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Subsidiaries’ Day: Focus on leveraging synergies

India Equity Research| Banking and Financial Services

At the State Bank of India’s (SBI) “Subsidiaries Day”, top management of
each of the subsidiaries presented their business performance and
enunciated future strategies. Their clear intention is to capitalise on the
burgeoning growth opportunities (both organic/inorganic) by leveraging on
the financialisation (benefiting SBI AMC, life insurance and capital
markets), democratisation (for RRBs) and digitisation (SBI Cards) trend in
the financial services space. Most of the subsidiaries are headed in the right
direction to create substantial value over next two-three years, utilising the
SBI Group ecosystem and brand (currently only 60% of branches and 30% of
employees are involved in cross-selling). By FY20, we expect potential
unlocking of value with the listing of SBI Cards, SBI General Insurance, SBI
AMC and two RRB’s (of the 18 RRBs sponsored by SBI). Considering
targeted performance momentum of SBI Cards and SBI Capital Markets
and ascribing value to its general insurance subsidiary, we marginally up
our value of subsidiaries to INR712bn (INR82 per share from INR74 earlier).
Maintain ‘BUY’ on SBI with overall SOTP fair value at INR414.

Subsidiaries to leverage group synergies to drive higher trajectory

SBI’s subisidiaries function on a sound platform, with efficient processes and strong joint
venture (JV) partners, laying a strong foundation to capitalise on available opportunities.
The next trigger would be to leverage SBI’s sturdy parentage (customer base of 420mn,
branch network of >23K), technological (Project IMPACT — an integrated CRM platform to
leverage on lead generation) and digital (YONO — digital self-service platform) prowess to
build on momentum. In terms of potential, SBI highlighted only 60% of branches cross-
sell its products, and only 30% of its staff is trained to sell subsidiary products (rise in
eligible base is almost 60%) with cross-sell income forming a mere 7% of fees (aims to
take it to 2-3x current size over next three years), implying huge potential for
improvement. We are enthused by the bank’s solid franchise, but execution is vital.

Outlook and valuations: Unparalleled franchise; maintain ‘BUY’

We believe these are challenging times for SBI manifested in temporary lull in earnings
due to systemic asset quality risks. However, right intent and focus to create value in its
non-banking subsidiaries can be a more stable and scalable vector for bank’s overall
value. Ascribing INR82/share to its subsidiary businesses, the stock trades at 0.7x
adjusted book and we maintain ‘BUY/SO’ with SoTP-based TP of INR414.

Financials (INRmn)
Year to March FY17 FY18E FY19E FY20E
Net revenue 9,73,207 11,81,537 12,76,840 14,44,116
Net profit 1,04,841 39,485 1,56,497 2,19,475
Diluted EPS (INR) 12.9 4.6 16.8 236
Adj. BV (INR) 165.3 185.3 2153 240.2
Price/ Adj book (x) 1.0 0.9 0.8 0.7
Diluted P/E (x) 12.8 36.3 9.9 7.0
ROE (%) 6.6 2.2 7.6 9.5
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Table 1: The key underlying trend pertains to leveraging synergy potential

No. of SBI customers with subsidiary product (mn) Sales through Banca Channel (%)

SBI customer base
420mn

SBI Life

SBI Funds
SBI General
SBI Cards

5.6 68.0
2.5 25.0
18.0 43.0
17.0 29.0

Table 2: Strong profit growth reported by subsidiaries in 9MFY18

(INR mn) FY15 FY16 FY17 9MFY18

SBI Life 8,200 8,610 9,547 7,692
SBI Capital Markets (Consol.) 3,340 2,790 2,520 2,260
SBI Funds Management 1,630 1,650 2,240 2,430
SBI Cards & Payment Services 2,670 2,840 3,900 4,170
SBI General Insurance -1,050 -1,200 1,530 3,590
Consolidated PAT 1,31,020 99,510 1,04,840 11,710

Source: Company

SBI Cards: Eye on expanding sourcing, bolster spends’ market share
(An SBI (74%), Carlyle Group (26%) joint venture - JV)

Overall market dynamics: The Indian cards market is significantly under penetrated at
2.3% versus 180% in Korea and 300% in USA.

Potential growth drivers for cards business are: a) infrastructure (POS machines
expected to grow at 12% CAGR); b) shift in consumer behaviour (from cash to cards,
average age of SBI cards customer is 35 years); and c) government’s push (incentive for
electronic modes of payments).

Strategy: a) increase cards market share (16% currently) and spends market share
(currently at 17%); b) reduce loss ratios (2.3% currently); and c) maintain RoE (>30%).

Growth initiatives: a) Expand sourcing — currently 49% is from open market, 23% from
banca and 25% through co-branding. The focus will be a) to drive higher volumes
through banca, offer wider product range and effectively utilise co-branding
alternatives; and b) invest in technology and infra to support scale.

Key financial highlights:

o Total spends grew at 40% CAGR during FY15 - 9mFY18, feeding into >33% revenue
CAGR over the same period.

o  Write-offs and provisions stood at 2.37%, marginally higher than industry at 2.0-
2.1% levels.
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Table 3: Robust growth in card base ( 2™ highest) ... Table 4: ...with strong growth in spends (2™ highest)

Dec’l7 #cards (Mn) Mkt Share (%) YoY Growth (%) YTD Dec’l7 Spends (INRbn) Mkt Share (%) YoY Growth (%)
HDFC 10.2 29.0 18.0 HDFC 961 29.0 40.0
scnd s a0 w0l fwiow T Tw T T 0 T 50!
ICICI 4.7 13.0 15.0 Citi 364 11.0 18.0
Axis 4.2 12.0 36.0 Amex 333 10.0 15.0
Citi 2.6 7.0 7.0 ICICI 375 11.0 47.0
Industry 355 25.0 Axis 309 9.0 55.0

Industry 3,355 44.0

Chart 1: Diversified revenue stream both by product and by sourcing channel
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16% Open
Market
48%
Click
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23%
Save E-apply
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Table 5: RoEs in cards business sustained above 30%
(INR mn) FY15 FYle FY17 9mFY18
Total Spends 2,33,610 3,09,050 4,60,070 5,99,390
Total Revenue 19,050 24,920 33,630 36,390
iXVrite offs & provisions (%) 2.53 2.48 2.52 2 37J'
PBT 2,710 4,380 5,980 6,170
PAT 2,620 2,800 3,910 4,170
TRoA (%) 4.4 3.7 3.7 38!
IROE (%) 30.8 26.7 30.8 32.1

Source: Company
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Chart 2: Focus on high yielding equity AUMs...
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SBI Fund Management: Leader in SIPs, B-15 cities
(An SBI (63%), Amundi (37%) JV)
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Overall market dynamics: Indian asset management industry is at break-out growth
phase, though still under-penetrated when compared to other countries.

Financialisation of savings, growing demand for mutual funds and expansion into
smaller towns will be the key growth drivers for AMC industry’s AUM growth.

Strategy: a) maintain higher proportion of high-yielding equity AUM; b) maintain
leadership in B-15 markets (leveraging on branch and SBI’s network, 30 branches to be
opened in B15 cities); c) drive digitisation and digital sales (11 digital assets created); d)
provide customers segment-specific solutions (family solutions, Bandhan SWP, etc); e)
expand AIF and PMS businesses; and f) capture offshore flows by leveraging on SBI’s
and Amundi’s networks.

Key financial highlights:
o  SBI has quarterly average AUM of INR2.05tn (Oct-Dec’17), with overall fifth ranking.

o The company has ~2.7mn live SIPs (one of the highest with market share of 13% in
live SIPs).

o  Of the overall INR2.05tn AUM, SBI contributes 24% of business.

Chart 3: and leader in B15 markets are key strength
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Source: Company

SBI General Insurance: Well balanced portfolio; strong rural presence
(An SBI (74%), IAG (26%) JV)

Overall market dynamics: General insurance is an underpenetrated market with rising
insurance density making the industry a stable growth story. The growth momentum
will continue with: a) new product segments (national health protection schemes, etc);
b) crop insurance products (still covering mere 30mn farmers); and c) miniscule
property insurance market (mere ~3% of houses are insured in India).

The key differentiator for SBI General Insurance: a) a diversified and well-balanced
product portfolio; b) wide distribution reach (110 branches, SBI network, RRB’s
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sponsored by SBI); and c) strong rural presence (39% of GWP in FY17, highest amongst
large private sector insurers).

e  Strategy: a) Distribution franchise: Invest in multi-channel distribution network with
focus on tier Il and Il markets; b) Product portfolio: Focus on SME and corporate
segments; c) Enhance rural reach: Leveraging Banking Correspondents to further
strengthen the rural reach.

e  Key financial highlights:

o The company reported combined ratio of 107% for Q3FY18, excluding one-time
gains. Management expects to continue improvement in efficiencies in processes,
claims management and expenses leading to combined ratio of <100% by FY20.

o  The company currently has net worth of INR14.6bn and AUM of INR53bn.

Chart 4: Well-balanced product portfolio and diversified channel mix — differentiating factors
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Chart 5: Continuing improvement in efficiencies in processes, claims management & expenses
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Source: Company
Note : * Combined Operating Ratio under 100%, driven by higher one time Rl commission, 107% excluding one time benefit
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SBI Life Insurance : Focus on profitable growth

e  Overall market dynamics: Life Insurance penetration in India has fallen from over 4.5%
in FY10 to 2.7% in FY17. The move towards financialisation of savings will render life
insurance as one of the biggest beneficiaries.

e  Strategy: a) Product portfolio: Build on diversified product portfolio with focus on
protection business (shall rise to 10% from current 5% over next two years, with focus
on individual protection, health and group credit); b) Focus on profitable growth
(expects margin improvement of 1-1.5% points per year); c) Strengthen distribution
franchise: Leverage on SBI’s franchise (SBI Life cross sells to only 5.6mn of the 420mn
SBI customers) and digital platform.

e  Key financial highlights:
o The company reported Embedded Value of INR181bn (up 9% YoY) with VNB
margin of 16% and VNB of INR9.3bn for 9mFY18.

Chart 6: Consistently gaining market share in individual rated premium
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Chart 7: Continuing improvement in core operating profitability
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SBI Capital Markets: Offer innovative & comprehensive solutions
(100% owned by SBI)

The company operates across Project Advisory and Structured Finance (PASF) and
Capital Market Group (CMG) through five subsidiaries - SBICAP Securities (SSL), SBICAP
Trustee Co. (STCL), SBICAP Ventures (SVL), SBICAP UK (SUL) and SBICAP Singapore
(SSGL).

Key strengths: a) ability to provide innovative and comprehensive solution/products to
customers; and b) association with Central and State Governments.

Strategy: a) focus to tilt towards investment banking from project financing activities;
b) leverage existing credentials to step up presence in M&A; c) work closely with high-
end SME’s/mid corporates for growth as large corporates are already highly leveraged.

Regional Rural Banks: Adequately capitalised to tap growth potential

SBI has sponsored 18 RRB'’s, with presence in 18 states across the country and covering
218 districts. Overall advances stood at INR50.7bn (FY17) with deposit base of
INR89.4bn. Product offerings are dominated by rural products (KCC & agri loans)
followed by personal and SME loans. Out of the 18 RRBs, 12 are profit making and only
6 RRB’s generate decent RoEs. Most of the RRBs are adequately capitalised as reflected
in lower leverage.

Two RRB’s discussed were: a) Andhra Pradesh Grameena Vikas Bank (APGVB); and b)
Saurashtra Gramin Bank (SGB).

o Andhra Pradesh Grameena Vikas Bank: Has presence in 22 districts of Andhra
Pradesh and Telangana. It has branch network of 768 with deposit base of
INR128bn, advances of INR124bn and net worth of INR17.5bn.

o Saurashtra Gramin Bank: Has presence in 11 districts of Gujarat. It has branch
network of 265 with deposit base of INR43.4bn, advances of INR26.8bn and net
worth of INR2.7bn.

Chart 8: SBI sponsored RRBs witnessing decent growth and are well capitalised
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Chart 9: Profitability volatile with overall RoEs of RRBs sub-10%
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Chart 12: Return ratio comparison (FY 17) with major a) listed MFIs/SFBs, b) pure play MFls, & c) pure play SFBs
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Table 6: SoTP valuation (FY20E)

State Bank of India

PB/PE Value Stake Value-SBI  Per share
Subsidiaries Method (INR mn) (x) (INR mn) (%) (INR mn) (INR)
Consolidated book (A) P/ABV (x) 23,88,307 1.2 28,65,968 28,65,968 332
Subs
Asset management % of AUMs 26,43,916 5.0 1,32,196 63.0 83,283 10
Life insurance Appraisal value (xNBAP) 2,69,324 3.0 8,07,972 62.1 5,01,750 58
SBI Capital Market PE 5,119 20.0 1,02,375 100.0 1,02,375 12
SBI Cards PE 7,632 20.0 1,52,640 74.0 1,12,954 13
SBI General Insurance PE 1,351 20.0 27,029 100.0 27,029
Others PB 36,000 0.8 28,800 35.0 10,080 1
Value of subs (B) 12,51,012 8,37,472 97
Value of subs (at 15% holding co discount) 7,11,851 82
Value per share (INR) (A+B) 414

Source: Edelweiss research
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Company Description

SBI is India’s largest commercial bank with balance sheet size of INR ~34tn and a market cap
of ~INR2.6tn. It has nearly 22,584 branches on standalone basis. Over the past two years,
the bank has increased its focus on retail credit to provide itself the necessary growth
momentum and improve spreads. Further, to manage operations better, SBI has integrated
its treasury operations and has a common technology platform across all its six subsidiary
banks. The bank merged State Bank of Saurashtra and State Bank of Indore with itself. This
has increased synergies amongst its banking subsidiaries

Investment Theme

While Q3FY18 performance disappointed in terms of revenue momentum & slippage
recognition, operating metrics seem to have bottomed out this quarter. NIM should sustain
or improve from current levels, opex contained and core fee income growth should
normalise. While resolution might require higher provisioning (in case haircuts are higher
than existing coverage), it would be more up-fronted in next two quarters and then credit
cost should stabilise. Intact structural growth levers (strengthened retail liability franchise -
SA plus retail-TD at >80%), stabilising core operating performance, healthy capital (tier-1:
10.3%), improving performance by non-banking subsidiaries and macro tailwinds, lends
comfort.

Key Risks

e Macro economic risk is the biggest risk for SBI, given its size and exposures.

e Increasing geographic penetration by newer private sector banks can lead to faster
than expected decline in market share.

Edelweiss Securities Limited
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Financial Statements

Key Assumptions Income statement (INR mn)
Year to March FY17 FY18E FY19E FY20E Year to March FY17 FY18E FY19E FY20E
Macro Interest income 1,755,182 2,155,464 2,370,759 2,645,552
GDP(Y-0-Y %) 6.6 6.8 7.4 7.6  Interest expended 1,136,585 1,407,077 1,503,433 1,658,390
Inflation (Avg) 4.5 4.0 4.5 5.0 Netinterestincome 618,597 748,388 867,326 987,162
Repo rate (exit rate) 6.3 5.8 5.8 6.5 Non interest income 354,609 433,149 409,515 456,954
USD/INR (Avg) 67.1 65.0 66.0 66.0 - Fee & forex income 186,650 206,136 234,450 266,879
Sector - Misc. income 60,833 87,013 100,065 115,075
Credit growth 9.0 12.0 14.0 17.0 - Investment profits 107,126 140,000 75,000 75,000
Deposit growth 14.0 12.0 13.0 14.0 Netrevenue 973,207 1,181,537 1,276,840 1,444,116
CRR 4.0 4.0 4.0 4.0 Operating expense 464,728 591,538 655,382 721,163
SLR 20.0 20.0 20.0 19.0 - Employee exp 264,893 328,340 364,247 398,925
G-sec yield 6.5 6.5 6.5 7.1 - Other opex 199,835 263,198 291,135 322,238
Company Preprovision profit 508,479 589,999 621,459 722,954
Op. metric assump. (%) Provisions 359,927 583,514 401,040 413,334
Yield on advances 7.2 7.4 7.5 7.6 Loan loss provisions 329,056 567,514 395,040 407,834
Yield on investments 7.2 7.4 7.4 7.4  Investment depreciation 2,984 1,000 1,000 1,000
Yield on asset 6.8 6.8 7.0 7.1  Other provisions 27,887 15,000 5,000 5,000
Cost of funds 4.4 4.5 4.5 4.5  Profit Before Tax 148,552 6,485 220,418 309,120
Net interest margins 2.4 2.4 2.6 2.6 Less: Provision for Tax 43,711 (33,000) 63,921 89,645
Cost of deposits 4.9 5.0 5.0 4.9  Profit After Tax 104,841 39,485 156,497 219,475
Cost of borrowings 2.9 2.4 2.7 2.9 Reported Profit 104,841 39,485 156,497 219,475
Spread 2.4 2.4 2.5 2.6 Adj. Diluted EPS (INR) 12.9 4.6 16.8 23.6
Balance sheet assumption (%) Dividend per share (DPS) 3.8 4.0 4.0 4.0
Credit growth 28.2 5.9 11.2 13.1  Dividend Payout Ratio(%) 32.5 101.0 27.4 19.6
Deposit growth 49.4 4.8 9.3 12.6
SLR ratio 25.8 28.0 27.0 26.0 Growth ratios (%)
Low-cost deposits 43.7 45.0 45.6 46.2  Year to March FY17 FY18E FY19E FY20E
Gross NPA ratio 9.3 9.6 9.2 8.7 NIl growth 8.8 21.0 15.9 13.8
Capital adequacy 13.1 12.5 11.9 11.3  Fees growth 12.9 10.4 13.7 13.8
Incremental slippage 7.8 3.7 2.2 2.2 Opex growth 11.2 27.3 10.8 10.0
Provision coverage 45.5 56.5 61.7 66.0 PPOP growth 5.3 12.1 21.4 18.6
PPP growth 17.5 16.0 5.3 16.3
Provisions growth 22.1 62.1 (31.3) 3.2
Adjusted Profit 5.4 (62.3) 296.3 40.2

Operating ratios

Year to March FY17 FY18E FY19E FY20E
Yield on advances 7.2 7.4 7.5 7.6
Yield on investments 7.2 7.4 7.4 7.4
Yield on assets 6.8 6.8 7.0 7.1
Cost of funds 4.4 4.5 4.5 4.5
Net interest margins 24 2.4 2.6 2.6
Cost of deposits 4.9 5.0 5.0 4.9
Cost of borrowings 2.9 2.4 2.7 2.9
Spread 2.4 2.4 2.5 2.6
Cost-income 47.8 50.1 51.3 49.9
Tax rate 29.4  (508.8) 29.0 29.0
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Balance sheet (INR mn) RoE decomposition (%)

As on 31st March FY17 FY18E FY19E FY20E  Year to March FY17 FY18E FY19E FY20E
Share capital 8,110 8,632 9,299 9,299 Net int. income/assets 2.4 2.4 2.6 2.6
Reserves & Surplus 1,749,385 1,898,486 2,211,374 2,387,908 Fees/Assets 1.0 0.9 1.0 1.0
Net worth 1,757,495 1,907,118 2,220,673 2,397,207  Invst. profits/Assets 0.4 0.4 0.2 0.2
Sub bonds/pref cap 529,259 557,259 585,259 613,259 Net revenues/assets 3.8 3.8 3.8 3.9
Deposits 25,853,203 27,086,532 29,607,305 33,332,145 Operating expense/assets (1.8) (1.9) (1.9) (1.9)
Total Borrowings 2,791,798 2,966,798 3,141,798 3,316,798 Provisions/assets (1.4) (1.9) (1.2) (1.1)
Other liabilities 1,756,232 1,590,643 1,605,858 1,653,161  Taxes/assets (0.2) 0.1 (0.2) (0.2)
Total liabilities 32,687,987 34,108,350 37,160,894 41,312,569  Total costs/assets (3.4) (3.6) (3.3) (3.3)
Loans 18,689,626 19,624,108 21,782,759 24,614,518  ROA 0.4 0.1 0.5 0.6
Cash and Equivalents 2,708,617 2,273,611 2,482,109 2,787,641 Equity/assets 6.2 5.8 6.1 6.2
Gilts 7,377,048 8,414,932 8,842,258 9,528,725  ROAE (%) 6.6 2.2 7.6 9.5
Others 1,952,219 1,956,775 2,184,908 2,441,156

Fixed assets 138,434 121,082 102,230 81,878  Valuation parameters

Other Assets 1,822,043 1,717,842 1,766,629 1,858,651  Year to March FY17 FY18E FY19E FY20E
Total assets 32,687,987 34,108,350 37,160,894 41,312,569  Adj. Diluted EPS (INR) 12.9 4.6 16.8 23.6
Credit growth 28.2 5.9 11.2 131 Y-o-Y growth (%) 0.9 (64.6) 267.9 40.2
Deposit growth 49.4 48 9.3 12.6 BV per share (INR) 249.0 254.4 276.0 298.2
EA growth 45.7 5.0 9.4 11.6 Adj. BV per share (INR) 165.3 185.3 215.3 240.2
SLR ratio 25.8 28.0 27.0 26.0  Diluted P/E (x) 12.8 36.3 9.9 7.0
C-D ratio 74.6 75.5 76.7 77.1 Price/ BV (x) 0.7 0.7 0.6 0.6
Low-cost deposits 43.7 45.0 45.6 46.2  Price/ Adj. BV (x) 1.0 0.9 0.8 0.7
Provision coverage 45.5 56.5 61.7 66.0  Dividend Yield (%) 2.3 2.4 2.4 2.4
Gross NPA ratio 9.3 9.6 9.2 8.7

Net NPA ratio 5.2 4.3 3.7 3.1

Incremental slippage 7.8 3.7 2.2 2.2

Net NPA / Equity 55.2 447 36.3 321

Capital adequacy 13.1 12.5 11.9 11.3

- Tier 1 9.8 9.3 8.8 8.3

Peer comparison valuation

Market cap Diluted P/E (X) Price/ Adj. BV (X) ROAE (%)
Name (USD mn) FY18E FY19E FY18E FY19E FY18E FY19E
State Bank of India 32,772 36.3 9.9 0.7 0.6 2.2 7.6
Axis Bank 20,444 33.0 15.7 2.1 1.9 6.5 12.0
Bank of Baroda 4,713 20.2 10.1 1.1 0.9 3.7 8.2
DCB Bank 765 19.7 15.2 2.0 1.8 11.1 11.9
Federal Bank 2,742 16.9 12.8 1.5 1.4 9.9 10.8
HDFC Bank 73,492 26.4 223 4.6 3.5 18.6 17.9
ICICI Bank 28,979 20.4 13.6 2.5 2.3 9.4 13.2
IDFC Bank 2,572 15.6 11.5 1.1 1.1 7.1 9.1
Indusind Bank 15,796 28.1 22.6 4.5 3.8 16.5 17.7
Karnataka Bank 648 7.1 5.9 0.7 0.6 8.8 10.0
Kotak Mahindra Bank 30,603 335 26.9 4.4 3.8 14.8 15.0
Punjab National Bank 3,586 16.3 6.8 1.1 0.9 3.7 8.8
South Indian Bank 673 12.6 6.8 1.0 0.9 7.7 12.5
Union Bank Of India 1,263 (3.3) 5.8 0.8 0.7 (11.4) 7.8
Yes Bank 10,745 16.5 12.4 29 2.4 17.8 20.3
Median - 19.7 12.8 1.5 1.4 8.8 11.9
AVERAGE - 211 13.5 2.1 1.8 8.4 12.2

Source: Edelweiss research
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Additional Data

Directors Data

State Bank of India

B. Sriram

Rajnish Kumar
Sanjiv Malhotra
Pushpendra Rai
Chandan Sinha
Pravin Hari Kutumbe

Managing Director

Chairman
Director
Director
Director
Director

Dinesh Kumar Khara
P. K. Gupta

Rajiv Kumar

Girish K. Ahuja
Bhaskar Pramanik
Basant Seth

Managing Director
Managing Director
Director
Director
Director
Director

Auditors - Varma & Varma

Holding - Top 10

*as per last annual report

Perc. Holding Perc. Holding
Life Insurance Corp Of India 10.39 Hdfc Asset Management Co Ltd 2.83
Icici Prudential Asset Mgmt Co 1.69 Reliance Capital Trustee Co Ltd 1.40
Capital Group 1.39 Sbi Funds Management 1.18
Blackrock 0.89 Templeton Asset Mgmt 0.58
Kotak Mahindra 0.52 Vanguard Group 0.48
*as per last available data
Bulk Deals
Data Acquired / Seller B/S Qty Traded Price
No Data Available
*in last one year
Insider Trades
Reporting Data Acquired / Seller B/S Qty Traded

No Data Available
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RATING & INTERPRETATION

STOCK
RATING

Company Absolute Relative Relative Company Absolute Relative Relative
reco reco risk reco reco Risk

Allahabad Bank HOLD Su

Bajaj Finserv BUY Sp

<

Axis Bank HOLD SuU
Bank of Baroda BUY SP
Capital First BUY NeJ
Dewan Housing Finance BUY SO
Federal Bank BUY SP
HDFC Bank BUY SO
IDFC Bank BUY SP
Indusind Bank BUY SP
Kotak Mahindra Bank BUY NeJ
LIC Housing Finance BUY N

<

Bharat Financial Inclusion BUY Nej
DCB Bank SP
Equitas Holdings Ltd. SO
HDFC SP
ICICI Bank Nej
Indiabulls Housing Finance Sp
Karnataka Bank SP
L&T FINANCE HOLDINGS LTD Nej
Magma Fincorp Sp Mahindra & Mahindra Financial Services NJ
Manappuram General Finance SO Max Financial Services SO
Multi Commodity Exchange of India SU Muthoot Finance SO
Oriental Bank Of Commerce Sp Power Finance Corp SO
Punjab National Bank Sp Reliance Capital N
Repco Home Finance NeJ Rural Electrification Corporation SO
Shriram City Union Finance NeJ
South Indian Bank Nej

Union Bank Of India SP

Shriram Transport Finance SO
State Bank of India SP
Yes Bank SO

£ g2 ~Z g g -~/ 28 -
=L -~ 2=~~~ XL

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING

Ratings Criteria

Sector Outperformer (SO)

Sector Performer (SP)

Sector Underperformer (SU)

Stock return > 1.25 x Sector return
Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe

within the sector

RELATIVE RISK RATING

Ratings
Low (L)
Medium (M)
High (H)

Criteria
Bottom 1/3rd percentile in the sector
Middle 1/3rd percentile in the sector

Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING

Ratings
Overweight (OW)
Equalweight (EW)

Underweight (UW)
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Criteria

Sector return > 1.25 x Nifty return
Sector return > 0.75 x Nifty return
Sector return < 1.25 x Nifty return

Sector return < 0.75 x Nifty return
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Coverage group(s) of stocks by primary analyst(s):

Allahabad Bank, Axis Bank, Bharat Financial Inclusion, Bajaj Finserv, Bank of Baroda, Capital First, DCB Bank, Dewan Housing Finance, Equitas Holdings
Ltd., Federal Bank, HDFC, HDFC Bank, ICICI Bank, IDFC Bank, Indiabulls Housing Finance, Indusind Bank, Karnataka Bank, Kotak Mahindra Bank, LIC
Housing Finance, L&T FINANCE HOLDINGS LTD, Max Financial Services, Multi Commodity Exchange of India, Manappuram General Finance, Magma
Fincorp, Mahindra & Mahindra Financial Services, Muthoot Finance, Oriental Bank Of Commerce, Punjab National Bank, Power Finance Corp, Reliance

Capital, Rural Electrification Corporation, Repco Home Finance, State Bank of India, Shriram City Union Finance, Shriram Transport Finance, South Indian
Bank, Union Bank Of India, Yes Bank

Recent Research

Date Company Title Price (INR) Recos
12-Mar-18 Insurance Insurance premiums: Growth
moderates; Sector Update
21-Feb-18 Banking NCLT-1 resolution: Bank-wise
impact analysis;
Sector Update
19-Feb-18 Banking  Silver lining on the horizon,
finally; Sector Update
Distribution of Ratings / Market Cap
Edelweiss Research Coverage Universe Rating Interpretation
Buy Hold Reduce Total Rating Expected to
Rating Distribution* 161 67 11 240 Buy appreciate more than 15% over a 12-month period
* 1stocks under review
i 159 12- i
> 50bn Between 10bn and 50 bn <10bn Hold appreciate up to 15% over a 12-month period
Reduce depreciate more than 5% over a 12-month period
Market Cap (INR) 156 62 11

One year price chart
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Banking and Financial Services

DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in
part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, mentioned herein or (b) be engaged in any other transaction
involving such Securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No.
201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely to
persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"),
sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to EIAPL when providing any
financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for
private investors.
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