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South Indian Bank

Institutional Equities

10 May 2019
Reuters: SIBK.BO; Bloomberg: SIB IN
Signs Indicate Slippage Run Rate Will Finally Decline BUY
South Indian Bank (SBL) reported 4QFY19 results with the key takeaways being: (1) Excluding a Sector: Banking
Rs 1.14bn slippage of a long-standing account, NPA addition at Rs 2.54bn remained moderate )
compared with a 10-quarter average (ending 1QFY19) of Rs4.96bn (2) NIM displayed a 20 bps CMP: Rs15

contraction QoQ to 2.46% since MCLR re-repricing is still to fully play out and there was a spike in
bulk deposit cost (3) Loan book continues to retailise in a meaningful way with core retail book
growing 29% YoY (See comprehensive conference call takeaways on page 2 for significant
incremental colour). Per se, on the key P&L items, SIBL posted NIl growth of 2% YoY at
Rs4,994mn, PPOP growth of 5% YoY at Rs3,276mn and PAT decline of 38% YoY at Rs705mn. We
have revised our estimates for FY20/FY21 and have retained Buy rating on SBL, revising our target
price to Rs20 (from Rs21 earlier) and valuing the stock at 0.6x FY21E P/BV.

Excluding a Rs 1.14bn slippage of a long-standing account, NPA addition at Rs 2.54bn remained
moderate compared with a 10-quarter average (ending 1QFY19) of Rs4.96bn: The long-standing
account that slipped is a medical college with whom SBL has a sole banker relationship with sound
collateral security. Of the remaining Rs 2.54bn slippages, ~Rs 1bn is from the agri segment. Management
stated that slippage run rate would, at the most, be ~Rs 2.5bn per quarter, going forward. This guidance
sounds credible given that SMA2 has declined to 1.71% of loan book compared with 7.38% as of FY16-
end. Further, there are no accounts above Rs 0.5bn size in SMA2. There are 2 SMA2 accounts worth Rs
0.98bn in the Rs0.25-0.50bn ticket size range. Also, the gross increase in the <BBB book of Rs 7.73bn
consists of 4 accounts, none of which are even SMAQ. Credit cost guidance for FY20 was 100-110 bps.
SBL PCR is still modest at 42.5%.
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NIM displayed a 20 bps contraction QoQ to 2.46% since MCLR re-repricing is still to fully play out ey Data

and there was a spike in bulk deposit cost: MCLR increases have not fully transmitted into the entire  Current Shares 0/S (mn) 1,809.7
portfolio. Furthermore, SBL could not increase interest rate commensurate with MCLR increase to certain Mk R ’ 1
clients to which SBL has asked for superior collateral security. Non-core deposits (wholesale deposits) still t Cap (Rsbn/US$mn) 5.8/369.
form 20% of total deposits for SBL and have undergone a 40-50 bps rise for SBL over the last 6 months. 52 Wk H/L (Rs) 2712
Loan book continues to retailise in a meaningful way with core retail book growing 34% YoY: Core  pajly Vol. (3M NSE Avg.) 19,579,930
retail book (including Gold loans) grew 34% YoY with its share in total loan rising 399bps YoY to 29%.

This was driven by Manufacturing (up 22% YoY), Service & Traders (up 22% YoY), Housing loans (up

30% YoY) and Golds loans (up 63% YoY), which now form 16%, 25%, 25% and 12% of core retail book,  Price Performance (%)

respectively. Corporate book rose 5% YoY with its share declining 340bps YoY to 33.7% of total loans. T oM 1Yr
SME book grew 16% YoY, with its share increasing 15 bps YoY to 23.7%.

Valuation and outlook: We have revised our NIl estimates by -13.3%/-12.8%, PPOP estimates by - ~ South Indian Bank  (17.6) ~ (8.1) ~ (44.8)
10.8%/-7.5% and PAT estimates by -9.6%/-8.7% for FY20/FY21, respectively. We have retained Buy  Nifty Index 2.1) 7.1 58
rating on SBL, revising our target price on it to Rs20 (from Rs21 earlier) and valuing the stock at 0.6x

FY21E P/BV. Source: Bloomberg

Y/E March (Rsmn) 4QFY19 4QFY18 3QFY19 YoY (%) QoQ (%)
Interest income 17,909 15,890 17,352 12.7 3.2
Interest expenses 12,916 10,968 12,155 17.8 6.3
Net interest income 4,994 4,922 5,196 1.5 (3.9
NIM (%) 2.46 2.73 2.66 -27 bps -20 bps
Non-interest income 2,357 1,787 1,868 31.9 26.2
Total income 7,350 6,709 7,064 9.6 4.1
Staff costs 2,119 1,933 2,022 9.6 4.8
Other operating expenses 1,956 1,667 1,722 17.3 13.6
Total operating expenses 4,075 3,600 3,744 13.2 8.8
Cost-to-income (%) 54.88 4717 54.68 771 bps 20 bps
Pre-provisioning operating profit 3,276 3,109 3,320 54 (1.3)
Provisions 2,192 1,486 2,031 474 7.9
PBT 1,084 1,623 1,289 (33.2) (15.9)
Tax 379 482 450 (21.3) (15.9)
-Effective tax rate 35.0 29.7 34.9 528 bps 1bps
PAT 705 1,141 838 (38.2) (15.9)
EPS (Rs) 0.39 0.63 0.46 (38.2) (15.9)
Deposits 804,201 720,296 776,650 11.6 35
Advances 626,937 545,629 592,560 14.9 5.8

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Comprehensive Conference Call Takeaways
Asset Quality

o Over the last 4 years, the bank has stayed away from the stressed sectors like aviation, telecom,
EPC contractors, efc. in the standard asset book. There is only major steel account which belongs to
a group which does not have any default history in his entire existence.

o With legacy asset quality problems under control and SME and retail showing strong growth, the
bank is on track to deliver stable growth and expansion.

o During the quarter, there was one corporate slippage of Rs. 1.14 bn. This is was a Kerala-based
medical college which the management had indicated about earlier. The Group already owns a
dental college and started another medical college 4 years ago. As a regulatory requirement, the
medical college had to obtain regulatory approval every consecutive year until 5 years from the
concerned authority in order to operate. Failing this, the bank classified this account as NPA during
Q4FY19.

- The bank is the sole lender to the company. The bank holds large amount of primary security
and collateral security. Collateral security is in the form of completely vacant land in centre of
Trivandrum which is equal to the value of the loan. Primary security is twice the loan amount.

o Agri slippage during the quarter was Rs. 1 bn.

e The bank has guided for NPA accretion of Rs. 2.5 bn per quarter going forward. Reductions run-rate
guidance is for Rs. 5 bn.

e The bank has guided for 100-110 bps of credit costs for FY20 and beyond. The bank does not expect
significant improvement in credit costs going forward as it would like to increase PCR to more than
60% from current levels of 42.5%.

e The increase in <BBB book is on account of 4 accounts, all of which are standard. One account is a
large multi division company belonging to a well established group from Kolkata. This group is into
manufacturing business. As per the bank, situation is expected to improve in FY20. Second account
is a road project which was taken over by a new group 2 years ago. Third account is an airport in
Kerala which is commissioned and performing very well. Fourth one is a hotel project belonging to a
well established Kerala-based NBFC group.

e SMA2 as of March 2019 stands at 1.71% compared to 2.27% as of March 2018, 4.28% as of March
2017, 7.38% as of March 2016 and 5.95% as of March 2015.

e The current SMA2 book is worth Rs. 10.91 bn, break-up of which is as follows:

- SMA2 in Bucket Rs. 1 bn and above and Bucket Rs. 500-1000 mn are nil.

- SMA2 in Bucket Rs. 250-500 mn has 2 accounts and exposure is Rs. 980 mn.

- SMAZ2 in Bucket Rs. 50-250 mn has 44 accounts and exposure is Rs. 3.46 bn.

- SMA2 in Bucket less than Rs. 50 mn has 3,246 accounts and exposure is Rs. 6.47 bn.
e The bank has no exposure to ADAG or Essel Group.

e The bank stated the NPAs that are coming up now are recoverable, unlike EPC contractors or
syndicated debt where recoveries are difficult.

e Agri slippages are mainly concentrated in Kerala and Tamil Nadu and very limited in Karnataka.

e Current PCR on IL&FS exposure is 15%, however the bank would like to increase the PCR. As of
now, the bank is very unclear about how to proceed on this front.

South Indian Bank
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Business and Loan Growth

o Strategy to expand retail, SME and agri, increase the share of other income and improve CASA stays
intact. The Q4FY19 segmental growth rates indicate the focus of the bank.

e The bank has guided for 18-20% credit growth in FY20.

o The bank has guided for a retail loan book growth of 30%, MSME loan book growth of 20% and agri
loan book growth of 15-20%.

e The bank would like to pursue higher ticket size loans in the SME category compared to current
levels. In the business loans segment, the bank would like to pursue ticket sizes of upto Rs. 200 mn
while in the slightly larger MSMEs, including mid corporate, the bank would like to pursue ticket sizes
of Rs. 400-500 mn. Focus will be on being the sole lenders.

o The bank is equally focused on the pure gold loans business. Although, the growth in this portfolio
has been slow in last few years, the bank stated that its 300 branches are in such area where there is
a lot of potential for such loans.

e The bank purchased gold loans from certain gold loan companies. The total amount of buyout was
about Rs. 13 bn which also included small amount of LAP and home loans. Of this Rs. 13 bn, Rs. 3
bn has been repaid.

Margin, Liabilities and Liquidity

o The bank stated that the MCLR transmission did not happen to the full extent during FY19. Given the
security cover available with the borrowers, the bank was not able to pass on the MCLR increase
fully which impacted yields despite the increase in MCLR rates.

o The bank had been purchasing liabilities some of which came at higher costs. As the quantum of
purchased liability reduces and CASA ftraction improves, the bank expects margins to improve.
Additionally, the bank is also looking at pursuing unsecured lending which would help in improving
yields and margins.

e The bank has guided for 15-20 bps improvement in NIM in FY20.

o Average cost of tier 2 semi-annual bonds raised recently is 11.75%.

Fee and Other Income

o Considering the focus on the SME and retail lending front, the bank expects fee income growth
momentum to continue going forward.

o Decline in active debit cards was because the customers using the old magnetic chip cards were not
prompted for replacing their old cards with the new ones.

o The bank expects treasury income to be better in FY20. It also expects significant traction in other
income on account of insurance tie ups and technology-based products.
Operating Expenses

e The bank expects cost/income ratio to come down going forward on account of higher efficiencies
due to centralization of operations and normalization of employee and other costs.

o The bank has witnessed slight increase in costs structure mainly due to increase in employee costs
which have been driven by a number of factors such as pension, gratuity, etc. Going forward, as
these costs normalize and income growth improves, the bank expects to achieve a cost/income ratio
of 50% or below.

Capital adequacy

o The bank stated it would require external capital in FY20, given the current capital levels and the 18-
20% credit growth guidance.

South Indian Bank
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E
Net interest income 16,754 19,655 20,197 26,215 33,564
Pre-provisioning operating profit 12,146 14,808 12,390 17,466 24,007
PAT 3,925 3,349 2,475 5,148 8,445
EPS (Rs) 2.2 1.9 14 28 4.2
BV (Rs) 26.9 29.0 295 32.7 35.4
PIE (x) 7.0 8.2 11.1 5.4 37
P/BV (x) 0.6 0.5 0.5 0.5 0.4
GNPAs (%) 25 3.6 4.9 44 4.0
NNPAs (%) 1.5 2.6 3.5 3.1 25
RoA (%) 0.6 04 0.3 0.5 0.7
RoE (%) 9.0 6.6 4.7 9.1 12.9

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimates

(Rsmn) 4QFY19 4QFY18 3QFY19 YoY (%) QoQ (%) 4QFY19E  Devi. (%)
Net interest income 4,994 4,922 5,196 1.5 (3.9) 5,394 (7.4)
Pre-provisioning operating profit 3,276 3,109 3,320 54 (1.3) 3,501 (6.4)
PAT 705 1141 838 (382 (15.9) 1,206 (41.5)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Change in our estimates

Revised estimate Earlier estimate % Revision

FY20E FY21E FY20E FY21E FY20E FY21E
Net interest income (Rsmn) 26,215 33,564 30,225 38,478 (13.3) (12.8)
NIM (%) 2.9 3.1 3.1 32 -16 bps -8 bps
Operating profit (Rsmn) 17,466 24,007 19,577 25,965 (10.8) (7.5)
Profit after tax (Rsmn) 5,148 8,445 5,696 9,254 (9.6) (8.7)

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 4: One-year forward P/BV
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Financials
Exhibit 5: Income statement Exhibit 6: Key ratios
Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E  Y/E March FY17 FY18 FY19 FY20E FY21E
Interest income 58,471 61,928 68,765 81,111 98,431  Growth (%)
Interest expenses 41716 42273 48568 54,896 64,868 NIl growth 11.0 173 28 29.8 28.0
Net interest income 16,754 19,655 20,197 26,215 33,564  Pre-provision profit growth 38.1 21.9 (16.3) 41.0 375
Fee income 550 557 432 828 993  PAT growth 17.7 (14.7) (26.1) 108.0 64.1
Other Income 6,606 7,816 6,830 7,436 8,648  Business (%)
Net revenues 23910 28,028 27459 34479 43205  Deposit growth 18.7 8.9 11.6 17.9 19.0
Operating expenses 11,764 13,220 15,069 17,013 19,198  Advance growth 12.9 17.6 14.9 20.0 20.0
-Employee expenses 6,765 7,132 8,214 8,737 9,267  Business growth 16.2 125 1341 18.8 19.5
-Other expenses 4,999 6,088 6,855 8,276 9931 CD 70.2 75.8 78.0 79.3 80.0
pre-Provisioning Operating 1146 14808 12390 17466 20007 CASA 38 28 42 273 280
Provisions 6144 9809 8585 9667 1113 Operatingefficiency (%)
Loan loss provision 6201 7008 750 8731 foqe4  Cosviodneome O
Provision for investment 42 3090 1403 936 119 CosHo-assels 1 1 1 1 16
-Other provisions (478)  (289) 32 0 o Productivity (Rsmn)
PBT 6002 4,999 3805 7799 12,795 Business per branch 13236 14823 16450 1,889.7 211847
Tax 2077 1,650 1330 2652 4350 Business per employee 161.3 173.7 183.0 2146 246.6
PAT 3,925 3,349 2475 5,148 8,445 Profit per branch 4.6 39 28 5.7 9.1
Profit per employee 0.6 0.5 0.3 0.6 1.0
Source: Company, Nirmal Bang Institutional Equities Research Spreads (%)
Yield on advances 10.2 94 9.2 95 9.7
Yield on investments 7.2 6.7 6.9 6.9 7.0
Exhibit 7: Balance sheet Cost of deposits 6.5 58 6.2 6.0 6.0
Yield on assets 95 8.8 8.8 9.0 9.1
Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E Cost of funds 66 59 6.0 59 58
Equity Capital 1,803 1,809 1,810 1,810 2,027 Nm 27 28 26 29 3.1
Reserves & Surplus 46,682 50,623 51,561 57,335 69,684  Capital adequacy (%)
Shareholder's Funds 48,485 52,432 53,371 59,145 71,711 Tierl 10.9 104 10.0 9.0 9.1
Deposits 661,175 720,296 804,201 948,397 1,128,955 Tierll 15 23 26 18 18
-Current deposits 27526 30576 33320 45523 56448  10@ICAR 124 127 126108 109
Saving deposits 120938 140841 161350 213389 250660 Assetauality (%)
Term deposit 503712 548870 609531 689484 812847 COSNTAS 25 36 ds a4 a0
Net NPAs 1.5 2.6 35 341 25
Borrowings 19578 40434 49032 639%6 77,292 Specific provision coverage 393 27.3 309 30.7 370
Other liabilities 13,884 13,697 16,188 25,071 34,534 Slippage 39 36 32 24 20
Total liabilities 743122 826,859 922,792 1,096,609 1,312,451  (reqit cost 14 14 12 12 12
Cash/Equivalent 38,877 42,210 48,228 60,186 72,223 Return (%)
Advances 463895 545629 626937 752,325 902,790 RoE 9.0 6.6 47 9.1 129
Investments 194297 183631 190,814 216,631 257,256 ROA 0.6 04 0.3 05 07
Fixed Assets 6561 6808 7087 7795 8575 RORWA o005 09 12
Other assets 39492 48581 49727 59672 71607  "ershare(Rs)
Total assets 743122 826,859 922,792 1,096,609 1,312,451 EPS 22 19 14 28 42
BV 26.9 29.0 295 327 354
Source: Company, Nirmal Bang Institutional Equities Research ABY 230 210 175 19.9 241
Valuation (x)
P/E 7.0 8.2 111 54 37
P/BV 0.6 0.5 0.5 0.5 04
P/ABV 0.7 0.7 0.9 0.8 0.6

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 23 28
15 May 2018 Buy 26 30
23 July 2018 Buy 18 26
9 October 2018 Buy 13 18
16 October 2018 Buy 15 21
21 January 2019 Buy 14 20
8 April 2019 Buy 18 21
10 May 2019 Buy 15 20
Rating track graph
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a registered
Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a registered Stock Broker
with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL 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.

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

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

Analyst Certification: We, Shivaji Thapliyal and Raghav Garg, the research analysts and the authors of this report, hereby certify that the views
expressed in this research report accurately reflects our personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analysts was, is, or will be directly or indirectly related to the inclusion of specific recommendations or
views in this research. The analysts are principally responsible for the preparation of this research report and have taken reasonable care to achieve
and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

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

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