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Indusind Bank’s Q1FY19 earnings were in-line with expectations and EDELWEISS 4D RATINGS
reaffirms our confidence that the bank is structurally poised to achieve . =

solute Rating BUY
Phase IV targets and achieve scale with quality. Loan growth momentum of Rating Relative to Sector Performer
29% (more broad-based), sustained CASA (SA grew >50% YoY), and R R i Gee ey
operating leverage supported 20% YoY NIl and >27% YoY operating profit SectorRElativeoINVIa ket Overweight
growth. MTM loss of INR860mn fed into softer PAT growth of 24%. Asset
quality was steady with slippages at 1.3%, credit cost at 14bps and GNPLs
at 1.15%. Key monitorables will be: a) below trend core fee income growth; MARKET DATA (R: INBK.B0, B: IIB IN)

and b) merger update with BhaFin (likely conclusion in Q2FY19). Given ~ M o NS0
strong track record, superior RoA and well-capitalised position, execution Target Price : INR 2,080
risks are minimal. Maintain ‘BUY’ with TP of INR2,080 (3.9x FY20E P/ABV). Sz_we.ek‘range e LRI
Share in issue (mn) : 600.4
M cap (INR bn/USD mn) : 1,162 / 16,880
Broad based growth momentum suggesting secular growth trends Avg. Daily Vol.BSE/NSE(‘000) : 1,230.2
Despite its Phase IV target of lowering corporate loan proportion to 50%, structural
opportunities are driving it further up — corporate moved up 30% YoY (NCLT SHARE HOLDING PATTERN (%)

refinancing). Impressively, growth in vehicle portfolio is also sustaining, with commercial
vehicle growth more of a trend now. On diversified growth levers, we expect IIB to swiftly

Q4FY18 Q3FY18 Q2FY18

Promoters * 15.0 15.0 15.0
capitalise on the recovery momentum and continue to gain market share. Meanwhile, MF's, FI's & BK’s 11.7 11.7 12.6
NIMs were down 5bps QoQ to 3.92% on higher deposit cost, bank has raised MCLR Fll's 445 245 43.0
(40bps in Q4FY18) which will help cushion NIMs. Core fee income continued below trend Others 28.8 28.8 29.4

at 20% growth which restricted overall revenue momentum — a key monitorable. o Frrommatiars sl dhes ] NIL
(% of share in issue)

Asset quality stable; shift to better rated corporate sustained T T

Slippages were curtailed at ~INR4.8bn (1.3%), which in-turn restricted GNPLs to EW Banks and
INR17.4bn (up 2% QoQ). Overall stress (GNPLs + restructured book) was stable at 1.2%. Stock Nifty  Financial
Credit cost was at 14bps (versus 19bps for Q4FY18 and 62bps for FY18). Falling Services Index
proportion of BBB-and-below rated corporates (<34% vs. >48% as at FY16), leading to 1 month 2.5 0.0 0.2
lower RWA/assets (at ~79%) is encouraging. 3 months 13.3 3.8 6.6

12 months 30.9 12.4 12.1

Outlook and valuation: Stable growth trajectory; maintain ‘BUY’
1IB has delivered yet another steady quarter. Even more commendable is that: 1) IIB is
now delivering a mix of sustainable earnings growth with granularity; 2) liability

franchise and balance sheet has been strengthening; and 3) outlook is optimistic. We Kunal Shah
+91 22 4040 7579

expect superior growth, stable margins and controlled credit costs to help the bank
kunal.shah@edelweissfin.com

sustain >25% earnings CAGR over FY18-20. At CMP, the stock trades at 3.6x FY20E

P/ABV. We maintain ‘BUY/SP’. Prakhar Agarwal

Financials (INRmn)  +91 2266203076

YeartoMarch  Q1FY19 Q1FY18 Growth% QA4FY18 Growth % FY18  FY19E FY19f  Prakharagarwal@edelweissfin.com
Net revenue 34,240 29,413 16.4 32,161 6.5 1,22,476 1,49,157 1,84,605  pphishek Agrawal

Net profit 10,357 8,365 23.8 9,531 8.7 36,060 44,720 57,036  +9122 4040 7402

Dil. EPS (INR) 17.1 13.9 23.2 15.7 8.6 60.1 74.5 95,0  abhishekagrawal@edelweissfin.com
Adj. BV (INR) 3885  450.2  533.2

Price/ Adj book (x) 5.0 4.3 3.6

Price/ Earnings (x) 32.2 26.0 20.4 July 10,2018
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I Banking and Financial Services

Table 1: Key takeaways from Q1FY19 earnings

(INR mn) Q1FY19 Q1FY18 Growth (%) QAFY18 Growth (%) Comments
Net interest income 21,224 17,741 19.6 20,076 5.7
Other income 13,016 11,673 11.5 12,085 7.7 Other income lower following lower treasury

gains. Even core fee income growth was below
trend - a key monitorable

Operating expenses 15,129 13,528 11.8 14,467 4.6 In line with Phase-4 target, benefits of
operating efficiency have started to play out

Staff expense 4,620 4,222 9.4 4,535 1.9

Other opex 10,509 9,306 12.9 9,932 5.8

Pre prov Op profit (PPP) 19,111 15,885 20.3 17,694 8.0

Provisions 3,500 3,100 12.9 3,356 4.3 Credit cost curtailed at 14bps (19bps for
Q4FY18 and 62bps for FY18)

Profit before tax 15,611 12,786 22.1 14,338 8.9

Provision for tax 5,254 4,420 18.9 4,808 9.3

Profit after tax 10,357 8,365 23.8 9,531 8.7

EPS (INR) 17.1 13.9 23.2 15.7 8.6

Balance sheet (INR bn)

Advances 1,507 1,164 29.4 1,450 3.9 Move towards better rated portfolio sustained.
Secular growth driven by corporate segments
(up 30% YoY, NCLT refinance) and retail
segment (up 28% YoY). While bank aimed to
achieve 50%/50% mix for CFD/CCB, but
structural opportunities in corporate may lead
to higher porpotion

Deposits 1,589 1,337 18.8 1,516 4.8

CD Ratio (%) 94.8 87.1 95.6

Asset quality

Gross NPA 17,406 12,717 36.9 17,049 2.1 Slippages were curtailed at 1.3% which fed
into steady headdline GNPLs

Net NPA 7,624 5,083 50.0 7,457 2.2

Gross NPA (%) 1.2 11 1.2

Net NPA (%) 0.5 0.4 0.5

Provision coverage 56.2 60.0 56.3

Restructured book 0.1 0.2 0.1

Overall stress assets 1.2 1.3 1.2 Overall stress asset broadly steady

Source: Company, Edelweiss research
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Indusind Bank

Table 2: Loan growth sustain momentum, suggesting market share gains; scale up in CASA ratio sustains

(INR mn) Q4FY16  Q1FY17  Q2FY17  Q3FY17  Q4FY17  QI1FY18  Q2FY18  Q3FY18  Q4FY18  QI1FY19
Advances 8,84,193 9,36,780 9,89,491 10,27,700 11,30,805 11,64,070 12,31,808 12,85,400 14,49,537 15,06,750
YoY (%) 29.7 26.4 25.1 27.9 24.3 24.5 25.1 28.2 29.4
QoQ (%) 5.9 5.6 3.9 10.0 2.9 5.8 4.4 12.8 3.9
Deposits 9,30,003 10,17,680 11,23,133 11,92,180 12,65,722 13,36,730 14,14,406 14,60,860 15,16,392 15,88,620
YoY (%) 31.0 38.9 37.9 36.1 314 25.9 22.5 19.8 18.8
QoQ (%) 9.4 10.4 6.1 6.2 5.6 5.8 33 3.8 4.8
CD ratio (%) 92.1 88.1 86.2 89.3 87.1 87.1 88.0 95.6 94.8
CASA (%) 344 36.5 37.1 36.9 37.8 42.0 43.0 44.0 43.4
Table 3: NIMs dip 5 bps QoQ on higher deposit costs
(%) Q4FY16 Q1FY17 Q2FY17 Q3FY17 Q4FY17 Q1FY18 Q2FY18 Q3FY18 Q4FY18 Q1FY19
Yield on Advances 12.0 12.1 11.9 11.7 11.4 11.5 11.3 11.0 111 11.2
Cost of deposits 7.1 6.9 6.6 6.4 6.1 6.2 5.9 5.9 6.0 6.2
NIMs 3.9 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 3.9
Table 4: Core fee income was soft, a key monitorable
(INR mn) Q1FY19 Q1FY18 YoY (%) Q4FY18 QoQ (%)
Trade Fees (LC, BG, Remittances) 1,410 1,310 7.6 1,530 (7.8)
Processing Fees & other charges 2,300 1,960 17.3 2,280 0.9
FX —Client 2,280 1,980 15.2 1,970 15.7
TPP (Insurance ,MF ,etc ) 2,780 2,100 324 2,730 1.8
Investment Banking Income 2,080 1,750 18.9 1,970 5.6
Gen. Bkg. / Other Income 800 640 25.0 650 23.1
Table 5: Slippages curtailed, restricting headline GNPLs to 1.15%
(%) Q117 Q217 Q317 Q417 Q118 Q218 Q318 Q418 Q119
Opening gross NPA 0.9 0.9 0.9 0.9 0.9 1.1 1.1 1.2 1.2
CCB 0.7 0.7 0.7 0.7 0.8 0.9 1.1 1.0 1.2
CFD 1.0 1.1 1.1 1.1 1.1 1.2 1.0 1.0 1.1
Additions 0.3 0.3 0.3 0.6 0.5 0.4 0.3 0.6 0.3
CCB 0.2 0.1 0.2 0.7 0.5 0.4 0.2 0.6 0.2
CFD 0.4 0.5 0.4 0.4 0.5 0.4 0.5 0.6 0.4
Deductions 0.2 0.2 0.2 0.5 0.3 0.3 0.2 0.5 0.3
CCB 0.1 0.1 0.1 0.6 0.3 0.2 0.1 0.5 0.2
CFD 0.3 0.4 0.3 0.4 0.4 0.6 0.4 0.4 0.5
Closing gross NPA 0.9 0.9 0.9 0.9 1.1 1.1 1.2 1.2 1.2
CCB 0.8 0.7 0.8 0.8 1.0 1.1 1.2 1.2 1.2
CFD 1.1 1.2 1.2 1.1 1.3 1.1 1.1 1.1 1.0
Table 6: GNPAs broadly steady across segments
(%) Q117 Q217 Q317 Q417 Q118 Q218 Q318 Q418 Q119
cv 1.1 1.1 1.0 1.0 1.1 1.0 0.9 1.0 0.9
Utility 13 1.2 1.1 1.1 1.4 1.4 13 1.3 1.4
Const equip 14 1.4 1.2 1.2 1.1 1.0 1.1 1.1 0.9
Small CV 1.1 1.0 0.8 0.9 13 1.1 1.2 1.3 1.1
2W 3.2 3.6 3.6 3.5 3.6 3.6 3.8 3.8 3.7
Cars 0.5 0.5 0.8 0.7 0.7 0.7 0.6 0.7 0.7

Source: Company
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Table 7: Loan book composition: Structural opportunities driving corporate proportion higher

(%) Q216 Q316 Q416 Q117 Q217 Q317 Q417 Q118 Q218 Q318 Q418 Q119
Commercial vehicles 15.8 16.1 15.9 16.1 15.8 15.9 15.4 15.2 15.1 15.9 15.6 15.6
Utility vehicles 2.6 2.5 2.3 2.2 2.2 2.2 2.1 2.1 2.0 2.1 2.0 2.0
Cars 4.5 4.6 4.4 4.4 4.4 4.4 4.1 4.1 4.1 4.1 3.7 3.7
Small CV 6.1 6.1 5.8 5.6 5.5 5.6 5.0 4.8 4.6 4.6 4.2 43
Equipments 3.7 3.7 3.7 3.7 3.6 3.8 3.6 3.8 3.7 3.9 3.8 4.0
Others (home and personal) 8.1 8.7 9.2 9.3 9.5 9.9 10.0 10.5 10.5 10.7 10.2 10.4
Loan to large corporates 26.5 26.8 28.6 29.2 27.9 27.5 27.8 28.4 29.3 28.5 30.6 29.8
Loan to mid corporates 20.6 19.5 18.8 18.3 19.5 19.2 19.6 19.5 19.1 18.7 17.7 17.6
Loan to small businesses 12.0 12.0 11.3 11.4 11.6 11.6 12.3 11.7 114 11.5 12.3 12.6

Table 8: Strong low-cost deposit accretion

(%) Q4FY16 Q1FY17 Q2FY17 Q3FY17 QA4FY17 Q1FY18 Q2FY18 Q3FY18 QA4FY18 QI1FY19
CA 16.6 15.7 18.2 15.9 15.5 14.2 13.9 13.9 13.7 134
SA 18.5 18.8 18.3 21.1 214 23.6 28.4 28.9 30.3 30.0

Source: Company

Chart 1: Core fee growth softer, a key monitorable henceforth
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Financial snapshot (INR mn)
Year to March Q1FY19 Q1FY18 % change Q4FY18 % change FY18 FY19E FY20E
Interest income 50,682 41,355 22.6 46,501 9.0 172,808 221,132 278,361
Interest exp 29,457 23,615 24.7 26,425 11.5 97,833 128,584 163,246
Net int. inc. (INR mn) 21,224 17,741 19.6 20,076 57 74,975 92,548 115,114
Other income 13,016 11,673 11.5 12,085 7.7 47,501 56,608 69,491
Net revenues 34,240 29,413 16.4 32,161 6.5 122,476 149,157 184,605
Operating expenses 15,129 13,528 11.8 14,467 4.6 55,915 65,929 79,665
Staff costs 4,620 4,222 9.4 4,535 1.9 17,807 21,701 26,020
Other opex 10,509 9,306 12.9 9,932 5.8 38,108 44,228 53,645
Pre prov op profit(ppop) 19,111 15,885 20.3 17,694 8.0 66,561 83,228 104,940
Provisions 3,500 3,100 12.9 3,356 4.3 11,750 15,470 18,522
Profit before tax 15,611 12,786 22.1 14,338 8.9 54,811 67,758 86,418
Provision for taxes 5,254 4,420 18.9 4,808 9.3 18,751 23,038 29,382
PAT 10,357 8,365 23.8 9,531 8.7 36,060 44,720 57,036
Diluted EPS (INR) 17.1 13.9 23.2 15.7 8.6 60.1 74.5 95.0
Ratios

NII/GlI (%) 419 42.9 43.2 43.4 419 41.4
Cost/income (%) 44.2 46.0 45.0 45.7 44.2 43.2
Provisions / PPOP 18.3 19.5 19.0 17.7 18.6 17.7
Tax rate (%) 33.7 34.6 33.5 34.2 34.0 34.0
Bal. sheet data (INRbn)

Advances 1,507 1,164 29.4 1,450 3.9 1,450 1,841 2,301
Deposits 1,589 1,337 18.8 1,516 4.8 1,516 1,921 2,407
CD Ratio 95 87 96 96 96 96
Prov. coverage (%) 56.2 60.0 56.3 56.3 61.0 63.6

Asset quality

Gross NPA 17,406 12,717 36.9 17,049 2.1 17,049 24,328 29,879
Gross NPA (%) 1.1 1.1 1.2 1.2 1.3 1.3
Net NPA 7,624 5,083 50.0 7,457 2.2 7,457 9,495 10,864
Net NPA (%) 0.5 0.4 0.5 0.5 0.5 0.5
Adj book value / share 388.5 450.2 533.2
Price/ Adj. book (x) 5.0 4.3 3.6
Price/ Earnings 32.2 26.0 20.4
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Q1FY19 earnings call takeaways

With respect to growth momentum

Secular loan growth momentum was sustained this quarter (up > 29% YoY despite
INR80bn portfolio sold this quarter), management believes that sequential growth is
indicative for growth momentum to come forward and expect strong momentum will
continue.

Have done 4 NCLT refinancing cases this quarter, based on the comfort with sponsor
and the possibility of the turn-around of underlying asset. The banks maintains the
philosophy of retaining 20% of these exposures and selling balance 80%

CASA growth momentum also was on track, with SA growth of > 50% YoY. Market itself
is seeing softer growth in current accounts, bank sees this piece to be very competitive
(especially given evaluation of payment landscape) and expect soft momentum to
continue in CA.

With respect to asset quality

Asset quality showed all round improvement — credit cost at 14bps, PCR maintained at
56% , restructured book at 5bps, SRs book at 33bps. Slippages dropped to 1.3% versus
2.7% in previous quarter.

During this quarter the bank gave additional disclosures on behavioural scoring of
vehicle financing portfolio. With weighted average risk score — of 1.77 (this is lead
indicator for credit cost by about 6 months or so), the management expect further
improvement in credit cost in this portfolio.

The growth in the unsecured segment (in Annual report) is due to higher PSU exposure
(AAA rated) where the bank doesn’t have much collateral.

With respect to operational metrics

MTM losses of INR860mn , which is fully provided for and have not used RBI
dispensation.

Overall capital consumption was 33bps of this 8bps is on dividend and 25bps is
pertaining to growth. There was higher growth in RWA than loan book ( on sequential
basis) given a) lower cash backed exposure b) higher real estate exposure and c)
higher growth in PL and CC.

Seeing momentum in Insurance and housing loan disbursement for HDFC and
investment products, these cumulatively are leading to better third party fee growth.
NIMs were down 5bps QoQ, this was due to lagged impact of yields re-pricing (average
MCLR re-pricing duration for corporate happens in 270 days, 60% of the corporate book
will be linked to MCLR). Management expects NIMs to be in 3.9-4% range.

Branch opening is going a pace — 10 branches opened this quarter, but lot of branches
are under progress and will add 200 branches this quarter

Others

Government deposits forms around 15% of the overall balance sheet size.
Customer base is now at 12mn (added 1 mn customer this year)
Expect 48% of cost/income ratio on sustainable basis.

Merger with Bharat financial is in the last leg of approval - expect NCLT process to be
done within a week and for the balance it should take 3 months to merge.

The acquisition of ISSL ( taken from ILFS) should be largely done in this quarter.

Edelweiss Securities Limited
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QA4FY18 earnings call takeaways

Overall management commentary

In the current scenario, operational risk is an important factor that needs to be looked
upon.

The February 12 circular norms are a good stepping stone towards IndAS
implementation and preparing the banks well for it.

The bank on track to achieve the targets mentioned in PC4. Despite lower trading gains,
the PAT was higher 27% YoY. If gains would have been higher, floating provisions would
have been created. However, w.r.t. having a 50% mix of corporate book is something
where the bank is lagging due to the strong growth momentum.

The bank has acquired 0.6mn accounts in Q4FY18 and total stands at 11.2mn currently.
Aims to have a 20mn customer base by 2020.

Growth

Strong corporate loan book growth was on the back of NCLT refinancing and should
flow through in the upcoming quarters.

W.r.t to corporate, there is no cap on good quality lending and decision will be driven
by the RoA’s apart from the credit evaluation. Not only does corporate pay higher
interest, but also includes a huge chunk of fee income. The structural easing towards
private banks will help capture market share from PSB’s. For a 10% shift in market
share, around USD15bn-USD16bn capital would be required by private banks.

Non vehicle retail grew at 33% YoY but are cautious on LAP due to the aggressive
pricing and hence have slowed down lending in this domain.

Gems and Jewellery segment - The bank works only with diamond traders (good quality
and a small group of clients) and not jewelers wherein the major issue rests.

Aspirational loan growth to be greater than 25% while credit cost should be in mid
fifties (in bps)

Power exposure in the book is to a AAA rated PSU

Asset Quality

In vehicle financing the slippages are mostly offset by the recoveries w.r.t to slippages
of previous quarters. That said, the slippages were higher this year mostly because of
the holiday on last 4 days of the financial year. On the corporate side, slippages were
primarily because of 2 accounts which include a gems and jewellery account and a
road account which is standard for the industry as of now but will have to be
categorized as divergence. IIB has an exposure of INR 1.04bn to this road account.

Credit cost flat at 62bps inspite of hit due to divergence. This is mainly a legacy account
— gems and jewellery; although standard internally categorized as fraud and thus
considered NPA.

Divergence is INR 13.5bn, includes a large cement account classified as NPA earlier in
Mar 2017 and recovered in Jun 2017. This will have absolutely no impact on the profit
and loss account. Net impact is INR 1.85bn which is only 2-3bps impact on credit cost

Recoveries possible in steel accounts out of the NCLT exposure

Edelweiss Securities Limited
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Operational metrics

Corporate yield is inching up from last 2 quarters and this quarter it is up by 11bps.
That said, MCLR effect is yet to kick in completely and should help in building up yields.

Cost of deposits to be trending downward from here on. The bank is flexible in terms
of managing the interest rate slab by adjusting the range of the deposits rather than
the interest rate per say.

Processing fees are subdued as the renewals of corporate accounts are spread out over
a months.

IT spends are almost 5% of the overall opex spends.

Normalisaton in RoA and RoE is expected from Q1FY19 onwards

Others

For the merger with Bharat financial, RBI NOC is in place while SEBI and NCLT approval
are pending and should be attained shortly. The integration will start from July 2018
but the deal will be effective from January 2019.

W.r.t to the acquisition of the securities arm of IL&FS, SEBI approval is required. This
will give the company good exposure to the domain as the company has 20% market
share in clearing business.

50% of the book is MCLR, 40% is fixed while 10% is variable linked to some benchmark
48% of new saving accounts and 60% of personal loans are acquired digitally

Market risk was up on a yearly basis because the bank took up Non-SLR positions
because of tight liquidity towards the end of March. This is temporary and should come
down in the next quarter.

Edelweiss Securities Limited
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Company Description

Indusind Bank commenced its operations in 1994 and had transformational management
change in 2008. Since management change, the bank has successfully completed three
phases of planning cycle and is currently undergoing fourth phase of planning cycle. The
market has consistently rewarded 1B for its delivery on improvement in profitability metrics
—ROA, ROE.

Currently bank caters to the needs of both consumer and corporate customers. It has a
robust technology platform supporting multi-channel delivery capabilities. Indusind Bank
has 1410 branches, and 2,285 ATMs spread across geographic locations of the country.

Investment Theme

1IB has been delivering steady earnings performance even through challenging times. Even
more commendable is that: 1) 1IB is delivering a mix of sustainable earnings growth with
granularity; 2) liability franchise and balance sheet has been strengthening; and 3) outlook is
optimistic. We expect superior growth, stable margins and controlled credit costs to help
the bank sustain >25% earnings CAGR over FY18-20. Given improving retail liabilities, high
RoAs and well-capitalized position (Tier 1 at ~14.3%) we expect execution risk to be minimal.
Improving liability franchise and above average earnings growth at strong return ratios will
ensure that IIB will sustain premium valuations.

Key Risks

The bank is seeing below trend growth in fee income profile, any sustenance of the same
may have impact on its profitability.

The bank is scheduled to merge with Bharat Financials, any blip in there could have
implications for the stock.

Edelweiss Securities Limited
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Financial Statements

Key Assumptions Income statement (INR mn)
Year to March FY17 FY18 FY19E FY20E Yearto March FY17 FY18 FY19E FY20E
Macro Interest income 144,057 172,808 221,132 278,361
GDP(Y-0-Y %) 7.1 6.5 7.1 7.6  Interest expended 83,431 97,833 128,584 163,246
Inflation (Avg) 4.5 3.6 4.5 5.0 Netinterestincome 60,626 74,975 92,548 115,114
Repo rate (exit rate) 6.3 6.0 6.3 6.5 Non interest income 41,715 47,501 56,608 69,491
USD/INR (Avg) 67.1 645 68.0 69.0 - Fee & forex income 38,149 43,329 54,319 67,672
Sector - Misc. income 766 454 290 319
Credit growth 9.0 12.0 14.0 17.0 - Investment profits 2,801 3,718 2,000 1,500
Deposit growth 14.0 12.0 13.0 14.0 Net revenue 102,341 122,476 149,157 184,605
CRR 4.0 4.0 4.0 4.0 Operating expense 47,831 55915 65,929 79,665
SLR 20.0 20.0 19.5 19.0 - Employee exp 15,210 17,807 21,701 26,020
G-sec yield 6.5 6.5 7.0 7.1 - Other opex 32,621 38,108 44,228 53,645
Company Preprovision profit 54,510 66,561 83,228 104,940
Op. metric assump. (%) Provisions 10,909 11,750 15,470 18,522
Yield on advances 114 10.6 10.8 10.9 Loan loss provisions 10,501 10,541 15,470 18,522
Yield on investments 7.3 7.1 7.0 6.9 Investment depreciation 314 1,209 - -
Yield on asset 9.7 9.2 9.4 9.5  Other provisions 94 - - -
Cost of funds 5.9 5.5 5.5 5.4  Profit Before Tax 43,601 54,811 67,758 86,418
Net interest margins 4.1 4.0 3.9 3.9 Less: Provision for Tax 14,922 18,751 23,038 29,382
Cost of deposits 6.3 5.8 5.6 5.6  Profit After Tax 28,679 36,060 44,720 57,036
Cost of borrowings 6.7 6.6 6.8 6.9 Reported Profit 28,679 36,060 44,720 57,036
Spread 3.7 3.7 3.9 4.1  Adj. Diluted EPS (INR) 47.9 60.1 74.5 95.0
Balance sheet assumption (%) Dividend per share (DPS) 6.0 7.5 9.0 9.0
Credit growth 28.1 29.3 26.8 249 Dividend Payout Ratio(%) 14.5 14.5 14.0 11.0
Deposit growth 36.1 19.8 26.7 253
SLR ratio 211 213 20.5 20.0 Growth ratios (%)
Low-cost deposits 36.9 44.0 45.3 46.5 Year to March FY17 FY18 FY19E FY20E
Net NPA ratio 0.4 0.5 0.5 0.5 NIl growth 34.2 23.7 23.4 24.4
Net NPA / Equity 2.1 3.1 3.4 3.3 Fees growth 24.3 13.6 25.4 24.6
Capital adequacy 153 15.0 14.3 13.6  Opex growth 30.3 16.9 17.9 20.8
Incremental slippage 1.6 2.9 1.7 1.5 PPOP growth 29.6 21.5 29.3 27.3
Provision coverage 58.4 56.3 61.0 63.6  PPP growth 31.6 221 25.0 26.1
Provisions growth 62.4 7.7 31.7 19.7
Adjusted Profit 25.4 25.7 24.0 27.5

Operating ratios

Year to March FY17 FY18 FY19E FY20E
Yield on advances 11.4 10.6 10.8 10.9
Yield on investments 7.3 7.1 7.0 6.9
Yield on assets 9.7 9.2 9.4 9.5
Cost of funds 5.9 5.5 5.5 5.4
Net interest margins 4.1 4.0 3.9 3.9
Cost of deposits 6.3 5.8 5.6 5.6
Cost of borrowings 6.7 6.6 6.8 6.9
Spread 3.7 3.7 3.9 4.1
Cost-income 46.7 45.7 44.2 43.2
Tax rate 34.2 34.2 34.0 34.0
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Balance sheet (INR mn) RoE decomposition (%)
As on 31st March FY17 FY18 FY19E FY20E  Year to March FY17 FY18 FY19E FY20E
Share capital 5,982 6,002 6,002 6,002 Net int. income/assets 4.1 4.0 3.9 3.9
Reserves & Surplus 200,480 232,414 270,856 321,614 Fees/Assets 2.6 2.3 2.3 2.3
Net worth 206,461 238,416 276,858 327,616 Invst. profits/Assets 0.2 0.2 0.1 0.1
Sub bonds/pref cap - - 500 1,000 Net revenues/assets 6.9 6.5 6.3 6.3
Deposits 1,265,722 1,516,392 1,920,579 2,406,726 Operating expense/assets (3.2) (3.0) (2.8) (2.7)
Total Borrowings 224,537 382,891 564,598 676,742 Provisions/assets (0.7) (0.6) (0.7) (0.6)
Other liabilities 91,877 81,258 217,760 261,178  Taxes/assets (1.0) (1.0) (1.0) (1.0)
Total liabilities 1,788,597 2,218,957 2,980,295 3,673,261  Total costs/assets (4.9) (4.6) (4.4) (4.3)
Loans 1,130,805 1,449,537 1,840,911 2,301,139  ROA 1.9 1.9 1.9 1.9
Cash and Equivalents 186,283 132,159 156,263 191,032  Equity/assets 12.9 11.8 11.0 10.3
Gilts 314,523 403,660 509,461 616,694  ROAE (%) 15.0 16.2 17.4 18.9
Others 52,498 97,107 115,945 138,550
Fixed assets 13,352 13,388 12,836 12,204 Valuation parameters
Other Assets 91,136 123,107 344,879 413,643  Year to March FY17 FY18 FY19E FY20E
Total assets 1,788,597 2,218,957 2,980,295 3,673,261  Adj. Diluted EPS (INR) 47.9 60.1 74.5 95.0
BVPS (INR) 345.2 397.2 461.3 545.8  Y-0-Y growth (%) 24.8 25.3 24.0 27.5
Credit growth 28.1 29.3 26.8 249 BV pershare (INR) 345.2 397.2 461.3 545.8
Deposit growth 36.1 19.8 26.7 25.3  Adj. BV per share (INR) 340.0 388.5 450.2 533.2
EA growth 29.8 23.7 25.9 23.8 Diluted P/E (x) 40.4 32.2 26.0 20.4
SLR ratio 211 213 20.5 20.0 P/B (x) 5.6 4.9 4.2 3.5
C-D ratio 91.3 98.5 98.6 98.3  Price/ Adj. BV (x) 5.7 5.0 43 3.6
Low-cost deposits 36.9 44.0 45.3 46.5 Dividend Yield (%) 0.3 0.4 0.5 0.5
Provision coverage 58.4 56.3 61.0 63.6
Gross NPA ratio 0.9 1.2 1.3 13
Net NPA ratio 0.4 0.5 0.5 0.5
Incremental slippage 1.6 2.9 1.7 1.5
Net NPA / Equity 2.1 31 3.4 33
Capital adequacy 15.3 15.0 14.3 13.6
- Tier 1 14.7 14.6 13.9 13.2
Peer comparison valuation
Market cap Diluted P/E (X) Price/ Adj. BV (X) ROAE (%)
Name (USD mn) FY19E FY20E FY19E FY20E FY19E FY20E
Indusind Bank 16,880 26.0 20.4 4.3 3.6 17.4 18.9
Axis Bank 19,868 17.6 12.9 2.3 2.0 11.7 14.3
DCB Bank 809 17.2 13.9 2.0 1.8 11.9 13.0
Federal Bank 2,393 11.7 9.1 1.4 1.2 11.0 12.9
HDFC Bank 81,205 26.5 21.2 4.0 35 17.3 17.4
ICICI Bank 25,546 12.9 9.3 2.1 1.8 12.9 16.3
Karnataka Bank 648 6.0 4.8 0.8 0.7 11.3 131
Kotak Mahindra Bank 37,998 35.9 29.4 5.0 4.3 14.8 15.7
Yes Bank 12,441 15.6 11.8 3.0 2.5 19.6 21.8
Median - 17.2 12.9 2.3 2.0 12.9 15.7
AVERAGE - 18.8 14.7 2.8 2.4 14.2 15.9
Source: Edelweiss research
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Additional Data

Directors Data

R. Seshasayee Chairman Romesh Sobti Managing Director
T. Anantha Narayanan Director Kanchan Chitale Director
Yashodhan M. Kale Director Ranbir Singh Butola Director
Y M Kale Director Shanker Annaswamy Director
T.T. Ram Mohan Director
Auditors - Price Waterhouse Chartered Accountants LLP
Holding - Top 10
Perc. Holding Perc. Holding
New Leaina Investments 10.68 Bridge India Fund 3.50
Blackrock 3.40 UTI Asset Management 1.55
Dia Afrin 1.51 JPmorgan Chase & Co 1.50
ICICI Prudential Life Insurance 1.50 SBI Fund Management 1.47
Schroders Plc 1.47 Carmignac Gestion SA 1.14
*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
26 Jun 2018 Romesh Sobti Sell 20000.00
25 Jun 2018 Romesh Sobti Sell 20000.00
07 May 2018 Sumant Kathpalia Sell 20000.00
30 Apr 2018 Sumant Kathpalia Sell 243000.00
30 Apr 2018 Sumant Kathpalia Buy 243000.00
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 RATING & INTERPRETATION _

STOCK
RATING

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

Aditya Birla Capital BUY SO

Axis Bank Su

<

Allahabad Bank HOLD SuU
Bajaj Finserv BUY NJ

<

Bank of Baroda SP Bharat Financial Inclusion BUY SP

Capital First SO DCB Bank N
Dewan Housing Finance SO

Federal Bank SP

Equitas Holdings Ltd. SO
HDFC SP
ICICI Bank BUY SO
Indiabulls Housing Finance BUY SO
Karnataka Bank BUY SP
L&T FINANCE HOLDINGS LTD BUY SO
Magma Fincorp BUY NJ
Manappuram General Finance BUY SO
Multi Commodity Exchange of India HOLD SuU
Oriental Bank Of Commerce HOLD SP
Punjab National Bank REDUCE Su
Repco Home Finance BUY SO
Shriram City Union Finance BUY SO
South Indian Bank BUY Nej

HDFC Bank Nej
IDFC Bank SP
Indusind Bank SP
Kotak Mahindra Bank Nej
LIC Housing Finance Sp
Mahindra & Mahindra Financial Services SP
Max Financial Services Nej
Muthoot Finance Nej
Power Finance Corp SO
Reliance Capital SP
Rural Electrification Corporation NeJ
Shriram Transport Finance SO
State Bank of India SP
Yes Bank Nej

=T 2L -~ g -~ -

Union Bank Of India SP

M
M
M
M
L
L
L
L
M
M
M
L
M
M
M
M
M
L
M

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) Stock return > 1.25 x Sector return
Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) 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 Criteria
Low (L) Bottom 1/3rd percentile in the sector

Medium (M) Middle 1/3rd percentile in the sector

High (H) Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING

Ratings Criteria
Overweight (OW) Sector return > 1.25 x Nifty return

Equalweight (EW) Sector return > 0.75 x Nifty return
Sector return < 1.25 x Nifty return

Underweight (UW) Sector return < 0.75 x Nifty return
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Recent Research

Date

Company Title Price (INR) Recos
18-Jun-18 IndiaBulls  Investors’ day takeaways: On 1200 Buy
Housing  chartered course;
Finance Visit Note
18-Jun-18 Federal Bank Growth on track; asset quality 84 Buy
holds key;
Visit Note
13-Jun-18  Aditya Birla Exclusively inclusive; 139 Buy
Capital Initiating Coverage
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
Hold iat to 159 12- th jod
> 50bn Between 10bn and 50 bn < 10bn © appreciate up to 15% over a 12-month perio
Reduce depreciate more than 5% over a 12-month period
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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; (i) 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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