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RBI has announced that all 'loans and credit limits from April 1 will be priced with
reference to Marginal Cost of Funds based Lending Rate (MCLR).The final
guidelines seem to have a minimal impact on margins as the MCLR prevailing on the
day the loan is sanctioned will be applicable till the next reset date, irrespective of
the change in the benchmark during the interim. The bank can determine the reset
date any time within one year, which will be based on its interest-rate assessment.
Hence, we believe that concerns about margin compression when interest rates are
declining is addressed to a large extent.

Banks will also have to publish the base rates until all existing loans linked to base
rate gets repaid or renewed. existing borrowers will also have the option to move to
the marginal cost of funds based lending rate (MCLR) linked loan at mutually
acceptable terms. However, this should not be treated as a foreclosure of existing
facility.

Also the tenor-linked benchmark rate will provide an avenue for banks to lend
surplus liquidity for shorter durations at a rate below the current base rate.

As per the RBI guidelines, banks will reset the loans as per the loan agreement,
which we believe will allow them some time (maximum upto one year) to pass on
the benefit of declining interest to its existing customer. Banks can protect NIMs to
an extent, in this kind of a rate cycle. However, for the funds having maturity of
more than one year, there can be some impact as the loan will get re-set earlier
than the re-pricing of these funds. The proportion of deposit/fund having maturity

of more than one year various between 10%-40%. Manish Agarwalla (+ 9122 6667 9962)
Pradeep Agrawal (+ 9122 6667 9953)
Paresh Jain (+ 9122 6667 9948)

We calculate the difference between average cost of fund and marginal cost of fund

for various banks at 20-50bps. Factoring different various scenario of long term
liability re-pricing, we mention below the impact on NIMs for various banks

Calculated impact on NIM due to MSLR

Calculated Sensitivity - percent of funds with re-pricing mismatch (bps)
Marginal cost of average cost of
Banks domestic deposit deposit difference Base rate linked 20% 30% 40%
Axis Bank 5.24 5.56 0.32 75% 0.05 0.07 0.10
HDFC Bank 5.54 5.90 0.36 30% 0.02 0.03 0.04
ICICI Bank 5.22 5.55 0.33 75% 0.05 0.07 0.10
SBI Bank 5.75 6.08 0.33 80% 0.05 0.08 0.10
PNB 5.65 6.01 0.36 80% 0.06 0.09 0.12
BOB 5.64 5.83 0.19 80% 0.03 0.04 0.06
BOI 5.56 5.80 0.25 80% 0.04 0.06 0.08
canara 6.35 6.60 0.25 80% 0.04 0.06 0.08
Union Bank 6.17 6.52 0.35 80% 0.06 0.08 0.11
Indusind Bank 5.91 6.23 0.32 45% 0.03 0.04 0.06
DCB Bank 6.36 6.56 0.20 40% 0.02 0.02 0.03
OBC 6.12 6.40 0.28 80% 0.04 0.07 0.09
Yes 6.48 6.97 0.49 70% 0.07 0.10 0.14

Source: PhillipCapital India Research
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The new regime will have multiple benchmark rates linked to various tenors. We
believe that the MSLR (in the shortest tenor) can be 100bps lower than the current
base rate. For example, the difference between average cost of funds and marginal
cost of funds for SBI is ~“33bps and the tenor premium currently in commercial paper
is ~70bps between one-month and one-year paper. SBI’s base rate is 9.3%, which can
come down by ~100bps to around 8.3% under MSLR.

Banks Current base rate (%)
Axis Bank 9.50
HDFC Bank 9.35
ICICI Bank 9.35
SBI Bank 9.30
PNB 9.60
BOB 9.65
BOI 9.70
canara 9.65
Union Bank 9.65
Indusind Bank 10.60
DCB Bank 10.85
OBC 9.60
Yes 10.25

Source: PhillipCapital India Research

Detailed guidelines

RBI has released new guidelines on loan pricing where it has replaced Base Rate with
Marginal Cost of Funds based Lending Rate (MCLR) which will be effective from 1%
April 2016.

e As per the new methodology, all new rupee loans will have to be benchmarked

MCLR instead of Base rate from 1° April 2016.

e The calculation of MCLR will be based on following key items:

1) Marginal cost of funds — This will primarily include the incremental cost at
which deposits and borrowings are raised and the return on net worth) (92%
of borrowing cost +8% of RONW)

2) Negative carry on CRR- Marginal cost of funds will be arrived taking the CRR
into consideration.

3) Operating cost associated in providing the loan will be added to the marginal
cost of funds

4) Tenor premium — The marginal cost arrived in step 3 will be adjusted for tenor
premium and will not take into consideration the credit worthiness of the
borrower. Consequently the bank will arrive at various MCLR based on
different tenor, where higher the tenor, higher will be the MCLR.

a) Overnight MCLR

b) One-month MCLR

c) Three-month MCLR

d) Six month MCLR

e) Oneyear MCLR

f)  And option of publishing MCLR of any other longer maturity (Eg 1.5 or
2 year MCLR)

e In order to arrive at the lending rate, additional components of spread will be
charged to the customer and these components will be determined by the
business strategy and credit risk premium. The spread will remain unchanged
except on circumstances where there is deterioration of the credit risk profile of
the borrower which will force the banks to increase the spread (not applicable
for loans under consortium). And there will be no lending below the MCLR.
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e Loans covered under various government formulated scheme and working
capital term loan, funded interest term loan as part of restructuring scheme will
be exempted from MCLR based lending.

e Banks will have to review the MCLR on a monthly basis; while banks which do
not have adequate systems in place review on a monthly basis may review every
quarterly up to 31% March 2017, there after all banks will adopt monthly review.

e The banks will have to reset the interest rates every year or in less than one year,
the exact periodicity of resetting the interest rates will be governed by the terms
of the contract. IF the bank reviews its MCLR, the new MCLR will be applicable
only on the day of reset, till that the borrower continues to pay the MCLR decide
on the day of sanction (we believe this clause will help the bank to protect its
margin).

e Banks will also have to publish the base rates until all existing loans linked to
base rate gets repaid or renewed. existing borrowers will also have the option to
move to the marginal cost of funds based lending rate (MCLR) linked loan at
mutually acceptable terms. However, this should not be treated as a foreclosure
of existing facility.
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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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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.

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.

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
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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.
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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
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