Indusind Bank Ltd.

ArihantCapital

30t July 2020

Generating Wealth

Mixed Quarter; Asset quality risk to remain

CMP: Rs 551 Indusind Bank reported steady operating performance during Q1FY21.
NIl for the quarter grew by 16% YoY/2% QoQ to Rs 3,309 cr, despite a
Rating: NEUTRAL lower loan growth of 2% YoY/-4% QoQ. NIl growth was mainly driven by

NIM improvement of 3bps QoQ/23bps YoY at 4.28%. Operating profit of
the bank increased by 10% YoY/1% QoQ to Rs 2,861 cr. Lower operating
profit growth was mainly due to 9% YoY/14% QoQ fall in other income.
Provision remained higher at Rs 2,259 cr, which includes additional

Target Price: Rs 557

Sz Covid provision of Rs 920 cr (Total Covid provision at 1,203 cr). Profit for

BSE 532187 the quarter fell by 68% YoY to Rs 461 cr, primarily, due to higher

NSE 1B provisioning. On a sequential basis, PAT grew by 53%. On the business
front, the bank has witnessed de-growth in advances at 4.2% on QoQ

Bloomberg 1B IN basis while on YoY basis it grew by 2.4%. Bank has gained strong

Reuters INBK.BO traction in deposit growth at 5% QoQ vs. 7% QoQ fall in Q4FY20.
L f . o o

Sector Banks Liquidity coverage ratio of the bank improved to 124% vs. 112% QoQ.

Face Value (Rs) 10 Key Highlights of Q1FY21:

Equity Capital (Rs Cr) 694 Steady Operating Performance: The bank’s operating performance was
largely steady in terms of NIl and PPOP. Other income of the bank fell to

Mkt Cap (Rs C 38,181 . . R

ap (Rs Cr) 9% YoY to Rs 1,519 cr, largely due to 52% decline in core fee income.
52w H/L (Rs) 1,596/ 236 NIMs increased to 4.28% while the yields on average advances stood flat
Avg Yearly Vol (in 000’) 14,949 at 12.0% despite fallen interest rates and decreased Cost of Funds at

5.8%.
Shareholding Pattern %

Loan book growth was weak, Deposit growth picked up: Total advances
(As on June, 2020)

of the bank declined by 4% QoQ, primarily due to run-down in corporate

Promoters 14.65 portfolio. Deposit growth of the bank witnessed strong traction and

Fll 52.07 grown at 4.6% QoQ/5.3% YoY with CASA deposit growth of 4% QoQ.
CASA ratio fell by 40bps QoQ to 40%.

DIl 14.72

Public & Others 18.56 Slippages remained elevated: Slippages during the quarter remained

elevated at 3.1% of loans as bank has recognized corporate NPA of Rs
Stock Performance (%) 3m  6m  12m 1,090 cr (From identified stressed groups, healthcare and coffee group),
leading to higher fresh slippages at Rs 1,537 cr. The bank’s GNPA
Indusind Bank 301 -54.5 616 increased by 8 bps and NNPA improved by 5 bps sequentially to
Nifty 206 -39 0.1 2.53%/0.86%. However, in absolute term GNPA decreased by 1% QoQ to

Rs 5,099 cr.
Indusind Bank Vs Nifty
Valuation & View: Indusind Bank’s higher proportion of loans (~29%) is in

120 vehicle financing segment which is challenging in the current scenario. So,
100 the growth is likely to remain muted. Bank’s performance on asset quality
80 front and strengthening of liability franchise will remain under watch. The
28 bank’s recent move to increase its capital buffer is comforting. The board
20 has approved capital raising of Rs 3,288 cr through preferential shares
T2I2ZRI333:R which should add 125 bps in its CET 1 ratio (13.16% as on Jun’ 20).
Y88 3858855z 53 Indusind Bank is currently trading at a P/adj. BV of 1.0x to its FY22E ABV.
LwnwO0Ozo-~uwsSa<s = . .
We assign a P/adj. BV of 1x for FY22E ABVPS of Rs 557 per share for a
Indusind Bank ——— Nifty 50 target price of Rs 557 per share while maintaining our Neutral rating.

Particulars (Rs Crores) FY19 FY20 FY21E FY22E

NII 7,498 8,846 12,059 14,416 16,10

PPOP 6,657 8,088 10,773 12,097 12,419

Anmol Das PAT 3,607 3,301 4,418 4,592 4,46
Email: anmol.das@arihantcapital.com EPS (INR / Share) 60.1 54.8 63.7 66.2 64.4

Ph- 02267114865 BVPS (INR / Share) 397.0 4426 5003  559.0  604.
Raju Barnawal NIM (%) 4.0% 3.8% 4.4% 4.9% 5.0%
Email: raju.b@arihantcapital.com AdvanFes Growth (%) 28.2% 28.6% 10.9% 8.0% 13.0%
Ph- 02267114870 Deposits Growth (%) 19.8% 28.5% 3.7% 8.0% 10.0%
P/ABV (x) 4.7 1.4 1.2 1.1 1.9
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Q1 FY21 - Quarterly Performance (Standalone) (in Rs Cr)

A Q1FY21 Q4FY20 Q1FY20
Interest Income 7,162 7,387 6,961 -3.0% 2.9%
Interest Expense 3,853 4,155 4,117 -7.3% -6.4%
Net Interest Income 3,309 3,231 2,844 2.4% 16.4%
Non Interest Income 1,519 1,772 1,663 -14.3% -8.7%
Total Income 4,828 5003 4507  -3.5%  7.1%
Employee Costs 552 496 647 11.3% -14.8%
Other Operating Expenses 1,415 1,671 1,269 -15.3% 11.5%
Operating Expenses 1,967 2,167 1,916 -9.2% 2.6%
Pre-Provision Profit 2,861 2,836 2,591 0.9% 10.4%
Provisions 2,259 2,440 431 -7.4% 424.6%
Profit Before Tax 602 396 2,160 52.2% -72.1%
Tax Expense 142 94 728 50.8% -80.5%
Net Profit 461 302 1,433 52.6% -67.8%
Balance Sheet Analysis
Deposits 2,11,265 2,02,040 2,00,586 4.6% 5.3%
ASA Deposits 84,473 81,557 86,341 3.6% -2.2%
ASA (%) 40.0% 40.4% 43.1% -40bps -310bps
Advances 1,98,069 2,06,783 1,93,520 -4.2% 2.4%
otal Assets 3,17,916 3,07,058 2,93,046 3.5% 8.5%
apital Adequacy Ratio (%) 15.16% 15.04% 14.90% 12bps 26bps
Spread Analysis
ield on Avg Advances (%) 12.0% 12.0% 12.1% -3bps -13bps
(f,/eo')d on Avg Interest Earning Assets g g0, 10.3%  10.4%  -40bps  -45bps
ost of Funds (%) 5.78% 6.32% 6.4% -54bps -67bps
NIM (%) 4.3% 4.3% 4.1% 3bps 23bps
Asset Quality
ross NPA 5,099 5,147 4,200 -0.9% 21.4%
Net NPA 1,703 1,887 2,381 -9.7% -28.4%

NPA (%) 2.53% 2.45% 2.15% 8bps 38bps
NNPA (%) 0.86% 0.91% 1.23% -Sbps -37bps
PCR (%) 66.6% 63.3% 43.3%  325bps  2328bps

redit Costs (%) 0.85% 0.28% 1.44% 57bps -59bps
Key Ratios

ost to Income Ratio (%) 40.7% 43.3% 42.5% -257bps -178bps

/D Ratio (%) 93.8% 102.3% 96.5% -859bps  -272bps
RoA (%) (Annualised) 0.69% 0.41% 2.05% 28bps -136bps

Source: Arihant Research, Company Filings, Ace Equity, Bloomberg
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Q1FY21 - Key Concall Highlights

Moratorium Update

= Qverall, 16% of the book is under moratorium while ex-MFl it stood at
14% as on Jun’20. 92% of book is from moratorium 1.0. 90% of
moratorium 2.0 book is secured.

= Corporate book moratorium came down to 9% from 23% in phase 1.
There are no overdues in Corporate book and entire decrease of 14% is
due to restarting of payments by Corporates.

= Retail moratorium is down from 75% to 19%; out of which 46% have
started paying while 10% are not paying.

= CV moratorium book is 20% by volume and 10% by value.

= Under NBFC/HFCs segment, there is no moratorium and also no
overdues are pending.

= |n credit card, 15% have opted for moratorium.

= Real estate moratorium is 10% and 92 projects out of 98 have started
construction activity.

= Microfinance: Collection efficiency is improving. 82% customers have
started paying EMls. Disbursements have also picked up to 85% of pre-
Covid levels and bank is focusing on low ticket size and in rural areas.

Other Update

= 90% branches were operational during the quarter. Bank holds excess
liquidity of Rs 30,000 cr.

= Deposits: In June, Customers acquisition was higher as compared to
pre-Covid level. Bulk of the increase in deposits came in June month.
Bank plans to expand its retail liability franchise.

= Vebhicle Finance: Bank’s focus is on small road transport operators who
are not impacted by lack of driver. Collections have improved from 30%
in April to 75% in June. 70% Customers are repeat in nature.
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Key Financials

Profit & Loss Statement (INR Crores)

Non interest income

Operating income
Employee expense
Other operating expense

Operating Expense

Balance Sheet (INR Crores) FY18 FY19 FY20 FY21E FY 22E

Source of Funds

Share capital 600 603 694 694 694
Reserves & Surplus 23,227 26,072 34,003 38,075 41,207
Networth 23,827 26,675 34,697 38,768 41,900
ESOP 15 11 9 16 16
Borrowings 38,289 47,321 60,754 68,044 76,209
Deposits 1,51,639 1,94,868 2,02,040 2,18,203 2,40,023
Other liabilities & provisions 7,856 8,944 9,558 11,469 13,763
Total Equity & Liabilities 2,21,626 2,77,819 3,07,058 3,36,500 3,71,911
Uses of Funds

Cash & Balances w/ RBI 10,962 9,961 13,675 12,215 13,673
Balances w/ banks & others 2,253 4,822 2,328 2,678 3,080
Investments 50,077 59,266 59,980 65,978 72,576
Loans & advances 1,44,953 1,86,394 2,06,783 2,23,326 2,52,358
Fixed assets 1,339 1,710 1,820 2,093 2,407
Other assets 12,042 15,666 22,471 30,211 27,818
Total Assets 2,21,626 2,77,819 3,07,058 3,36,500 3,71,911

Source: Arihant Research, Company Filings, Ace Equity, Bloomberg
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Key Ratio FY18 FY19 FY20 FY21E FY 22E
Growth Rates

Advances (%) 28.2% 28.6% 10.9% 8.0% 13.0%
Deposits (%) 19.8% 28.5% 3.7% 8.0% 10.0%
Total assets (%) 24.1% 25.4% 10.5% 9.6% 10.5%
NIl (%) 23.7% 18.0% 36.3% 19.5% 11.7%
Pre-provisioning profit (%) 22.1% 21.5% 33.2% 12.3% 2.7%
PAT (%) 25.8% -8.5% 33.8% 3.9% -2.7%
B/S Ratios

Credit/Deposit (%) 95.6% 95.7% 102.3% 102.3% 105.1%
CASA (%) 44.0% 44.0% 40.4% 41.2% 41.3%
Advances/Total assets (%) 65.4% 67.1% 67.3% 66.4% 67.9%
Leverage - Total Assets to Equity 93 10.4 8.8 8.7 8.9

Operating efficiency

Cost/income (%) 45.6% 44.2% 43.3% 45.2% 49.3%
Opex/total assets (%) 2.5% 2.3% 2.7% 3.0% 3.3%
Opex/total interest earning assets 3.1% 2.8% 3.1% 3.4% 3.8%
Profitability

NIM (%) 4.0% 3.8% 4.4% 4.9% 5.0%
RoA (%) 1.6% 1.2% 1.4% 1.4% 1.2%
RoE (%) 15.1% 12.4% 12.7% 11.8% 10.7%

Asset Quality

Gross NPA (%) 1.2% 2.1% 2.2% 2.3% 2.3%
Net NPA (%) 0.5% 1.2% 1.2% 1.3% 1.3%
PCR (%) 56.3% 43.0% 45.0% 45.0% 45.0%
Slippage (%) 3.0% 1.2% 1.2% 1.0% 1.0%
Credit cost (%) 0.7% 1.0% 0.9% 0.7% 0.5%

Per Share Data / Valuation

EPS (INR) 60.1 54.8 63.7 66.2 64.4
BVPS (INR) 397.0 442.6 500.3 559.0 604.1;
ABVPS (INR) 384.5 405.3 463.4 517.8 557.3
P/E (x) 29.9 10.1 8.6 8.3 8.5
P/BV (x) 45 1.2 1.1 1.0 0.9
P/ABV (x) 4.7 1.4 1.2 1.1 1.0

Source: Arihant Research, Company Filings, Ace Equity, Bloomberg
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared 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. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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