Indusind bank

Sell

Profitability concerns remain

= |IB reported a healthy NIl growth at 16% YoY. However, PPoP growth
at 10% YoY was supported by high treasury gains, excluding which core
PPoP de-grew by 10% YoY.

= Total COVID related provisions stood at 60 bps of advances or Rs12bn.

= Moratorium by value was at 16% (14% excluding MFI) for the bank, of
which 90% is secured. Moratorium levels were at 50% in May-end.

= Management’s conservative stance on growth and provisioning along
with additional disclosures on ‘BBB and below’ (at over 30%) book
provide some comfort. However, building a more sustainable franchise
will have its medium term challenges.

= We build in ~300 bps of credit costs against management guidance of
185-200 bps. We maintain our SELL recommendation on IIB with a TP
of Rs460 based on 0.9x FY22E P/ABV.

Slippages Remain Elevated

Slippages at 3.1% continue to remain high, 90% of which came from
accelerated recognition of SMA-1,2 accounts from the bank’s corporate
portfolio. Consequently, SMA book declined to 35bps from 70 bps in
4QFY20. Segmental moratorium levels at 20% for vehicle, 15% for credit
cards, and 9% for corporate do give confidence on asset quality. However,
with high loan concentration in corporate book and over ~¥35% of loans in
‘BBB and below’ portfolio, we don’t rule out asset quality surprises amidst
a weak environment.

Building a granular liability profile have a bearing on CoF

[IB’s share of retail deposits remains much below industry at 30% of total
deposits. In its attempt to build a more sustainable granular liability profile,
ability to cut SA and retail TD rates could remain limited over the medium
term. CASA growth at 4% YoY (industry growth at ~12%) is also partly
attributable to cannibalization led higher retail TD rates. Though NIM
benefitted from better loan mix during 1QFY21, we see margin pressures
coming from muted loan growth in higher yielding segments like MFI and
increased risk aversion in the corporate book.

Q1FY21 Result (Rs Mn)

Particulars 1FY21 1FY20  YoY (% 4FY20 0Q (%
Net interest income 33,092 28,440 16.4 32,312 2.4
Other income 15,192 16,633 (8.7) 17,720 (14.3)
Total Net Income 48,284 45,072 7.1 50,032 (3.5)
Operating expenses 19,671 19,163 2.6 21,670 (9.2)
Pre-provision profits 28,613 25,910 10.4 28,362 0.9
Provisions 22,589 4,306 424.6 24,403 (7.4)
Tax expense 1,418 7,278 (80.5) 940 50.8
Reported Net Profit 4,606 14,325 (67.8) 3,018 52.6

(bps) (bps)
Advances Growth (%) 2.4 28.4 (2068) 10.9 (859)
NIM (%) 43 4.1 23 43 3
RoA (%) 0.6 2.0 (142) 0.4 18
RoE (%) 5.4 19.5 (1416) 4.0 137
Gross NPA (%) 2.5 2.2 38 2.5 8
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Other Important Highlights:

Capital raise of Rs33bn will aid CET 1 ratio by 125 bps to ~14.4%

The bank conducted another stress test factoring in the recent economic
developments. The bank believes that the rural, MFI and vehicle finance
segments will perform better than expectations. Based on this, slippage
estimates due to COVID situation have been revised to 92bps vs 83bps as
suggested by stress test 1. Incremental credit costs have similarly been
revised to 65bps vs 53bps earlier

Accelerated recognition of standard accounts reflect 90% of the slippages in
the current quarter. SMA1 and SMA2 book has reduced to 35bps as a result.

Cost of deposits fell by 32bps due to repricing of deposits and sharp
reduction in corporate deposits rates. Repricing of bank borrowings helped
in a 42bps reduction in cost of funds

Risks to our View: Lower than expected impact of COVID-19 on asset quality,
growth, fee and recoveries, higher-than-expected recoveries from sub-
standard assets.

Exhibit 1: Actual v/s estimates

(X mn) Actual Estimated % Variance| Comments
Lower than expected cost of
NII 33,092 28,613 15.7 deposits/funds
Operating Profit 28,613 23,613 21.2| Lower opex
PAT 4,606 1,970 133.8

Source: Company, DART

Exhibit 2: Change in estimates

Previous Revised Change %
Particulars FY21E FY22E FY21E FY22E FY21E FY22E
Net Operating Revenue 1,78,529 1,98,118 1,80,211 1,97,831 0.9 (0.1)
Pre Provision Profits 87,255 94,979 90,968 98,276 4.3 3.5
PAT 15,826 40,236 15,518 44,808 (1.9) 11.4

Source: Company, DART
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Exhibit 3: Margins benefit due to a better loan mix Exhibit 4: Elevated treasury income supports PPoP
despite a sharp decline in CD ratio
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Exhibit 7: Sharp decline in loan growth over the last Exhibit 8: Share of retail deposits remains low relative

few quarters to peers
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Quarterly Financials

Profit and Loss (Rs mn) Qi1FY21 Q1FY20 % yoy / bps Q4FY20 % qoq / bps
Interest Inc. 71,617 69,614 2.9 73,866 (3.0)
Yield on Advances (%) 11.9 11.3 60 11.9 (4)
Yield on Assets (%) 9.4 9.5 (13) 9.8 (39)
Interest Expenses 38,525 41,174 (6.4) 41,554 (7.3)
Cost of Dep. (%) 5.7 6.8 (107) 6.1 (32)
Cost of Fund (%) 5.1 5.9 (82) 5.5 (42)
Net Interest Income 33,092 28,440 16.4 32,312 24
NIl to Net Operative Income 68.5 63.1 544 64.6 395
NIM (%) 4.28 4.1 23 4.3 3
Core Fee Income 6,820 14,210 (52.0) 13,900 (50.9)
Profit on Sale / Rev of Investments 8,380 2,410 247.7 3,828 118.9
Other Income - Total 15,192 16,633 (8.7) 17,720 (14.3)
Other Income to Net Operative Income 315 36.9 (544) 35.4 (395)
Net Operating Revenue 48,284 45,072 7.1 50,032 (3.5)
Employee Expenses 5,516 6,472 (14.8) 4,957 11.3
Empl. Cost/Oper. Exps. 11.4 14.4 (293) 9.9 152
Other Opex 14,154 12,691 11.5 16,713 (15.3)
Other Opex/ Assets 0.5 0.4 1 0.6 (12)
Total Opex 19,671 19,163 2.6 21,670 (9.2)
Cost to Income Ratio (%) 40.7 42.5 (178) 433 (257)
Pre Provision Profits 28,613 25,910 104 28,362 0.9
Provisions & Contingencies - Total 22,589 4,306 424.6 24,403 (7.4)
Credit Cost (%) 1.30 0.16 114 1.2 12
NPA Provisions as % Operating Income 78.9 16.6 6,233 86.0 (710)
Profit Before Tax 6,025 21,603 (72.1) 3,959 52.2
Tax 1,418 7,278 (80.5) 940 50.8
Effective Tax Rate (%) 23.5 33.7 (1,015) 23.7 (21.0)
Reported Profits 4,606 14,325 (67.8) 3,018 52.6
ROA (%) 0.6 2.1 (143) 0.4 21.0
ROE (%) 5.9 18.5 (1,259) 3.7 217
Basic EPS 6.6 20.7 (67.9) 4.4 52.6
Balance Sheet Analysis QIFY20  Q2FY20  Q3FY20  Q4FY20  QiFy21  20Q Z;aﬁ YoY % / bps
Net Worth 320,580 328,339 334,820 340,232 3,48,280 2.4 8.6
RoE (%) 18.5 17.3 15.6 3.7 5.9 217 (1,259)
CET1 (%) 13.0 12.8 12.1 13.2 13.2 (6) 20
Tier 1 (%) 14.5 14.3 13.5 14.6 14.5 (8) 2
Total CAR (%) 14.9 14.7 13.9 15.0 15.2 12 26
RWA - Total 2,310,940 2,372,230 2,458,520 2,586,050 26,17,220 1.2 13.3
Advances - Total 1,935,200 1,971,126 2,074,130 2,067,832 19,80,690 (4.2) 2.4
Investments 607,340 635,820 605,170 599,799 5,95,960 (0.6) (1.9)
Total Assets 2,930,460 2,947,293 3,079,430 3,070,576 31,79,160 3.5 8.5
RoA (%) 2.05 1.95 1.80 0.41 0.62 21 (143)
Deposits 2,005,860 2,071,934 2,167,130 2,020,398 21,12,650 4.6 5.3
Saving Deposit 576,520 581,170 648,950 531,300 5,25,270 (1.1) (8.9)
Current Deposit 288,870 277,210 269,700 284,270 3,19,460 12.4 10.6
CASA Deposits 865,390 858,380 918,650 815,570 8,44,730 3.6 (2.4)
CASA Ratio (%) 43.1 41.4 42.4 40.4 40.0 (38) (312)
Term Deposits 1,140,470 1,213,554 1,248,480 1,204,828 12,67,920 5.2 11.2
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Asset Quality (Rs mn) QIFY20  Q2FY20  Q3FY20  Q4FY20  QiFy21  Q°Q ,‘;"pé YoY % / bps
Gross Advances 1,953,330 1,995,525 2,100,183 2,100,710 20,15,395 (4.1) 3.2
Gross NPA 41,997 43,702 45,784 51,467 50,990 (0.9) 214
Gross NPA Ratio (%) 215 2.19 218 2.45 253 8 38
PCR - Calculated (%) 433 49.6 525 633 66.6 325 2,328
Net Advances 1,035,374 1,966,580 2,069,800 2,073,165 19,80,663 (4.5) 23
Net NPA 23,805 22,026 21,733 18,866 17,034 (9.7) (28.4)
Net NPAs Ratio (%) 1.23 112 1.05 0.91 0.86 (5) (37)
Loan Book Analysis (Rs mn) QIFY20 Q2FY20 Q3FY20  Q4FY20  QlFy21 @0Q ,‘;"pé YoY % / bps
Corporate Banking 896,640 1,024,210 952,530 913,340  8,39,860 (8.0) (6.3)
Large Corporates 502,120 521,660 512,840 477,420  4,38,190 (8.2) (12.7)
Mid-size Corporates 352,210 333,690 396,770 395590  3,66,490 (7.4) 41
Small Corporates 42310 168,860 42,920 40,330 35,180 (12.8) (16.9)
Consumer Finance 1,038,560 839,750 1,121,600 1,154,490 11,40,830 (1.2) 9.8
Comm. Vehicle Loans 248,530 244,440 249,770 239,480  2,37,370 (0.9) (4.5)
Utility Vehicle Loans 38,460 35,970 42,640 43,770 43,600 (0.4) 13.4
Small CV 32,480 31,350 35600 35240 36,060 23 11.0
Two-Wheeler Loans 46,610 44,820 52,960 52,040 57,740 11.0 239
Car Loans 67,920 65370 73360 72,470 72,450 (0.0) 6.7
Tractor 37,700 35200 44,000 46,700 46,730 0.1 24.0
Equipment Financing 78,760 75,690 82,380 80,830 81,110 03 3.0
Credit Card 39,110 43,820 45760 47,620 47,750 03 221
Loan Against Property 86,780 89,250 95390 94,480 94,690 0.2 9.1
BL, PL, GL, Others 69,920 60,950 77,570 83,110 79,710 (4.1) 14.0
MFI 182,450 C07,570 242,320 2,34,660 (3.2) 2856
BBG 109,840 112,890 114,600 116,430  1,08,960 (6.4) (0.8)
Advances - Total 1,935200 1,863,935 2,074,130 2,067,832 19,80,690 (8.2) 2.4

July 28, 2020

DOLATCAPI

TAL

a



DART”

Conference Call Highlights

Capital raising of Rs 3288crs approved by the board boosting CRAR by
125bps

ECGL scheme — out of the eligible 3200crs, only 170rs or >2% of eligible
customers have availed this facility

The Bank’s BBB exposures are granular / well collateralised with 5-year
average slippages of 0.4% (excluding one large infra group NPA)

Asset Quality and Moratorium

In moratorium 1.0, the bank had offered opt out for consumers and opt in
for corporate customers. This approach has been changed in moratorium 2.0
to opt-in (ex-MFI)

The current levels stand at 16% (11% by volume) for the overall bank and
14% excluding MFI (8% by volume) of which 90% is secured.

~92% of customers in moratorium 2.0 are from the moratorium 1.0 pool

At the segment level, 19% (75% earlier) of the retail book while 9% (23%
earlier) of the corporate book is under moratorium. Within the corporate
book, share of BBB and below book is slightly higher in 9%

In the retail book, ~10% of the customers from have not paid.

Large number of customers have paid or moved out of the moratorium book
(either interest or principle or both)

Vehicle financing:
o Moratorium levels stand at ~20% by value and ~10% by volume

o Focus on small owner-operator segment has not been impacted as
much as fleet operators who are facing a shortage of drivers

o Slowdown in CV sales is also helping in higher capacity utilization of
existing vehicles.

o Bank has seen collection efficiencies improve to 75% levels from a
low of 35% in April

o Do not expect customer repayment behaviour to materially change
due to moratorium (given 30yrs of experience of the bank in the
segment)

MFI:

o Been in constant engagement with the customers and have seen
rapid increase in collection efficiencies each week. Over 80% of
customers have started paying; and over 90% of customers have
paid at least one instalment due.

o Diversified and low geographical concentration in the portfolio will
help keep the bank ahead of industry

LAP and BB are well secured typically with residential properties and have
low LTVs.

Credit Cards book is 3% of overall loans; 15% customers have opted for
moratorium

PL and other unsecured portfolios are relatively smaller

July 28, 2020
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Corporate segment moratorium is at ~¥9%, of which large corporates have a
lower proportion while the smaller corporates have a higher share. Most
borrowers opting for moratorium out of caution and to preserve liquidity
and are spread across sectors.

o 10 of the real estate book is under moratorium. Out of 98 projects,
92 have started construction activities while the balance are
mobilizing resources to start construction

o In NBFC/HFC, there are no overdues

o Gems and Jewellery remains resilient and only one exposure of 5crs
is under moratorium

o Exposure to travel, education, and other stressed sectors is relatively
low, however the bank continues to monitor the situation closely

Rs 920crs of additional provisions made during the quarter in line with the
outcomes of the stress tests, taking the total covid provisions to Rs 1203crs
(or 90% of total provisioning levels indicated by stress test 2.0). Bank remains
conservative on the provisioning approach.

Rs 75crs of additional standard asset provisions have been made on the
telecom exposures (in addition to the existing Rs 75crs standard provisions).

Provision impact has been upfronted and bank did not avail dispensation
benefit.

Exposure to an infra group (IL&FS) was written off fully

Other Highlights

NIl was up despite lower loan growth due to lower cost of deposits. Fee lines
were impacted by lower levels of economic activity. Additionally, treasury
gains were utilized to shore up PCR levels

Deposits traction was ramped up significantly. Deposit mix was improved
further by reducing contribution of CDs to below 105 (form 15% earlier). Bulk
of the traction came in end of June

Cost of deposits fell by 32bps due to repricing and sharp reduction in
corporate deposits rates. Repricing of borrowings helped in a 42bps
reduction in cost of funds

Proactively improved period end LCR to 139% and maintained an avg LCR of
124%

Loan mix improving in favour of retail, thus reducing RWA density to 82%
(from 85%).

Costs improved largely due to lower levels of business activity and is
expected to jump once activities resume.

Externally rated share of BBB book has been slightly higher than internal
benchmarks

Fee lines have been well balanced. ~55% is from consumer segment; 28-30%
from non-client-based transactions; and 20-25% is corporate fees. Mix is
trending towards consumer and its share should improve as corporate
activity remains muted. Once normal level of business activity resumes, fees
should trend towards corporate again.

Customer base split: MFI 8mn, VF 3mn, Liability customers 6mn, while the
balance is split amongst other products like CC, LAP etc

July 28, 2020
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Profit and Loss Account (Rs Mn)

Particulars FY19A FY20A FY21E FY22E
Interest Income 222,612 287,828 295,537 336,076
Interest expenses 134,150 167,241 176,643 200,807
Net interest income 88,462 120,587 118,895 135,269
Other incomes 56,467 69,528 61,317 62,562
Total expenses 64,047 82,373 89,244 99,555
- Employee cost 18,535 22,085 24,735 27,951
- Other 45,512 60,289 64,509 71,605
Pre provisioning profit 80,882 107,741 90,968 98,276
Provisions 31,077 46,526 70,229 38,396
Profit before taxes 49,806 61,215 20,738 59,880
Tax provision 16,797 17,027 5,220 15,072
Profit after tax 33,008 44,188 15,518 44,808
Adjusted profit 33,008 44,188 15,518 44,808
Balance Sheet (Rs Mn)
Particulars FY19A FY20A FY21E FY22E
Sources of Funds
Equity Capital 6,027 6,935 7,550 7,550
Reserves & Surplus 260,833 340,130 381,695 418,853
Minority Interest 0 0 0 0
Net worth 266,860 347,065 389,246 426,403
Borrowings 473,211 607,536 593,192 582,916
- Deposits 1,948,679 2,020,398 2,372,767 2,846,002
- Other interest bearing liabilities 0 0 0 0
Current liabilities & provisions 89,444 95,577 83,227 100,056
Total Liabilities 2,778,194 3,070,575 3,438,431 3,955,378
Application of Funds
Cash and balances with RBI 147,834 160,037 178,815 205,285
Investments 592,662 599,799 705,635 805,609
Advances 1,863,935 2,067,832 2,274,615 2,615,807
Fixed assets 17,100 18,201 20,954 23,750
Other current assets, loans and advances 156,664 224,707 258,413 304,927
Total Assets 2,778,194 3,070,575 3,438,431 3,955,378

E — Estimates
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Important Ratios

Particulars FY19A FY20A FY21E FY22E
(A) Margins (%)
Yield on advances 11.0 12.2 11.4 11.5
Yields on interest earning assets 9.5 10.6 9.9 9.9
Yield on investments 6.7 7.2 6.5 6.5
Costs of funds 6.2 6.6 6.3 6.3
Cost of deposits 6.4 6.7 6.5 6.4
NIMs 3.8 4.4 4.0 4.0
(B) Asset quality and capital ratios (%)
GNPA 2.1 2.5 4.2 3.2
NNPA 1.2 0.9 1.2 1.0
PCR 43.0 63.3 70.0 70.0
Slippages 3.7 3.1 4.8 2.8
NNPA to NW 8.5 5.6 7.5 6.1
CASA 43.1 40.4 43.0 43.0
CAR 14.2 15.0 14.6 13.8
Tier 1 13.7 14.6 14.1 13.4
Credit - Deposit 95.7 102.3 95.9 91.9
(C) Dupont as a percentage of average assets
Interest income 8.9 9.8 9.1 9.1
Interest expenses 5.4 5.7 5.4 5.4
Net interest income 3.5 4.1 3.7 3.7
Non interest Income 2.3 2.4 1.9 1.7
Total expenses 2.6 2.8 2.7 2.7
- cost to income 44.2 43.3 49.5 50.3
Provisions 1.2 1.6 2.2 1.0
Tax 0.7 0.6 0.2 0.4
RoA 1.3 1.5 0.5 1.2
Leverage 10.5 9.1 9.1 9.5
RoE 13.1 14.6 4.3 11.2
RoRwa 1.5 1.7 0.5 13
(D) Measures of Investments
EPS - adjusted 54.8 63.8 20.6 59.3
BV 437.2 487.0 501.2 549.7
ABV 391.6 453.4 457.8 510.5
(E) Growth Ratios (%)
Net interest income 18.0 36.3 (1.4) 13.8
PPoP 215 33.2 (15.6) 8.0
Adj PAT (8.5) 33.9 (64.9) 188.7
Advances 28.6 10.9 10.0 15.0
Total borrowings 23.6 28.4 (2.4) (1.7)
Total assets 25.4 10.5 12.0 15.0
(F) Valuation Ratios
Market Cap (Rs. mn) 364,802 364,802 364,802 364,802
CMP (Rs.) 527 527 527 527
P/E (x) 9.6 8.3 25.6 8.9
P/BV (x) 1.2 1.1 1.1 1.0
P/ABV (x) 1.3 1.2 1.2 1.0

E — Estimates
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