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August 13, 2020

Target: ¥ 42 (50%)

Target

Upside potential led by value unlocking

In 2014, IDFC Ltd received a license to set up a universal bank — IDFC Bank.
To strengthen retail franchise, IDFC Bank, Capital First Ltd engaged in a
merger to form IDFC First Bank in December 2018. Currently, IDFC Ltd holds
40% stake in IDFC First Bank. Apart from banking, IDFC Ltd owns a Mutual
Fund (100% owned). Its AUM stands at ¥ 103893 crore of which equity AUM
—3 29609 crore as of March 2020).

IDFC First Bank has been able to continue its restructuring plan increasing
the granularity of balance sheet with retail now forming ~55% of advances.
Continued focused build-up of CASA has increased its proportion to
upwards of 30%. Prudent provisioning and recent capital raising of ¥ 2000
crore provides cushion from any hiccups in asset quality. Healthy growth in
the AMC business with strong inflow in debt schemes aided by consistent
performance bodes well for the future earnings.

IDFC Ltd, as a promoter, holds 40% stake in IDFC First Bank with a lock-in
period of five years, which is ending as of September 2020. As per their
licence, the promoter has to bring down the stake to 15% in the bank within
15 years from 2014. An internal committee constituted by RBI to suggest
future course for holding companies is scheduled to submit its report in
September 2020. IDFC Ltd may seek to collapse the current holding
company structure, if allowed by regulators whereby reverse merger into
bank will entail current IDFC Ltd shareholders to receive IDFC First bank
shares and for AMC - cash on the expectation of same being sold off fully. If
the above doesn’t materialise, then selling 25% stake to reach 15% in bank
is likely to bring down holding company discount as majority valuation of
IDFC Itd will be driven by it holdings in AMC. In both situations we believe
existing shareholders of IDFC Ltd to benefit but may need patience as the
value unlocking may take sometime.

Valuation & Outlook

Post the lock-in ends in September 2020, IDFC Ltd (promoter) can bring
down its stake to 15% as required by the current guidelines or collapse the
current structure of holding company, if permitted by the internal committee
Report. Also, sale of IDFC bank stake and realisation of IDFC AMC true value
can also result in value unlocking. Thus, we believe in future course, the
holding company discount may reduce and one-time sale proceeds adds to
net worth. Valuing the AMC business conservatively at 5% of AUM and
providing multiple of 1x to FY22E ABYV for IDFC bank for 15% stake held, we
arrive at a target price of ¥ 42/share in Exhibit 2. Risk to our call will be non-
execution of 25% stake sale in bank holding/ AMC valuations decline
significantly.

Exhibit 1: In case of sale of 25% stake in IDFC First Bank

Holding Basis Stake Mcap Value
IDFC FirstBank 1xFY22E ABV 15% 17811.0 2671.7
IDFC AMC 5% of AUM 100% 5150.0 5150.0
7821.7
Hold Co discount 64%
Value postDiscount 2815.8
Proceeds from 25% stake sale 3900.0
IDFC Limited 6715.8
Value per share 421

Source: Company, ICICI Direct Research
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Amount
4430 crore

Market C apitalisation

Networth 8321 crore
52 week H/L 4113
E quity capital 31596 crore
Face value 10
Promoter (%) 0
DIlHolding (%) 9.24
FllHolding (%) 31.34
Others 59.42

Key Highlights

® |IDFC First Bank (40% stake)
continues to restructure balance
sheet thereby improving
earnings

®  Gradual uptick in AUM based on

consistent performance bodes
well for AMC business

® |ock-in of promoter stake in
bank ends in September 2020;
post which value unlocking to
lead to upside potential

®  Assign BUY with target price of
T 42 per share
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Exhibit 2: Current Status at CMP of ¥ 28

Holding Basis
IDFC FirstBank 1xFY22E ABV
IDFC AMC 5% of AUM

Hold C o discount
IDFC Limited

Stake
40%
100%

Mcap
17811.0
5150.0

Value
7124 .4
5150.0
12274.4
64%
4374.0

Source: Company, ICICI Direct Research

Exhibit 3: Key Financials (Consolidated)

FY17
NIl (Rcrore)
Total Revenue (Zcrore) 10392.5
Total Costs (Zcrore) 8610.6
Net profit (Zcrore) 699.1
EPS (3 4.4
Networth (Zcrore) 10819.9
Total Assets (Zcrore) 117640.9
BV pershare (3 67.8
P/E (x) 6.4
P/BV (x) 0.4
RoE (%) 6.5
RoA (%) 0.6

FY18
16.3
670.1
425.2
779.7
5.5
11276.0
15602.3
70.6

5.1

0.4

6.9

5.0

FY19
9.2
340.7
373.2
-552.6
5.2
10384.8
10557.9
65.1
NA

0.4

-5.3
-5.2

FY20
17.6
355.5
284.5
-976.5
-6.2
8320.7
8569.1
52.1
NA

0.5
-11.7
-11.4

Source: Company, ICICI Direct Research

IDFC First Bank

Exhibit 4: Advances growth to remain healthy for FY22E
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Source: Company, ICICI Direct Research
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Exhibit 5: Shift towards retail faster than anticipated
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Source: Company, ICICI Direct Research

Exhibit 6: Robust deposit accretion; well ahead of guidance
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Exhibit 7: Asset quality concerns to remain an overhang
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Exhibit 8: Margin improvement to sustain
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Exhibit 9: Return ratios to improve gradually
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IDFC AMC

Exhibit 10: Healthy growth in AUM
FY17

13773
35124
11992
60636

E quity AUM
DebtAUM
Liquid AUM
Total AUM

Revenue
% of AUM
OPEX
PAT

% of AUM

310
0.51%
213
97
0.16%

FY18

19943
37628
12348
69919

54

FY19

21995
35756
11496
69248

2717
0.40%
210.4
43.7
0.06%

FY20
29609
63698
10586
103893

306.1
0.29%
198.7
79.4
0.08%

Source: Company, ICICI Direct Research

Exhibit 11: Price Chart
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its stocks
according to their notional target price vs. current market price and then categorizes them as Buy, Hold, Reduce and
Sell. The performance horizon is two years unless specified and the notional target price is defined as the analysts'
valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -56%;

Sell: <-15%
j ﬂlClCIL lirect.com ‘ “ d ]
lhvo:lnvnulo'::nuhnaur«pl BH{JB{:EE’% ‘
| ICICI Securities Ltd. |@l 75 akxins '
| Analyst Award 2012 ‘&L:;
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

We /I, Kajal Gandhi, CA, Vishal Narnolia, MBA and Yash Batra, MBA, 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned ir
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a Sebi registered Research Analyst with Sebi Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own
investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent
judgment by any recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily
a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

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

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICIC| Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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.
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