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Restructured portfolio remains elevated
® Indian Bank (INBK) posted a steady quarter with net profit rising 3% YoY aided
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MoTiLAL OSWAL Indian Bank

Valuation and view

INBK reported a steady quarter with net profits rising QoQ supported by healthy NI
and lower opex. NIMs witnessed expansion while business growth showed healthy
traction, led by Retail and Agri loans. The bank expects loan growth to improve,
fueled by the Retail, Agri, and MSME (RAM) segment. Asset quality improved;
however, elevated slippages and a higher restructured book at ~4.2% of loans keep
us watchful of asset quality. We increase our estimates by ~12%/14% for FY23/24
and estimate credit costs to stay at 2.1/1.8%. INBK would deliver FY24E RoA/RoE at
0.9%/14.7% by FY24E. Maintain BUY with a revised TP of INR210 (premised on
0.6x FY24E ABV).

Quarterly performance (INR m)
Y/E March FY22 FY23E FY22  FY23E FY23E v/sour
1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE Est.

Net Interest Income 39.9 40.8 44.0 42.6 45.3 47.2 48.3 48.7 167.3 189.5 44.4 2%
% Change (YoY) 3.1 -1.5 1.9 27.6 13.5 15.6 10.0 14.4 6.8 13.3 11.3

Other Income 18.2 19.7 15.6 15.7 16.0 17.5 19.2 19.8 69.2 72.6 13.1 22%

Total Income 58.1 60.5 59.5 58.3 61.4 64.7 67.6 68.5 2364  262.2 57.6 7%

Operating Expenses 24.0 27.7 26.6 30.9 25.7 28.3 29.5 32.1 109.3 115.7 28.0 -8%

Operating Profit 34.2 32.8 32.9 27.4 35.6 36.4 38.1 36.4 127.2 146.5 29.6 20%
% Change (YoY) 24.1 11.3 15.5 14.8 4.3 11.0 15.8 33.0 16.0 15.2 -13.4

Other Provisions 25.6 25.5 24.9 19.1 22.2 22.0 22.7 20.4 95.1 87.4 19.5 14%

Profit before Tax 8.6 73 7.9 8.2 13.5 14.3 15.4 16.0 32.0 59.1 10.0 34%

Tax -3.2 -3.6 1.1 -1.6 1.3 1.3 1.7 1.6 -7.4 5.9 0.8

Net Profit 11.8 10.9 6.9 9.8 12.1 13.0 13.7 14.3 39.4 53.2 9.2 31%
% Change (YoY) 220.0 164.2 34.1 -42.4 2.7 19.8 98.2 45.8 31.3 349 -21.8

Operating Parameters

Deposits (INR b) 5,401 5,515 5,626 5,936 5,843 6,102 6,245 6,411 5,936 6,411 6,016 -3%

Loans (INR b) 3,644 3,604 3,743 3,892 3,989 4,028 4,145 4,281 3,892 4,281 3,951 1%

Deposit Growth (%) 10.4 9.9 7.9 10.3 8.2 10.7 11.0 8.0 10.3 8.0 11.4

Loan Growth (%) 7.3 6.1 3.2 7.3 9.5 11.8 10.7 10.0 7.3 10.0 8.4

Asset Quality

Gross NPA (%) 9.7 9.6 9.1 8.5 8.1 7.9 7.5 7.2 8.5 7.2 83 -17

Net NPA (%) 35 33 2.7 2.3 2.1 2.0 1.9 1.8 2.3 1.8 22 5

PCR (%) 66.5 68.1 72.2 74.9 75.5 75.7 75.9 76.8 74.9 76.8 75.5 0

E:MOFSL Estimates
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MoTIiLAL OSWAL Indian Bank
Quarterly snapshot
FY21 FY22 FY23 Change (%)
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q YoY QoQ
Profit and Loss (INR m)
Net Interest Income 38.7 41.4 43.1 33.3 39.9 40.8 44.0 42.6 45.3 14 7
Other Income 13.3 15.6 11.4 15.8 18.2 19.7 15.6 15.7 16.0 -12 2
Trading profits 6.3 5.8 15 2.9 5.6 4.0 2.5 0.8 -1.3 -123 -256
Forex Income 0.5 0.8 11 1.7 1.5 1.2 15 2.7 3.6 133 30
Recoveries 2.0 23 2.8 4.7 6.4 8.5 5.0 4.0 7.5 17 87
Core Fees 4.5 6.7 6.0 6.6 4.7 6.1 6.7 8.1 6.3 35 -23
Total Income 52.0 57.0 54.6 49.2 58.1 60.5 59.5 58.3 61.4 6 5
Operating Expenses 24.5 27.6 26.1 25.3 24.0 27.7 26.6 30.9 25.7 7 -17
Employee 16.5 17.5 15.7 14.0 14.7 17.1 15.7 19.5 15.4 5 -21
Others 7.9 10.1 10.4 11.3 9.3 10.6 11.0 114 10.3 11 -9
Operating Profits 27.5 29.4 28.5 23.9 34.2 32.8 32.9 27.4 35.6 4 30
Core Operating Profits 21.2 23.6 26.9 20.9 28.6 28.8 30.4 26.5 37.0 29 39
Provisions 21.4 22.3 20.6 15.9 25.6 25.5 24.9 19.1 22.2 -13 16
NPA provisions 18.3 18.8 7.4 28.7 17.5 22.2 24.4 20.5 20.0 15 -2
PBT 6.1 7.1 7.8 8.0 8.6 7.3 7.9 8.2 13.5 57 63
Taxes 2.4 3.0 2.7 -9.1 -3.2 -3.6 11 -1.6 1.3 -141 -182
PAT 3.7 4.1 5.1 17.1 11.8 10.9 6.9 9.8 12.1 3 23
Balance Sheet (INR b)
Deposits 4,891.1 5,019.6 5,212.5 5,380.7 | 5,400.8 5,514.7 5,625.8 5,936.2 5,842.5 8 -2
Loans 3,394.8 3,396.6 3,628.2 3,626.7  3,643.7 3,604.4 3,743.0 3,891.9 | 3,979.4 9 2
Asset Quality (INR b)
GNPA 399.7 362.0 352.4 384.6 377.6 368.9 365.4 352.1 345.7 -8 -2
NNPA 127.5 100.5 85.4 122.7 126.5 117.5 101.5 88.5 84.7 -33 -4
Slippages 6.1 3.2 2.0 83.1 44.1 39.5 28.1 33.7 30.9 -30 -8
Ratios FY21 FY22 FY23 Change (bps)
Asset Quality Ratios (%) 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q YoY QoQ
GNPA 10.9 9.9 9.0 9.9 9.7 9.6 9.1 8.5 8.1 -156 -34
NNPA 3.8 3.0 2.4 34 3.5 3.3 2.7 2.3 2.1 -135 -15
PCR (Cal.) 68.1 72.2 75.8 68.1 66.5 68.1 72.2 74.9 75.5 901 63
PCR (Inc. TWO) 80.5 84.4 86.5 82.1 82.0 83.3 85.5 87.4 88.1 608 70
Credit Cost 2.8 2.9 1.1 4.1 2.0 2.5 2.6 2.2 2.1 12 -8
Business Ratios (%)
Fees to Total Income 13.4 17.2 18.1 26.2 21.7 26.0 22.0 25.5 28.3 658 273
Cost to Core Income 53.6 53.9 49.2 54.7 45.6 49.1 46.7 53.8 41.1 -459 -1,274
Tax Rate 39.9 42.0 34.5 -114.7 -37.8 -49.5 13.2 -19.5 9.8 4,765 2,930
CASA 41.5 41.9 40.9 42.3 40.9 40.9 41.7 41.8 40.7 -17 -104
Loan/Deposit 69.4 67.7 69.6 67.4 67.5 65.4 66.5 65.6 68.1 65 255
Profitability Ratios (%)
Yield on loans 7.6 7.8 7.6 6.3 7.1 7.0 7.2 7.0 7.2 10 16
Yield On Investments 6.7 6.6 6.5 6.4 6.2 6.1 6.2 6.4 6.3 12 -11
Cost of Deposits 4.8 4.6 4.3 4.1 4.1 3.9 3.9 3.9 3.9 -20 -3
Margins 2.8 3.1 3.1 2.3 2.9 2.9 3.0 2.9 3.1 25 23
ROA 0.3 0.3 0.4 1.1 0.8 0.7 0.4 0.6 0.7 -2 11

Highlights from management commentary
P&L and balance sheet related
® Loan Mix: EBLR linked loans (~42%), MCLR (45%) while the balance loans are

fixed rate

m  Majority of interest rates hike is passed on within 1-2 days while only a small

portion gets re-priced after one month
m  The bank will aim to maintain a CD ratio of ~73%
m Tax rate is likely to be ~10% for FY23
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m The mix of RAM segment is likely to be ~60% (+/-2%)
m  NIMs for FY23 is likely to be better or at least similar to FY22 levels

m Yields on MSME portfolio stands at ~8.5%

Asset quality

Indian Bank

Corporate slippages were due to one government account (worth INR2.3b which

has been subsequently recovered in Jul’22) and one sugar account which has

been 100% provided

Expect GNPA/NNPA ratio to come down to below 7%/2% by FY23
The MTM losses booked for 1QFY23 is till 7.45% while the yields are currently at
~7.3%, Hence, going forward the incremental impact is likely to be controlled

While the outlook on Retail/Corporate slippages remains positive, the bank is

witnessing some stress in the MSME sector
CE in the restructuring book stands at ~88%

Billing has started for almost all of the restructuring book and is out of the

moratorium
Total ECLGS book o/s stands at INRS8Ob with a cumulative NPA of INR4b
(INR1.12b in 1QFY23). The NPAs from this book is 100% provided
Sale to NARCL: Phase 1 - 5 accounts to be transferred with exposure of INR12b.
Phase 2 - 8-9 accounts to be transferred with exposure of INR13b. The accounts

are 100% provided

Recoveries in FY23 is likely to be ~INR80b
Exposure to SREI (INR18b) which is fully provided
Credit cost is likely to be lower than 2% for FY23

Exhibit 1: DuPont Analysis: We expect return ratios to remain modest

FY18 FY19 FY20 Fy21 FY22 FY23E FY24E

Interest Income 7.27 7.20 7.26 6.57 6.00 6.55 6.87
Interest Expense 4.61 457 4.68 3.94 3.42 3.84 4.03
Net Interest Income 2.66 2.63 2.58 2.63 2.58 2.71 2.84
Fee income 0.74 0.64 0.83 0.66 0.87 0.95 0.97
Trading and others 0.28 0.07 0.30 0.28 0.20 0.09 0.10
Other Income 1.02 0.71 1.12 0.95 1.07 1.04 1.07
Total Income 3.68 3.34 3.70 3.58 3.65 3.75 3.91
Operating Expenses 1.56 1.51 1.50 1.74 1.69 1.66 1.64
Employees 0.89 0.83 0.84 1.07 1.03 1.01 1.00
Others 0.67 0.67 0.66 0.67 0.65 0.64 0.64
Operating Profits 2.12 1.83 2.20 1.84 1.96 2.10 2.27
Provisions 1.67 1.73 1.74 1.35 1.47 1.25 1.12
NPA 1.47 1.36 1.47 1.23 1.30 1.23 1.10
Others 0.19 0.37 0.27 0.12 0.16 0.02 0.02
PBT 0.46 0.11 0.47 0.49 0.49 0.85 1.15
Tax -0.08 -0.01 0.21 -0.02 -0.11 0.08 0.28
RoA 0.53 0.12 0.26 0.50 0.61 0.76 0.87
Leverage (x) 15.5 16.6 16.7 19.4 18.5 17.6 16.9
RoE 8.3 2.0 4.3 9.8 11.2 134 14.7
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Story in charts

Exhibit 3: Deposit growth at ~8% YoY (-1.6% QoQ)

Exhibit 2: Loan book up ~9% YoY (+2.3% QoQ)
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Exhibit 5: NIMs expands 23bp QoQ to 3.1%

Exhibit 4: CASA ratio moderates to 40.7%
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Exhibit 7: Slippage trend over the quarters

Exhibit 6: GNPA/NNPA ratio improves 34bp/15bp QoQ
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MoTiLAL OSWAL Indian Bank

Exhibit 8: Change in estimates: We raise our estimates for FY23/24 by ~12%/~14% respectively

INRB Old Est. Rev. Est. Chg. (%)/bps

FY23 FY24 FY23 FY24 FY23 FY24
Net Interest Income 186.7 211.8 189.5 215.4 1.5 1.7
Other Income 65.7 73.6 72.6 81.3 10.5 10.5
Total Income 252.4 285.4 262.2 296.7 3.9 4.0
Operating Expenses 119.2 133.1 115.7 124.7 -2.9 -6.3
Operating Profit 133.3 152.3 146.5 172.0 9.9 13.0
Provisions 80.7 75.7 87.4 85.0 8.3 12.3
PBT 52.6 76.6 59.1 87.1 12.5 13.7
Tax 5.3 18.4 5.9 20.9 12.5 13.7
PAT 47.3 58.2 53.2 66.2 12.5 13.7
Loans 4,242 4,709 4,281 4,752 0.9 0.9
Deposits 6,470 7,117 6,411 6,988 -0.9 -1.8
Margins (%) 2.8 2.9 2.8 3.0 0.04 0.04
Credit Cost (%) 2.0 1.7 2.1 1.8 15.00 19.00
ROA (%) 0.7 0.8 0.8 0.9 0.09 0.11
ROE (%) 12.0 13.3 13.4 14.7 1.39 1.49
EPS 38.0 46.7 42.7 53.1 12.5 13.7
BV 355.5 394.2 360.2 405.4 1.3 2.8
ABV 309.3 351.2 315.9 368.1 2.1 4.8
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MoTiLAL OSWAL Indian Bank
Financials and valuations
Income Statement (INR b)
Y/E March FY18 FY19 FY20 Fy21 FY22 FY23E FY24E
Interest Income 171.1 191.8 214.0 391.1 388.6 457.7 521.0
Interest Expense 108.5 121.7 138.0 234.4 221.3 268.2 305.6
Net Interest Income 62.6 70.2 76.1 156.7 167.3 189.5 215.4
Growth (%) 21.7 12.0 8.4 106.0 6.8 13.3 13.6
Non-Interest Income 24.1 18.8 331 56.5 69.2 72.6 81.3
Total Income 86.7 89.0 109.2 213.2 236.4 262.2 296.7
Growth (%) 17.8 2.7 22.7 95.2 10.9 10.9 13.2
Operating Expenses 36.7 40.2 44.2 103.5 109.3 115.7 124.7
Pre Provision Profits 50.0 48.8 65.0 109.7 127.2 146.5 172.0
Growth (%) 25.0 -2.4 33.1 68.8 16.0 15.2 17.4
Core PPoP 43.4 47.1 56.2 92.7 114.3 140.1 164.3
Growth (%) 38.7 8.4 19.4 65.0 233 22.5 17.3
Provisions (excl. tax) 39.2 46.0 51.3 80.6 95.1 87.4 85.0
PBT 10.8 2.8 13.7 29.1 32.0 59.1 87.1
Tax -1.8 -0.4 6.2 -1.0 -7.4 5.9 20.9
Tax Rate (%) -17.0 -13.3 45.1 -3.4 -23.1 10.0 24.0
PAT 12.6 3.2 7.5 30.0 39.4 53.2 66.2
Growth (%) -10.4 -74.4 134.0 298.8 31.3 34.9 24.4
Balance Sheet
Y/E March FY18 FY19 FY20 Fy21 FY22 FY23E FY24E
Equity Share Capital 4.8 4.8 6.1 11.3 12.5 12.5 12.5
Reserves & Surplus 179.7 189.1 214.8 372.8 424.6 470.4 526.6
Net Worth 184.5 193.9 220.9 384.1 437.1 482.8 539.0
Deposits 2,082.9 2,420.8 2,602.3 5,380.7 5,936.2 6,411.1 6,988.1
Growth (%) 14.1 16.2 7.5 106.8 10.3 8.0 9.0
of which CASA Deposits 769.7 840.2 901.6 2,275.9 2,479.3 2,705.5 2,969.9
Growth (%) 13.7 9.2 7.3 152.4 8.9 9.1 9.8
Borrowings 197.6 121.4 208.3 247.3 171.4 180.9 194.2
Other Liabilities & Prov. 62.1 64.6 63.2 222.1 172.0 180.6 189.6
Total Liabilities 2,527.2 2,800.7 3,094.7 6,234.3 6,716.7 7,255.4 7,910.9
Current Assets 129.3 200.2 139.2 514.6 799.2 725.1 703.9
Investments 714.0 649.9 812.4 1,765.4 1,745.6 1,920.1 2,131.4
Growth (%) 5.7 -9.0 25.0 117.3 -1.1 10.0 11.0
Loans 1,565.7 1,812.6 1,978.9 3,626.7 3,891.9 4,281.0 4,752.0
Growth (%) 22.6 15.8 9.2 83.3 7.3 10.0 11.0
Fixed Assets 34.2 39.6 39.0 73.8 76.8 84.5 93.0
Other Assets 84.0 98.3 125.2 253.8 203.2 244.6 230.7
Total Assets 2,527.2 2,800.7 3,094.7 6,234.3 6,716.7 7,255.4 7,910.9
Asset Quality FY18 FY19 FY20 FY21 FY22 FY23E FY24E
GNPA (INR b) 119.9 1335 141.5 384.6 352.1 325.7 308.3
NNPA (INR b) 59.6 67.9 61.8 122.7 88.5 75.5 62.6
GNPA Ratio 7.4 7.1 6.9 9.9 8.5 7.2 6.2
NNPA Ratio 3.8 3.7 3.1 3.4 2.3 1.8 1.3
Slippage Ratio 3.5 3.8 2.8 3.4 2.7 2.8 2.5
Credit Cost 2.4 2.1 2.7 2.3 2.5 2.1 1.8
PCR (Excl. Tech. write off) 50.3 49.1 56.3 68.1 74.9 76.8 79.7
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Financials and valuations

Ratios

Y/E March FY18 FY19 FY20 Fy21 FY22 FY23E FY24E
Yield and Cost Ratios (%)

Avg. Yield- on Earning Assets 7.7 7.6 7.7 6.9 6.3 6.9 7.2
Avg. Yield on loans 8.3 8.3 8.4 7.8 7.2 8.1 8.3
Avg. Yield on Investments 7.4 7.5 7.3 6.6 6.3 6.6 6.9
Avg. Cost of Int. Bear. Liab. 5.1 5.0 5.2 4.3 3.8 4.2 4.4
Avg. Cost of Deposits 5.2 5.0 5.2 4.3 3.7 4.3 4.5
Interest Spread 2.5 2.5 2.5 2.6 2.5 2.6 2.7
Net Interest Margin 2.8 2.8 2.7 2.8 2.7 2.8 3.0

Capitalisation Ratios (%)

CAR 12.8 13.5 14.6 16.0 16.8 16.6 16.3
Tier | 11.5 11.5 12.5 12.3 13.5 13.6 13.6
Tier Il 1.2 1.9 2.0 3.8 34 3.0 2.7

Business and Efficiency Ratios (%)

Loans/Deposit Ratio 75.2 74.9 76.0 67.4 65.6 66.8 68.0
CASA Ratio 37.0 34.7 34.6 42.3 41.8 42.2 42.5
Cost/Assets 1.5 1.4 1.4 1.7 1.6 1.6 1.6
Cost/Total Income 42.3 45.2 40.5 48.6 46.2 441 42.0
Cost/Core income 45.8 46.1 44.0 52.7 48.9 45.2 43.1
Int. Expense/Int. Income 63.4 63.4 64.5 59.9 56.9 58.6 58.7
Fee Income/Total Income 20.1 19.2 22.3 18.6 23.8 25.3 24.8
Non Int. Inc./Total Income 27.8 21.2 30.3 26.5 29.2 27.7 27.4
Emp. Cost/Total Expense 57.3 55.3 55.9 61.6 61.3 61.1 60.9
Investment/Deposit Ratio 34.3 26.8 31.2 32.8 29.4 30.0 30.5
RoE 8.3 2.0 4.3 9.8 11.2 13.4 14.7
RoA 0.5 0.1 0.3 0.5 0.6 0.8 0.9
RoRWA 0.8 0.2 0.5 1.0 1.3 1.6 1.7
Book Value (INR) 354.1 368.2 335.8 3121 3235 360.2 405.4

Growth (%) 8.5 4.0 -8.8 -7.1 3.7 11.3 12.5
Price-BV (x) 0.5 0.5 0.5 0.6 0.5 0.5 0.4
Adjusted BV (INR) 265.4 267.4 263.1 234.1 272.1 315.9 368.1
Price-ABV (x) 0.7 0.7 0.7 0.8 0.7 0.6 0.5
EPS (INR) 26.2 6.7 13.8 26.6 33.2 42.7 53.1

Growth (%) -10.4 -74.4 106.4 92.3 24.9 28.6 24.4
Price-Earnings (x) 6.8 26.5 12.8 6.7 5.3 4.2 33
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