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Steady quarter with limited impact from floods

Quick Pointers

®  Steady asset quality with lower slippages in SME/Corporate, while flood related
impact on asset quality is likely to be lower

®  Margins came in steady but still below trend levels

SIB’s earnings were relatively better in light of Kerala floods with flat NI
growth on back of sustained loan growth of 15-16% YoY and controlled opex.
Lower trading income continues to impact other income & PPOP, while MTM
dispensation over four quarters has been also keeping provisions on higher
side. Floods in Kerala did not hurt asset quality as was envisaged earlier with
slippages of Rs2.13bn coming in lower than expectations but in-line with
trends. Stock at 0.8x FY19 ABV remains attractive especially post recent
correction and with no large impact from floods & risk of corporate slippage
having lowered, hence we retain our BUY stance with revised TP of Rs22
based on 1.0x Sep-20 ABV (rolled over from Mar-20). What worries us is low
provision cover of 33% (42% incl. technical w.off), lower CASA mx in tight
liquidity scenario which will keep cost of funds up and consequently restrict
recovery in NIMs.

" Decent operating performance in light of devastating floods: NIl growth
was flattish v/s our expectation of de-growth as not much impact of floods was
seen on interest income reversals/non payments or slower loan growth.
Margins were flat sequentially at 2.6% in light of rising cost of funds scenario
but remains quite lower than trends. PPOP was supported by better cost
control of 10% YoY post taking full gratuity impact but lower trading income
and slightly lower fees has kept PPOP recovery lower.

" Loan growth continues to be decent; liabilities profile remains weak: Loan
growth of 15.6% YoY witnessed momentum slowdown mainly in South non-
Kerala book, while Kerala & non-south book saw good growth. Overall loans
continued to be driven by retail (31% YoY) as technology changes and
centralization has been helping, while loan growth was also supported by
corporate and SME. On liabilities front, CASA mix remains steady at 24% with
growth of 11-12% which is in-line with deposit growth, while bulk deposit form
18-19% of mix. Lower retail mix and lesser granular deposits can exert
pressure on funding cost in tight liquidity scenarios and remains a weak point.

®  Asset quality broadly steady but PCR still remains low: Bank’s asset
quality remained broadly steady with GNPA/NNPA at 4.61%/3.16% with PCR
of 32.6% (41.9% incl. technical w.off) has inched up 360bps/(280bps) QoQ but
still remains at low. The bank has been mentioned NPA exposures have strong
collateral and hence will not see high provisions requirement but given the
environment and ageing could pose risks with high provisioning. Slippages
came at Rs2.13bn (lower than envisaged) with very limited impact from floods
in Kerala and lower slippages in Corporate/SME book (some RBI dispensation
availed). Bank believes similar slippage trends to continue with gradual
decreasing trend and should see better asset quality.

"  Valuations cheap but some metrics remain weak — Valuations have come
off to 0.8x/0.7x FY19/FY20 ABV which are attractive but metrics like lower retalil
deposit mix, lower PCR, higher C/I and lower fees are structural weaknesses.
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Exhibit 1: Lower treasury income weighs on PPOP, but core income better

NIl growth was muted on stable NIMs (Rs m) Q2FY19 Q2FY18 YOYQr.  51pypg  QOQUT
and slightly slower momentum in loan 0] 0]
growth Interest Income 16,965 15,362 10.4 16,539 2.6
Interest Expended 11,900 10,330 15.2 11,597 2.6
Other income continues to suffer on Net interest income (NII) 5,065 5,032 0.6 4,943 25
T (TEE Y INERmE il (22 “Treasury income 130 680 (80.9) 160  (18.8)
income has continued to see steady ]
growth Other income 1,579 2,805 (43.7) 1,459 8.2
Total income 6,644 7,837 (15.2) 6,402 3.8
Operating expenses 3,546 3,234 9.6 3,705 (4.3)
Bank saw higher staff expenses on -Staff expenses 1,963 1,681 16.8 2,111 (7.0)
gratuity and wage hike provisions, -Other expenses 1,583 1,554 1.9 1,594 0.7)
while other opex growth was under Operating profit 3,098 4,603 (32.7) 2,696 14.9
control Core operating profit 2,968 3,923 (24.3) 2,536 17.0
Provisions came off on lower Total provisions 2,047 4,537 (54.9) 2,315 (11.6)
slippages and MTM losses Profit before tax 1,051 66 NA 381 175.8
Tax 350 23 NA 151 132.1
Profit after tax 701 43 NA 230 204.4
. . Balance sheet (Rs m)
\I/_v?t?]n rT?(;(r)nvg:tSr?Innggufilgfs?gwngrd teens Deposits 749,112 671,421 11.6 724,880 &8
Advances 565,725 489,543 15.6 554,440 2.0
Ratios (%)
Profitability ratios
Margins sequentially were steady but Yield on Advances 9.50%  10.03% (53) 9.50% -
remains much below trend levels Cost of Funds 557%  5.42% 15  558% @
NIM 2.61% 2.95% (39) 2.60% 1
RoAA 0.33% 0.02% 31 0.00% 33
Asset Quality
A i d ith PCR Gross NPL (Rs m) 26,462 17,663 49.8 25,522 3.7
msos\/?rt]gii;gﬂv; ﬁ;sl;i?rgmvgins lower Net NPL (Rs m) 17,847 12,558 42.1 18,139 (1.6)
than comfort levels Gross NPL ratio (%) 4.61 3.57 104 4.54 7
Net NPL ratio (%) 3.16 2.57 59 3.27 1)
Coverage ratio (Rep) (%) 41.90 44.09 (219) 39.10 280
Business & Other Ratios
CASA mix has been stable with CASA mix 24.60 24.55 5 24.67 @)
growth in line with deposit growth ) )
Cost-income ratio 53.37 41.27 1,210 57.88 (451)
Tier-l remains at comfortable level of Non int. inc / total income 23.77 35.79 (1,202) 22.79 97
10%, will raise Tier-Il ahead Credit deposit ratio 75.52 72.91 261 76.49 (97)
CAR 12.10 11.74 36 12.20 (10)
Tier-| 10.00 10.40 (40) 10.10 (10)
Source: Company, PL
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Exhibit 2: Loan growth momentum slowed down mainly on slower Ex-Kerala

south book
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Exhibit 3: Strong loan growth in retail while MSME & corporate provide
support
) YoY gr. QoQ gr.
Break-up of Advances Q2FY19 Q2FY18 %) Q1FY19 %)
Agri 78,870 71,850 9.8 78,510 0.5
MSME 133,160 124,250 7.2 131,370 1.4
Retail 160,610 122,340 31.3 152,000 5.7
Corporate 201,490 178,720 12.7 199,760 0.9
Total Advances 574,130 497,160 155 561,640 2.2
Loan Mix
Agri 13.7% 14.5% 0.7) 14.0% (24.1)
MSME 23.2% 25.0% (1.8) 23.4% (19.7)
Retail 28.0% 24.6% 34 27.1% 91.1
Corporate 35.1% 35.9% (0.9) 35.6% (47.2)

Source: Company, PL

Exhibit 4: CASA mix continues to remain steady Exhibit 5: NIM steady QoQ but still lower from trend levels
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Exhibit 6: Asset quality was steady with lower slippages...

Exhibit 7: ...consequently credit cost came off
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Exhibit 8: Slippages from SME/Corporate have been lower
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Exhibit 9: Estimates change table- We slightly lower margin & loan growth,

while factor in lower other income

Old Revised % Change

(Rs mn)

FY19E FY20E FY19E FY20E FY19E FY20E
NIl 21,903 25,358 21,126 23,921 (3.5 (5.7)
Operating profit 15,074 17,216 12,886 14,456 (14.5) (16.0)
Net profit 4,938 6,386 3,339 4,694 (32.4) (26.5)
EPS (Rs) 2.7 35 1.8 2.6 (32.4) (26.5)
ABVPS (Rs) 18.6 22.9 18.6 21.7 0.1 (5.2)
Price target (Rs) 26 22 (13.9)
Recommendation BUY BUY

Source: Company, PL
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Exhibit 10: We cut our TP to Rs22 (from Rs26) based on 1.0x (from 1.2x) Sep-
20 ABYV (rolled over from Mar-20)

PT calculation and upside

Terminal growth 5.0%
Market risk premium 6.0%
Risk-free rate 8.0%
Adjusted beta 1.05
Cost of equity 14.3%
Fair price - P/ABV 22
Target P/ABV 1.0
Target P/E 8.0
Current price, Rs 15
Upside (%) 53%
Dividend yield (%) 3%

56%

Total return (%)

Source: Company, PL

Exhibit 11: One year Forward P/ABV chart
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Income Statement (Rs. m)

Quarterly Financials (Rs. m)

Y/e Mar FY18 FY19E FY20E FY21E Y/e Mar Q3FY18 Q4FY18 QI1FY19 Q2FY19
Int. Earned from Adv. 47,692 54,793 64,541 76,668 Interest Income 15,770 15,890 16,539 16,965
Int. Earned from invt. 12,695 12,954 12,728 11,092 Interest Expenses 10,676 10,968 11,597 11,900
Others 1,351 1,492 1,736 1,848 Net Interest Income 5,094 4,922 4,943 5,065
Total Interest Income 61,928 69,557 79,369 90,022 YoY growth (%) 0.6 6.3 12.6 15.2
Interest Expenses 42,273 48,431 55,447 62,862 CEB 670 690 590 600
Net Interest Income 19,655 21,126 23,921 27,160  Treasury - - - -
Growth(%) 17.2 (0.7) 12.0 12.7  Non Interest Income 1,588 1,787 1,459 1,579
Non Interest Income 8,372 6,698 7,234 7,957 Total Income 17,358 17,677 17,998 18,544
Net Total Income 28,028 27,824 31,155 35,117 Employee Expenses 1,849 1,933 2,111 1,963
Growth(%) 7.1 8.5 13.6 13.1  Other expenses 1,532 1,667 1,594 1,583
Employee Expenses 7,132 8,202 9,104 10,197 Operating Expenses 3,381 3,600 3,705 3,546
Other Expenses 5,450 6,159 7,083 8,216 Operating Profit 3,302 3,109 2,696 3,098
Operating Expenses 13,220 14,938 16,699 19,046 YoY growth (%) (12.4) 10.7 (28.9) (32.7)
Operating Profit 14,808 12,886 14,456 16,071  Core Operating Profits - - - -
Growth(%) 21.9 (13.0) 12.2 11.2  NPA Provision 2,298 1,517 1,741 1,332
NPA Provision 6,863 6,187 6,867 7,265  Others Provisions 1,543 1,486 2,315 2,047
Total Provisions 9,809 7,866 7,398 7,898  Total Provisions 1,543 1,486 2,315 2,047
PBT 4,999 5,020 7,058 8,173  Profit Before Tax 1,759 1,623 381 1,051
Tax Provision 1,650 1,682 2,364 2,738  Tax 609 482 151 350
Effective tax rate (%) 33.0 33.5 335 33.5 PAT 1,150 1,141 230 701
PAT 3,349 3,339 4,694 5,435 YoY growth (%) 3.3 51.0 (77.3) 1,523.4
Growth(%) (14.7) (0.3) 40.6 15.8  Deposits 6,81,090 7,20,296 7,24,880 7,49,112
Balance Sheet (Rs. m) YoY growth (%) 7.1 8.9 10.2 11.6
Vo Mar Fvis Fv1oE FY20E volE Advances 516,380 5,45,629 5,54,440 5,65,725
YoY growth (%) 16.7 17.6 19.2 15.6
Face value 1 1 1 1
No. of equity shares 1,809 1,809 1,809 1,809 Key Ratios
Equity 1,809 1,809 1,809 1,809 Y/e Mar FY18 FY19E FY20E FY21E
Networth 52,412 54,885 58,712 63,065 CMP (Rs) 15 15 15 15
Growth(%) 8.2 4.7 7.0 74 EPS(Rs) 1.9 1.8 2.6 3.0
Adj. Networth to NNPAs 14,392 18,755 16,977 15,126  Book Value (Rs) 28 29 31 34
Deposits 7,20,296  8,03,130 8,91,474 9,93,994  Adj. BV (70%)(Rs) 20 19 22 25
Growth(%) 8.9 115 11.0 115  P/E (x) 7.9 7.9 5.6 4.9
CASA Deposits 1,71,417 1,99,176  2,22,869 2,50,486  P/BV (x) 0.5 0.5 0.5 0.4
% of total deposits 23.8 24.8 25.0 25.2  P/ABV (x) 0.7 0.8 0.7 0.6
Total Liabilities 8,26,839  9,30,342 10,31,875 11,49,659 DPS (Rs) 0.5 0.5 0.5 0.6
Net Advances 545,629 6,32,929 7,40,527  8,73,822 Dividend Payout Ratio (%) 25.7 25.9 18.5 19.9
Growth(%) 17.6 16.0 17.0 18.0  Dividend Yield (%) 3.3 3.3 3.3 4.1
Investments 1,83,631 1,91,451 1,73,429 1,43,664 Efficiency
Total Assets 8,26,859 9,30,342 10,31,875 11,49,659
Y/e Mar FY18 FY19E FY20E FY21E
Growth (%) 11.3 12.5 10.9 11.4
Cost-Income Ratio (%) 47.2 53.7 53.6 54.2
Asset Quality C-D Ratio (%) 75.8 78.8 83.1 87.9
Yle Mar FY18 FY19E FY20E FY21E  Business per Emp. (Rs m) 174 191 207 226
Gross NPAs (Rs m) 19,803 27,918 27,052 25,917 Profit per Emp. (Rs lacs) 5 4 6 7
Net NPAs (Rs m) 14,392 18,755 16,977 15,126 Business per Branch (Rs m) 1,482 1,649 1,837 2,061
Gr. NPAs to Gross Adv.(%) 3.6 4.3 3.6 2.9  Profit per Branch (Rs m) 4 4 5 6
Net NPAs to Net Adv. (%) 2.6 3.0 2.3 1.7 bu-Pont
NPA Coverage % 27.3 32.8 37.2 41.6
Y/e Mar FY18 FY19E FY20E FY21E
Profitability (%) NI 2.68 2,57 261 2.66
Y/e Mar FY1s8 FY19E FY20E FY21E  Total Income 3.82 3.39 3.40 3.45
NIM 2.7 2.6 2.6 2.7 Operating Expenses 1.80 1.82 1.82 1.87
RoAA 0.4 0.4 0.5 0.5 PPoP 2.02 1.57 1.58 1.58
ROAE 6.6 6.2 8.3 8.9  Total provisions 1.34 0.96 0.81 0.77
Tier | 104 9.6 9.0 8.4 ROAA 0.46 0.41 0.51 0.53
CRAR 12.7 131 13.3 13.3 ROAE 6.98 6.51 8.63 9.29
Source: Company Data, PL Research Source: Company Data, PL Research
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Price Chart Recommendation History

(Rs)
2 No. Date Rating TP (Rs.) Share Price (Rs.)
1 10-Jan-18 BUY 37 33
= 2 10-Jan-18 BUY 40 32
2% 3 13-Apr-18 BUY 40 26
4 15-May-18 BUY 40 26
9 5 10-Jul-18  BUY 40 22
13 4 6 23-Jul-18 BUY 26 19
n © © ~ ~ [ee} [ee]
o o b o by b oy 7 05-Oct-18 BUY 26 14
I} 2 o} 2 e} 2 é
Analyst Coverage Universe
Sr. No. CompanyName Rating TP (Rs) Share Price (Rs)
1 Axis Bank Accumulate 624 586
2 Bank of Baroda Accumulate 165 103
3 Bank of India Reduce 89 79
4 Federal Bank BUY 119 68
5 HDFC Bank BUY 2,492 1,958
6 ICICI Bank Accumulate 329 317
7 IDFC Bank Accumulate 55 37
8 Indusind Bank BUY 2,000 1,627
9 Jammu & Kashmir Bank BUY 94 40
10 Kotak Mahindra Bank Hold 1,398 1,075
11 Punjab National Bank Hold 79 65
12 South Indian Bank BUY 26 14
13 State Bank of India BUY 349 271
14 Union Bank of India Reduce 79 68
15 YES Bank BUY 250 215
PL’s Recommendation Nomenclature (Absolute Performance)
Buy  >15%
Accumulate . 5% to 15%
Hold . +5%to -5%
Reduce 1 -5% to -15%
Sell T <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
October 16, 2018 7
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ANALYST CERTIFICATION
(Indian Clients)

Well, Ms. Pritesh Bumb- MBA, M.com Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might 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 twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

Itis confirmed that Ms. Pritesh Bumb- MBA, M.com Research Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts 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.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary
to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company 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 or act as an
advisor or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

US Clients

This research report is a product of Prabhudas Lilladher Pvt. Ltd., 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 Prabhudas Lilladher Pvt. Ltd. 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.

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, Prabhudas Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").

Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered broker dealer.
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www.plindia.com | Bloomberg Research Page: PRLD <GO>

October 16, 2018 8


http://www.plindia.com/

