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Indusind Bank (IBL) reported its 3QFY18 results with the key strategic takeaways being Sector: Banki
that the bank is: (1) Leveraging digital technology gainfully to control opex (2) Mulling ector. Banking
the addition of concomitant business lines including life insurance, asset management CMP: Rs1,700

and broking (please see conference-call highlights). IBL delivered a reasonably robust
set of numbers with net NIl, PPOP and PAT growing 20%, 22% and 25% YoY to
Rs18,948mn, Rs16,647mn and Rs9,362mn, respectively. We have marginally modified
our legacy estimates for FY18/FY19 to reflect (compared with previous estimates) a

Target Price: Rs2,074
Upside: 22%

_'CI_)‘ slight NIM compression, better opex control and lower credit costs. We have retained  Shivaji Thapliyal
(q o] Buy rating on IBL, raised our target price to Rs2,074, valuing IBL at 3.7x FY20E P/ABV. Research Analyst
o Strong CV disbursement is key feature on the growth front: Vehicle finance disbursement ~ Shivaji-thapliyal@nirmalbang.com
O was up 34% YoY and within this, CV finance disbursement was up 39% YoY. As such, loan +91-22-6273 8068
) book growth was largely balanced with 24% growth YoY in consumer finance (excluding
—— business banking) and 26% growth YoY in corporate & commercial banking driving overall Shreesh Chandra
= loan book growth of 25% YoY to Rs1,285bn. Importantly, risk-weighted assets linked to credit ~ Research Associate.
[7p) risk have grown slower at 17% YoV, reflecting an improvement in credit risk profile. igqegzhé‘;hf;ggz%”"malbang'Com
) Rapid savings deposit balance traction brings CASA ratio target revision on the table:
m IBL achieved 68% YoY growth in savings deposit balance to Rs422.5bn. The management
oo has mulled revising upward the CASA deposit ratio target to 45% (ratio is 43% currently) for ey Data
~— Planning Cycle 4. Yield accretion due to loan mix transition will be nullified by hyper-  Current Shares O/S (mn) 598.5
>_ competition in corporate Iendmg res.ultmg.ln pressure on corporate yield. However, rapid ¢ Cap (Rsbn/US$bn) 1,043.7/16.0
LL CASA deposit traction may still result in a mild NIM expansion from the current level.
. 52 Wk H /L (Rs) 1,818/1,037
O Underlying loan book stress stays well under control: The management has stressed that .
SMA2 is well below 1% of loan book. Further, stressed asset pipeline in the form of quasi- ~ Daily Vol. (3M NSE Avg.) 1,131,203
™ recognised stress is minimal with Standard Restructured and Security Receipts at 0.15% and
0.34% (notionally), respectively, of loan book. Exposure to SDR, 5/25, and S4A remained nil. Price Performance (%)
Valuation and outlook: We have revised lower our legacy NIl estimates by (3.2%)/(3.9%) for 1M 6M 1Yr
FY18/FY19 (slight NIM compression), respectively, apd ou.r.PPOP estimates by a lower | dusind Bank 0.1 212 427
quantum (than NII) of (0.9%)/(0.4%) - opex control - while revising upward our PAT estimates ,
by 0.4%/0.3% (lower credit costs), respectively. We have rolled forward our valuation of IBL ~ Nifty Index 0.0 97 159
based on 3.7xFY20E ABV and raised our target price to Rs2,074 from Rs2,065 earlier. Sourcse: Bloomberg
Y/E March (Rsmn) 3QFY18 3QFY17 2QFY18 YoY (%) QoQ (%)
Interest income 42,868 36,993 42,083 - -
Interest expenses 23,920 21,209 23,874 - -
Net interest income 18,948 15,784 18,209 20.0 4.1
NIM (%) 3.99 4.00 4.00 (1bps) (1bps)
Non-interest income 11,868 10,168 11,876 - -
Operating income 30,816 25,952 30,085 18.7 24
Staff costs 4,600 3,940 4,450 - -
Other operating expenses 9,569 8,378 9,300 - -
Total operating expenses 14,169 12,318 13,750 - -
Cost- to-income (%) 46.0 47.5 45.7 - -
Operating profit 16,647 13,634 16,335 221 19
Provisions 2,362 2,169 2,937 - -
PBT 14,285 11,465 13,398 24.6 6.6
Tax 4922.8 3959 4597 - -
-Effective tax rate 34.5 34.5 34.3 - -
PAT 9,362 7,506 8,801 24.7 6.4
EPS (Rs) 15.6 126 147 - -
BV (Rs) 382.3 332.8 366.6 - -
Deposits 14,60,860 11,92,180 14,14,406 22.5 3.3
Advances 12,85,420 10,27,700 12,31,808 25.1 44

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY16 FY17 FY18E FY19E FY20E
Net interest income 45,166 60,626 74,650 93,424 1,18,730
Pre-provision profit 41,414 54,511 68,610 85,904 1,09,079
PAT 22,864 28,679 38,234 48,462 61,545
EPS (Rs) 384 48.0 63.9 81.0 102.9
ABV (Rs) 292.0 3379 394.3 466.4 560.5
P/E (x) 442 355 26.6 21.0 16.5
P/ABV (x) 5.8 5.0 4.3 36 3.0
GNPAs (%) 0.9 0.9 1.0 1.2 1.3
NNPAs (%) 04 04 0.3 0.3 0.2
RoA (%) 1.8 1.8 1.9 2.0 2.0
RoE (%) 16.1 15.0 17.1 18.5 19.7

Source: Company, Nirmal Bang Institutional Equities Research
3QFY18 results conference-call highlights (information incremental to Page 1) and our view

o The management clearly stated that an internal debate is currently on regarding the bank’s foray into
associated businesses such as life insurance, asset management and broking and that a “strong case” is
being made that IBL should get into “manufacturing” these products and not remain only a distributor. The
management also added that for “long-gestation” businesses, it will prefer the inorganic route. We believe
IBL may therefore seriously mull the acquisition of an existing mid-sized life insurer in the
medium term. We note that CEO Mr. Romesh Sobti’'s central tenet with regard to acquisitions is that they
have to be return ratio-accretive from “Day 1" and hence, any acquisition will not be concerning for
shareholders from a near-term perspective. A possible acquisition will be a key monitorable from an event
perspective, given that IBL has displayed an appetite for inorganic growth.

o The management outlined particularly strong traction for its overall digital strategy. The management
pointed out that 25% of incremental savings deposit customers have been acquired via tab banking.
Further, 14% of incremental credit card customers were acquired online. 64% of incremental personal
loan customers are from the “pre-approved” category. Mobile banking transactions are up 3x over the
quarter and IBL is tracking 1.5mn mobile transactions per month. The management further pointed out
that full-time employees per branch have declined by 20% YoY. We believe this augurs well, ceteris
paribus, from an opex control perspective.

o The management clarified that IBL has not received any communication so far (it is awaited) with regard
to any Divergence (as at FY17-end) with the RBI on asset quality front. The management stated that
any Divergence would be “technical” in nature.

o Status and timeline with regard to merger of Bharat Financial Inclusion: Approval has been received
from the Competition Commission of India. The RBI is currently carrying out processes to consider
approval. Considerations for approval from Stock Exchanges and from the NCLT will follow. The
management expects all approvals to be in place by the end of 2QFY19.

e The management pointed out that asset quality of IBL’s microfinance book is sound. Collection
efficiency of the ‘new book’ of MFI business (created from 1st January 2017 onwards) is a pristine 99.8%.
There are encouraging recoveries as well from legacy stressed MFI loan book.

e The management clarified that there is no one-off in commercial vehicle finance disbursement for the
quarter because of preponement or any other reason.

o There is ~5% differential in yields of corporate and consumer finance books with yields at ~9% and ~14%,
respectively. The management reiterated that corporate lending business is still attractive if one
considers the associated fee income pools, lower risk weight as well as lower opex profile.

e The management reiterated that transition to IndAS is on track and is effective 1 April 2018.

o The slight increase in power generation loan exposure is because of a single account which possesses
international bank guarantees and is not a matter of concern.
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Exhibit 2: Actual performance versus our estimates

Institutional Equities

(Rsmn) 3QFY18 3QFY17 2QFY18 YoY (%) QoQ (%) 3QFY18E  Devi. (%)
Net interest income 18,948 15,784 18,209 20 4.1 20,597 (8.0)
Pre-provision profit 16,647 13,634 16,335 22 1.9 18,263 (8.9)
PAT 9,362 7,506 8,801 25 6.4 9,952 (5.9
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 3: Change in our estimates
Revised estimate Earlier estimate % Revision
FY18E FY19E FY18E FY19E FY18E FY19E
Net interest income (Rsmn) 74,650 93,424 77,080 97,180 (3.2) (3.9
NIM (%) 4.15 4.16 4.25 4.27 (10bps) (10bps)
Operating profit (Rsmn) 68,610 85,904 69,267 86,242 (0.9 (0.4)
Profit after tax (Rsmn) 38,234 48,462 38,093 48,339 0.4 0.3
EPS (Rs) 63.9 81.0 63.7 80.8 0.4 0.3
ABV (Rs) 394.3 466.4 395.0 467.3 0.2) 0.2)
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: One-year forward P/ABV
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Source: Company, Nirmal Bang Institutional Equities Research
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Financials
Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY16 FY17 FY18E  FY19E  FY20E Y/E March FY16  FY17 FY18E FY19E FY20E
Interest income 115,807 144057 171,909 211,888 266,963 Growth (%)
Interest expenses 70641 83431 97250 118465 148232 NIgrowth 21 2 281 %4 274
Net interest income 45166 60626 74650 93424 1148730 o Provision profitgrowth B7 36 259 »2 2770
, PAT growth 275 254 333 26.8 270
Fee income 31447 38914 49196 62261 80,098 }
' Business (%)
Other income 1522 2801 2428 2486 3,164 Deposit growih 254 361 " 257 259
Net revenues 78135 102341 126274 158171 201992  pquances growth 285 279 26.0 270 270
Operating expenses 36,721 47,831 57,665 72266 92913  Bysiness growth 26.9 32.1 25.1 26.3 26.4
-Employee expenses 12,361 15210 16,775 20517 27,191 CD 95.1 89.3 90.5 91.5 92.2
-Other expenses 24360 32621 40,890 51,749 65722 CASAdeposits 35.2 36.9 375 375 38.0
Operating profit 41414 54511 68,610 85904 1,090,079 Operating efficiency (%)
Provisions 6722 10913 10679 12477 15829 Costtodincome 470 467 457 457 460
Loan loss provision 6141 10506 9625 12072 1533 Costio-assels 29 30 29 29 30
B ) Productivity (Rsmn)
-Provision for investment 295 314 354 405 497 ]
B Business per branch 18142 1980.6 21271 22819 23947
-Other provisions 286 9 700 : " Business per employee 787 947 1182 1342 1409
PBT 34692 43597 57930 73427 93250 profit per branch 29 W7 274 292 308
Tax 11828 14918 19696 24965 31,705  profit per employee 1.0 1.1 15 1.7 18
PAT 22,864 28679 38234 48,462 61,545 Spread (%)
Source: Company, Nirmal Bang Institutional Equities Research Yield on advances 18 114 107 106 10.5
Yield on investments 6.0 7.0 7.2 7.0 7.0
Cost of deposits 6.8 6.3 59 5.7 5.6
Exhibit 7: Balance sheet Yield on assets 10.2 10.0 9.6 9.4 9.4
Y/E March (Rsmn) FY16  FY17 FY18E  FY19E  Fy0g Costoffunds 6.3 59 55 54 5.3
— NIM 40 42 42 42 42
Equity capital 5,950 5,981 5,981 5,981 5,981
R & surpl 171,010 200478 2,34,388 277,806 3,33,587 Capital adequacy (%)
BSeIVEs & suplus ’ ’ = o o Tier | 149 147 130 121 114
Shareholders’ funds 176960 206,459 240369 283787 339568 .. 06 06 07 08 09
Deposits 930,003 1,255,722 15,74,432 19,78,367 24,91,364 Total CAR 155 15.3 137 128 122
-Current deposits 154780 196,088 244,037 308647 386,161  Asset quality (%)
-Savings deposits 172462 270,372 346,375 435241 560557  Gross NPAs 0.9 09 1.0 1.2 1.3
-Term deposits 602,761 799,262 9,84,020 12,36,479 1544646 NetNPAs 0.4 04 0.3 03 0.2
Borrowings 249959 224537 266,163 368,345 518524  Provision coverage %6 584 697 747 828
Other liabilities 72048 89764 98384 108311 119958 OiPpage 11 14 14 13 13
N Credit-cost 0.6 0.7 0.6 0.6 0.6
Total liabilities 1,428,970 1,786,481 21,79,348 27,38,811 34,69,413
Cashleati Return ratios (%)
ashlequivalent 101,119 186282 109474 253332 321732 | o 161 150 71 185 197
Advances 884,193 1,130,805 14,24,814 1809514 2298083 o 18 18 19 20 20
Investments 340,543 367,021 4,42,447 5,52,091 7,13,338 RoRWA 22 22 23 23 23
Fixed assets 12553 13352 14,687 16,156 17,772 Pershare (Rs)
Other assets 90,562 89,023 97,925 1,07,718 1,18,490 EPS 384 480 639 810 1029
Total assets 1,428,970 1,786,483 21,79,348 27,38,811 34,69,413 BV 2074 3452 4019 4745 5677
. - ” ABV 2920 3379 3943 4664 5605
Source: Company, Nirmal Bang Institutional Equities Research
Valuation (x)
PIE 455 36.4 26.6 210 16,5
P/BV 59 5.1 42 36 30
P/ABV 6.0 52 43 36 30

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
14 October 2014 Buy 636 800
14 January 2015 Buy 821 975
17 April 2015 Buy 933 1,075
14 July 2015 Buy 927 1,150
12 October 2015 Buy 937 1,150
13 January 2016 Buy 908 1,335
22 April 2016 Buy 971 1,335
12 July 2016 Buy 1,124 1,340
13 October 2016 Buy 1,220 1,470
10 January 2017 Buy 1,162 1,470
14 February 2017 Buy 1,340 1,600
20 April 2017 Buy 1,420 1,700
12 July 2017 Buy 1,560 1,790
13 October 2017 Buy 1,747 2,065
12 January 2018 Buy 1,700 2,018
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private
circulation. NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INH0O00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited
and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the
subject company. NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I/We, Shivaji Thapliyal, the research analysts and Shreesh Chandra, the research associate are
the author of this report, hereby certify that the views expressed in this research report accurately reflects my/our personal
views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s) principally responsible for the preparation of this research report and has taken
reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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