IDFC First Bank (orsan)

CMP: X 38 Target: ¥ 50 (32%) Target Period: 12 months

July 31, 2022

Growth & PAT induce confidence; Cl remains key

About the stock: IDFC First Bank was formed by the merger of the erstwhile IDFC
Bank and Capital First in 2018. Retailisation of its business has been the key focus.

e Retail and commercial funded assets form 74% of total funded assets

e Branch network is at 651 as on June 2022

Q1FY23 Results: IDFC First Bank reported strong operational performance
e GNPA down 34 bps QoQ to 3.36%; NNPA down 23 bps QoQ to 1.3%
e NIl up 25.9% YoY, NIMs down 38 bps QoQ to 5.89%, C/l at ~73%
e Provisions down 83.6% YoY; PAT at < 474.3 crore vs loss in Q1FY22
e Funded assets up 21% YoY at* 1.37 lakh crore, retail grew 25% YoY

What should investors do? The IDFC First stock performance was volatile in past
year mainly due to concerns on growth & asset quality. Healthy business growth,
steady asset quality and gradual improvement in Cl ratio should propel RoE.

e  We retain our BUY rating on the stock

Target Price and Valuation: We value IDFC First Bank at ~1.35x FY24E ABV to
arrive at revised target price of ¥ 50 per share.

Key triggers for future price performance:

e With core focus on retail loans and granular liabilities base augers well for
business growth as well as steady margin.

e Guidance of lower credit cost at ~1.5% led by improved collections bode
well for the earnings trajectory and, therefore, return ratios

e Higher CI ratio is deterrent, though management has guided CI ratio to
improve in long term (at around ~65% levels)

e Any development on merger could lead to near term volatility in price

Alternate Stock Idea: Apart from IDFC First, in our coverage we also like CSB Bank.

e CSB Bank has shown a meaningful transformation in its overall performance
in the past few years and currently focuses on gold and SME loans

e BUY with a target price of ¥ 250

Key Financial Summary

Key Financials FY19 FY20 FY21 FY22 3(;’57;_(;?;;;
NIl 3,199 6,076 7,380 9,706 45%
Net profit (% crore) (1,944) (2,864) 452 146 -
EPS ) (4.1) (6.0) 0.8 0.2 -
P/E (x) NM NM 47.1 160.4
ABV []) 35.7 30.2 28.1 30.8
P/ABV (x) 1.1 1.2 1.3 1.2
RoA (%) (1.2) (1.9) 0.3 0.1
ROE (%) (10.7) (18.7) 2.7 0.8
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Amount
Market Capitalisation % 23353 crore
Networth ¥ 21003 crore
52 week H/L 54/ 29
Face value 210
(in%) Jun-21 Sep21 Dec-21 Mar-22 Jun-22
Promoter 36.6 36.5 36.5 36.5 36.5
Fll 15.1 14.8 14.8 13.5 11.0
]l 11.9 10.2 10.4 9.6 10.2
Others 36.4 38.5 384 405 42.3
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IDFC First

Risk to our call

° Provisions declined by 83.6% YoY
and 16.6% QoQ

o Key Risk: i) Slower improvement in CI
ii) Delay in credit card picking
momentum
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2 year CAGR
FY23E FY24E (FY22-24E)
11,709 14,283 21%
1,609 2,406 307%
2.6 3.9
14.5 9.7
34.2 37.2
1.1 1.0
0.8 1.0
7.4 10.1

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Q1FY23 Results: Strong operating performance; asset quality improved

e NIl up 25.9% YoY to ¥ 2751 crore, driven by 39 bps YoY expansion in net
interest margin at 5.89%. On a sequential basis NIMs declined by 38 bps.
Fee and other income almost doubled YoY at ¥ 899 crore, partially due to
low base of Q1FY22. Operating expense (including staff cost) grew 31% YoY
at ¥ 2663 crore and was marginally down on QoQ basis.

e On a QoQ basis provisions were down 16.6% at ¥ 308 crore (down 83.6%
YoY). The credit cost as % of average funded assets stood at 0.9%. Thus,
PAT came in at ¥ 474.3 crore vs a loss of ¥ 630 crore in Q1FY22 (38.4% jump
on QoQ basis).

e Asset quality improved sequentially as GNPA and NNPA declined 34 bps
and 23 bps QoQ to 3.36% and 1.30%, respectively. Retail GNPA declined
from 2.63% to 2.12% while corporate segment saw GNPA increase from
2.75% to 3.67% QoQ. GNPA in infra segment largely stood flat QoQ at
21.7%.

e Total funded assets were up 21% YoY and 6.7% QoQ to % 1.37 lakh crore,
wherein retail funded assets were up 25% YoY to ¥ 90630 crore. Customer
deposit growth was at 21.2% YoY to ¥ 1.02 lakh crore. This was led by 22%
YoY uptick in CASA. CASA ratio is now at 50.04% vs 48.44% QoQ.

Q1FY23 Earnings Conference Call highlights

e Management maintained credit cost guidance of 1.5% for FY23E. RoE will
be in double digit at exit of FY23E.

e There is a lag in passing on the rates to customers. The benefit will start
coming from Q2FY23 onwards and there will be upwards trajectory in NIMs.
Management guided NIMs to be at ~6%.

e 37% book is linked to external benchmark and rest is at fixed rate. Out of
37%, ~60% is repo linked and balance is MCLR.

e Cl income ratio (excl trading gains) improved to 72.95% vs 77.16% in
Q1FY22. Opex likely to inch up marginally QoQ. Gradual improvement
anticipated in Cl ratio in mid 60% levels in next couple of years.

e Gross slippages in Q1FY23 was lower by 20% QoQ; overall restructured
book has come down to 1.3% vs 1.8% in Q4FY22.

e Out of % 165 crore covid provisions, ¥ ~75 crore utilized in Q1FY23.
Exposure of ¥ ~550 (one legacy account) slipped into NPA is zero now.

e Blended cost on borrowings & deposits is 5.2%.

¢ Growth is expected to pick up in commercial finance segment going ahead.

Peer comparison

Exhibit 1: ICICI Direct coverage universe (BFSI)

ST CMP M Cap EPS ) P/E (x) P/ABV {x) RoE (%)

_ 4] TPR) Rating (¥Bn) FY21 FY22E FY23E FYME  FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY2JE FY21 FY22E FY23E FY24E
Axis Bank (AXIBAN) 728 970 Buy 2226 25 24 52 64 R 172 137 24 21 18 1711 120 133 151
Federal Bank (FEDBAN) 107 110 Hold 224 80 90 108 124 134 M9 99 86 15 13 12 11 104 108 15 120

Indusind Bank (INDBA) 1043 1,150 Buy 808 %7 595 902 1073 284 175 16 97 19 18 16 14 73 100 140 150
Kotak Bank (KOTMAH) 1,810 2200 Buy 359 351 430 485 547 515 421 313 331 59 52 45 40 124 126 126 125

CSB Bank (CSBBAN) 200 250 Buy 34 126 264 254 286 159 716 19 10 19 14 12 11 105 190 154 149
Bandhan (BANBAN) 276 330 Buy 445 128 08 247 303 215 3BI9 M2 91 43 28 23 18 146 08 27 209
IDFC First (IDFBAN) 38 5 Buy 233 08 02 26 39 4711604 145 97 13 12 11 10 27 08 74 101

Source: Company, ICICI Direct Research
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Exhibit 2: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 YoY (%) Q4FY22 QoQ (%) Comments
NIl 2,751 2,757 2,185 25.9 2,669 3.1 Driven by healthy loan growth
NIM (%) 5.89 6.35 550 39 bps 6.27  -38bps Interest rate transmission lag leads to QoQ decline
Other Income 856 774 842 1.6 831 2.9
Net Total Income 3,607 3,530 3,027 19.1 3,500 3.0
Staff cost 830 815 554 49.7 785 5.8
Other Operating 1,833 1,988 1,478 240 1,889 30 Higher opex due to low base effect
Expenses
PPP 943.8 721.3 994.9 5.1 826.5 14.2
Provision 308.0 358.0 1,872.3 -83.6 369.5 -16.6  Utilised % 75 crore of Covid provision
PBT 635.8 369.3 -871.4 NA 451.0 39.1
Tax 161.5 92.3 -241.3 NA 114.3 41.3
PAT 474.3 271.0 -630.0 NA 342.7 38.4  Driven by lower provisions
Key Metrics
GNPA 4,354.8 4,379.7  4,667.1 6.7  4,469.1 -2.6
NNPA 1,653.8 1,751.9  2,293.2 -21.9  1,808.1 -8.5
Funded Assets 1,37,663 1,37,685 1,13,7% 21.0 1,29,051 6.7  Mainly led by retail segment (up 40% YoY)
Deposits 1,02,868 1,02,363 84,893 212 93,214 10.4  CASA deposits grew by 11% YoY

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

FY23E FY24E
(T Crore) Old New % Change old New % Change
Net Interest Income 11,526 11,709 1.6 14,384 14,283 -0.7
Pre Provision Profit 4,241 4,140 -2.4 5,575 5,634 1.1
NIM calculated (%) 6.0 5.9 -10 bps 6.3 6.0 -31 bps
PAT 1,476 1,609 9.0 2,251 2,406 6.9
ABV ) 36.9 34.2 -1.5 40.0 37 -1.0

Source: Company, ICICI Direct Research

Exhibit 4: Assumption

Current Earlier

FY21 FY22 FY23E FY24E FY23E FY24E
Credit growth (%) 17.5 17.2 19.7 18.9 17.6 18.4
Deposit Growth (%) 36.2 19.1 20.5 22.0 16.6 211
CASA ratio (%) 51.7 48.4 48.2 48.9 571.3 57.6
NIM Calculated (%) 5.1 5.8 5.9 6.0 6.0 6.3
Cost to income ratio (%) 74.0 74.6 13.2 69.7 7.3 68.9
GNPA (% crore) 4,303 4,469 4,610 4,718 4,850 5,671
NNPA (% crore) 1,883 1,808 1,433 1,706 1,949 2,097

Source: Company, ICICI Direct Research
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Financial summary

ICICI Direct Research

Exhibit 5: Profit and loss statement I crore Exhibit 6: Key Ratios

(% Crore) FY19 FY20 FY21 FY22 FY23E FY24E
Interest Eamed 11,948 16,308 15,968 17173 20,792 24,854
Interest Expended 8,749 10,232 8,588 1,461 9,084 10,571
Net Interest Income 3,199 6,076 7,380 9,706 11,709 14,283
Growth (%) 62 20 21 2 21 2
Non Interest Income 852 1,722 .21 3222 3,132 4,304
Net Income 4,051 7,798 9,592 12,928 15,440 18,587
Employee cost 1,18 1,528 1,977 2,697 2,858 3,202
Other operating Exp. 2,169 4,333 5,116 6,948 8,442 9,751
Operating Income 764 1,937 2,498 3,284 4,140 5,634
Provisions 1,460 4,315 2,023 3,109 1,980 2,383
PBT (696) (2,379) 476 175 2,160 3,252
Exceptional items 2,599.3 - - - - 1.0
Taxes (1,351) 486 2% 46 562 845
Net Profit (1,944) (2,864) 452 146 1,609 2,406
Growth (%) (303) 4 NA (68) 1,006 50
EPS R) (4.1) (6.0) 0.8 0.2 26 39
Source: Company, ICICI Direct Research
Exhibit 7: Balance sheet < crore
(% Crore) FY19 N R A2  HBE P
Sources of Funds
Capital 4782 4810 5676 6,218 6218 6218
Reserves and Surplus 13317 10538 12132 WTI0 16450 18615
Networth 18159 15,343 17808 20987 22667 2483
Deposits 10479 65108 88688 105634 127,243 155,177
Borrowings 69983 57,397 45786 52963 50,133 456!
Other Liabilties & Provisio ~ 8562 11,353 10,861 10581 11529 12568
Total 167183 149200 163144 190166 211573 247,139
Application of Funds
Fixed Assets 950 108 1,266 1,361 1457 1,598
Investments 8415 dA05 412 46145 5032 55490
Advances 86302 8559 1,00550 117,858 141,036 1,67,699
Other Assets 11689 12973 10,088 9,060 1204 9758
Cash with RBI & call mor 9,567 4190 588 15758 11494 12634
Total 167183 149200 163144 190182 211573 247,139

FY19 FY20 FY21 FY22 FY23E FY24E
Valuation
No. of shares (crore) 478.2 481.0 567.6 621.8 621.8 621.8
EPS R) (4.1) (6.0) 0.8 02 2.6 39
DPS 3) 0.5 - - 0.0 0.2 0.3
BV ) 38.0 319 34 3.8 36.5 39.9
ABV R) 3.7 302 2.1 30.8 342 31.2
PE NA NA 411 160.4 145 9.7
P/BV 1.0 1.2 1.2 11 1.0 0.9
P/ABV 1.1 1.2 1.3 1.2 1.1 1.0
Yields & Margins (%)
Net Interest Margins 2.5 4.4 5.1 5.8 5.9 6.0
Yield on assets 9.3 11.8 1.5 "1 1n7 120
Avg. cost on funds 6.8 8.2 1.0 5.0 5.4 5.5
Yield on average advance: 1.5 16.6 9.6 9.7 140 141
Avg. Cost of Deposits 8.0 6.3 5.8 48 47 48
Quality and Efficiency (%)
Cost to income ratio 145.3 75.2 740 74.6 13.2 69.7
Credit/Deposit ratio 1225 131.5 134 111.6 1108 108.1
GNPA 2.5 21 43 3.8 3.3 2.8
NNPA 13 0.9 1.9 1.5 1.0 1.0
ROE (10.7) (18.7) 21 0.8 14 10.1
ROA (1.2) (1.9 0.3 0.1 0.8 1.0

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research
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Exhibit 8: Key ratios (%)
(% growth) FY19 FY20 FY21 22 FYZ3E  FY24E
Total assets 32.3 (10.8) 9.3 16.6 11.2 16.8
Funded asset 65.4 (0.8) 115 17.2 197 18.9
Deposit 46.7 (7.6) 36.2 19.1 205 20
Total Income 253 409 0.8 12.2 202 18.9
Net interest income 62.2 89.9 215 315 20.6 220
Operating expenses 2216 (0.4) 2.0 36.0 172 14.6
Operating profit (241.7) (205.6) 29.0 31.4 26.1 36.1
Net profit (303.4) 474 NA (67.8)  1,005.7 495
Net worth 18.9 (15.5) 16.1 179 8.0 9.6
EPS (244.8) 46 NA (1) 1,006 50

Source: Company, ICIC] Direct Research
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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 -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
[ Eh;'awm-.-;ara 2012 ‘&
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

I/We, Kajal Gandhi, CA, Vishal Narnolia, MBA and Sameer Sawant, MBA, Pravin Mule, MBA, M.com, Research Analysts 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 in 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst 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 ir banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

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 ICIC| 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 ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/beneficial ownership of one percent or more or other material conflict
of interest 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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