(®

May 20,/ 109,900,000| 10 10 Cash  |Preferential 110,000,000 1,100,000,000
2016 allotment®
March 9, 78,817,733| 10 10.15 Cash |Preferential 188,817,733 1,888,177,330
2017 allotment®
March 10, 58,823,529| 10 10.20 Cash  |Preferential 247,641,262 2,476,412,620
2017 allotment®
March 29, 49,019,607| 10 10.20 Cash  |Preferential 296,660,869 2,966,608,690
2017 allotment®
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Date of Number of | Face | Offer |Nature of Nature of Cumulative Cumulative paid-
allotment Equity value |price per|considera allotment number of Equity | up Equity Share
Shares per | Equity tion Shares capital
allotted Equity [Share (%)
Share
®
March 30, 4,901,960 10 10.20 |Other than|Preferential 301,562,829 3,015,628,290
2017 cash |allotment
pursuant to the
Business
Transfer
Agreement®
January 31, 10,382,352| 10 10.20 Cash  |Preferential 311,945,181 3,119,451,810
2018 allotment()
July 31, 63,638,630| 10 40.07 Cash  |Preferential 375,583,811 3,755,838,110
2018 allotment®)
September 52,211,679| 10 40.07 Cash  |Preferential 427,795,490 4,277,954,900
28, 2018 allotment®
Total 427,795,490 427,795,490 4,277,954,900
(1) Allotment of 94,995 Equity Shares to our Corporate Promoter, and one Equity Share each to Mereena Paul, Alok Thomas Paul,
Emy Acha Paul, George Kalaparambil John and Beena George, who hold such Equity Shares as nominees on behalf of our
Corporate Promoter, who is the beneficial owner of such Equity Shares, and 5,000 Equity Shares to Kadambelil Paul Thomas
(2) Allotment of 108,805,000 Equity Shares to our Corporate Promoter and 1,095,000 Equity Shares to Kadambelil Paul Thomas
(3) Allotment of 59,113,300 Equity Shares to our Corporate Promoter and 19,704,433 Equity Shares to Kadambelil Paul Thomas
(4) Allotment of 58,823,529 Equity Shares to our Corporate Promoter
(5) Allotment of 49,019,607 Equity Shares to our Corporate Promoter
(6) Allotment of 4,901,960 Equity Shares to our Corporate Promoter pursuant to the Business Transfer Agreement. For further details,
see “History and Certain Corporate Matters” on page 139
(7) Allotment of 10,382,352 Equity Shares to Kadambelil Paul Thomas
(8) Allotment of 18,717,244 Equity Shares to PNB Metlife India Insurance Company Limited, 18,717,244 Equity Shares to Muthoot

©)

(b)

Finance Limited, 17,469,428 Equity Shares to Bajaj Allianz Life Insurance Company Limited, and 8,734,714 Equity Shares to Pl
Ventures LLP

Allotment of 2,629,749 Equity Shares to PNB Metlife India Insurance Company Limited, 21,346,993 Equity Shares to ESMACO,
21,346,993 Equity Shares to Yusuffali Musaliam Veettil Abdul Kader, 6,239,081 Equity Shares to ICICI Lombard General
Insurance Company Limited, 149,738 Equity Shares to Lahanti, 124,781 Equity Shares to Abraham K John, 249,563 Equity Shares
to John Chakola and 124,781 Equity Shares to Assan Khan Akbar

Preference Share capital

Our Bank has not issued any preference shares since its incorporation.

Issue of Equity Shares at a price lower than the Offer Price in the last year

Our Bank has not issued any Equity Shares during a period of one year preceding the date of this Draft Red Herring

Prospectus.

Issue of Equity Shares for consideration other than cash or out of revaluation of reserves

@)
(b)

Our Bank has not issued any Equity Shares out of revaluation of reserves since its incorporation.

Except as stated below, our Bank has not issued any Equity Shares for consideration other than cash or by

way of bonus issue as on the date of this Draft Red Herring Prospectus:

Date of No. of Equity Face | Offer Reason for Benefits accrued to Allottee
allotment Shares allotted Value | price allotment our Bank
per ®)
Equity
Share
R
March 30, 2017 4,901,960 10 10.20 | Preferential The business | Corporate
allotment undertaking comprising | Promoter
pursuant to the|the lending and

Business Transfer
Agreement

financing business of
our Corporate Promoter
was transferred to our
Bank pursuant to the

Business Transfer
Agreement. For further
details, see “History

and Certain Corporate
Matters” on page 139
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Issue of Equity Shares pursuant to schemes of arrangement

Our Bank has not allotted any Equity Shares pursuant to a scheme of amalgamation approved under Sections 230 to
234 of the Companies Act, 2013.

History of the Equity Share capital held by our Promoters

As on the date of this Draft Red Herring Prospectus, our Promoters namely ESAF Financial Holdings Private Limited
and Kadambelil Paul Thomas collectively hold 311,945,181 Equity Shares equivalent to 72.92% of the issued,
subscribed and paid-up Equity Share capital of our Bank. Our Corporate Promoter holds 280,758,396 Equity Shares
(which includes five Equity Shares held by individuals beneficially on behalf of our Corporate Promoter) equivalent
to 65.63% of the issued, subscribed and paid-up Equity Share capital of our Bank. Our Individual Promoter,
Kadambelil Paul Thomas holds 31,186,785 Equity Shares equivalent to 7.29% of the issued, subscribed and paid-up
Equity Share capital of our Bank.

@ Build-up of the shareholding of our Promoters in our Bank

The details regarding the Equity Shareholding of our Promoters since incorporation of our Bank is set forth
in the table below:

Date of Nature of No. of Nature of Face Offer | Percentage | Percentage
allotment transaction Equity consideration | Value |Price per | of the pre- | of the post-
and date Shares per Equity Offer Offer capital
on which Equity | Share () | capital (%0) (%)
Equity Share
Shares ®
were made
fully paid-
up
Kadambelil Paul Thomas
May 5, | Initial subscription 5,000 Cash 10 10 0.00 [e]
2016 to the
Memorandum  of
Association
May 20, | Preferential 1,095,000 Cash 10 10 0.25 [e]
2016 allotment
March 9, | Preferential 19,704,433 Cash 10 10.15 4.61 [e]
2017 allotment
January 31, | Preferential 10,382,352 Cash 10 10.20 2.43 [e]
2018 allotment
Total (A) 31,186,785 7.29 [o]
ESAF Financial Holdings Private Limited
May 5, | Initial subscription 95,000* Cash 10 10 0.02 [e]
2016 to the
Memorandum  of
Association
May 20, | Preferential 108,805,000 Cash 10 10 25.43 [e]
2016 allotment
March 9, | Preferential 59,113,300 Cash 10 10.15 13.82 [e]
2017 allotment
March 10, | Preferential 58,823,529 Cash 10 10.20 13.75 [e]
2017 allotment
March 29, | Preferential 49,019,607 Cash 10 10.20 11.46 [e]
2017 allotment
March 30, | Preferential 4,901,960 | Other than cash 10 10.20** 1.15 [e]
2017 allotment pursuant
to the Business
Transfer Agreement
Total (B) 280,758,396 65.63 [o]
Total (A+B) 311,945,181 72.92 [o]

One Equity Share each held by Mereena Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George,
as nominees on behalf of our Corporate Promoter, who is the beneficial owner of such Equity Shares

**  The Equity Shares were allotted to our Corporate Promoter towards the discharge of purchase consideration for the business
undertaking transferred to our Bank, pursuant to the Business Transfer Agreement. For further details, see “History and Certain
Corporate Matters” on page 139

All the Equity Shares held by our Promoters were fully paid-up on the respective dates of allotment of such
Equity Shares.

As of the date of this Draft Red Herring Prospectus, none of the Equity Shares held by our Promoters are
pledged.
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Our Promoters do not hold any preference shares as of the date of this Draft Red Herring Prospectus.

(b) Details of Promoter’s contribution and lock-in

(i)

(i)

(iii)

(iv)

(iv)

Pursuant to Regulations 14 and 16 of the SEBI ICDR Regulations, an aggregate of 20% of the fully
diluted post-Offer Equity Share capital of our Bank held by our Promoters (assuming full conversion
of vested options, if any, under the ESAF ESOP Plan 2019), shall be locked in for a period of three
years as minimum Promoters’ contribution from the date of Allotment and the shareholding of the
Promoters in excess of 20% of the fully diluted post-Offer Equity Share capital shall be locked in
for a period of one year from the date of Allotment.

Details of the Equity Shares to be locked-in for three years from the date of Allotment as minimum
Promoters’ contribution are set forth in the table below:

Name of
Promoter

Number of
Equity
Shares

locked-in

Date of
allotment
of Equity

Shares and
when made

Nature of
allotment

Face Value

per Equity
Share ()

Offer/
Acquisitio
n price per

Equity
Share (%)

Percentage
of the pre-
Offer paid-
up capital
(%)

Percentage
of the post-
Offer paid-
up capital
(%)

fully paid-

up*
Kadambelil [e] [e] [e] [e] [e] [e] [e]
Paul
Thomas
Corporate [e] (o] [e] [e] [e] [e] [o]
Promoter
Total [e] [e] [e] [e] [e] [e]
* All Equity Shares allotted to our Promoter were fully paid-up at the time of allotment

Our Bank undertakes that the Equity Shares that are being locked-in are not ineligible for
computation of Promoters’ contribution in terms of Regulation 15 of the SEBI ICDR Regulations.

Our Promoters have given consent to include such number of Equity Shares held by it as may
constitute 20% of the fully diluted post-Offer Equity Share capital of our Bank as Promoter’s
Contribution (assuming exercise of all vested employee stock options, if any, under the ESAF ESOP
Plan 2019).

In this connection, our Bank confirms the following:

@ The Equity Shares offered for Promoters’ contribution do not include (i) Equity Shares
acquired in the three immediately preceding years for consideration other than cash and
revaluation of assets or capitalisation of intangible assets was involved in such transaction,
or (ii) Equity Shares resulting from bonus issue by utilization of revaluation reserves or
unrealised profits of our Bank or bonus shares issued against Equity Shares, which are
otherwise ineligible for computation of minimum Promoters’ contribution.

(b) The minimum Promoters’ contribution does not include any Equity Shares acquired during
the immediately preceding one year at a price lower than the price at which the Equity
Shares are being offered to the public in the Offer.

(© Our Bank has not been formed by the conversion of one or more partnership firms or a
limited liability partnership firm.

(d) The Equity Shares forming part of the Promoters’ contribution are not subject to any
pledge.

(e) All the Equity Shares held by our Promoter are in dematerialised form.

(d) Other lock-in requirements:

(i)

In addition to the 20% of the fully diluted post-Offer shareholding of our Bank held by the Promoters
locked in for three years as specified above, the entire pre-Offer Equity Share capital of our Bank,
will be locked-in for a period of one year from the date of Allotment, except for (i) the Equity Shares
offered pursuant to the Offer for Sale; and (ii) any Equity Shares held by the eligible employees
(whether currently employees or not) of our Bank which have been or will be allotted to them under
the ESAF ESOP Plan 2019, prior to the Offer, except as required under applicable law. Any
unsubscribed portion of the Equity Shares offered pursuant to the Offer for Sale will be locked-in as
required under the SEBI ICDR Regulations. For details, see “Offer Procedure” on page 309.
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(i)

(iii)

(iii)

(iv)

Our Promoters have agreed not to sell, transfer, charge, pledge or otherwise encumber in any
manner, the Promoters’ contribution from the date of filing the Draft Red Herring Prospectus, until
the expiry of the lock-in specified above, or for such other time as required under SEBI ICDR
Regulations, except as may be permitted, in accordance with the SEBI ICDR Regulations.

Further, pursuant to the SFB Licensing Guidelines, our Promoters’ minimum initial contribution to
the paid-up Equity Share capital of our Bank is required to be at least 40% which is required to be
held for a period of five years from the date of commencement of business. Our Promoters’
contribution is required to be diluted thereafter, in accordance with the SFB Licensing Guidelines
as described in “Key Regulations and Policies” on page 129.

Any Equity Shares Allotted to Anchor Investors under the Anchor Investor Portion shall be locked-
in for a period of 30 days from the date of Allotment.

As required under Regulation 20 of the SEBI ICDR Regulations, our Bank shall ensure that details
of the Equity Shares locked-in are recorded by the relevant Depository.
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6. Shareholding Pattern of our Bank
The table below presents the equity shareholding pattern of our Bank as on the date of this Draft Red Herring Prospectus.
Category| Category of | Number of | Number of fully | Number of | Number of Total Sharehol | Number of Voting Rights held in each | Number | Shareholding , Number of Number of Number of
m shareholder |shareholde | paid-up Equity Partly shares number of |dingasa class of securities of shares asa % Locked in shares | Shares pledged | Equity Shares
(1) rs (1) Shares held paid-up |underlying | shares held % of (IX) Underlyi | assuming full (X1 or otherwise held in
(1Vv) Equity | Depository (V1) total ng conversion of encumbered |dematerialized
Shares Receipts | =(IV)+(V)+ | number Outstand| convertible (XI1T) form
held ()] ()] of shares ing securities (as X1V)
V) (calculat |  Number of Voting Rights | Total as |convertib| a percentage |Number| Asa % |Number|As a %
ed as per | Class: Equity Total a % of le of diluted (a) | of total (a) |of total
SCRR, Shares (A+B+ [securities| share capital) Shares Shares
1957) C) (includin Xn= held (b) held
(V1) As g (VIN+(X) As a (b)
a % of Warrant % of
(A+B+C s) (A+B+C2)
2) X)
(A) |Promoter 9* 333,441,912** - - 333,441,912 77.94 333,441,912 [333,441,912 | 77.94% - - - - 333,441,912
and
Promoter
Group
(B) |Public 9 94,353,578 - - 94,353,578 | 22.06 94,353,578 | 94,353,578 22.06 - - - - 94,353,578
(C) |Non - - - - - - - - - - - - - -
Promoter-
Non Public
(C1) |[Shares - - - - - - - - - - - - - -
underlying
depository
receipts
(C2) |[Shares held - - - - - - - - - - - - - -
by employee
trusts
Total 18 427,795,490 - - 427,795,490 100 427,795,490 (427,795,490 100 - - - - 427,795,490
(A+B+C)

* Includes Mereena Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George, who hold shares as nominees of the Corporate Promoter who is the beneficial owner of such shares. Mereena Paul, Alok Thomas
Paul, Emy Acha Paul and Beena George are also members of the Promoter Group of our Bank

** 280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our
Corporate Promoter, who is the beneficial owner of such Equity Shares. Mereena Paul, Alok Thomas Paul, Emy Acha Paul and Beena George are also members of the Promoter Group of our Bank

# As per the Banking Regulations Act read with gazette notification dated DBR.PSBD.N0.1084/16.13.100/2016-17 dated July 21, 2016, no shareholder in a banking company can exercise voting rights on poll in excess of 26% of total voting
rights of all the shareholders of the bank
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Details of Equity Shareholding of the major Shareholders of our Bank

(i)

(i)

(iii)

The major Equity Shareholders holding 1% or more of the paid-up Equity Share capital of the Bank and the
number of Equity Shares held by them as on the date of this Draft Red Herring Prospectus are set forth in
the table below:

Sr. Name of the Shareholder | Number of Equity Shares on Percentage of the pre- Offer Equity
No. a fully diluted basis Share capital (%) on a fully diluted basis
1. | Corporate Promoter 280,758,396* 65.63
2. | Kadambelil Paul Thomas 31,186,785 7.29
3. |ESMACO 21,346,993 4.99
4. |PNB Metlife India Insurance 21,346,993 4.99
Company Limited
5. | Yusuffali Musaliam Veettil 21,346,993 4.99
Abdul Kader
6. | Muthoot Finance Limited 18,717,244 4.38
7. |Bajaj Allianz Life Insurance 17,469,428 4.08
Company Limited
8. | Pl Ventures LLP 8,734,714 2.04
9. [ICICI  Lombard  General 6,239,081 1.46
Insurance Company Limited
Total 427,146,627 99.85

*280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas
Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our Corporate Promoter, who is the
beneficial owner of such Equity Shares

The major Equity Shareholders who held 1% or more of the paid-up Equity Share capital of the Bank and
the number of Equity Shares held by them 10 days prior to the date of this Draft Red Herring Prospectus
are set forth in the table below:

Sr. Name of the Shareholder | Number of Equity Shares on Percentage of the pre- Offer Equity
No. a fully diluted basis Share capital (%) on a fully diluted basis
1. | Corporate Promoter 280,758,396* 65.63
2. | Kadambelil Paul Thomas 31,186,785 7.29
3. |ESMACO 21,346,993 4.99
4. |PNB Metlife India Insurance 21,346,993 4.99
Company Limited
5. |Yusuffali Musaliam Veettil 21,346,993 4.99
Abdul Kader
6. | Muthoot Finance Limited 18,717,244 4.38
7. |Bajaj Allianz Life Insurance 17,469,428 4.08
Company Limited
8. |PI Ventures LLP 8,734,714 2.04
9. [ICICI Lombard  General 6,239,081 1.46
Insurance Company Limited
Total 427,146,627 99.85

*280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas
Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our Corporate Promoter, who is the
beneficial owner of such Equity Shares

The major Equity Shareholders who held 1% or more of the paid-up Equity Share capital of our Bank and
the number of Equity Shares held by them one year prior to the date of this Draft Red Herring Prospectus
are set forth in the table below:

Sr. Name of the Shareholder | Number of Equity Shares on Percentage of the pre- Offer Equity
No. a fully diluted basis Share capital (%) on a fully diluted basis
1. | Corporate Promoter 280,758,396* 65.63
2. | Kadambelil Paul Thomas 31,186,785 7.29
3. |ESMACO 21,346,993 4.99
4. |PNB Metlife India Insurance 21,346,993 4.99
Company Limited
5. | Yusuffali Musaliam Veettil 21,346,993 4.99
Abdul Kader
6. | Muthoot Finance Limited 18,717,244 4.38
7. |Bajaj Allianz Life Insurance 17,469,428 4.08
Company Limited
8. |Pl Ventures LLP 8,734,714 2.04
9. |ICICI  Lombard  General 6,239,081 1.46
Insurance Company Limited
Total 427,146,627 99.85
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10.

11.

12.

(iv)

*280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas
Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our Corporate Promoter, who is the
beneficial owner of such Equity Shares

The major Equity Shareholders who held 1% or more of the paid-up Equity Share capital of the Bank and
the number of shares held by them two years prior to the date of this Draft Red Herring Prospectus are set
forth in the table below:

Sr. Name of the Shareholder | Number of Equity Shares on
No. a fully diluted basis

Percentage of the pre- Offer Equity
Share capital (%) on a fully diluted basis

1. | Corporate Promoter 280,758,396* 93.10
2. | Kadambelil Paul Thomas 20,804,433 6.90
Total 301,562,829 100.00

*280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas
Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our Corporate Promoter, who is the
beneficial owner of such Equity Shares

Details of Equity Shares held by our Promoters, members of our Promoter Group, Directors, Key Managerial
Personnel and directors of our Corporate Promoter

(i) Our Promoters, members of our Promoter Group, Directors, Key Managerial Personnel and directors of our
Corporate Promoter do not hold any employee stock options in our Bank.
(i) Set out below are details of the Equity Shares held by our Directors and Key Managerial Personnel in our
Bank:
Sr. Name No. of Equity Shares | Percentage of the pre- Percentage of the
No. Offer Equity Share post-Offer of Equity
Capital (%) Share Capital (%0)
Directors
1. Kadambelil Paul 31,186,785 7.29 [e]
Thomas*
2. Assan Khan Akbar 124,781 0.03 [e]
Total 31,311,566 7.32 [e]
*Kadambelil Paul Thomas is also a Key Managerial Personnel of our Bank
(iii) Set out below are the details of the Equity Shares held by our Promoters, directors of our Corporate Promoter

and the members of our Promoter Group in our Bank:

Name No. of Equity Shares Percentage of the pre-Offer
Equity Share Capital (%)

Promoters

Corporate Promoter 280,758,396" 65.63

Kadambelil Paul Thomas 31,186,785 7.29

Total (A) 311,945,181 72.92

Promoter Group

ESMACO 21,346,993 4.99

Lahanti 149,738 0.04

Total (B) 21,496,731 5.03

Total (A+B) 333,441,912 77.94

* 280,758,391 Equity Shares are held by our Corporate Promoter and one Equity Share each is held by Mereena Paul, Alok Thomas
Paul, Emy Acha Paul, George Kalaparambil John and Beena George, as nominees on behalf of our Corporate Promoter, who is the
beneficial owner of such Equity Shares. Mereena Paul, Alok Thomas Paul, Emy Acha Paul and Beena George are also members of
the Promoter Group of our Bank. Further, Mereena Paul is also a director of our Corporate Promoter

Except for ICICI Lombard General Insurance Company Limited, an associate of one of the BRLMs, namely ICICI,
which holds 6,239,081 Equity Shares aggregating 1.46% of our pre-Offer Equity Share capital, none of the BRLMs
or their respective associates, as defined in the SEBI Merchant Bankers Regulations hold any Equity Shares in our
Bank as on the date of this Draft Red Herring Prospectus. The BRLMSs and their associates may engage in transactions
with and perform services for our Bank in the ordinary course of business or may in the future engage in commercial
banking and investment banking transactions with our Bank, for which they may in the future receive customary

compensation.

There are no partly paid-up Equity Shares as on the date of this Draft Red Herring Prospectus and all Equity Shares

were fully paid-up as on the date of allotment.

Our Bank has not made any public or rights issue of any kind or class of securities since its incorporation.

Our Bank has not made any bonus issue of any kind or class of securities since its incorporation.
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13.

ESAF ESOP Plan 2019

Our Bank, pursuant to the resolutions passed by the Board on December 23, 2019 and Shareholders on January 3,
2020, adopted the ESAF ESOP Plan 2019. The Bank may grant an aggregate number of up to 22,515,552 employee
stock options under the ESAF ESOP Plan 2019. Upon exercise and payment of the exercise price, the option holder
will be entitled to be allotted one Equity Share per employee stock option. Accordingly, the number of Equity Shares
that may be issued under the ESAF ESOP Plan 2019 shall not exceed 22,515,552 Equity Shares of face value 10
each. The objectives of the ESAF ESOP Plan 2019 are, among others, to attract and retain employees with employee
stock options as a compensation tool. Through the ESAF ESOP Plan 2019, our Bank intends to offer an opportunity
of sharing the value created with those employees who have contributed or are expected to contribute to the growth

and development of our Bank.

The ESAF ESOP Plan 2019 has been framed in compliance with the SEBI SBEB Regulations. As on the date of the
Draft Red Herring Prospectus, no options have been granted by our Bank under the ESAF ESOP Plan 2019. The

details of the ESAF ESOP Plan 2019 are as follows:

Particulars

Details

Options granted

Nil

Exercise price on options (in %)

As approved by the Board based on the recommendation of
the Nomination, Remuneration and Compensation
Committee

Vesting period

Options shall have a minimum vesting period of one year and
and a maximum period of four years from the date of grant of
the options. The details of the vesting schedule and vesting
conditions shall be set out in the grant letter provided to the
option grantee at the time of grant of the options

Options vested and not exercised

Nil

Options exercised

Nil

The total number of Equity Shares arising as a result of exercise
of options

Not applicable

Options forfeited/lapsed Not applicable
Variation of terms of options Nil
Money realized by exercise of options Nil

Total number of options in force as of the date of this Draft Red
Herring Prospectus

Nil

Employee-wise detail of options granted to:

i. Key managerial personnel

Nil

ii. Any other employee who received a grant in any one year of
options amounting to 5% or more of the options granted
during the year

Nil

iii. Identified employees who were granted options during any
one year equal to or exceeding 1% of the issued capital
(excluding outstanding warrants and conversions) of the
Bank at the time of grant

Not applicable

Fully diluted Earnings per Equity Share — (face value %10 per
Equity Share) pursuant to issue of Equity Shares on exercise of
options calculated in accordance with applicable accounting
standard for ‘Earnings per Share’

Not applicable

Lock-in

Not applicable

Difference, if any, between employee compensation cost
calculated using the intrinsic value of stock options and the
employee compensation cost calculated on the basis of fair value
of stock options and its impact on profits and on the Earnings per
Equity Share — (face value %10 per Equity Share)

Not applicable

Description of the pricing formula method and significant
assumptions used during the year to estimate the fair values of
options, including weighted-average information, namely, risk-
free interest rate, expected life, expected volatility, expected
dividends and the price of the underlying share in market at the

Not applicable
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14,

15.

16.

17.

18.

19.

20.

21.

Particulars Details

time of grant of the option

Impact on profit and Earnings per Equity Share — (face value 210 | Not applicable
per Equity Share) of the last three years if the accounting policies
prescribed in the SEBI SBEB Regulations had been followed in
respect of options granted in the last three years

Intention of the Key managerial personnel and whole time | Not applicable
directors who are holders of Equity Shares allotted on exercise of
options granted to sell their equity shares within three months
after the date of listing of Equity Shares pursuant to the Issue

Intention to sell Equity Shares arising out of an employee stock | Not applicable
option scheme within three months after the listing of Equity
Shares, by Directors, senior management personnel and
employees having Equity Shares arising out of an employee
stock option scheme , amounting to more than 1% of the issued
capital (excluding outstanding warrants and conversions)

None of the members of our Promoter Group, our Individual Promoter, directors of our Corporate Promoter, our
Directors, or their relatives have purchased or sold any securities of our Bank during the period of six months
immediately preceding the date of filing of this Draft Red Herring Prospectus.

As of the date of the filing of this Draft Red Herring Prospectus, our Bank has 18 Shareholders.

Our Bank, our Directors and the BRLMSs have not made any or entered into any buy-back arrangements for purchase
of Equity Shares.

All Equity Shares issued pursuant to the Offer will be fully paid-up at the time of Allotment.

Except the Equity Shares allotted pursuant to the Offer, the conversion of vested employee stock options, if any
granted under the ESAF ESOP Plan 2019 and the Pre-1PO Placement, there will be no further issue of Equity Shares
whether by way of issue of bonus shares, rights issue, preferential issue or any other manner during the period
commencing from the date of filing of this Draft Red Herring Prospectus until the listing of the Equity Shares on the
Stock Exchanges pursuant to the Offer.

Our Bank shall ensure that all transactions in Equity Shares by our Promoter and members of our Promoter Group
between the date of filing of this Draft Red Herring Prospectus and the date of closing of the Offer shall be reported
to the Stock Exchanges within 24 hours of such transaction.

There have been no financing arrangements whereby our Promoters, members of the Promoter Group, the directors
of our Corporate Promoter, our Directors, and their relatives have financed the purchase by any other person of
securities of our Bank other than in the normal course of the business of the financing entity, during a period of six
months preceding the date of filing of this Draft Red Herring Prospectus.

Our Bank presently does not intend or propose and is not under negotiations or considerations to alter its capital
structure for a period of six months from the Bid/ Offer Opening Date, by way of split or consolidation of the
denomination of Equity Shares or further issue of Equity Shares (including issue of securities convertible into or
exchangeable, directly or indirectly for Equity Shares) whether on a preferential basis or by way of issue of bonus
shares or on a rights basis or by way of further public issue of Equity Shares or qualified institutions placements or
otherwise. Provided, however, that the foregoing restrictions do not apply to: (a) the issuance of any Equity Shares
under the Offer; (b) any issuance of any Equity Shares pursuant to the Pre-IPO Placement; and (c) any issuance
pursuant to the exercise of vested employee stock options, if any under the ESAF ESOP Plan 2019. Provided further
that if our Bank enters into acquisitions or joint ventures or if the business needs otherwise arise, we may, subject to
necessary approvals, consider raising additional capital to fund such activity or use Equity Shares for participation
in such acquisitions or joint ventures or other arrangements.

There are no outstanding convertible securities or any other right granted by the Bank which would entitle any person
any option to receive Equity Shares, as on the date of this Draft Red Herring Prospectus. Further, no grants have
been made by our Bank as of the date of this Draft Red Herring Prospectus under the ESAF ESOP Plan 2019.
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OBJECTS OF THE OFFER
The Offer comprises of the Fresh Issue and the Offer for Sale.
Offer for Sale

Each of the Selling Shareholders will be entitled to their respective portion of the proceeds from the Offer for Sale in
proportion of the Equity Shares offered by the respective Selling Shareholders as part of the Offer for Sale. Our Bank will not
receive any proceeds from the Offer for Sale.

Objects of the Offer

In terms of the SFB Licensing Guidelines, the Bank is required to list its Equity Shares on the Stock Exchanges within a
period of three years from reaching a net worth of 5,000 million. Further, our Bank is required to maintain a minimum capital
adequacy ratio of 15% of our risk weighted assets on a continuous basis, subject to any higher percentage as may be prescribed
by RBI from time to time, and our Tier - | capital is required to be at least 7.5% of the risk weighted asset. For details, see
“Key Regulations and Policies” on page 129. As at September 30, 2019 our Bank’s Tier - | capital base in accordance with
the Restated Financial Statements was %10,317.22 million.

Our Bank proposes to utilize the Net Proceeds from the Fresh Issue towards augmenting our Bank’s Tier — 1 capital base to
meet our Bank’s future capital requirements. Further, the proceeds from the Fresh Issue will also be used towards meeting the
expenses in relation to the Offer.

Our Bank expects to receive the benefits of listing the Equity Shares on the Stock Exchanges.

Net Proceeds

The details of the proceeds from the Fresh Issue are summarized in the following table:

Particulars Estimated amount ( in million)
Gross proceeds of the Fresh Issue® [o]
(Less) Fresh Issue expenses® o]
Net Proceeds o]

@ Includes the proceeds, if any, received pursuant to the Pre-1PO Placement. Upon allotment of Equity Shares issued pursuant to the Pre-IPO Placement,
we may utilise the proceeds from such Pre-1PO Placement towards the Objects of the Offer prior to completion of the Offer
@ To be finalised upon determination of the Offer Price and updated in the Prospectus prior to filing with the RoC

Requirement of Funds and Utilization of Net Proceeds

The Net Proceeds are proposed to be utilised towards augmentation of our Bank’s Tier-I capital base to meet our Bank’s
future capital requirements which are expected to arise out of growth in our Bank’s assets, primarily our Bank’s
loans/advances and investment portfolio and to ensure compliance with regulatory requirements on capital adequacy
prescribed by the RBI from time to time.

Offer Expenses
The total expenses of the Offer are estimated to be approximately X[ ®] million.

The Offer related expenses primarily include fees payable to the BRLMs and legal counsel, fees payable to the Auditors,
brokerage and selling commission, underwriting commission, commission payable to Registered Brokers, RTAs, CDPs,
SCSBs’ fees, Registrar’s fees, printing and stationery expenses, advertising and marketing expenses and all other incidental
and miscellaneous expenses for listing the Equity Shares on the Stock Exchanges. Other than the listing fees which will be
borne by the Bank, each of the Selling Shareholders and the Bank shall, upon successful completion of the Offer, share the
costs and expenses (including all the applicable taxes) directly attributable to the Offer, on a pro-rata basis, in the manner
agreed, based on the proportion of Equity Shares included in the Offer for Sale, among themselves, and the Equity Shares
allotted by the Bank, respectively, as a percentage the total Equity Shares sold in the Offer. Any payments by our Bank in
relation to the Offer expenses on behalf of Selling Shareholders shall be reimbursed by each of the Selling Shareholders to
our Bank, upon successful completion of the Offer, inclusive of taxes. However, in the event that the Offer is withdrawn by
our Bank or not completed for any reason whatsoever, all the Offer related expenses will be solely borne by our Bank.

The estimated Offer related expenses are as under:

Activity Estimated expenses® As a % of the total As a % of the
(X in million) estimated Offer total Offer
expenses™® size®
BRLMs fees and commissions (including underwriting [®] [e] [e]
commission, brokerage and selling commission)
Commission/processing fee for SCSBs and Bankers to the Offer [®] [e] [e]
and fee payable to the Sponsor Bank for Bids made by RIBs
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Activity Estimated expenses® As a % of the total As a % of the

(X in million) estimated Offer total Offer
expenses® size®

using UPI @
Brokerage and selling commission and bidding charges for [e] [e] [e]
Members of the Syndicate, Registered Brokers, RTAs and
CDPs®®
Fees payable to the Registrar to the Offer [e] [e] [o]
Fees payable to the other advisors to the Offer [e] [e] [o]
Others
- Listing fees, SEBI filing fees, upload fees, BSE and NSE [e] [e] [e]

processing fees, book building software fees and other
regulatory expenses

- Printing and stationery [e] [e] [e]
- Advertising and marketing expenses [e] [e] [e]
- Fee payable to legal counsels [e] [e] [e]
- Miscellaneous [e] [e] [e]
Total estimated Offer expenses [o] [e] [o]

@)

@

®

@

Amounts will be finalised on determination of Offer Price

Selling commission payable to the SCSBs on the portion for Retail Individual Bidders and Non-Institutional Bidders which are directly procured by
the SCSBs, would be as follows:

Portion for Retail Individual Bidders* [#]% of the Amount Allotted (plus applicable taxes)

Portion for Non-Institutional Bidders* [#]% of the Amount Allotted (plus applicable taxes)

*Amount Allotted is the product of the number of Equity Shares Allotted and the Offer Price
Selling Commission payable to the SCSBs will be determined on the basis of the bidding terminal 1D as captured in the Bid Book of BSE or NSE.
No processing fees shall be payable by our Bank and Selling Shareholders to the SCSBs on the applications directly procured by them Processing

fees payable to the SCSBs on the portion for Retail Individual Bidders and Non-Institutional Bidders which are procured by the members of the
Syndicate/sub-Syndicate/Registered Broker/RTAs/ CDPs and submitted to SCSB for blocking, would be as follows:

Portion for Retail Individual Bidders* [#]% of the Amount Allotted (plus applicable taxes)
Portion for Non-Institutional Bidders* [#]% of the Amount Allotted (plus applicable taxes)
*Amount Allotted is the product of the number of Equity Shares Allotted and the Offer Price

Selling commission on the portion for Retail Individual Bidders and Non-Institutional Bidders which are procured by members of the Syndicate
(including their sub-Syndicate Members), Registered Brokers, RTAs and CDPs would be as follows:

Portion for Retail Individual Bidders* [#]% of the Amount Allotted (plus applicable taxes)
Portion for Non-Institutional Bidders* [#]% of the Amount Allotted (plus applicable taxes)
*Amount Allotted is the product of the number of Equity Shares Allotted and the Offer Price

Processing fees payable for applications made by Retail Individual Bidders using the UPI Mechanism would be as follows:

[ Sponsor Bank [ [#1% of the Amount Allotted (plus applicable taxes) |

The Selling Commission payable to the Syndicate / sub-Syndicate Members will be determined on the basis of the application form number / series,
provided that the application is also bid by the respective Syndicate / sub-Syndicate Member. For clarification, if a Syndicate ASBA application on
the application form number / series of a Syndicate / sub-Syndicate Member, is bid by an SCSB, the Selling Commission will be payable to the SCSB
and not the Syndicate / Sub-Syndicate Member.

Bidding Charges payable to members of the Syndicate (including their sub-Syndicate Members), RTAs and CDPs on the portion for Non-Institutional
Bidders which are procured by them and submitted to SCSB for blocking and Retail Individual Bidders (using the UPI Mechanism), would
be as follows: Z[e]plus applicable taxes, per valid application bid by the Syndicate (including their sub-Syndicate Members), RTAs and
CDPs.

The selling commission and Bidding Charges payable to Registered Brokers the RTAs and CDPs will be determined on the basis of the bidding
terminal id as captured in the bid book of BSE or NSE.

Means of finance

The fund requirements set out for the aforesaid objects of the Offer are proposed to be met entirely from the Net Proceeds.
Accordingly, our Bank confirms that there is no requirement to make firm arrangements of finance through verifiable means
towards at least 75% of the stated means of finance, excluding the amount to be raised from the Fresh Issue and existing
identifiable accruals as required under the SEBI ICDR Regulations.

Interim use of Net Proceeds

Our Bank, in accordance with the policies established by the Board from time to time, will have the flexibility to deploy the
Net Proceeds. Pending utilization for the purposes described above, our Bank will deposit the Net Proceeds only with one or
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more scheduled commercial banks included in the second schedule of the RBI Act as may be approved by our Board or IPO
Steering Committee.

In accordance with Section 27 of the Companies Act, 2013, our Bank confirms that it shall not use the Net Proceeds for
buying, trading or otherwise dealing in the equity shares of any other listed company or for any investment in equity markets.

Bridge Financing Facilities

Our Bank has not raised any bridge loans from any bank or financial institution as on the date of this Draft Red Herring
Prospectus, which are proposed to be repaid from the Net Proceeds.

Appraising Entity

None of the objects of the Offer for which the Net Proceeds will be utilised have been appraised by any bank/ financial
institution.

Monitoring of Utilization of Funds

In terms of the proviso to Regulation 41(1) of the SEBI ICDR Regulations, our Bank is not required to appoint a monitoring
agency for this Offer. To the extent applicable, our Bank will disclose the utilization of the Net Proceeds under a separate
head in our balance sheet along with the relevant details, for all such amounts that have not been utilised.

Our Bank will indicate investments, if any, of unutilised Net Proceeds in the balance sheet of our Bank for the relevant Fiscals
subsequent to receipt of listing and trading approvals from the Stock Exchanges.

Pursuant to Regulations 18(3) and 32(3) of the Listing Regulations, our Bank shall, on a quarterly basis, disclose to the Audit
Committee the uses and applications of the Net Proceeds.

On an annual basis, our Bank shall prepare a statement of funds utilized for purposes other than those stated in the Red Herring
Prospectus and place it before the Audit Committee and make other disclosures as may be required until such time as the Net
Proceeds remain unutilized. Such disclosure shall be made only until such time that all the Net Proceeds have been utilized
in full. The statement shall be certified by the Statutory Auditor of our Bank.

Further, in accordance with Regulation 32(1) of the Listing Regulations, our Bank shall furnish to the Stock Exchanges on a
quarterly basis, a statement indicating (i) deviations, if any, in the actual utilization of the Net Proceeds of the Fresh Issue
from the objects of the Fresh Issue as stated above; and (ii) details of category wise variations in the actual utilization of the
proceeds of the Fresh Issue from the objects of the Fresh Issue as stated above. This information will also be published in
newspapers simultaneously with the interim or annual financial results and explanation for such variation (if any) will be
included in our Directors’ report, after placing the same before the Audit Committee.

Variation in Objects

In accordance with Sections 13(8) and 27 of the Companies Act and applicable rules, our Bank shall not vary the objects of
the Offer without our Bank being authorised to do so by the Shareholders by way of a special resolution through postal ballot.
In addition, the notice issued to the Shareholders in relation to the passing of such special resolution (“Postal Ballot Notice™)
shall specify the prescribed details as required under the Companies Act and applicable rules.

The Postal Ballot Notice shall simultaneously be published in the newspapers, one in English and one in Malayalam, being
the regional language of Kerala, where the Registered and Corporate Office is situated in accordance with the Companies Act
and applicable rules. Our Promoters or controlling shareholders will be required to provide an exit opportunity to such
Shareholders who do not agree to the proposal to vary the objects, at such price, and in such manner, in accordance with our
Avrticles of Association and the SEBI ICDR Regulations.

Other Confirmations

No part of the Net Proceeds will be paid by us as consideration to our Promoters, Promoter Group, the Directors and Key
Managerial Personnel, except in the normal course of business and in compliance with applicable law.

Our Bank has not entered into and is not planning to enter into any arrangement/ agreements with the Promoters, Promoter
Group, Directors, Key Managerial Personnel and Group Entities in relation to the utilisation of the Net Proceeds. Further there
is no existing or anticipated interest of such individuals and entities in the objects of the Fresh Issue as set out above.
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BASIS FOR OFFER PRICE

The Offer Price will be determined by our Bank and the Selling Shareholders, in consultation with the BRLMs, on the basis
of assessment of market demand for the Equity Shares offered through the Book Building Process and on the basis of
quantitative and qualitative factors as described below. The face value of the Equity Shares is 210 each and the Offer Price is
[e] times the Floor Price and [e] times the Cap Price of the Price Band. Investors should also see “Our Business”, “Risk
Factors”, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Financial
Statements” on pages 110, 23 and 248, respectively, to have an informed view before making an investment decision.

Qualitative Factors
We believe the following business strengths allow us to successfully compete in the industry:

o Deep understanding of the microfinance segment, which has enabled us to grow our business outside of Kerala, our home
state;

e  Strong rural and semi-urban banking franchise;

e  Fast growing retail deposit portfolio with low concentration risk;

e Strong customer connect driven by our customer centric products and processes and other non-financial services for
microfinance customers;

e Technology driven model with an advanced information technology platform; and

e Experienced Board and Key Management Personnel.

For details, see “Our Business — Strengths” on page 112.
Quantitative Factors

Some of the information presented below relating to our Bank is derived from the Restated Financial Statements. For details,
see “Financial Statements” on page 196.

Some of the quantitative factors which may form the basis for computing the Offer Price are as follows:

A. Basic and Diluted Earnings Per Share (“EPS”):
Fiscal Year ended Basic EPS (in %) | Diluted EPS (in ) Weight

March 31, 2017 0.07 0.07 1
(For the period May 5, 2016 to March 31, 2017)

March 31, 2018 0.89 0.89 2
March 31, 2019 2.37 2.37 3
Weighted Average 1.49 1.49

Six-month period ended September 30, 2019* 2.16 2.16

*Non-annualised

Net profit, as restated, attributable to equity shareholders

@ Basic/diluted earnings per share = Weighted average number of equity shares outstanding during the period/year

(i) Earnings per share calculations are done in accordance with Accounting Standard 20 “Earnings Per Share” (“AS 20”) as notified under
section 133 of the Companies Act 2013, read together with paragraph 7 of the Companies (Accounts) Rules 2014

(iii) The Weighted Average basic and diluted EPS is a product of basic and diluted EPS and respective assigned weight, dividing the resultant
by total aggregate weight

B. Price/Earning (“P/E”) ratio in relation to the Price Band of X [e] to ¥[e] per Equity Share:
Particulars P/E at the Floor Price (no. | P/E at the Cap Price (no. of
of times) times)
Based on basic & diluted EPS for Financial Year 2019 [e] [e]

Industry Peer Group P/E ratio

Particulars Industry P/E

Highest 43.38
Lowest 22.29
Average 32.94

i The industry high and low has been considered from the industry peer set provided later in this section

ii For Industry P/E, P/E figures for the peers are computed based on closing market price as on December 13, 2019 at BSE, divided by
Basic EPS (on consolidated basis unless otherwise available only on standalone basis) based on financial results of the respective
company for the year ended March 31, 2019 submitted to stock exchanges
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Return on Net Worth (“RoNW”)

Derived from the Restated Financial Statements:

Fiscal Year ended RoNW (%) Weight
March 31, 2017 0.25 1
(For the period May 5, 2016 to March 31, 2017)
March 31, 2018 7.86 2
March 31, 2019 10.10 3
Weighted Average 7.71
Six-month period ended September 30, 2019* 9.37

*Non-annualised

Net profit, as restated, attributable to equity shareholders
Net worth at the end of the period/year

0] Return on Net Worth (%) =

(i) “Net worth” means the aggregate of Capital and Reserves and Surplus

(iii) The Weighted Average Return on Net Worth is a product of Return on Net Worth and respective assigned weight, dividing the

resultant by total aggregate weight

Net Asset Value (“NAV”) per Equity Share

Fiscal year ended/ Period ended NAV per Equity Share )
As on March 31, 2019 20.89
As at September 30, 2019 23.05

After the completion of the Offer At Floor Price: [e]
At Cap Price: [o]

[e]

Offer Price
0) Offer Price per Equity Share will be determined on conclusion of the Book Building Process

Net worth at the end of the period/year
Total number of equity shares outstanding at the end of period/year

(i) Net asset value per Equity Share =

Comparison with Listed Industry Peers

Name of the Total Face Value P/E EPS (Basic) EPS RoNW (%0) | NAV per
company Income (R in | per Equity ® (Diluted)(R) equity
million) Share %) share (})

ESAF Small Finance |  11,407.89 10.00 [e] 2.37 2.37 10.10 20.89
Bank Limited*
Listed Peers
Ujjivan Small
Finance Bank | 50475 74 10.00 43.38 1.20 1.20 11.23 1053
Limited
CreditAccess 12,833.20 10.00 34.65 23.37 23.14 13.60 164.75
Grameen Limited
Spandana - Sphoorty |5 yaz g 10.00 22.29 53.46 53.35 18.87 316.84
Financial Limited
Bandhan Bank| 27 070.99 10.00 31.45 16.36 16.34 35.79 27.12
Limited

* Financial information for ESAF Small Finance Bank Limited is derived from the Restated Financial Statements for the year ended March 31,
2019.

Notes#:

i All the financial information for listed industry peers mentioned above is on a consolidated basis (unless otherwise available only on
standalone basis) and is sourced from the annual reports/ financial results as available of the respective company for the year ended March
31, 2019 submitted to stock exchanges

il P/E ratio is calculated as closing share price (December 13, 2019 - BSE) / Basic EPS for year ended March 31, 2019.

iii  Basic and Diluted EPS as reported in the relevant financial results of the respective company for the year ended March 31, 2019.

iv. Return on net worth (%) = Net profit/(loss) after tax / Net worth at the end of the year.

vV Net asset value per share (in J) = Net worth at the end of the year / Total number of equity shares outstanding at the end of the year

The Offer price is [#] times of the face value of the Equity Shares
The Offer Price of % [e] has been determined by our Bank and the Selling Shareholders in consultation with the

BRLMs, on the basis of market demand from investors for Equity Shares through the Book Building Process and is
justified in view of the above qualitative and quantitative parameters.
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Investors should read the abovementioned information along with “Risk Factors”, “Our Business”, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and “Financial Statements” on pages
23, 110, 248 and 196, respectively, to have a more informed view.
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STATEMENT OF SPECIAL TAX BENEFITS

STATEMENT OF POSSIBLE SPECIAL TAX BENEFITS AVAILABLE TO THE BANK AND ITS
SHAREHOLDERS UNDER THE APPLICABLE TAX LAWS IN INDIA

The Board of Directors

ESAF Small Finance Bank Limited
ESAF Bhavan,

Mannuthy P.O

Thrissur, Kerala- 680651

Dear Sirs,

Statement of Possible Special Tax Benefits available to ESAF Small Finance Bank Limited (the “Bank”) and its
shareholders under the Indian tax laws

1.

We hereby confirm that the enclosed Annexure, prepared by ESAF Small Finance Bank Limited (‘the Bank’), provides
the statement of possible special tax benefits available as of the date of this letter to the Bank and to the shareholders of
the Bank under the Income-tax Act, 1961 (‘the Act’) as amended by Finance Act, 2019 along with The Taxation Laws
(Amendment) Ordinance, 2019 as applicable for the Financial Year 2019-20 relevant to the assessment year 2020-21, the
Central Goods and Services Tax Act, 2017 / the Integrated Goods and Services Tax Act, 2017 (“GST Act”), the Customs
Act, 1962 (“Customs Act”) and the Customs Tariff Act, 1975 (“Tariff Act”) as amended by the Finance Act 2019, i.e.,
applicable for the Financial Year 2019-20, presently in force in India as amended by the Finance Act 2019, i.e., applicable
for the Financial Year 2019-20 presently in force in India.

The Act, the GST Act, Customs Act and Tariff Act, as defined above, are collectively referred to as the “Relevant Acts”.

Several of these benefits are dependent on the Bank or its shareholders fulfilling the conditions prescribed under the
relevant provisions of the Relevant Acts. Hence, the ability of the Bank and / or its shareholders to derive the tax benefits
is dependent upon them fulfilling such conditions which, based on business imperatives the Bank faces in the future, the
Bank or its shareholders may or may not choose to fulfil.

The benefits discussed in the enclosed statement are not exhaustive and the preparation of the contents stated is the
responsibility of the Bank’s management. We are informed that this statement is only intended to provide general
information to the investors and is neither designed nor intended to be a substitute for professional tax advice. In view of
the individual nature of the tax consequences and the changing tax laws, each investor is advised to consult his or her
own tax consultant with respect to the specific tax implications arising out of their participation in the issue.

We do not express any opinion or provide any assurance as to whether:
i) the Bank or its shareholders will continue to obtain these benefits in future;
ii)  the conditions prescribed for availing the benefits have been / would be met with; and

iii)  the revenue authorities/courts will concur with the views expressed herein.

The contents of the enclosed statement are based on information, explanations and representations obtained from the
Bank and on the basis of their understanding of the business activities and operations of the Bank.

The enclosed Annexure is intended solely for your information and for inclusion in the Draft Red Herring Prospectus in
connection with the proposed offering in India and is not to be used, referred to or distributed for any other purpose

For S.R. Batliboi & Associates LLP
Chartered Accountants
ICAI Firm Registration number: 101049W/E300004

Sarvesh Warty

Partner

Membership No.: 121411
Place of Signature: Mumbai
Date: December 17, 2019
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Annexure

STATEMENT OF SPECIAL TAX BENEFITS AVAILABLE TO THE BANK AND ITS SHAREHOLDERS UNDER
THE APPLICABLE TAX LAWS IN INDIA

Outlined below are the possible special tax benefits available to the Bank and its Shareholders under the Income-tax Act, 1961
(the “Act”) as amended by the Finance Act 2019 and Taxation Laws (Amendment) Ordinance 2019, i.e. applicable for the
Financial Year 2019-20 relevant to the assessment year 2019-20, presently in force in India.

Special tax benefits available to the Bank

1. Interms of Section 36(1)(iiia) of the Act, and subject to the conditions specified therein the Bank is entitled to claim

deduction for the pro rata amount of discount on a zero coupon bond having regard to the period of life of such bond
calculated in the manner as may be prescribed.

2. Interms of section 36(1)(viii) of the Act, and subject to the conditions specified therein the Bank is entitled to claim

deduction for amount transferred to special reserve account subject to maximum 20% of profit derived from
providing long-term finance for industrial or agricultural development or development of infrastructure facility in
India or development of housing in India for computed in the manner specified under the Section.

However, where the aggregate of the amounts carried to such reserve account from time to time exceeds twice the
amount of the paid-up share capital and general reserves of the bank, no allowance under this section shall be
available in respect of such excess transfer to the reserve account

Where deduction has been claimed in any year and any subsequent withdrawal from such a Special Reserve Account
would be chargeable to income tax in the year of withdrawal, in accordance with the provisions of Section 41(4A)
of the Income-tax Act.

3. In terms of section 43D of the Act, and subject to the conditions specified therein interest income of a bank and

certain other specified financial institutions on certain categories of bad and doubtful debts as specified in Rule 6EA
of the Income-tax Rules, 1962, shall be chargeable to tax only in the year of receipt or credit to Profit and Loss
Account, whichever is earlier.

Special tax benefits available to the Shareholders of the Bank

There are no special tax benefits available to the shareholders of the Bank.

Outlined below are the possible special tax benefits available to the Bank and its Shareholders under the Central Goods
and Services Tax Act, 2017 / the Integrated Goods and Services Tax Act, 2017 (“GST Act”), the Customs Act, 1962
(“Customs Act”) and the Customs Tariff Act, 1975 (“Tariff Act”) (collectively referred to as “indirect tax™)

Special tax benefits available to the Bank

There are no special tax benefits available to the Bank.

Special tax benefits available to the Shareholders of the Bank

There are no special tax benefits available to the shareholders of the Bank.
Notes:

The above Statement sets out the provisions of law in a summary manner only and is not a complete analysis or listing
of all potential tax consequences of the purchase, ownership and disposal of shares.

The above statement covers only relevant direct and indirect special tax benefits and does not cover any benefit under
any other law.

The above statement of possible special tax benefits is as per the current direct and indirect tax laws relevant for the
Assessment Year 2020-21 pursuant to the Financial Year 2019-20 Several of these benefits are dependent on the Bank
fulfilling the conditions prescribed under the relevant tax laws.

This statement is intended only to provide general information to the investors and is neither designed nor intended to
be a substitute for professional tax advice. In view of the individual nature of tax consequences, each investor is advised
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to consult his/her own tax advisor with respect to specific tax consequences of his/her investment in the shares of the
Bank.

In respect of non-residents, the tax rates and consequent taxation mentioned above will be further subject to any benefits
available under the relevant DTAA, if any, between India and the country in which the non-resident has fiscal domicile.
No assurance is given that the revenue authorities/courts will concur with the views expressed herein. Our views are
based on the existing provisions of law and its interpretation, which are subject to changes from time to time. We do not
assume responsibility to update the views consequent to such changes.
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SECTION IV: ABOUT OUR BANK
INDUSTRY OVERVIEW

All information in this section is sourced from the CRISIL Research Report. The CRISIL Research Report is subject to the
disclaimer set out in “Certain Conventions, Currency of Presentation, Use of Financial Information — Industry and Market
Data” on page 19. All forward looking statements, estimates and projections in this section are CRISIL Research’s forward
looking statements, estimates and projections. While we have taken reasonable action to ensure that information from the
CRISIL Research Report has been reproduced in its proper form and context, none of our Company, the Book Running Lead
Managers and our and their respective directors, employees, agents and professional advisors have conducted an independent
review of the content or independently verified the accuracy thereof. Accordingly, prospective investors should not place
undue reliance on the information contained in this section.

This section contains copies of certain tables and charts from the CRISIL Research report. References to “2015-16", “2016-
177, “2017-2018", “2018-2019" etc., or “FY15”, “FY16”, “FY17”, “FYI18”, “FY19", etc., in these tables and charts are
to the financial years ended March 31, 2015, 2016, 2017, 2018 and 2019, etc., or as at March 31, 2015, 2016, 2017, 2018
and 2019, etc., as applicable. The use of the letter “E” after a number means it is an estimated number and the use of the
letter “P” after a number means it is a projected number. The use of the symbol “~"" means approximately.

Macroeconomic scenario

Private consumption and investment drove real GDP growth in India from the beginning of Fiscal 2014 until the end of Fiscal
2019. Low inflation, benign interest rates and revisions in salaries of government employees bolstered growth in private
consumption. Investments saw gradual increases over the last two-three fiscal years, led by government spending through
budgetary resources and additional capital expenditures by public sector enterprises.

Private sector investments decelerated as low capacity utilisation in the manufacturing sector and high leverage in the
infrastructure sector deterred corporates from making additional investments. Exports picked up in Fiscal 2017 and the first
half of Fiscal 2018 in line with higher global growth but have lost momentum since the second half of Fiscal 2018 as rising
US-China trade tensions have slowed global growth.

A sharp slowdown in fixed investment, private consumption and export growth weighed on growth in the fourth quarter of
Fiscal 2019. However, higher government consumption and slow import growth provided support. Overall GDP growth was
higher in the first half of Fiscal 2019 as the second half of Fiscal 2019 saw slower growth in agriculture (1.4% versus 5% in
the first half), manufacturing (4.7% versus 9.4%), services (6.4% versus 7.4%), construction (8.4% versus 9.1%) and
electricity and other utilities (6.3% versus 7.7%). On the demand-side, growth in investments (7.6% versus 12.5%) and private
consumption (7.7% versus 8.5%) decelerated. As a result, real GDP growth declined by 130 bps from 7.5% in the first half
of Fiscal 2019 to 6.2% in the second half of Fiscal 2019, resulting in an overall growth rate of 6.8% for Fiscal 2019.

The effects of decelerating global economic growth driven by falling trade intensity on the back of rising US-China trade
tensions is hurting India too. India’s domestic financial sector, which is experiencing significant corrections in credit quality
following the recent Infrastructure Leasing and Financial Services Limited and NBFC crises has seen a domino effect on the
Indian economy as liquidity squeeze led to a consumption slow, down causing a decline in the GDP growth.

GDP to grow at a CAGR of 7.3% till Fiscal 2024
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Note: E-Provisional Estimates, P-Projected.
Source: CSO (Central Statistical Organisation), IMF, CRISIL Research

In the second half of Fiscal 2020, CRISIL Research expects growth to recover mildly to 5.5% from 4.8% in the first half
Fiscal 2020, with support from monetary policy (as we expect RBI to cut repo rate by 25bps in its December policy), a mild
pick-up in government spending, and a weak-base effect leading to an estimated GDP growth of 5.1% in Fiscal 2020.
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As per the International Monetary Fund forecast in October 2019, India’s GDP will grow at a CAGR of 7.3% over the next
five years, higher than many emerging economies, such as Brazil, Russia, and China. CRISIL Research believes that the
growth in GDP will be supported by the following factors:

o Raft of reform measures by the government along with a more expansionary stance of monetary policy leading to a
steady pick-up in consumption demand

e Benign inflation is expected to support purchasing power of consumers

e Rising consumer aspirations and needs, with continuous increase in per capital income

e Investment demand too is expected to gradually start picking up once the demand recovers and capacity utilisation
is optimal.

e Urbanisation leading to a pickup in both investment demand and consumption demand

e  Key structural reforms, such as implementation of goods and services tax (“GST”), Insolvency and Bankruptcy
Code (“IBC”) and the steep cut in corporate income tax rates improving the competitiveness of the economy

e Reform measures aimed at enhancing financial inclusion will broaden the base of the banking ecosystem, leading
to higher lending and investment

¢ Increasing digitalisation will improve the efficiency in the economy, leading to faster growth

Key structural reforms: Long-term positives for Indian economy

Financial inclusion

Two key initiatives launched by the government for financial inclusion are Pradhan Mantri Jan Dhan Yojana (“PMJDY”)
and Pradhan Mantri Jeevan Jyoti Bima Yojana (“PMJJBY”). Under PMJDY, the government’s aim is to ensure that every
household in India has a bank account which they can access anywhere and can have access to all financial services, such as
savings and deposit accounts, remittance, credit and insurance affordably. PMJJBY is a one-year life insurance scheme that
offers a life cover of X 200,000 at a premium of % 330 per annum per member, which can be renewed every year. The
government has also launched the Pradhan Mantri Suraksha Bima Yojana (“PMSBY”), which is an accidental insurance
policy and offers an accidental death and full disability cover of X 200,000 with a premium of % 12 annually. As per
government of India, more than 100 million people have registered for these two social security schemes.

GST implementation

Introduced on July 1, 2017, GST is single indirect tax that replaces multiple cascading taxes levied by the central and state
governments. CRISIL Research believes that the implementation of GST has likely caused structural changes in the supply
chain and logistics networks in India. Input-tax credit, being the crux of the GST mechanism, will ensure wider coverage of
tax payers in the supply chain. As supply from registered taxpayers only will be allowed for input tax credit, businesses and
stakeholders will insist on registration of their suppliers and traders, leading to increase in the share of organised participants.
From the date of implementation, GST has been stabilising at a very fast pace and CRISIL Research expects this to bring
transparency and formalisation in the system and eventually lead to higher economic growth. Affordable housing

The government has been furthering the housing sector through its Housing for All by 2022 scheme. The government has
given remarkable incentives to developers to develop affordable houses and to provide home to buyers through credit linked
subsidy schemes. With the effective implementation of RERA, the sector has seen improved transparency, timely delivery,
and organised operations. This combined will lead to further investments in the housing sector.

IBC a key long-term structural positive

The Insolvency and Bankruptcy Code (“IBC”) is a reform that will structurally strengthen the identification and resolution of
insolvency in India. The IBC enhances the credit enforcement structure and provides certainty around the timeframes for
insolvency resolution. It attempts to simplify legal processes, preserve value for creditors and provide them with greater
certainty of outcome. With this reform, the RBI has sent a strong signal to borrowers to adhere to the credit discipline and
also encourage banks to break resolution deadlocks by introducing definite timelines. IBC will enhance investors’ confidence
when investing in India.

Reduction in corporate tax rates to boost capital base of financial institutions

On September 20, 2019, the Finance Minister announced Taxation Laws (Amendment) Ordinance 2019 to make certain
amendments in the Income-tax Act 1961 to allow any domestic company an option to pay income-tax at the rate of 22%,
subject to condition that they will not avail any exemption/incentive. The effective tax rate for these companies shall be
25.17% inclusive of surcharge and cess. Also, such companies shall not be required to pay Minimum Alternate Tax.

A company that does not opt for the concessional tax regime and avails the tax exemption/incentive shall continue to pay tax
at the pre-amended rate. However, these companies can opt for concessional tax regime after expiry of their tax
holiday/exemption period. After the exercise of the option they shall be liable to pay tax at the rate of 22% and option once
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exercised cannot be subsequently withdrawn. Further, in order to provide relief to companies which continue to avail
exemptions, the rate of Minimum Alternate Tax has been reduced from 18.5% to 15%.

In addition, to stabilise the flow of funds in the capital market, the provision of not applying additional surcharge as per
Finance Act, 2019 on capital gains arising out of sale of equity share in a company or unit of equity oriented fund or business
trust liable for securities transaction tax, in the hands of an individual. Hindu undivided family, association of persons, body
of individuals and artificial juridical person has been passed. The enhanced surcharge shall also not apply to capital gains on
sale of any security, including derivatives, in the hands of foreign portfolio investors. Also, to provide relief to listed
companies that have announced share buy-back before 5 July 2019, tax on the buyback of shares shall not be charged as per
these latest amendments.

The recent amendments could boost the capital base of the financial institutions and help revive growth in the financial services
sector, which has been battling with high non-performing assets, increasing defaults and liquidity concerns. This move could
also revive the private capex cycle leading to credit growth in the economy.

Digitalisation: Catalyst for the next growth cycle

CRISIL Research expects technology to play a pivotal role in improving the financial sector, by helping surmount the
challenges stemming from India’s vast geography and smaller populations in smaller locations being commercially unviable.
Technology also gels well with India’s demographic structure, where the median age is less than 30 years as these youth
segments are tech savvy and are at ease with using technology to conduct financial transactions. With increasing smartphone
penetration and faster data speeds, there is a push from the consumer side for digitalisation, as they are increasingly finding
digital platforms more convenient. CRISIL Research expects digitalisation will help improve efficiency and optimise cost,
and players with better mobile and digital platforms will draw more customers and emerge as winners in the long term.

Financial Inclusion

As per Census 2011, ~37% of population in India are migrants (including females who migrate after marriage). Post that,
India has 5-9 million people migrating annually. One of the major reasons for migration is search for better employment
opportunities and livelihood. The pattern for migration is similar to what has been observed in previous decade, wherein rich
metro regions attract greater inflow, while the less affluent states demonstrate higher outflow of people. Along with a rise in
the number of migrants to urban centres in search of better livelihoods, increasing flow of remittances through the formal
channel is also being observed. Domestic remittances serve 10% households in rural India. It is also estimated that nearly
30% of the household consumption in a remittance receiving household is financed by domestic remittances and hence this
presents a huge opportunity going forward.

India’s performance for financial inclusion is improving in comparison to other emerging economies; however still a large
section of the population is unbanked

According to the World Bank’s Global Findex Database 2017, the global average of adult population with an account (with a
bank, financial institution, or mobile money providers) was approximately 69% in 2017. India’s financial inclusion level has
improved significantly in the last three years, with the adult population with bank accounts rising from 53% (as per Global
Findex Database 2014) to 80% (2017) with concentrated efforts from the government and the rise of the various supporting
institutions. Although, the rise in the number of bank accounts has not translated into a corresponding increase in number of
transactions and fruitful usage of those accounts was expected.

As per the Global Findex Database 2017, ~50% of the world’s unbanked adults are in India, Bangladesh, China, Indonesia,
Mexico, Nigeria, and Pakistan. Of the world’s total unbanked adults (approximately 1.7 billion), 415 million are from just
two countries - India (11% or 190 million) and China (13% or 225 million) - because of their huge population.

To tackle financial exclusion, the Indian government introduced the PMJDY, a scheme that facilitates opening bank accounts
by the unbanked. However, the effective use of these new accounts and availability of credit remain key challenges which
need to be effectively addressed as borrowings from formal source still remains low. The low levels of adults with bank
accounts in comparison with various countries can be further explained by the large number of rural households in the country
which account for nearly two-third of the total households in the country. The shift in households towards urban regions is
taking place albeit at a very slow pace.

Although the majority of Indian households are located in the rural region, the banking infrastructure investment in these

regions is low and thus there is a gap in the supply and demand of financial services in the backward regions of the country
which is a pocket of opportunity for the smaller banks.
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Two-thirds of total households are in rural India
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Rural India accounts for about half of GDP, but only approximately 10% of total credit

As at March 31, 2018, there were approximately 640,000 villages in India, inhabited by approximately 893 million people,
comprising approximately 66% of the country’s population. Approximately 47% of India’s GDP comes from rural areas. The
share of total credit outstanding is approximately 10% in rural areas and 90% for urban areas. The massive divergence in the
rural areas’ share of India’s GDP and banking credit serves compared to urban areas is as an indicator of the extremely low
penetration of large banks in rural areas. The chart below shows the percentage of GDP contribution and credit outstanding
in rural and urban areas:

Low penetration of banking credit in rural areas (as at March 31, 2019)

100% 90%
80%
60% 47% 53%
40%
20% 10% .
0% [ |
Rural Urban

®u GDP contribution ~ m Credit Outstanding contribution

Source: CSO; RBI; CRISIL Research estimates (for GDP contribution as per 2017)

As rural areas in India have lower financial inclusion compared to urban areas and there is less competition for banking
services in rural compared to urban areas, this presents smaller banks with significant growth opportunities in rural areas. If
effectively tapped, smaller banks can take stock of the situation and expand in these pockets of opportunity.

Despite the government’s sustained efforts to bolster financial inclusion, the number of credit accounts in rural areas grew at
a CAGR of 5% and the number of deposit accounts grew at a CAGR of 12% between the end of Fiscal 2014 and the end of
Fiscal 2018. However, MFIs and small finance banks are opening new branches in rural areas and are educating people on
how credit can help them grow their business, which might result in faster growth in rural areas in the future given the huge
untapped potential market. Between the end of Fiscal 2014 and the end of Fiscal 2018, the number of credit accounts in semi-
urban areas grew at a CAGR of 8% and the number of deposit accounts grew at a CAGR of 14%. Between the end of Fiscal
2014 and the end of Fiscal 2018, the number of credit accounts in urban areas grew at a CAGR of 13% and the number of
deposit accounts grew at a CAGR of 10%.
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Credit accounts in rural, semi-urban and urban areas
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Region-wise asymmetry: North and east have a lower share in total bank credit and deposits

Bank credit and deposits are predominantly concentrated in the southern and the western regions, whereas they have been
especially low in the northern and eastern regions. Deposit penetration in the southern region has increased over the past five
fiscal years.

Region-wise share of banking retail credit and total deposits
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Region-wise per capita* banking retail credit and deposits as at the end of Fiscal 2018 ( 000s)
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Bank retail credit per capita in the east is the lowest and is, nearly four to five times lower than in the south and west. Low
per capita retail credit as well as deposits in eastern, central, and north-eastern regions compared with other regions, implies
low penetration of banks in these areas. This provides an opportunity for all lending and deposit accepting institutions to
expand in these regions and also expand their reach in specific areas around them. In terms of deposits, the southern region is
moderately penetrated as compared to the northern and western regions, which leaves a lot of headroom for growth for the
players to capitalize on.

Branch network and infrastructure has been weak in regions with lower credit and deposit share

The number of branches as well as the ATM facilities in the eastern regions, where the credit penetration as well as the deposit-
base is low, is also below those of the southern and western regions, which CRISIL Research believes is largely due to a lower
focus from the bigger banks.

To add to that, the pace of opening new branches in scheduled commercial banks has slowed down in the medium term. The
branches have grown at 5% CAGR to reach 15.2 million at the end of Fiscal 2019 from 12.3 million at the end of Fiscal 2014.
CRISIL Research believes that this is mainly due to the banks’ focus on reducing the costs associated with physical branches.
Embracing technology and tying up with the various agent networks will help fulfil the needs of the masses in the underserved
regions and will help in financial inclusion. In a bid to take the banking services to the remote locations of the country, Indian
government and the RBI has been taking measures to boost financial inclusion.

In 2017, RBI relaxed the branch authorization policy bringing all branches and fixed business correspondent outlet under the
definition of “banking outlet” and removed the restriction of opening bank branches in Tier 1 centres. It now defines “a
banking outlet” for a scheduled commercial bank, a payment bank or a small finance bank as a fixed point service delivery
unit manned by bank ‘staff or a business correspondent where service of deposit, encashment of cheques, cash withdrawal
and lending is provided for minimum of four hours per day for at least five days a week. Although the restrictions were
removed, RBI mandated that at least 25% of the total number of banking outlets opened during a financial year should be
opened in unbanked rural centre.

An unbanked rural centre is defined as a “rural® (tier 5 and 6) centre that does not have a core banking solution (CBS) enabled
banking outlet of a SCB, a SFB, a payment bank, a RRB or a branch of a local bank for carrying out customer-based banking
transactions. In addition. a “banking outlet”/”part-time banking outlet” opened in any Tier 3 to Tier 6 centre of North-Eastern
States and Sikkim as well as in any Tier 3 to 6 centre of Left-wing Extremism affected districts as notified by the Government
of India from time to time, will be considered as equivalent to opening a “banking outlet”/’part-time banking outlet”, as the
case may be, in an unbanked rural centre. A full-fledged ‘brick and mortar’ branch opened in a rural (Tier 5 and 6) centre
which is already being served by a fixed point business correspondent (BC) outlet by any bank will also be eligible to be
treated as equivalent to opening a banking outlet in an unbanked rural centre. In other words, the first fixed point BC outlet
of a bank as well as the first ‘brick and mortar’ branch of any bank opened in an unbanked rural centre will be reckoned for
computing compliance with the 25 per cent norm.

With the expansion in definition of a “branch”, RBI allowed all the extension counters, satellite offices, part shifted branches,
ultra-small branches and specialized branches to be considered as a “banking outlet” or “part-time banking outlets”. It will
also lead to reduction of cost for the banks, as full-fledged banks in these areas are not profitable due to lesser footfall. This
move would facilitate faster financial inclusion by better and deeper availability of banking service through low cost delivery
channel.
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Small finance banks are being allowed a time of three years from the date of commencement of business to align their banking
network with the extant guidelines. Until such time, the existing structures may continue and would be treated as ‘Banking
Outlets,” though not immediately reckoning for the 25 per cent norm. During this period of three years, for all the banking
outlets opened or converted from the existing MFI branches in a year, they will have to open 25% of banking outlets in
unbanked rural centres in the same year. All these measures have led to improving the banking branch density in India as
compared to other countries.

Presence of commercial bank branches (per 100,000 adults)
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Branch growth in scheduled commercial banks
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