July 21, 2023

CSB BANK I Banking

CSB Bank reported stable numbers in 1QFY24. A strong loan growth (31% YoY, 2.2% QoQ)
was reported driven by Gold loans (42% YoY) and comfortable CDR level of 86%. The credit
quality recovery (NNPA: 0.32% v/s 1.7% at the end of FY22) was meaningful driven by
lower delinquencies and quicker recoveries. A healthy capital position (CAR: 26%), likely to
keep the momentum going. Factoring double digit advance growth, stable NIMs and lower
credit cost; the bank may post 22% PAT growth in current fiscal year. An attractive valuation
(1.1xFY25E Adj. BVPS) makes the stock rewarding factoring FY24E ROA of 1.5%. Hence, we
reiterate BUY.

Healthy credit growth trajectory driven by Gold Loans: The bank’s advance growth remain
strong in this quarter. Net advances’ registered a growth of 31%. Gold loan book (46% of
loans as on 1QFY24) has witnessed a robust growth of 42% YoY and accounted 74% of the
incremental sequential credit growth. The share of Gold loan portfolio has increased from
36%in 2QFY22 to 46% in recent quarters. Additionally, the CDR of 86% provides further room
for credit off-take. Moreover, the deposit traction remained strong at 21% YoY. Nonetheless,
MSME loan growth was tepid, the management maintains its stance of it being the biggest
growth driver in the non — gold book during this calendar year. Retail products in the bank’s
pipeline are expected to be launched in coming quarters. We expect the loan book to grow
at a rate of around 20% in FY23E and FY24E. The gold loan share is expected to increase to
half of the gross loans and then gradually come down as some of the other products start
picking up. Management expects the bank’s advance to grow at 1.5x the industry growth
rate. Furthermore, the management targets 100 branches to be added every year for next

five years and simultaneously invest in technology for customer acquisition.

Key Financials (X mn) FY21 FY22 FY23 FY24E FY25E
NII 9,414 11,533 13,338 15,610 18,936
PPOP 5,155 6,137 7,074 8,241 10,782
PAT 2,184 4,585 5,474 5,372 6,629
Networth 21,805 26,514 32,042 37,414 44,043
Loans 144,380 158,144 206,510 256,541 318,747
Deposits 191,400 201,883 245,061 298,790 366,879
Key Ratios (%) FY21 FY22 FY23 FY24E FY25E
EPS 12.6 26.4 314 30.9 38.1
BVPS 126 153 184 215 253
GNPA Ratio 2.7 1.8 13 1.2 1.2
NNPA Ratio 1.2 0.7 0.4 0.3 0.3
ROA 11 2.0 2.1 1.5 1.5
ROE 10.5 19.0 18.7 14.4 15.1
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Rating BUY

Current Market Price (X) 289
12 M Price Target (X) 379
Potential upside (%) 31

FV (X): 10
Total Market Cap (X bn) : 49
Free Float Market Cap (X bn) : 24
52-Week High / Low (X) 300/ 195
1 Yr Avg. Dly Traded Volume (in lakh) 6
BSE Code / NSE Symbol 542867 / CSBBANK
Bloomberg : CSBBANK IN

Shareholding Pattern

(%) Jun-23  Mar-23 Dec-22  Sep-22
Promoter 49.72 49.72 49.72 49.72
FPIs 5.89 5.73 5.37 5.16
MFs 10.57 9.19 9.60 6.94
AlF's 0.51 1.31 1.31 2.12
Insurance 1.11 1.11 1.01 1.43
Others 32.20 32.94 32.99 34.63
Source: BSE

Price Performance

(%) im 3mM 6M 1YR
CSB Bank 8.6% 0.3% 145% 37.7%
Nifty 50 6.2% 134% 10.8% 20.3%

* To date / current date : July 20, 2023
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Strong asset quality showing: On asset quality front, the bank has done tremendous
improvement; the GNPA ratio stable sequentially at 1.27%. The GNPA reduction was driven
by lower delinquencies, which are attributed to a larger share of gold loans. The NNPA ratio
improved 3bps to 0.32%. PCR remain broadly stable at 75% with PCR (including TWO) of 92%.
We believe the bank has adequate cushioning to maintain a low credit cost trajectory in the
coming quarters, as they continue to hold strong contingency buffer of Rs1.1bn. We estimate
the GNPA to stay stable on the back of recoveries and upgrades and expect it be at 1.5% by
FY24E with sound PCR to 75%.

NIMs maintained at 5.4%: The bank is enjoying superior margins (NIMs: 5.4%) on the back of
higher YOA of 11.2% and moderate COD of 6.21%. Furthermore, credit cost to stay low owing to
provision write — backs and additional contingent buffer. At present, investment in technology
and distribution is substantial. Cost-to-income is likely to come down as the investments start
paying off. Thus, at initial phase, C/I ratio will remain elevated but long term management
target is ~45%. We estimate C/I ratio of 52.7% and 49.8% for FY23E and FY24E respectively.
Driven by lower credit cost (40bps and 50bps for FY23E and FY24E) and reducing C/I ratio, the
bank is likely to deliver a ROA and ROE of 1.5% and 14.4% for FY24E.

Outlook and Valuation

The bank is well equipped to report strong return ratios (FY24E ROA/ROE of 1.5%/14.4%) driven
by better operating performance, balance sheet growth and improving asset quality. The stock
trades at 1.1xFY25E Adj. BVPS of Rs253. We value the bank at 1.5xFY25E Adj. BVPS and arrive
at a price target of Rs379; a potential upside of 31%.



LKP

CSB BANK LIMITED | Q1 FY24 Result Update

Since 1948
Trust ¢ Invest « Grow

Exhibit 1 : Quarterly Snapshot

(X mn) 1QFY23 2QFY23 3QFY23 4QFY23 1QFY24 YoY (%) QoQ (%)
Interest Earned 5,359 5,552 5,921 6,365 6,835 27.5 7.4
Interest Expended 2,252 2,302 2,423 2,881 3,195 41.8 10.9
Net Interest Income 3,107 3,250 3,497 3,484 3,640 17.2 4.5
Other Income 549 449 899 1,263 1,216 121.6 -3.8
Net Operating Revenue 3,655 3,699 4,396 4,748 4,856 32.8 2.3
Operating Expenses 2,108 2,126 2,462 2,729 3,041 44.3 11.5
Employee Cost 1,222 1,290 1,517 1,556 1,820 48.9 16.9
Other Operating Expenses 886 836 945 1,173 1,221 37.8 4.2
Pre - Provision Profit 1,547 1,574 1,934 2,019 1,814 17.3 -10.1
Provisions and Contingencies 17 -37 -150 -92 47 181.5 -151.4
PBT 1,530 1,611 2,084 2,111 1,767 15.5 -16.3
Tax 385 405 525 547 445 15.4 -18.8
Profit After Tax 1,145 1,206 1,560 1,563 1,322 15.5 -15.4
Deposits 202,670 209,870 226,640 245,060 244,755 20.8 -0.1
Advances 161,420 174,680 184,570 206,510 211,036 30.7 2.2
Amount of GNPA 2,930 2,910 2,713 2,626 2,707 -7.6 3.1
Amount of NNPA 968 989 777 718 678 -30.0 -5.6
NNPA (%) 0.60 0.60 0.40 0.35 0.32 -47 -9
GNPA (%) 1.80 1.70 1.50 1.26 1.27 -29 1
PCR (%, calculated) 66.98 66.03 71.37 72.65 74.96 12 3
CASA (%) 35 34 31 32 31 -12 -4
NIM % 5.20 5.60 5.80 5.40 5.40 4 =
ROA (%, annualized) 1.8 1.9 2.4 2.2 1.8 -1 -19
ROE (%, annualized) 18.8 19.9 22.6 22.0 16.5 -12 -25
CRAR (%) 25.5 25.1 25.8 27.1 26.0 2 -4
CDR (%) 79.6 83.2 814 84.3 86.2 8 2

Source: Company, LKP Research
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Financial Projection

Exhibit 2: Profit and Loss Statement

(X mn) FY21 FY22 FY23 FY24E FY25E
Interest Earned 18,723 20,383 23,197 28,345 34,897
Interest Expended 9,309 8,850 9,858 12,735 15,961
Net Interest Income 9,414 11,533 13,338 15,610 18,936
Other Income 3,031 2,468 3,160 4,191 5120
Net Operating Income 12,445 14,001 16,499 19,801 24,056
Operating Expenses 7,290 7,864 9,425 11,560 13,274
Employee Cost 4,962 4,819 5,585 6,778 8,093
Other Operating expenses 2,328 3,045 3,839 4,782 5,181
Pre - Provision Profit 5,155 6,137 7,074 8,241 10,782
Provisions and Contingencies 2,230 -5 -262 1,041 1,897
Profit Before Tax 2,926 6,142 7,336 7,200 8,885
Taxes 742 1,557 1,863 1,828 2,256
Profit After Tax 2,184 4,585 5,474 5,372 6,629
EPS (Rs) 13 26 32 31 38

Exhibit 3: Balance Sheet

(X mn) FY21 FY22 FY23 FY24E FY25E
Share Capital 1,735 1,735 1,741 1,741 1,741
Total Reserves 20,070 24,779 30,301 35,673 42,302
Networth 21,805 26,514 32,042 37,414 44,043
Deposits 191,400 201,883 245,061 298,790 366,879
Borrowings 14,260 20,072 7,830 25,887 33,021
Other Liabilities & Provisions 5,910 5,094 6,700 6,120 11,254
Total Liabilities 233,375 253,563 291,633 368,211 455,197
Cash and balance with Reserve Bank of India 7,360 14,372 14,700 14,871 18,347
Balances with banks and money at call 9,780 1,005 3,670 8,976 11,012
Investments 61,260 70,116 58,490 80,145 97,854
Advances 144,380 158,144 206,510 256,541 318,747
Fixed Assets 2,700 2,879 3,190 3,312 3,471
Other Assets 7,895 7,047 5,073 4,366 5,766
Total Assets 233,375 253,563 291,633 368,211 455,197
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Exhibit 4: Key indicators

Y/E Mar

GNPA (%) 2.7 1.8 1.3 1.2 1.2
NNPA (%) 1.2 0.7 0.4 0.3 0.3
PCR (%, calculated) 56.0 63.0 72.0 74.0 74.0
EPS (Rs) 13 26 31 31 38
BVPS (Rs, Calculated) 126 153 184 215 253
ROA(%, Calculated) 11 2.0 2.1 1.5 1.5
ROE(%, Calculated) 10.5 19.0 18.7 14.4 15.1
Cost Income Ratio 58.6 56.2 57.1 58.4 55.2
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DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-L67120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in 1992 and
is one of India's leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited(NSE), MCX Stock Exchange Limited (MCX-SX).LKP 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, insurance broking and services rendered in
connection with distribution of primary market issues and financial products like mutual funds etc.

LKP 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.
However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor penalty on LKP for
certain operational deviations in ordinary/routine course of business. LKP 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.

LKP offers research services to clients. 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 LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this report-:
Research Analyst or his/her relative’s financial interest in the subject company. (NO)
LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity
(LKP) has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the
past 12 months.

LKP or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past 12 months.

LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may have co-
managed public offering of securities for the subject company in the past twelve months.

Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP 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 LKP 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 distributed in Canada or used
by private customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP 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.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LKP. 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 LKP.

LKP Securities Ltd, 2nd Floor, Gala Impecca, Andheri Kurla Road, Near Hotel Courtyard Marriott, Chakala, Andheri (East), Mumbai-400059.
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