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CMP: Rs 536
as of (September 28, 2020)

TP: Rs 550 (m)

12 months

Rating: HOLD (m)

Upside: 2.6 %

= Due to corporate asset quality issues for the past two years and the recent deposit scare
after the Yes Bank saga, new top management’s long-term stance is to focus on building
a granular retail credit/deposit book, increasing provisioning buffer and RORWA (vs. RoA).

= The bank expects a credit growth rate in mid-single digit in FY21 and in mid-teens in FY22.
NIMs may come under pressure in the near term due to low LDR and high impairment, but
the planned high share of retail (65% vs. 52%) should be positive in the long run.

= |IB has raised LLP guidance from 225-250bps (ex-RSA) in FY21 to 350-400bps (incl. RSA)
in FY21E, given its stance to accelerate specific PCR to ~70% (from 67% now) and 30%
provision on RSA vs. regulatory requirement of 10%. Factoring in the provision up-fronting,
we cut FY21E earnings by 22% but raise FY23 estimates by 5%.

= |IB has recovered from the deposit scare and the immediate risk of Vodafone default has
eased. The Impact of Covid-19 on asset quality is inevitable but its stance to build high
credit reserves even at the cost of near-term earnings is a right step. We retain Hold (TP
Rs550) due to low valuations and reasonable capital position post recent capital raise.

Credit growth will take time to pick up and largely track deposit growth: As per
management, its credit growth will be now calibrated to track deposit momentum and not vice-
versa as happened in past, with a clear focus on building a granular retail credit/deposit profile.
The bank expects mid-single digit growth rate in FY21 and mid-teens for FY22 against the
earlier growth run-rate of 20-30%. Though NIMs may come under pressure in the near term
due to high funding cost/NPAs and low LDR, the long-term prospects on margin should be
positive led by the rising share of retail to 65% from 52%.

Building high, upfront credit reserves to shield future earnings against asset quality
risk: 1B has seen a steady rise in the GNPA ratio for the past two years to 2.5% mainly due
to high corporate NPAs and lately in CV/MFI. MFI collections, which were high at 80% in
Jul’20, slipped to 70% in Aug’20 due to interim lockdowns but has now recovered to 80%.
Given the high share of the vulnerable retail portfolio, including CV, PL, LAP and MFI, NPA
formation/restructuring is expected to be elevated for the bank. As a strategy, the bank has
accelerated specific PCR to 66% from 43% a year ago and plans to increase it up to 70%.
Factoring in this coupled with upfront higher provisions at 30% on RSA vs. 10% regulatory
requirement, the bank now guides for high LLP at 350-400bps.

Outlook and valuations: We believe that the impact of Covid-19 on retail/SME asset quality
is inevitable, but its stance to build high credit reserves even at the cost of near-term earnings
is a right step. We trim FY21E earnings by 22% due to up-fronting of provisions factoring in
high LLP and raise FY23 estimates by 5%. We have also factored in recent capital infusion
of Rs32.8bn. We retain Hold with a TP of Rs550, rolling forward on 0.9x Sep’22E ABV.

Please see our sector model portfolio (Emkay Alpha Portfolio): BESI-Banks (page 7)

Financial Snapshot (Standalone)

YEARS

Change in Estimates

EPS Chg FY21E/FY22E (%) (26.5)/(5)
Target Price change (%) NA
Target Period (Months) 12
Previous Reco HOLD

Emkay vs Consensus

EPS Estimates

FY21E FY22E

(Rs mn) FY19 FY20 FY21E FY22E FY23E
Net income 144,929 190,101 203,726 222,658 265,753
Net profit 33,011 44,179 31,757 54,855 81,173
EPS (Rs) 54.8 63.7 42.0 725 107.3
ABV (Rs) 405.2 469.8 5115 571.8 667.5
ROA (%) 1.3 1.5 1.0 1.5 1.9
ROE (%) 13.4 14.6 8.4 12.5 16.2
PE (x) 9.8 8.4 12.8 7.4 5.0
P/ABV 1.3 1.1 1.0 0.9 0.8

Source: Company, Emkay Research

Emkay 42.0 72.5
Consensus 46.4 68.2
Mean Consensus TP (12M) Rs 613
Stock Details
Bloomberg Code 11B IN
Face Value (Rs) 10
Shares outstanding (mn) 756
52 Week H/L 1,597 /236
M Cap (Rs bn/USD bn) 406 /5.49
Daily Avg Volume (nos.) 21,364,300
Daily Avg Turnover (US$ mn) 160.2
Shareholding Pattern Sep '20
Promoters 13.5%
FlIs 47.8%
Dlis 15.2%
Public and Others 23.6%
Price Performance
(%) IM  3M  6M  12M
Absolute  (19) 12 30 (64)
Rel. to Nifty (16) 3 1 (63)
Relative price chart
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Story in Charts

Exhibit 1: Loan growth to largely track deposit growth Exhibit 2: NIM improvement trend to pause in FY21/22E, before
resuming in FY23E aided by higher retail share
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Exhibit 3: Vehicle Financing segment, including CV, has seen Exhibit 4: Asset quality set to slip, but bank plans to accelerate
elevated NPA formation in the recent past specific PCR and upfront provisioning to secure future profits
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Exhibit 5: Bank recently raised capital via preferred allotment to Exhibit 6: Higher NPA formation/LLP set to depress bank’s
shore-up capital buffer otherwise strong return ratios trajectory
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Exhibit 7: The stock currently trades at 1.0x — 1 year forward ABV
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Exhibit 8: Revision in estimates

FY21E FY22E FY23E

Y/E Mar (Rs mn) : : = : : :

Earlier Revised % change Earlier Revised % change Earlier Revised % change
Net income 209,327 203,726 -2.7% 230,563 222,658 -3.4% 277,583 265,753 -4.3%
PPOP 122,777 120,348 -2.0% 134,106 132,145 -1.5% 164,211 159,522 -2.9%
PAT 40,499 31,757 -21.6% 54,446 54,855 0.8% 77,246 81,173 5.1%
EPS (Rs) 57.1 42.0 -26.5% 76.7 72.5 -5.5% 108.8 107.3 -1.4%
BV (Rs) 586.1 539.4 -8.0% 657 606.1 -7.7% 757 705.1 -6.9%

Source: Emkay Research

Exhibit 9: Key Assumptions

FY20A FY21E FY22E FY23E
Loan Growth % 10.9 6.5 17.9 255
Deposit Growth % 3.7 15.2 18.1 24.5
NIM % 4.5 4.5 4.5 4.6
GNPA % 25 4.2 4.4 3.8
Credit Cost % 2.1 3.7 2.4 17

Source: Emkay Research
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Key Financials (Standalone)
Income Statement

Y/E Mar (Rs mn) FY19 FY20 FY21E FY22E FY23E
Net interest income 88,462 120,587 132,323 147,438 179,119
Other income 56,467 69,513 71,402 75,220 86,634
Fee income 40,730 46,150 50,765 56,857 65,954
Net income 144,929 190,101 203,726 222,658 265,753
Operating expenses 64,047 82,373 83,377 90,513 106,231
Pre provision profit 80,882 107,727 120,348 132,145 159,522
PPP excl treasury 79,731 102,201 115,375 127,420 155,034
Provisions 31,077 46,521 78,006 59,005 51,292
Profit before tax 49,806 61,206 42,343 73,139 108,230
Tax 16,795 17,027 10,586 18,285 27,058
Tax rate 34 28 25 25 25
Profit after tax 33,011 44,179 31,757 54,855 81,173

Balance Sheet

Y/E Year End (Rs mn) FY19 FY20 FY21E FY22E FY23E
Equity 6,027 6,935 7,567 7,567 7,567
Reserves 260,721 340,035 408,779 459,698 535,430
Net worth 266,748 346,970 416,347 467,266 542,997
Deposits 1,948,679 2,020,398 2,326,456 2,746,502 3,418,967
Borrowings 418,312 552,636 455,652 501,217 601,461
Total liabilities 2,778,194 3,070,481 3,319,143 3,826,660 4,735,868
Cash and bank 99,612 136,753 164,103 196,924 236,308
Investments 592,662 599,799 639,993 724,817 861,417
Loans 1,863,935 2,067,832 2,201,714 2,594,861 3,256,172
Others 156,663 224,707 247,506 259,128 335,248
Total assets 2,778,194 3,070,576 3,319,143 3,826,660 4,735,868

Key Ratios (%)

Y/E Year End FY19 FY20 FY21E FY22E FY23E
NIM 3.8 4.5 4.5 4.5 4.6
Non-Il/avg assets 2.3 2.4 2.2 2.1 2.0
Fee income/avg assets 1.6 1.6 1.6 1.6 15
Opex/avg assets 2.6 2.8 2.6 2.5 2.5
Provisions/avg assets 1.2 1.6 2.4 1.7 1.2
PBT/avg assets 2.0 2.1 1.3 2.0 25
Tax/avg assets 0.7 0.6 0.3 0.5 0.6
RoOA 1.3 1.5 1.0 1.5 1.9
ROAE 13.4 14.6 8.4 12.5 16.2
GNPA (%) 2.1 2.5 4.2 4.4 3.8
NNPA (%) 1.2 0.9 1.3 1.4 1.2
Per Share Data (Rs) FY19 FY20 FY21E FY22E FY23E
EPS 54.8 63.7 42.0 72.5 107.3
BVPS 429.4 489.1 539.4 606.1 705.1
ABVPS 405.2 469.8 511.5 571.8 667.5
DPS 7.5 0.0 0.0 5.0 7.0
Valuations (x) FY19 FY20 FY21E FY22E FY23E
PER 9.8 8.4 12.8 7.4 5.0
P/BV 13 11 1.0 0.9 0.8
P/ABV 1.3 1.1 1.0 0.9 0.8
P/PPOP 4.0 3.5 3.4 3.1 2.5
Dividend Yield (%) 14 0.0 0.0 0.9 1.3

Source: Company, Emkay Research
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Growth (%) FY19 FY20 FY21E FY22E FY23E
NIl 18.0 36.3 9.7 114 215
PPOP 215 33.2 11.7 9.8 20.7
PAT (8.5) 33.8 (28.1) 72.7 48.0
Loans 28.6 10.9 6.5 17.9 25.5
Quarterly (Rs mn) Q1FY20 Q2FY20 Q3FY20 Q4FY20 Q1FY21
NIl 28,440 29,094 30,742 32,311 33,092
NIM(%) 4.1 4.1 4.2 4.3 4.3
PPOP 25,910 26,234 27,577 28,567 29,277
PAT 14,325 14,010 13,092 3,152 5,103
EPS (Rs) 20.67 20.22 18.89 4.54 7.36
Source: Company, Emkay Research

Shareholding Pattern (%) Dec-19 Mar-20 Jun-20 Aug-20 Sep-20
Promoters 13.0 13.0 13.3 12.5 13.5
Flls 50.1 48.7 47.3 47.7 47.8
Dlls 13.6 141 13.4 16.3 15.2
Public and Others 23.3 24.2 26.0 235 23.6

Source: Capitaline

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.
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RECOMMENDATION HISTORY TABLE RECOMMENDATION HISTORY CHART

Date Clopsrlir::g (m Eﬁ;lhc;(; Rating  Analyst — BUY Hold e Sell m— Accumulate
29-3ul-20 551 550 12m  Hold  Anand Dama o educe ———FPrice ———TargetPrice

28-Apr-20 468 550 12m Buy Anand Dama

11-Apr-20 395 630 12m Buy Anand Dama 16801

30-Mar-20 413 630 12m  Buy  Anand Dama 1335 1

14-Jan-20 1,482 1,725 12m Buy Anand Dama 990 -

16-Dec-19 1,493 1,725 12m Buy Anand Dama 645 -

10-Oct-19 1,229 1,500 12m Buy Anand Dama

9-Oct-19 1,309 1,725 12m Buy Anand Dama %00 g fg 9_3 g} g} 8. 8.
23-Sep-19 1512 1,850 12m  Buy  Anand Dama 8 g 8 g g g 3
12-3ul-19 1510 1,825 12m  Buy  Anand Dama - 8 & 8 s 4 2
1-3ul-19 1,434 1,750 12m Buy Anand Dama Source: Bloomberg, Company, Emkay Research

23-May-19 1,599 1,750 12m Hold Anand Dama

20-Mar-19 1,713 1,850 12m Hold Anand Dama

9-Jan-19 1,602 1,850 12m Accumulate Anand Dama

15-Oct-18 1,627 1,799 12m Hold Jignesh Shial

10-Jul-18 1,935 1,947 12m Hold Jignesh Shial

21-May-18 1,925 1,845 12m Hold Ravikant Bhat

20-Apr-18 1,813 1,845 12m Hold Ravikant Bhat

11-Jan-18 1,700 1,827 12m Accumulate Ravikant Bhat

14-Dec-17 1,650 1,827 12m Accumulate Ravikant Bhat

Source: Company, Emkay Research
Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on ictions on Distribution. In Sil this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
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Analyst: Anand Dama

Contact Details

anand.dama@emkayglobal.com
+91 22 6624 2480

Sector

Banks

Analyst bio

Anand Dama is a CA, CPM (ICFAI) with
total 12 years of research experience, in
addition to 3 years in the finance/rating
industry. His team currently covers 21
banks and 15 stocks in the
NBFC/Insurance space.
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Emkay Alpha Portfolio — BFSI-Banks

EAP sector portfolio

BSE200 EAP  _OW/UW _ OW/UW _ EAP Weight
Sy e Weight  Weight (%) (bps)  (Normalised)
BFSI-Banks 18.26 18.26 0.0% 0 100.00
Axis Bank 1.85 1.97 7% 12 10.78

Bandhan Bank 0.32 0.44 34% 11 2.39

City Union Bank 0.16 0.16 0% 0 0.87
DCB Bank 0.00 0.00 NA 0 0.00
Equitas Holdings 0.00 0.00 NA 0 0.00
Federal Bank 0.16 0.16 0% 0 0.88
HDFC Bank 6.85 7.27 6% 42 39.82
ICICI Bank 4.00 4.15 4% 16 22.75

Indusind Bank 0.53 0.59 11% 6 3.25

Karur Vysya Bank 0.00 0.00 NA 0 0.00

RBL Bank 0.12 0.14 19% 2 0.77
State Bank of India 1.15 1.23 7% 8 6.71
Ujjivan Small Finance Bank 0.00 0.00 NA 0 0.00

0.00 0.00 NA 0 0.00
Cash 0.00 0.00 NA 0 0.00

Source: Emkay Research

* Not under coverage: Equal Weight

High Conviction/Strong Over Weight & High Conviction/Strong Under Weight

Sector portfolio NAV

Base Latest

01-Apr-19 27-Dec-19 30-Mar-20 29-Jun-20 28-Aug-20 28-Sep-20

EAP - BFSI-Banks 100.0 112.4 63.9 74.4 83.7 75.2
BSE200 Neutral Weighted Portfolio (ETF) 100.0 107.9 63.7 73.6 82.5 74.0

*Performance measurement base date 15t April 2019
Source: Emkay Research

NAV chart
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Source: Emkay Research

Please see our model portfolio (Emkay Alpha Portfolio): Nifty
Please see our model portfolio (Emkay Alpha Portfolio): SMID

“Emkay Alpha Portfolio — SMID and Nifty are a supporting document to the Emkay Alpha
Portfolios Report and is updated on regular intervals”

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on ictions on Distribution. In Sil

Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.
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Emkay Rating Distribution

Ratings Expected Return within the next 12-18 months.

BUY Over 15%
HOLD Between -5% to 15%
SELL Below -5%

Completed Date: 30 Sep 2020 02:21:35 (SGT)
Dissemination Date: 30 Sep 2020 02:22:35 (SGT)

Sources for all charts and tables are Emkay Research unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL):

Emkay Global Financial Services Limited (CIN-L67120MH1995PLC084899) and its affiliates are a full-service, brokerage, investment banking, investment
management and financing group. Emkay Global Financial Services Limited (EGFSL) along with its affiliates are participants in virtually all securities trading
markets in India. EGFSL was established in 1995 and is one of India's leading brokerage and distribution house. EGFSL is a corporate trading member of
Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE), MCX Stock Exchange Limited (MCX-SX). EGFSL along with its
subsidiaries offers the most comprehensive avenues for investments and is engaged in the businesses including stock broking (Institutional and retail),
merchant banking, commodity broking, depository participant, portfolio management, insurance broking and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.emkayglobal.com

EGFSL is registered as Research Analyst with SEBI bearing registration Number INHO00000354 as per SEBI (Research Analysts) Regulations, 2014.
EGFSL hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered
in last five years, except that NSE had disabled EGFSL from trading on October 05, October 08 and October 09, 2012 for a manifest error resulting into a
bonafide erroneous trade on October 05, 2012. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their
observations have issued advice letters or levied minor penalty on EGFSL for certain operational deviations in ordinary/routine course of business. EGFSL
has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled
by SEBI at any point of time.

EGFSL offers research services to clients as well as prospects. 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.

Other disclosures by Emkay Global Financial Services Limited (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations,
2014 with reference to the subject company(s) covered in this report

EGFSL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our
salespeople, traders, and other professionals 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 may be
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other
things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important information
regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject EGFSL or its group companies to any registration
or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person for the purchase
or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not
be construed as official confirmation of any transaction. No part of this document may be used by private customers in United Kingdom. All material
presented in this report, unless specifically indicated otherwise, is under copyright to Emkay. None of the material, nor its content, nor any copy of it, may
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of EGFSL . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of EGFSL or its Group Companies. The information contained herein
is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying
of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market
and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

e This publication has not been reviewed or authorized by any regulatory authority. There is no planned schedule or frequency for updating research
publication relating to any issuer.

¢ Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets

Disclaimer for U.S. persons only: This research report is a product of Emkay Global Financial Services Limited (Emkay), 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 Financial Institutions Regulatory Authority (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 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.

Emkay Research is also available on www.emkayglobal.com and Bloomberg EMKAY<GO>. Please refer to the last page of the report on Restrictions on Distribution. In Singapore, this research report or research analyses may only be distributed to Institutional Investors, Expert Investors or Accredited
Investors as defined in the Securities and Futures Act, Chapter 289 of Singapore.
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ANALYST CERTIFICATION BY EMKAY GLOBAL FINANCIAL SERVICES LIMITED (EGFSL)

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and
their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her compensation was, is,
or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s) primarily responsible of the
content of this research report, in part or in whole, certifies that he or his associate® does not serve as an officer, director or employee of the issuer or the
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