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5t|°°k 't')‘f° We met the MD & CEO and key management of South Indian Bank during our
B SIB IN . . . . . .
Oc,)m e visit to their retail and IT hub in Kochi. Key takeaways:
Equity Shares (m) 1,810 ) N L.
M.Cap.(INRb)/(USDb) 291/04 Retail Banking gaining focus
52-Week Range (INR) 35/12 Declining market share in its home state of Kerala has been a wake-up call for SIB.
1, 6, 12 Rel. Per (%) 2/-36/-57 To recoup the recent loss in market share, SIB now aims to leverage its existing
12M Avg Val (INR M) 312 customer relationship by cross selling. The bank has constituted a separate
Free float (%) 1000 “bysiness development channel’ in addition to its existing branch network to speed
Financials Snapshot (INR b) up the sourcing of retail products. Also, the bank has centralized and automated its
Y/E March FY18 FY19E FY20E retail and SME lending operations, account opening operations and IT operations
Nil 19.7 213 253  4yer the last two years.
OP 148 13.7 173
NP 3.3 2.6 5.1 . . . 5
NIM (%) 28 27 28 Tie-up with DSAs and OEMs to augment retail loan sourcing
EPS (INR) 19 1.4 28 SIB has signed up with 200 Direct Selling Agents (DSAs) in six locations (excluding
EPS Gr. (%) -25.5 225 944  Kerala). For auto loans, SIB has added 76 people through Teamlease on an
BV/Sh (INR) 283 29.0 31.1 d basi has also tied ith lik q ;
ABV (INR) 228 218 24, Outsourced basis. SIB has also tied up with OEMs like M&M and TAMO for
ROE (%) 66 49 9.1 passenger vehicles and aims to significantly expand this relationship (186 branches
RoA (%) 04 03 05 jdentified) in different geographies.
Payout (%) 25.8 45.8 25.7
Valuations 3
P/E () 29 10, 5, Progresson key retail products
P/BV (x) 05 05 05 Home and Vehicleloans: On a monthly basis, the bank handles ~550-600 files in
P(ABY (x) 06 07 06 home and auto loans. Average Ticket Size in home loans is INR2.9m, which is
Div Yield (%) 33 45 4.9 expected to increase once the bank starts disbursing loans in the ex- Kerala market.
Shareholding pattern (%) Approval rates are 30-35% for DSAs, while it ranges between 70-75% for internally
As On Sep-18 Jun-18 Sep-17  sourced customers. A few years ago, turnaround time (TAT) for auto loans was 3-4
Promoter 0.0 0.0 0.0 days, which the bank has brought down to 24hrs.
:I|I ;;i ;Lzl.z ;;; Third party distribution: SIB has tie-ups with LIC, Kotak Life and SBI Life for life
Others s74 527 a9g  Insurance, while it has tie-ups with TTK Cigna and Max Bupa for general insurance.
FIl Includes depository receipts Credit card: SIB offers co-branded credit cards with SBI; in this arrangement, SIB
earns the sourcing fee while all loans and liabilities are on SBI’s books.
Stock Performance (1-year)
South Ind.Bank o1 ME—~aTE . .
o Sensex - Rebased Retail liability profile to improve gradually
SIB has created separate verticals for current account, savings account and salaried
34 customers, thereby improving service and monitoring in each of these segments. It
26 has also revamped its government business by opening CASA accounts for
18 . . . S
10 panchayats, government bodies, etc. SIB is also actively participating in
No® @ ® implementation of government welfare schemes like DBT. According to
§ ';’ S Ef § management, of the 20 states that the bank operates in, 10 states have CASA

above 30% while other regions have CASA below 20%, which is a drag for its CASA
mix.
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Asset Quality to be under watch in near term

® Impact of Kerala floods: State dispensation due to Kerala floods is only available
for housing loans, agri loans, education loans, and MSME loans. Restructuring is
allowed only on the carved-out portion and not on the total exposure to the
borrower. The portion that is not restructured is treated as standard in the
books.

m  Apart from the GNPA of INR26.5b (4.6% of the advances), an EPC account which
was classified as standard restructured in 2QFY19 has turned NPA this quarter.
The total exposure (including the non-fund based exposure) now stands at
INR1.04b.

B IL&FS exposure is INR4.2b on which the bank has provided INRO.2b. Bank will
further provide INRO.4b taking the PCR on this exposure to 15%.

m  Security receipts: Bank has already sold INR17.8b of NPAs (in 2QFY18) to ARCs
at 33% discount on which it held 25% provision. The bank is expecting INR2.5b
of additional provisions on the same. Total SMA-2 book is INR23.7b, which
includes one road project above INR1b and the rest in the range of INR0.5-0.6b.

m SIB has also segregated roles and responsibilities at various levels in the bank’s
hierarchy to ensure checks and balances while sanctioning loans. For e.g. the
country-head is responsible for business generation whereas actual sanctioning
of loans is done by the EVP-credit. Loans above INRO.25b are sanctioned by a
committee, which meets twice a week.

Digital banking to further aid customer experience

m  SIB has all the products (Mobile APP, IMPS, RTGS, Bharat QR code, etc.) in its
kitty to serve SME customers/traders in Kerala. Only 32% of transactions happen
through its branches, and management is making efforts to further migrate
customers to either mobile banking or internet banking.

m Typically, ATMs is a loss-making segment for small banks. But in SIB’s case, being
net acquirers the bank earns fees on the same (Bank earned INR370m for
1HFY19 from ATM fees). Bank estimates that the cost of ATM recalibrations
(due to the RBI guidelines) would be INR120m over the next three years.

Valuation and view

Advances growth is picking up, led by low-risk retail loans as the bank steadily shifts
its loan mix to retail; corporate now forms 36% of the book v/s 41% in FY15. We like
management’s focus on granular low-ticket retail/SME loans, improving C/I ratio
and a steady approach to balance sheet clean-up, which will help improve asset
quality gradually. Given residual stressed assets on the books and the provisioning
required towards ARC sale/IL&FS etc., we believe that slippages/credit costs should
remain slightly elevated in the near-term. We thus, arrive at FY20E RoA/RoE of
0.5%/9.1%. Maintain Buy with a TP of INR20 (0.8x FY20E ABV).
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Financials and valuations

Income Statement (INR M)
Y/E March 2012 2013 2014 2015 2016 2017 2018 2019E 2020E
Interest Income 35,834 44,343 50,151 52,862 55,572 58,471 61,928 73,873 87,096
Interest Expense 25,617 31,535 36,163 39,200 40,475 41,716 42,273 52,618 61,814
Net Interest Income 10,217 12,808 13,988 13,662 15,097 16,754 19,655 21,256 25,282
Growth (%) 29.2 25.4 9.2 -2.3 10.5 11.0 17.3 8.1 18.9
Non Interest Income 2,471 3,349 3,685 4,971 5,174 7,156 8,372 7,284 8,377
Total Income 12,688 16,158 17,672 18,633 20,271 23,910 28,028 28,540 33,659
Growth (%) 28.4 27.3 9.4 5.4 8.8 18.0 17.2 1.8 17.9
Operating Expenses 6,173 7,672 8,829 9,813 11,478 11,764 13,220 14,835 16,314
Pre Provision Profits 6,515 8,486 8,843 8,820 8,793 12,146 14,808 13,705 17,344
Growth (%) 24.0 30.2 4.2 -0.3 -0.3 38.1 21.9 -7.4 26.6
Core PPP 6,107 7,909 8,145 7,180 7,427 9,621 13,008 12,205 15,544
Change (%) 25.7 29.5 3.0 -11.8 3.4 29.5 35.2 -6.2 27.4
Provisions (excl tax) 792 1,927 1,554 4,570 3,696 6,144 9,809 9,736 9,627
PBT 5,723 6,559 7,289 4,250 5,097 6,002 4,999 3,969 7,717
Tax 1,707 1,536 2,214 1,608 1,764 2,077 1,650 1,369 2,663
PAT 4,017 5,023 5,075 2,642 3,333 3,925 3,349 2,600 5,055
Growth (%) 37.3 25.1 1.0 -47.9 26.1 17.8 -14.7 -22.4 94.4

Balance Sheet

Y/E March 2012 2013 2014 2015 2016 2017 2018 2019E 2020E
Equity Share Capital 1,134 1,339 1,344 1,350 1,350 1,803 1,809 1,809 1,809
Reserves & Surplus 20,570 28,724 32,360 34,544 37,106 46,574 50,603 52,010 55,766
Net Worth 21,704 30,062 33,704 35,894 38,456 48,377 52,412 53,819 57,575
Deposits 365,005 442,623 474,911 519,125 557,207 661,175 720,296 821,137 952,519
Growth (%) 22.8 21.3 7.3 9.3 7.3 18.7 8.9 14.0 16.0
of which CASA Dep 71,793 82,328 98,249 106,863 124,590 157,470 171,417 193,788 224,795
Growth (%) 12.1 14.7 19.3 8.8 16.6 26.4 8.9 13.1 16.0
Borrowings 5,882 12,846 27,308 22,325 23,150 19,578 40,434 41,945 48,185
Other Liabilities & Prov. 11,109 12,420 13,937 13,819 12,936 13,990 13,697 15,067 16,574
Total Liabilities 403,701 497,950 549,860 591,163 631,749 743,120 826,859 931,969 1,074,853
Current Assets 26,405 43,359 32,179 35,951 30,995 38,877 42,210 44,266 51,324
Investments 93,999 125,235 143,518 140,861 146,189 194,297 183,631 191,133 208,895
Growth (%) 5.3 33.2 14.6 -1.9 3.8 32.9 -5.5 4.1 9.3
Loans 272,807 318,155 362,299 373,916 410,857 463,895 545,629 638,386 753,295
Growth (%) 33.1 16.6 13.9 3.2 9.9 12.9 17.6 17.0 18.0
Fixed Assets 3,775 3,961 4,122 4,790 4,870 6,561 6,808 7,174 7,778
Other Assets 6,714 7,240 7,742 35,644 38,837 39,490 48,581 51,010 53,560
Total Assets 403,701 497,950 549,860 591,163 631,749 743,120 826,859 931,969 1,074,853
Asset Quality (%)
GNPA (INR m) 2,672 4,339 4,326 6,435 15,624 11,490 19,803 28,631 29,544
NNPA (INR m) 765 2,495 2,817 3,571 11,853 6,746 14,158 18,673 17,811
GNPA Ratio 0.98 1.36 1.19 1.72 3.80 2.48 3.63 4.48 3.92
NNPA Ratio 0.28 0.78 0.78 0.95 2.88 1.45 2.59 2.93 2.36
Slippage Ratio 0.72 1.79 1.85 1.36 4.10 3.88 3.59 4.00 2.60
Credit Cost 0.09 0.45 0.40 1.12 0.94 1.40 1.94 1.50 1.40
PCR (Excl Tech. write off) 71.4 42.5 349 44,5 24.1 41.3 28.5 34.8 39.7

E: MOSL Estimates
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Ratios

Y/E March 2012 2013 2014 2015 2016 2017 2018 2019E 2020E

Yield and Cost Ratios (%)

Avg. Yield-Earning Assets 10.1 10.1 9.8 9.7 9.7 9.1 8.4 9.0 9.2

Avg. Yield on loans 12.0 12.1 11.6 11.3 11.1 10.2 9.4 9.3 9.4

Avg. Yield on Investments 6.9 6.9 7.2 6.7 7.1 7.3 6.8 9.0 9.8

Avg. Cost-Int. Bear. Liab. 7.7 7.7 7.6 7.5 7.2 6.6 5.9 6.5 6.6

Avg. Cost of Deposits 7.6 7.6 7.5 7.4 7.1 6.5 5.8 6.0 6.1

Interest Spread 2.4 2.4 2.2 2.2 2.5 2.5 2.6 2.5 2.6

Net Interest Margin 3.0 3.0 2.8 2.6 2.8 2.7 2.8 2.7 2.8

Profitability Ratios (%)

CAR 14.0 13.9 12.4 12.0 11.8 12.4 12.7 11.2 10.1
Tier | 11.5 121 10.8 10.4 9.8 10.9 10.4 9.2 8.4
Tier Il 2.5 1.9 1.6 1.6 2.0 15 2.3 2.0 1.7

Business and Efficiency Ratios (%)

Loans/Deposit Ratio 74.7 71.9 76.3 72.0 73.7 70.2 75.8 77.7 79.1

CASA Ratio 19.7 18.6 20.7 20.6 22.4 23.8 23.8 23.6 23.6

Cost/Assets 15 15 1.6 1.7 1.8 1.6 1.6 1.6 1.5

Cost/Total Income 48.7 47.5 50.0 52.7 56.6 49.2 47.2 52.0 48.5

Cost/ Core Income 50.3 49.2 52.0 57.7 60.7 55.0 50.4 54.9 51.2

Int. Expense/Int.Income 71.5 71.1 72.1 74.2 72.8 71.3 68.3 71.2 71.0

Fee Income/Total Income 16.3 17.2 16.9 17.9 18.8 19.4 23.5 20.3 19.5

Non Int. Inc./Total Income 19.5 20.7 20.8 26.7 25.5 29.9 29.9 25.5 24.9

Empl. Cost/Total Expense 60.6 61.6 59.9 64.6 60.3 57.5 54.0 55.3 55.3

Investment/Deposit Ratio 25.8 28.3 30.2 27.1 26.2 29.4 25.5 23.3 21.9

Profitability Ratios and Valuation

RoE 20.0 19.4 15.9 8.8 9.0 9.0 6.6 4.9 9.1

RoA 1.1 11 1.0 0.5 0.5 0.6 0.4 0.30 0.50

RoRWA 2.4 2.2 1.8 1.0 0.9 0.9 0.7 0.5 0.8

Book Value (INR) 18.4 21.9 24,5 26.0 27.9 26.1 28.3 29.0 31.1

Growth (%) 18.2 18.7 12.1 6.1 7.3 -6.4 8.1 2.7 7.2

Price-BV (x) 0.5 0.5 0.5

Adjusted BV (INR) 18.0 20.6 23.1 24.2 21.8 235 22.8 21.8 24.2

Price-ABV (x) 0.6 0.7 0.6

EPS (INR) 3.5 4.1 3.8 2.3 2.5 2.5 1.9 1.4 2.8

Growth (%) 37.1 14.5 -6.9 -39.7 8.2 0.9 -25.5 -22.5 94.4

Price-Earnings (x) 7.9 10.2 5.2

Dividend Per Share (INR) 0.6 0.7 0.8 0.6 0.5 0.4 0.5 0.7 0.7

Dividend Yield (%) 3.3 4.5 4.9

E: MOSL Estimates
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst becomes inconsistent with the investment rating legend, the Research Analyst shall within 28 days of the
inconsistency, take appropriate measures to make the recommendation consistent with the investment rating legend.

Disclosures

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

Motilal Oswal Securities Ltd. (MOSL)* is a SEBI Registered Research Analyst having registration no. INH000000412. MOSL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Investment Advisory Services, Depository participant services & distribution of various financial
products. MOSL is a subsidiary company of Motilal Oswal Financial Service Ltd. (MOFSL). MOFSL is a listed public company, the details in respect of which are available on
www.motilaloswal.com. MOSL is registered with the Securities & Exchange Board of India (SEBI) and is a registered Trading Member with National Stock Exchange of India Ltd.
(NSE) and Bombay Stock Exchange Limited (BSE), Multi Commodity Exchange of India (MCX) & National Commodity & Derivatives Exchange Ltd. (NCDEX) for its stock broking
activities & is Depository participant with Central Depository Services Limited (CDSL) & National Securities Depository Limited (NSDL) and is member of Association of Mutual
Funds of India (AMFI) for distribution of financial products. Details of associate entiies of Motilal Oswal Securities Limited are available on the website at
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Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability
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should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make
modifications and alternations to this statement as may be required from time to time without any prior approval. MOSL, its associates, their directors and the employees may from
time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a
separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of MOSL. The views expressed are those of the analyst, and the Company may or
may not subscribe to all the views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on,
directly or indirectly, 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 MOSL to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. Neither
the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue
or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOSL or any of its affiliates
or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSL or any of its affiliates or employees responsible for any such misuse
and further agrees to hold MOSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing
this information due to any errors and delays.
Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.. 022-3980
4263; www.motilaloswal.com. Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 3080
1000. Compliance Officer: Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-38281085.
Registration details: MOSL: SEBI Registration: INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL: IN-DP-16-2015; NSDL: IN-DP-NSDL-152-2000; Research Analyst: INH000000412.
AMFI: ARN 17397. Investment Adviser: INA0O00007100. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration No.: INP000000670) offers PMS and Mutual
Funds products. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: INP000004409) offers wealth management solutions. ~ *Motilal Oswal Securities Ltd.
is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs, Insurance and IPO products.  *Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. offers Real Estate
products. * Motilal Oswal Private Equity Investment Advisors Pvt. Ltd. offers Private Equity products.
* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National
Company Law Tribunal, Mumbai Bench. The existing registration no(s) of MOSL would be used until receipt of new MOFSL registration numbers.

13 December 2018 6


http://www.motilaloswal.com/index.aspx
mailto:na@motilaloswal.com

