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Our Take:

The successful divestment of Air India has reignited the confidence in the capability as well as intention of the Government to execute
complex transactions in order to walk the talk in terms of its divestment agenda. Furthermore, the initial set of Q2FY22 numbers from PSU
banks (IDBI Bank and Bank of Maharashtra- both of which are generally perceived to weaker in book quality), indicate that the clean-up of
the books has progressed well and shall be underpinned further by the transfer of toxic assets to National Asset Reconstruction Company
Limited which would release capital for boosting loan growth. Both of these developments augur well for the prospects of PSU banking
stocks as they provide higher margin of safety in terms of valuation in an otherwise over-heated market.

We have been observing a sharp re-rating in the PSU banking space lately. Nifty PSU Bank Index has been making higher highs since last
four weeks and is up by 12.8% during that time. Privatization theme is keeping them in the lime light and now the hope of earnings as well
as asset quality recovery would further sustain the rally. Some of the good quality names within the PSBs with loan book or CASA ratio as
good as some top tier private banks, are available at almost half the book value of FY23E; as against about 2x to 3x Price-to-Book Value for
private players.

The accelerated resolution program through IBC has helped to bring down NPAs. The PSU banking sectors’ lending quality seems to be
improved, which has been reflected with no major NPA surge seen post COVID waves. Now with the asset quality challenges of the
previous cycles behind us, we feel that the valuation gap between the private Banks and PSBs will start to narrow gradually. Faster
resolution by the IBC could also help in recoveries and bring down slippages in future. We believe that the PSU banks might see good
addition to the book value per share in the next year mainly on account relatively lower credit costs and recoveries. We further believe
acquisition of some PSU Banks by the any prestigious corporates/Institutions — local or foreign - at a good valuation may further re-rate
the sector.

India achieved the landmark of administering 1 billion vaccine doses within 281 days in Oct 2021 which naturally coincided with reduction
in new covid-19 cases and hospitalisations as well as strong rebound in economic activity. This coupled with resurgence in leisure travel
and festive sales are expected to further bolster the cash flows of covid-stricken sectors. ICRA expects credit growth of 7.3-8.3% for banks
for FY22 compared to 5.5% for FY21. It believes that with the improved capital and profitability position of public banks, which accounts
for a ¥62% share in bank loans, and abundant liquidity in the banking system, supply of credit does not appear to be a constraint. Revival
of credit demand and the willingness of banks to push growth will be the key drivers of the overall credit growth in the economy.
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We had issued initiating report on Indian bank earlier for which both the targets were achieved in a month’s time (details and link for the
report are below). We feel that there is still some steam left in the stock given the low valuations. We like Indian Bank because it is
amongst the better managed PSU banks as it has required limited support from the Government to raise funds. Further, it has long track
record of relatively better performance among the PSU banking pack. It is noteworthy that Indian Bank has never reported a single rupee
of loss in the last decade despite plethora of credit challenges in the industry. In fact, the Bank has distributed dividend to its shareholders
seven times in past ten years.

With over 114 years of banking operations in India, Indian Bank is one of the most well-established and recognized banking brands in India
with a loyal customer base. After the consolidation, it is now seventh largest bank in India by assets. It also has overseas presence. Indian
Bank has always remained well placed in terms of capital positioning as compared to other PSB peers. The Capital Adequacy Ratio as on
June-21 stood at 15.92% with Tier-1 at 11.6%. It is well capitalized to absorb asset quality risk. The CASA ratio post amalgamation with
Allahabad Bank has improved a lot. The cost of deposits and cost of funds have been consistently decreasing, which gives the competitive
advantage to the bank. Further, the focus on digitization and technology could bring in cost efficiencies, expansion of service delivery
models and increasing penetration among existing and new customer segments. The Bank has diversified asset portfolio and its increased
focus on RAM segment (retail agriculture and MSME) will lead to better risk diversification, increased revenue and improved margins.
High corporate book with high BB & below rated book and high exposure to sectors like Infrastructure, NBFC etc. are the key concerns for
the growth.

We had issued Initiating Report on Indian Bank on 17th September, 2021 and recommended Buy at LTP of Rs.139 & add more on dips of
Rs.121 band, for base case target of Rs.158 and bull case target of Rs.170.5 over the next two quarters. The bull case target of Rs.170.5
was achieved on 18" October 2021, yielding return of 22.7%.

Link for the Initiating Coverage:
https://www.hdfcsec.com/hsl.research.pdf/HSL Initiating%20Coverage%20Indian%20Bank%2017092021.pdf

Valuation & Recommendation:

We have kept the growth expectation same as the initiating report, we might revise it after the Q2FY22 result, which is to be announced
on 28th October, 2021. We expect Indian Bank to grow its loan book at 9% CAGR while NIl and Net profit are expected to grow at 7.5%
and 39.5% (due to lower base) CAGR respectively over FY21-23E. ROAA is estimated to improve to 0.8% in FY23E from current 0.6% in
FY21 and RoE could rise to 12.4% from 9.9% in FY21. We expect healthy recoveries and upgrades in next two years. Asset quality trend of
corporate and MSME would be the crucial monitorables. Most of the concerns arising out of pending writeoffs out of restructured/SMA
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accounts are already in the price. We have assumed higher recoveries and lower slippages going forward. NIMs may also start stabilizing
around 3% level.

We feel that investors can buy Indian Bank Limited at the LTP of Rs.182.5 (0.6xFY23E ABV) and add on dips to Rs.160 (0.53xFY23E ABV)
band. We expect the Base case fair value of Rs.199 (0.65xFY23E ABV) and the Bull case fair value of Rs.214 (0.7xFY23E ABV) over the
next 2 quarters.

Financial Summary

Particulars (Rs Cr) Q1 FY22 Q1 FY21 YoY (%) Q4 FY21 QoQ (%) | FY22E | FY23E
NIl 3994.2 3874.3 3.1 33343 19.8 |  7606.4 15666.0 16509.0 | 18103.6
PPP 3471.8 2753.3 26.1 2548.4 36.2 | 6498.0 11395.7 12497.6 | 13877.5
PAT 1181.7 369.3 220.0 1708.8 -30.8 753.4 3004.7 4490.1 | 5849.4
EPS (Rs) 12.4 26.6 36.1|  47.0
ABV 261.3 231.5 258.6 | 304.6
P/E (x) 14.7 6.9 5.1 3.9
P/ABV (x) 0.7 0.8 0.7 0.6
ROAA (%) 0.3 0.6 0.7 0.8
ROAE (%) 3.6 9.9 10.9 12.4

(Source: Company, HDFC sec)
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(Rs Cr) FY19 FY20 FY21 FY22E FY23E (Rs Cr) FY21 FY22E FY23E
Interest Income 19185 21405 39106 41819 46022 Share Capital 480 609 1129 1245 1245
Interest Expenses 12167 13799 23440 25310 27919 Reserves & Surplus 18908 21480 37283 43058 48596
Net Interest Income 7018 7606 15666 16509 18104 Shareholder funds 19389 22089 38412 44303 49841
Non-interest income 1883 3312 6079 6405 6986 Deposits 242076 260226 538071 584569 636629
Operating Income 8901 10919 21745 22914 25089 Borrowings 12138 20830 26175 25317 28102
Operating Expenses 4020 4421 10350 10416 11212 Other Liab & Prov. 6463 6323 23347 25682 28250
PPP 4881 6498 11396 12498 13878 SOURCES OF FUNDS 280065 309468 626005 679872 742823
Prov & Cont 4596 5125 8490 8660 8747 Cash & Bank Balance 20020 13925 54060 58830 62501
Profit Before Tax 284 1373 2906 3838 5131 Investment 64992 81242 176537 192425 209359
Tax -38 619 -99 -652 -718 Advances 181262 197887 364010 389491 432335
PAT 322 753 3005 4490 5849 Fixed Assets 3961 3896 7376 7966 8365

Other Assets 9829 12519 24022 31159 30263

TOTAL ASSETS 280065 309468 626005 679872 742823

(Source: Company, HDFC sec)
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Key Ratios Key Ratios
FY19 FY20 FY21 FY22E FY23E FY19 FY20 FY21 FY22E FY23E
Return Ratios Valuation Ratios
Calc. Yield on adv 11.4% 11.3% 10.7% 11.1% 11.2% EPS 6.7 12.4 26.6 36.1 47.0
Calc. Cost of funds 5.0% 5.2% 4.2% 4.2% 4.2% P/E 27.2 14.7 6.9 5.1 3.9
NIM 2.9% 2.8% 2.9% 2.8% 2.8% Adj. BVPS 262.2 261.3 231.5 258.6 304.6
RoAE 1.7% 3.6% 9.9% 10.9% 12.4% P/ABV 0.7 0.7 0.8 0.7 0.6
RoAA 0.1% 0.3% 0.6% 0.7% 0.8% Dividend per share 0.0 0.0 2.0 2.0 2.5
Asset Quality Ratios Other Ratios
GNPA 7.1% 6.9% 9.9% 9.5% 8.9% Cost-Income 45.2 40.5 47.6 45.5 44.7
NNPA 3.7% 3.1% 3.4% 3.1% 2.8% CASA 34.7 34.6 42.3 434 44.4
PCR 49.1% 56.3% 68.1% 67.3% 69.2% CAR 13.2 14.1 15.7 16.1 16.3
Growth Ratios Tier1 11.3 12.1 11.9 12.7 13.2
Advances 15.8% 9.2% 83.9% 7.0% 11.0%
Deposits 16.2% 7.5% 106.8% 8.6% 8.9%
NII 12.0% 8.4% 106.0% 5.4% 9.7%
PAT -74.4% 134.0% 298.8% 49.4% 30.3%
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Nisha Sankhala, (MBA), authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our
compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the
Research Report. Further Research Analyst or her relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and
no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or
what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the
financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs,
reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report.
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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