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Bandhan Bank has reported weak performance during Q1FY23 on asset
quality, operating profit, NIM and loan growth front. Bank has reported
profit of INR 887 cr (+138% YoY/-53% QoQ) was higher than our
estimate of INR 866 cr. NIl increased by 19% YoY/-1% QoQ to INR 2,514
cr as compared to our estimate of INR 2,459 cr. NIl growth was
impacted due to 3% QoQ decline in advances and 70bps QoQ decline in
NIM. NIM reduction was mainly due to 40bps reduction in yields and
20bps increase in cost of funds. The bank expects NIM to remain steady
at 8% in FY23. Operating profit of the bank decreased by 3% YoY/28%
QoQ at INR 1,821 cr, was impacted due to 38% YoY/66% QoQ decline in
other income at INR 330 cr. Other income was impacted by MTM loss of
INR 79 cr and lower PSLC income. Asset quality of the bank deteriorated
during the quarter as GNPA increased by 79bps QoQ at 7.3% due to
decline in collection efficiency (primarily in Assam), restructured book
came out of moratorium and lower recovery and upgrades.

Loan growth was impacted due to decline in EEB (Emerging
Entrepreneurs Business) portfolio: Gross Advances for the quarter grew
by 20% YoY and declined by 3% QoQ to INR 96,650 cr. Sequential decline
in credit growth was mainly due to EEB portfolio (+9% YoY/-7% QoQ) was
impacted due to change in RBI regulations, Assam floods and seasonality
impact. Loans excluding EEB portfolio, grew healthy as mortgage segment
increased by 27% YoY/4.5% QoQ and commercial banking grew by 81%
YoY/3% QoQ. Share of EEB portfolio declined from 63% to 60% on QoQ
basis. In line with management’s target, Bandhan Bank continues to
reduce the share of group EEB loans (~44% in Jun’22 vs. 47% in Mar’22).
Bank wants to bring down the share of group EEB group loans to 26% by
FY25E. Deposit increased by 20% YoY and declined by 3% QoQ to INR
93,060 cr. CASA ratio increased by 158 bps QoQ at 43.2%.

Asset quality deteriorated with drop in collection efficiency

Gross slippages of the bank declined by 18% QoQ to INR 1,125 cr, of
which INR 908 cr was from EEB pool. Bank has reported lower recovery
and upgrades of INR 540 cr (-78% QoQ) as Q1 is seasonally weak in terms
of recovery. EEB portfolio GNPA increased from 7.8% to 9.2%
sequentially. EEB pool’s, 1-90 DPD portfolio increased sharply from 6.5%
to 12.7% QoQ as restructured book coming out of moratorium. Overall,
EEB stress pool increased from INR 119 bn to INR 121 bn QoQ. Collection
efficiency (including NPA & restructured accounts) declined from 94% in
Q4FY22 to 91% in Q1FY23 with Assam portfolio saw sharp reduction from
93% in Q4FY22 to 78% in Q1FY23 impacted by flood. West Bengal
collection efficiency declined from 97% in Q4FY22 to 94% in Q1FY23.
West Bengal EEB portfolio share stood at 40% and Assam share is at 9%.

Valuation & View: During Q1FY23, Bandhan Bank has reported
deterioration in asset quality due to drop in collection efficiency on
account of flood and restructured book coming out of moratorium. Going
ahead, performance on EEB portfolio will be keenly watched on loan
growth and asset quality side. Performance of the bank on non MFI side
was good with strong growth. We reduce our earnings estimate by
21%/8% for FY23/24E to factor in lower other income and increase in
provisions. We maintain our Accumulate rating on the stock with a
revised TP of INR 338 (earlier INR 363), based on 2.4x FY24E ABV.

Arihant Capital Markets Limited | Research Analyst SEBI Registration No: INH000002764
1011, Solitaire Corporate Park, Bldg No.10, 1°t Floor, Andheri Ghatkopar Link Rd, Chakala, Andheri (E), Mumbai 400093


mailto:anmol.das@arihantcapital.com
https://www.asiamoney.com/brokers
https://www.asiamoney.com/brokers

Q1FY23 result Snapshot

Particulars (Rs in Cr) Q1FY23 Q1FY22 YoY Q4FY22 QoQ
Interest Earned 4,055 3,410 18.9% 3,872 4.7%
Interest Expended 1,541 1,296 18.9% 1,332 15.7%
Net Interest Income 2,514 2,114 18.9% 2,540 -1.0%
Other Income 330 533 -38.2% 964 -65.8%
Total income 2,844 2,647 7.4% 3,504 -18.8%
Operating Expenses 1,023 776 31.8% 983 4.1%
Cost-income-ratio 36.0% 29.3% 666bps 28.0% 794bps
Operating Profits 1,821 1,871 -2.7% 2,521 -27.8%
Provisions & Contingencies 642 1,375 -53.3% 5 13516.7%
PBT 1,178 496 137.4% 2,517 -53.2%
Provisions for Tax 292 123 136.9% 614 -52.5%
Effective Tax Rate (%) 25% 25% NA 24% 1.4%

PAT (reported) 887 373 137.6% 1,902 -53.4%
GNPA 6,968 6,440 8% 6,380 9%
NNPA 1,749 2,458 -29% 1,564 12%
GNPA 7.3% 8.2% -93bps 6.5% 79bps
NNPA (%) 1.9% 3.3% -137bps 1.7% 26bps
Advances (On-Book + Off Book) 96,650 80,360 20.3% 99,340 -2.7%
Deposits 93,060 77,340 20.3% 96,330 -3.4%
NIM (%) 8.00 8.13 -13bps 8.70 -70bps
Total CAR (%) 19.4% 26.6% -718bps 20.1% -70bps
Tier 1 (%) 18.3% 23.7% -535bps 18.9% -60bps
Tier 2 (%) 1.2% 2.9% -173bps 1.2% Obps

Update on Assam portfolio: Assam flood has impacted business growth and asset quality. The flood in Assam has led
to sharp drop in collection efficiency with lower business growth. Bandhan Bank has 9% EEB portfolio share in Assam.
Collection efficiency in Assam (including NPA & restructured accounts) declined from 93% in Q4FY22 to 78% in
Q1FY23. Management has stated that collection efficiency in Assam is better in July than June and the stress is
expected to come down by September end.

Conference Call Highlights:

= Management expects loan growth to be in the range of +20% in FY23E, with faster growth in housing and
commercial banking segments.

= Growth in the EEB portfolio was impacted due to implementation of new MFI regulations in the first half and it
was further impacted by flood in Assam.

= As per management’s strategy, share of group MFI loans to reduce from 44% in Q1FY23 to 26% by FY25, with
share of retail loans (including mortgage) rising in total loans.

= EEB overall collection efficiency (excluding NPA) declined from 97% to 94% QoQ. 91% of EEB portfolio (including
restructured book) is paying full instalments (vs. 96% in Mar '22), while 6% made partial payments in Jun ’22.

= Qut of the total, INR 121 bn EEB stress portfolio, INR 21.4 bn is restructured accounts and these accounts will
come out of the moratorium by Sep’22.

= Management has stated that collection efficiency in Assam is better in July than June and the stress is expected to
come down by September end.

= Housing book has restructured loans worth INR 11.7 bn, of which 5% has slipped into NPA.

= Bank expects to receive claim under Assam refund scheme in Q2FY23. Government has announced INR 15 bn
towards delinquent pool, within which the bank’s share is expected to be 50-60%.

= Bank has made additional provision of INR 340 cr towards stress pool.

= Management stated that Bank had to borrow during Q1FY23 to invest in rural (RIDF) bonds to make up for PSL
shortfall of the last year which has impacted NIM by 20-25 bps.
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Exhibit 1: Microfinance portfolio stress pool coverage analysis

Bandhan
Bank

All amowunt in _Bn.

EEB stress pool coverage analysis

Prowvision 697
Estimated recovery till 30" Sep 25
2022
CGFMU recovery 25
Assam Relief Scheme™ Xx
Total 119.7
= NPA = Restructured = SMA 2 SMA L
Jun’22
€6 Stress Pool - X121 bn. Coveroge | amount |
Prowvision fe.0
Estimated recowvery till 31 Dec 25
2022
CGFMU recovery 25
Assam Relief Scheme* Xx
Total 126.0
= NPA = Restructured = SMWMAZ SMA 1L
_____________________________________________________________________ -
l * Amount can’t be ascertained today ] o
--------------------------------------------------------------------- -

Exhibit 2: DPD Movement

EEB DPD movement
(Including Restructuring portfolio)

EEB Collection Efficiency

(Excluding Restructuring portfolio)
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Key Financials

Income Statement

Particulars (Rs in Cr)

Interest Income

(-) Interest Expense

Total Net Interest Income
Other Income

Total Income

Total Operating Expenses
Operating Profit
Provisions

Profit before Tax
Provision for Taxes

PAT

12524
-4961

7563
2109
9672
2817
6855
3907
2949

743
2205

13871
-5157

8714
2823
11537
3523
8013
8878
129

3

126

17267
-6959

10308
2529
12837
3573
9263
4671
4593
1157
3435

11690
3198
14888
3995
10893
3946
6947
1751
5197

Ratios

Particulars

Basic Ratio
EPS

Book Value per share

Adjusted book value per
share

Dividend per share

Asset Quality
Gross NPAs
Net NPAs
PCR

Profitability Ratio
RoAE
RoAA

NIMs (as calculated)

Valuation
P/E (x)
P/BV (x)
P/ABV (x)

13.7
108.1

90.3
2.2

6.8%
3.5%
48.5%

13.5%
2.1%
7.9%

20.8
2.6
3.2

0.8
107.9

98.2
2.8

6.4%
1.7%
80.0%

0.7%
0.1%
7.4%

364.9
2.6
2.9

21.3
125.8

111.7
34

5.7%
2.2%
65.0%

18.2%
2.3%
7.7%

13.4
2.3
2.6

323
158.1

140.9
0.0

4.5%
2.2%
55.0%

22.7%
3.0%
7.5%

8.8
1.8

Balance Sheet

Particulars (Rs in Cr)

Assets

Cash and Balances with RBI
Money at call and short
notice

Investments

Advances

Fixed Assets

Other Assets

Total Assets

Liabilities

Capital

Reserves and Surplus
Deposits

Borrowing from other
banks

Other liabilities and
provisions

Total Liabilities

5235

958
25155
81613

487

1545
114993

1611
15798
77972

16960

2652
114993

2023E

4943 8772 10268

4379 4379 4379
29079 27411 32089
93975 109644 134772

588 652 727

5904 7084 8501

138867 157942 190735

1611 1611 1611
15770 18656 23852
96331 109644 128354

19921 25754 34155

5234 2277 2763
138867 157942 190735

Analysis

Particulars (Rs in Cr)

Spread Analysis
Yield on advances
Yield on investments
Cost of deposits
Cost of funds

Spread

Growth (%)
Advances growth
Deposit growth

Net Profit growth
Liquidity

Advances to deposit ratio
CASA

CET 1 Ratio
Efficiency

Cost-to-income

14.0%
5.8%
4.6%
6.2%
5.6%

22.5%
36.6%
-27.1%

104.7%

43.4%

23.5%

29.1%

2023E

13.7% 14.7% 14.5%
6.0% 6.0% 6.0%
4.0% 41% 4.1%
52% 54% 5.6%
6.3% 6.8% 6.6%

15.1% 16.7% 22.9%

23.5% 13.8% 17.1%

-94.3%2630.9% 51.3%

97.6% 100.0% 105.0%
44.0% 44.0% 37.6%
17.9%

18.7% 19.5%

30.5% 27.8% 26.8%

2.0
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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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