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Top takeaways from Q2FY16
% Earnings lower than expected due to higher slippage. Seems to be a cleanup exercise of
visible stress in the portfolio.

Buy (Maintain)
CMP RS 167 / TARGET RS 210 (+26%)
COMPANY DATA

% Consequential impact: interest reversal; high provision and hence lower PAT
v' Th t articulated strategy — contain asset quality & focus on recovery; OfS SHARES (M) 2308
€ new management ar 8y quality Y: MARKET CAP (RSBN) : 376
improvement in spread by reducing low margin buyer’s credit; introduce risk based  arkeT cap (USDBN) : 57
pricing model; reduce dependency on syndicate loans. 52 - WK HI/LO (RS) : 229/ 139
v" Management expects to grow the business with focus on profitability. Expects to reach ~ LIQUIDITY 3M (USDMN) : 28.4
15%-18% RoE in next three years time frame. PAR VALUE (RS) : 10
o SHARE HOLDING PATTERN, %
Key highlights Jun15 Mar15 Dec14
e NIl declined 4.6% yoy Rs 32.4bn due to weak loan growth (+7.6% yoy) and NIM decline  Fil/NRi: 57.5 57.5 56.3
of 32bps yoy to 2.08%. Sequential compression in NIM is due to interest reversal owing ~ FI/MF: 144 17.3 186
high slippage NON PRO : 20.7 17.8 18.0
; " 0 . . PUBLIC : 1.0 0.9 0.9
e Non-interest income growth was 15.4% yoy to Rs 11.4bn due to trading gains of Rs  ;qy7. 73 73 70
2.9bn (+25% yoy) and recovery from written-off assets of Rs 0.8bn (+157%). Core-fee Key Financials
increased to Rs 8.4bn (+7.5% yoy). Rs mn FY15 FY16E  FY17E
e Opex growth at 3% yoy to Rs 20.5bn. Decline in NIl led to decline in PPP by 2.7% to Rs Pre-prov ROE (%) 26.9 22.4 25.1
23.4bn Pre-prov ROA (%) 1.5 1.2 1.3
. . Net Profit 34 24 41
e Slippage was high at Rs 68.2bn, (Q1 was Rs 19bn). Weak upgrades of Rs 5bn added to % growth 241 299 124
GNPA. It restructured Rs 1.1bn, taking the outstanding restructured book to Rs 229bn. Adj BVPS (Rs) 1489 1459 1664
00 . . .
Management comments / concall takeaways E?EE()(()/) 13 ; 12 g g ;
% Slippage mainly from corporate segment. Iron & steel 26%; Mining 15%; infra 11%;  adjp/Bv (x) 11 1.14 1.00
textile 6%; electronics 5%. Top 20 a/c contributed 75% of slippage. Slippage from  EPS(Rs) 15.3 10.2 16.9
restructured category Rsl4bn. International GNPA increased to 3.17% (142bps qoq) BLMConsEPS 153 200 253
mostly Indian corporate with international operations. CHANGE IN ESTIMATES
x  Tax rate high due to increased provision in international operation. The loan loss —Revised Est. ____% Revision__
provision in UAE territory is not tax deductible hence tax rate seemed to be high. lon AlEE Al PAGE (A
v"Initiated SDR in two accounts amounting to Rs 2.5bn. Not done re-finance under 5/25. NIl 1305 1586 94 33
PPP 91.1 1133 -13.3  -7.1
. s . ) ) Core PAT 23.8 411 446 279
Outlook and valuation: Profitability to remain key focus this may result some change in loan ¢ (Rs) 102 169 -444  -27.6

portfolio. The loan book may remain subdued as the bank trims down non profitability
business like buyer’s credit. We expect earnings decline of 30% in FY16 followed by 72%
earnings growth in FY17. At CMP of Rs 167, the stock trades at 1.1x our FY16 ABVPS of Rs
146 and 1x our FY17 ABVPS of Rs 166. We cut our PT by Rs20 due to adjustment in ABVPS
owing to high slippage. Maintain Buy with a revised PT of Rs 210 (Rs 235 earlier).

Manish Agarwalla, Pradeep Agrawal,
Paresh Jain

(Rs bn) Q2FY16 Q2FY15 yoy% Q1FY16 qoq % vs. expect. % Comments

Net interest income 324 34.0 -4.6 34.6 -6.2 -7.8 Nl declined due to interest reversal on higher slippage

NIM (%) 2.1 2.4 (32bps) 2.3 (18bps) (19bps) Base rate cut and interest reversal resulted in lower yields impacting NIM
Advances 4149.0 3857.7 7.6 4083.9 1.6 -0.4 Growth was driven by retail loans and farm credit

Corporate advances 1319.8 1220.8 8.1 1230.4 7.3

Retail advances 521.9 473.8 10.2 517.4 0.9 Retail advances were driven by healthy growth in home loans

Deposit 6124.6 5669.3 8.0 5930.9 3.3 1.9 Term deposit grew 9.4% yoy and CASA deposit grew 4% yoy

CASA 1541.1 1480.3 4.1 1535.4 0.4 Current account declined 10%, while savings account grew 11% yoy
CASA % 32.0 31.9 6bps 31.9 6bps

Core fee 8.4 7.8 7.5 8.0 5.5 Fee income was driven by commission, exchange and miscellaneous fee
Trading gain 2.2 1.8 25.3 1.6 42.7

Operating expenses 20.5 19.9 3.1 22.2 -7.8 1.6 Staff expenses declined 5% yoy, other opex increased 14% yoy

Cost to income ratio (%) 49.3 47.2  204bps 52.1 (284bps)

Provision 18.9 8.9 113.0 6.0 215.4 110.2 NPA (Rs 18bn)/ Inv. depreciation (Rs 1.1bn)/ Standard provision (Rs -800mn)
PAT 1.2 11.0 -88.7 10.5 -88.2 -89.1 Higher NPA and lower NIl impacted net profit

Slippage 69.3 18.5 273.9 18.5 273.9 Significant slippages came from iron & steel, infra and mining

GNPA 5.6 3.3 224bps 41  143bps

NNPA 3.1 1.7 134bps 2.1  101bps Provision Coverage ratio declined 671bps to 58.23%

Tier 1 Capital % 9.9 9.5 45bps 9.4 51bps Government infused capital of Rs 17.9bn
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Result update

(Rs mn) Q2FY16 Q2FY15 yoy growth Q1FY16 QoQ growth
Interest earned 111,564 108,257 3.1 112,765 -1.1
Interest expended 79,119 74,246 6.6 78,169 1.2
Net interest income 32,445 34,011 -4.6 34,596 -6.2
Net interest margin 2.08 2.40 -0.32 2.26 -7.96
Non-interest income 11,440 9,917 15.4 9,672 18.3
Total Income 43,885 43,928 -0.1 44,269 -0.9
Total operating expenses 20,515 19,898 3.1 22,249 -7.8
Payroll costs 10,440 11,078 -5.8 13,451 -22.4
Others 10,075 8,820 14.2 8,798 14.5
Pre-provision Profit 23,370 24,029 -2.7 22,020 6.1
Provisions & Contingencies 18,917 8,880 113.0 5,997 215.4
% Operating income 80.9 37.0 44.0 27.2 53.7
PBT 4,453 15,149 -70.6 16,022 -72.2
Provision for Taxes 3,208 4,107 -21.9 5,501 -41.7
% of PBT 72.0 27.1 44.9 343 37.7
Net Profit 1,245 11,042 -88.7 10,522 -88.2
Equity 4,621 4,307 7.3 4,436 4.2
EPS, Rs 2.7 25.6 -89.5 23.7 -88.6
Advances 4,148,998 3,857,663 7.6 4,083,881 1.6
Deposits 6,124,578 5,669,259 8.0 5,930,872 33
Advances / Deposits (%) 67.7 68.0 -0.3 68.9 -1.6
Gross NPAs 237,103 130,576 81.6 172,740 37.3
Gross NPAs (%) 5.6 3.3 2.2 4.1 1.4
Net NPAs 127,978 67,045 90.9 84,700 51.1
Net NPAs (%) 31 1.7 1.3 2.1 1.0
CAR — Total 12.5 12.2 0.3 12.0 0.5

Source: Company, PhillipCapital India Research

Page | 2 | PHILLIPCAPITAL INDIA RESEARCH




Financials
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G ol 7o DLy QUARTERLY UPDATE

Valuation Ratios

Y/E Mar, Rsbhn FY14 FY15 FY1l6e FY17e FY14 FY15 FYlee FY17e
Interest on Loans 279 308 323 372 Earnings and Valuation Ratios
Interest on Investments 87 97 101 109 Pre-provision Operating ROAE (%) 28.2 26.9 224 25.1
Others 24 25 27 30 ROAE (%) 13.8 9.2 5.9 9.1
Total Interest Earned 389 430 451 511 Pre-provision Operating ROA (%) 1.5 1.4 1.2 1.3
Total Interest Expended 270 298 321 352 ROAB (%) 0.8 0.5 0.32 0.49
Net Interest Income 120 132 130 159 EPS (Rs.) 20.8 15.3 10.2 16.9
Total non-interest income 45 a4 45 47 Dividend per share (Rs.) 4.8 3.2 3.5 4.0
Total Income 164 176 175 206 Book Value (Rs.) 167.1 179.6 186.7 200.4
Personnel Expenses 41 43 a7 52 Adj BV (Rs.) 141.8 1489 1459 166.4
Other Expenses 30 34 37 41
Total Op expenses 71 77 84 93
Net Inc (Loss) before prov 93 99 91 113 Revenue Analysis
Provision and contingencies 38 45 54 50 Interest income on IBA (%) 6.6 6.4 6.1 6.1
Net Inc (Loss) before tax 55 54 37 63 Interest cost on IBL (%) 4.8 4.7 4.6 4.5
Provision for Income Tax 10 20 13 22 NIM on IBA / AWF (%) 2.0 2.0 1.8 1.9
Net Profit 45 34 24 41 Core fee Inc / AWF (%) 0.4 0.4 0.4 0.4
Portfolio gains / Total Inc (%) 4.7 6.1 4.5 2.7
Op.Exp / TI (%) 45.5 46.3 50.2 46.2
Balance Sheet Op.Exp / AWF (%) 1.2 1.1 1.1 1.1
Y/E Mar, Rsbn FY1a EY15 EY16e FY17e Employee exps / Op exps (%) 58.0 55.5 55.6 55.6
Tax / Pre-tax earnings (%) 17.4 37.3 35.0 35.0
Assets
Cash & Bal with RBI 1,309 1,484 1,649 1,824 .
Loans, Adv & Int accrued 3,970 4,281 4,836 5,562 Asset Quality
Investments 1,207 1,266 1,380 1,560 GNPAs / Gr Adv (%] 30 38 48 44
Fixed Assets (Net) 27 29 31 34 NNPAS / Net Adv (%) s 25 19
Other assets 81 91 95 100 5
Total Assets 6,595 7,150 7,992 9,079 Growth Ratio
R Loans (%) 21.0 7.8 13.0 15.0
Liabilities Investments (%) 34) 49 90 130
Share capital 4 4 > > Deposits (%) 200 87 121 140
Rese.rves ar.1d Surplus 345 384 421 473 Networth (%) 126 10.7 91 11.8
Hybrid Capital 19 19 21 23 Net Int Income (%) 57 102 (1L1) 216
Debt i 105 102 107 112 Non-fund based income (%) 23.4 (8.7) 10.1 11.9
Borrowing . 244 232 255 280 Non-int Exp (%) 215 75 98 10.0
Total Deposits >726 6,222 6,974 7,952 Profit Before Tax (%) 121 (1.4) (324) 724
Other liab incld prov 141 177 200 226 Net profit (%) (0.0) (24.1) (29.9) 72.4
Total Liabilities 6,595 7,150 7,992 9,079
Asset / Liability Profile
Source: Company, PhillipCapital India Research Estimates Avg CASA/ Deposits (%) 25.4 25.9 26.2 26.3
AvgAdv / AvgDep (%) 67.2 66.7 66.1 66.5
Avglnvst / AvgDep (%) 23.4 20.7 20.1 19.7
IncrAdv / Deposits (%) 72.1 62.6 73.8 74.2
Avg Cash / AvgDep (%) 206 234 237 233
Capital Adequacy Ratio: 123 12.6 12.1 11.8
Tier | (%) 9.3 9.9 9.7 9.6
Internal Capital Generation rate (%) 11.2 7.7 4.0 7.4
NNPAs to Equity (%) 16.8 20.3 27.7 21.3
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.

Rating Criteria Definition

BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Management

Vineet Bhatnagar (Managing Director)
Kinshuk Bharti Tiwari (Head — Institutional Equity)
Jignesh Shah (Head — Equity Derivatives)

(91 22) 2300 2999
(91 22) 6667 9946
(91 22) 6667 9735

Research
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Dhawal Doshi (9122) 6667 9769 Jonas Bhutta (9122) 6667 9759 Amol Rao (9122) 6667 9952
Nitesh Sharma, CFA (9122) 6667 9965 Hrishikesh Bhagat (9122) 6667 9986
Portfolio Strategy
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Gauri Anand (9122) 6667 9943 Vibhor Singhal (9122) 6667 9949
Deepan Kapadia (9122) 6667 9992 Technicals
Banking, NBFCs Subodh Gupta, CMT (9122) 6667 9762
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Pradeep Agrawal (9122) 6667 9953 Vikram Suryavanshi (9122) 6667 9951 Production Manager
Paresh Jain (9122) 6667 9948 Ganesh Deorukhkar (9122) 6667 9966
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Naveen Kulkarni, CFA, FRM (9122) 6667 9947 Yash Doshi (9122) 6667 9987 Deepak Agarwal (9122) 6667 9944
Jubil Jain (9122) 6667 9766
Manoj Behera (9122) 6667 9973 Oil & Gas Editor
Sabri Hazarika (9122) 6667 9756 Roshan Sony 98199 72726
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Vaibhav Agarwal (9122) 6667 9967 Pharma Sr. Manager — Equities Support
Surya Patra (9122) 6667 9768 Rosie Ferns (9122) 6667 9971
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Sales & Distribution Corporate Communications
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Sidharth Agrawal (9122) 6667 9934 Execution
Bhavin Shah (9122) 6667 9974 Mayur Shah (9122) 6667 9945
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2.  The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current.Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors,
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole
responsibility of the recipient.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo
Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo or another U.S. registered
broker dealer

PhillipCapital (India) Pvt. Ltd.
Registered office: No. 1, 18th Floor, Urmi Estate, 95 GanpatraoKadamMarg, Lower Parel West, Mumbai 400013
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