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Arihant Capital Markets Ltd

Indusind Bank’s (1IB) Q4FY19 reported better performance during Q1FY20 driven
by higher other income and lower provisioning. Core performance of the bank
was slightly weaker due to lower sequential credit growth. Consolidated (IIB +
Bharat Financial) profit for the quarter came in at Rs 1433 cr while NIl stood at Rs
2844 cr. Asset quality of the bank was largely stable with GNPA ratio at 2.15%,
while stressed pool asset (one from each - Media/ Diversified/ HFC group)
declined to 1.67% (~1.9% in Q4FY19) due to repayments. Maintain Hold with a
revised target price of Rs 1646.

Key Highlights:

®  On merged basis loan book growth was 28% YoY, while core 1IB’s loan book
grew by 26%. Loan book reclassification between corporate banking
segment and consumer book stood at 54% and 46%. Loan growth was strong
on vehicle loan portfolio, which grew by 28%.

m  GNPA/NNPA ratio at 2.15%/1.23% was largely stable on QoQ basis. Banks
stressed loan ratio came off to 1.7% from 1.9% in Q4FY19 while SMA1 & 2
moderated to 0.18% & 0.17% respectively from 0.3% each in Q4FY19.
However, provision coverage ratio at 43% continued to remain low.

m  Core fees grew by 22% YoY led by loan & general banking fees growth of
47% & 13% respectively. Consumer fees were slightly weaker due to slower
distribution & FX fees. Total other income for the quarter grew by 28% YoY
to Rs 1663 cr.

m |IB’ overall NIMs for the quarter came in at 4.05% (IIB’s core NIM ~3.7%).
Management mentioned cost of funds to ease further as Bharat financial
merger have access to lower funding cost resulting into margin accretion.

Key Management Commentary:

m  The bank stated it has maintained sufficient provisions against IL&FS
exposure.

m  Regarding the 1.67% exposure to stressed groups, the bank stated that all of
the accounts are standard. While Stressed book registered reduction of
Rs3bn due to repayments and MTM provision.

m  Corporate vyields reduced by 23bps QoQ to 9.06% as bank transferred
business banking division to consumer business category, while Consumer
banking yield increased by 52bpsto 14.6% due to BFIN merger.

®  Management stated that liquidity situation has improved in the market since
June. CD rates have fallen since June resulting in lower cost of deposit.

®  Management maintained its credit cost guidance of 60bps for FY20.

®  The management stated that it plans to tap new rural customers and aims to
open savings account for all the customers of Bharat Financial. During the
quarter, 44000 savings bank accounts were opened for BFIL borrowers.

Valuation & Outlook; Maintain Hold

We expect merger with Bharat financial to play out gradually in terms of lower
funding cost resulting in better margins going ahead. However, banks exposure
towards stressed groups and lower PCR remains the concern. We believe return
ratios i.e. RoAs/RoEs to improve going forward led by better margins and lower
opex. We have a HOLD rating on the stock with a price target of Rs 1646, valuing
the bank at 2.8x FY21E ABV.
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Q4FY19 Financial Snapshot:

Reported Quarterly Results

Particulars (Rs in Cr) Q1FY20 Q1FY19 YoY Q4FY19 QoQ

Interest Earned 6,961 5,068 37% 5,991 16%
Yield on Advances (%) 12.0 10.2 10.5

Interest Expended 4,117 2,946 40% 3,759 10%
Cost of Funds (%) 5.9 6.6 6.6

Net Interest Income 2844 2122 34% 2232 27%

Other Income 1,663 1,302 28% 1,559 7%
Other income / Net Income (%) 37 38 41

Total income 4507 3424 32% 3791 19%

Employee Expenses 647 462 40% 481 34%

Non-Employee expenses 1,269 1,051 21% 1,242 2%

Operating Expenses 1916 1513 27% 1724 11%
Cost-income Ratio (%) 42.5 44.2 45.5

Pre-Prov Profits 2591 1911 36% 2068 25%

Provisions & Contingencies 431 350 23% 1,561 -72%

PBT 2160 1561 38% 507 326%

Provisions for Tax 728 525 39% 147 395%
Effective Tax Rate (%) 33.7 33.7 29.0

PAT (reported) 1433 1036 38% 360 298%
EPS Basic 20.7 17.3 6.0
EPS Diluted 0.0 17.1 5.9
GNPA 4,200 1,741 3,947
NNPA 2,381 762 2,248
GNPA (%) 2.15 1.15 2.10
NNPA (%) 1.23 0.51 1.21
Total CAR (%) 14.90% 14.70% 14.16%
Tier 1 (%) 14.47% 14.29% 13.70%
Tier 2 (%) 0.43% 0.41% 0.45%
NIM 4.05% 3.92% 3.84%

Advances 193,520 150,675 28% | 186,394 4%

Deposits 200,586 158,862 26% | 194,868 3%

Note: The numbers are not comparable to past data as the June quarter result includes the earnings of
Bharat Financial Inclusion Ltd, which formally merged on Jul 4.
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Income Statement

Balance Sheet

Year to 31st March (Rs.Cr) FY19 FY20E FY21E ‘ As on 31st March (Rs. cr) FY19 FY20E FY21E
Interest Income 22,261 28,196 34,707 LIABILITIES
Interest Expenses 13,415 16,029 19,388 Capital 603 693 693
Net Interest Income 8,846 12,166 15,319 Reserves & Surplus 26,072 35,083 42,446
- growth % 18 38 26 Deposits 194,868 238,276 294,598
Other Income 5,647 6,834 8,550 Borrowings 47,321 54,760 63,582
Operating Income 14,493 19,000 23,869 Other liabilities & provisions 8,944 10,733 12,880
- growth % 18 31 26 Total Liabilities 277,819 339,557 414,210
Operating Expenses 6,405 7,701 9,240
- Staff Cost 1,854 2,330 2,903 ASSETS
- Other Operating Exp. 4,551 5,370 6,337 Cash on hand & with RBI 14,783 16,262 17,888
Gross Profits 8,088 11,300 14,629 Money at call and short notice 4,822 5,304 5,835
- growth % 22 40 29 Advances 186,394 231,128 284,287
Provisions 3,108 3,195 3,707 Investments 59,266 71,483 88,379
Profit Before Taxes 4,981 8,105 10,922 Fixed assets 1,710 1,885 2,036
Taxes 1,679 2,756 3,713 Other assets 15,666 18,800 21,620
Profit After Taxes 3,301 5,349 7,208 Total Assets 277,819 339,557 414,210
- growth % (8) 62 35
Ratio Analysis Spread Analysis
Year to 31st March FY19 FY20E FY21E ‘ —=!!-MEI-M!J
Basic Ratio (Rs.) Spread analysis (%)
EPS 54.8 88.8 119.6 Yield on advances 11.0% 11.0% 11.0%
Book Value per share 443 516 622 Yield on investments 6.7% 6.8% 6.8%
Adjusted Book Value 405 486 588 Cost of deposits 6.2% 6.5% 6.5%
Dividend per share 7.5 7.5 7.5 Spread 4.8% 4.5% 4.5%
Asset Quality (%) Interest Income to AWF 9.2% 9.4% 9.5%
Gross NPAs 2.1% 2.0% 1.8% Net Interest Income to AWF 3.7% 4.1% 4.2%
Net NPAs 1.2% 0.8% 0.7% Non Interest Income to AWF 2.3% 2.3% 2.3%
NPA Coverage 43.0% 60.0% 60.0% Operating Expense to AWF 2.7% 2.6% 2.5%
Operating Profit to AWF 3.4% 3.8% 4.0%
Profitability ratios (%) Net Profit to AWF 2.1% 2.7% 3.0%
ROAE 13.1% 17.1% 18.3%
RoAA 1.3% 1.7% 1.9% Valuation ratios (x)
NIMs (Calculated) 3.8% 4.2% 4.3% P/E 26.9 16.6 12.3
Cost to Income 44.2% 40.5% 38.7% P/BV 33 2.9 2.4
P/ABV 3.6 3.0 2.5

Note: Estimated numbers are for merged entity. However, it is provisional and subject to change as we are
awaiting for the annual report.
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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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