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RBL’s corporate lending is no basket case, Upgrade to Buy

We think that the concerns surrounding RBL Bank’s (RBL) corporate asset quality are
overdone and upgrade the stock to Buy rating. We note that (1) As far as RBL’s
corporate lending model is concerned, it is highly working capital focused with ~70%
of corporate book in short-term working capital category (2) RBL had near negligible
exposure to RBI NCLT Lists 1 and 2 (3) Incidence of Divergence with RBI's assessment
of asset quality was never cause of any alarm (4) While RBL's exposure to the
Williamson Magor group entities and Coffee Day Enterprises is concerning, we believe
this is captured in the bank’s asset quality guidance for FY20 (5) RBL’s digital strategy
is best-in-class and typifies the new-age bank RBL has been post current management
takeover. We have revised our estimates for FY20/FY21 and upgrade RBL to Buy
rating, revising our target price to Rs463 (from Rs559 earlier) and valuing the stock at
1.9x FY21E P/BV.

As far as RBL’s corporate lending model is concerned, it is highly working capital
focused with ~70% of corporate book in short-term working capital category: RBL's
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corporate book is known to fully churn in a matter ~18 months. Working capital corporate ;
"% loans are generally far more straightforward to appraise since cash flows can be more readily L%%hg\él%zrg;s‘@fglggalbang.com
forecast over shorter time horizons as opposed to cash flow in long-term projects. We do not,
_8_ therefore, think that the underlying risk in RBL’s corporate book can be very high and we do
) not see RBL entering a deep NPA cycle as witnessed in ICICI/Axis/Yes. Key Data
RBL had near negligible exposure to RBI NCLT Lists 1 and 2: While RBI NCLT Lists 1 ~ Current Shares O/S (mn) 4294
é\ and 2 pertain to stressed accounts that belong to a vintage when RBL’s book (and lending Mkt Cap (Rsbn/US$bn) 155.3/2.2
S ?huantum) was sma.ll, the neghglble exposure does point to sound lending standards during 52 Wk H/L (Rs) 717/360
o e previous surge in systemic corporate lending. Daily Vol (34 NSE Avg) 2876904
E Incidence of Divergence with RBI's assessment of asset quality was never cause of yre. g =
any alarm: Divergence in asset quality with RBI's assessment as of FY16 GNPA amounted
o to 1.6% of FY16 advances. Divergence in FY17 and FY18 did not exceed the prescribed Price Performance (%)
O thresholds and hence, required no disclosure from the bank. By and large, RBL does not 1M 6M 1Yr
have a track record that suggests that it has been exercising discretion inappropriately in
terms of timely recognition of corporate NPA. RBL Bank (428)  (376)  (36.0)
Nifty Index 81 (1.9 47

While RBL’s exposure to the Williamson Magor group entities and Coffee Day
Enterprises is concerning, we believe this is captured in the bank’s asset quality
guidance for FY20: As per McLeod Russel's FY18 Annual Report, RBL's exposure to the
entity is Rs 996mn. As per MCA (ROC) charges data, RBL's sanctions to McNally Bharat
could be Rs 2.75bn, assuming no overlap in charges data. As per Coffee Day Enterprises’
FY18 Annual Report, RBL's exposure to the entity is also Rs 2.75bn. However, we think that
all this is broadly captured in RBL’s asset quality guidance of 2-2.5% GNPA and ~1.5% credit
costs for FY20. We revise our FY21 credit costs 15 bps higher to 125 bps.

Source: Bloomberg

RBL'’s digital strategy is best-in-class and typifies the new-age bank RBL has been
post current management takeover: We met Sameer Singh Jaini, Fintech Expert and Ex-
CTO of DCB Bank yesterday and walked away with the key takeaway that RBL's digital
strategy is ahead of the curve even when compared with key large banks generally known to
have the best digital strategy implementation (See RBL Bank ahead of even key large banks
on digital strategy). We think even greater benefits of opex strategy will be visible after FY21
as the bank is currently in investment phase with regard to technology. We think that RBL can
trade at 1.9x FY21E P/BV for FY20/21 RoE profile of 12.8%/15.1%.

Valuation and outlook: We have revised our NIl estimates by -0.3%/-0.4%, PPOP estimates
by -0.4%/-0.6% and PAT estimates by -0.6%/-5.7% for FY20/FY21, respectively. We upgrade
RBL to Buy rating, revising our target price to Rs463 (from Rs559 earlier) and valuing the
stock at 1.9x FY21E P/BV.

Please refer to the disclaimer towards the end of the document.
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a relationship beyond broking

Exhibit 1: Change in our estimates

Revised estimate Earlier estimate % Revision
FY20E FY21E FY20E FY21E FY20E FY21E
Net interest income (Rsmn) 34,958 45,230 35,057 45,428 (0.3) (0.4)
NIM (%) 4.16 4.27 417 4.29 -1 bps -2 bps
Operating profit (Rsmn) 26,674 34,203 26,773 34,401 (0.4) (0.6)
Profit after tax (Rsmn) 10,978 15,428 11,044 16,356 (0.6) (5.7)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: One-year forward P/BV
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Exhibit 3: Income statement Exhibit 4: Key ratios
Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E  Y/E March FY17 FY18 FY19 FY20E FY21E
Interest income 37,132 45,076 63,007 82459 104,849  Growth (%)
Interest expenses 24,918 27,413 37,612 47,501 59,619 NIl growth 491 446 438 377 294
Net interest income 12,213 17,663 25,395 34,958 45,230  Pre-provision profit growth 69.7 446 457 375 282
Fee income 4,912 7,226 11,656 15,301 19,719  PAT growth 52.5 424 36.5 26.6 405
Other income 2,642 3,456 2,768 3,479 4,367 Business (%)
Net revenues 19,768 28,345 39,818 53,739 69,316 Deposit growth 421 26.9 33.0 27.9 26.5
Operating expenses 10,564 15,034 20,420 27,065 35,113 Advance growth 38.7 36.7 349 30.0 28.0
-Employee expenses 4,461 5,507 6,362 8,641 10,968  Business growth 405 314 33.9 28.9 272
-Other expenses 6,102 9,527 14,058 18,424 24145 CD 85.1 91.7 93.0 945 95.7
Pre-prqvisionir]g 9,204 13,311 19,308 26,674 34,203 CASA 220 243 25.0 26.5 28.0
Operating profit . . o
N Operating efficiency (%)
Provisions 2,362 3,178 5,723 10,040 10,827
. Cost-to-income 534 53.0 513 504 50.7
-Loan loss provision 1,975 2,995 5,234 9,394 10,054
. Cost-to-assets 2.4 2.7 29 3.0 31
-Investment depreciation 352 425 532 646 773 .
» Productivity (Rsmn)
-Other provisions 35 (242) (43) 0 0 )
Business per branch 26794 31762 34785 37253  4107.2
PBT 6,842 10,133 13,676 16,633 23,376 )
T 2382 3,782 5,005 5,655 7948 Business per employee 130.6 158.8 192.9 201.4 222.0
PaA)'(r 4‘460 61351 8Y670 10‘978 15‘428 Profit per branch 18.7 24.0 26.8 28.1 34.3
! ! ’ ! ! Profit per employee 0.9 1.2 15 15 19
Source: Company, Nirmal Bang Institutional Equities Research Spreads (%)
Yield on advances 10.4 9.8 10.7 10.8 10.8
s Yield on investments 7.0 6.9 6.8 71 7.0
Exhibit 5: Balance sheet )
Cost of deposits 6.7 6.0 6.3 6.2 6.2
Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E  vield on assets 9.0 8.8 95 9.8 9.9
Equity capital 3,752 4,197 4,267 4,480 4480  Cost of funds 6.4 57 6.1 6.0 6.1
Reserves & surplus 39,604 62,643 71,206 91,427 104,627 Nm 3.0 34 3.8 42 43
Shareholders’ funds 43,356 66,840 75,473 95908 109,108  Capital adequacy (%)
Deposits 345,881 439,023 583,944 746,869 944,551  Tigr) 114 136 121 11.0 0.8
Borrowings 79,798 92614 118321 121,355 156,769  Tigr || 23 17 14 13 12
Other liabilities 17,713 20,031 25,850 39,936 55919 Total CAR 13.7 15.3 135 123 109
Total liabilities 486,748 618,508 803,588 1,004,068 1,266,346  Agset quality (%)
Cash/cash equivalent 41,936 42,844 66,021 52,951 67,777 Gross NPAs 12 14 14 21 18
Advances 294,490 402,678 543,082 706,007 903,689  NetNPAs 0.6 0.8 0.7 0.6 0.1
Investments 134,817 154,475 168,404 218,185 267,063 provision coverage 46.8 448 506 69.8 96.1
Fixed assets 2,587 3,340 4,025 4,427 4870 glippage 21 16 15 29 18
Other assets 12,917 15,170 22,056 22,497 22947 Credit cost 0.6 0.7 10 14 12
Total assets 486,748 618,508 803,588 1,004,068 1,266,346  Return (%)
Source: Company, Nirmal Bang Institutional Equities Research RoE 12.2 11.5 12.2 12.8 15.1
RoA 1.0 1.1 1.2 1.2 14
RoRWA 14 1.5 1.6 1.5 15
Per share (%)
EPS 126 15.8 20.5 25.1 344
BV 115.6 159.3 176.9 214.1 2435
ABV 110.5 151.8 168.1 204.1 2421
Valuation (x)
PIE 289 23.0 1738 145 106
P/BV 3.1 23 2.1 1.7 15
P/ABV 33 24 2.2 1.8 15

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
26 March 2018 Buy 462 579
30 April 2018 Buy 538 628
20 July 2018 Buy 557 649
9 October 2018 Buy 495 647
24 October 2018 Buy 465 652
29 January 2019 Buy 563 675
8 April 2019 Accumulate 671 701
22 April 2019 Accumulate 677 704
8 July 2019 Accumulate 633 696
22 July 2019 Accumulate 500 559
7 August 2019 Buy 364 463
Rating track graph
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited, BSE Limited, Metropolitan Stock Exchange of India Limited, Multi Commodity Exchange of India Limited,
National Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

NBSPL 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.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL 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. NBSPL or its associates or Analyst or
his relatives may or may 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.

NBSPL 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. NBSPL 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. NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: We, Shivaji Thapliyal and Raghav Garg, the research analyst and authors of these reports, 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.

RBL Bank



&% NIRMAL BANG Institutional Equities

Disclaimer
Stock Ratings Absolute Returns

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

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. NBSPL 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 NBSPL 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. NBSPL 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 NBSPL & 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. NBSPL 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. NBSPL 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. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to
this statement from time to time. Nevertheless, NBSPL 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 NBSPL 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 NBSPL, 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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