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South Indian Bank NOT RATED

Revamping to remain competent

Summary

We attended analyst meet hosted by South Indian Bank (SIB) which showcased its vision for
2024. Management highlighted its strategies for near to long term with focus on 6Cs, launching
new product; creating robust operational team supported by technology platform and
revamping credit policy with focus on quality. Also, leveraging existing and new talent pool to
improve underwriting through training and experts, build strong analytical tools for portfolio,
and improve collection through analytics, managing NPA through focus on recoveries and
rationalization of branches and ATMs. Bank lays its vision for 2024 with philosophy of “Fair to
customers, Fair to bank”. In Q2FY21, NIl grew by 13.5% YoY while PAT declined by 23.0% YoY led
by increase in provisions; ROA at 0.3%. However; on asset quality front, GNPA and NNPA
reduced to 4.9% and 2.6% respectively. Bank targets to achieve RoA at 1% and RoE at 13% by
FY24. At CMP, stock is trading at P/BV of 0.3x FY23 consensus estimates.

Key highlights

B Focus on 6Cs for next 3 years- Bank has lay down a strategy for growth in next 3 years by

focusing on 6Cs- a) capital- Bank will be raising capital (equity + debt) amounting to Rs12.5bn
in tranches with first tranche by Mar’21 b) CASA- building low cost CASA book by building
relationship at branch level while on NRI front will expand horizon to target NRI around the
world apart from middle east c) C/I ratio- reduce C/I by increasing income or reducing cost; on
income front focus will be on non-credit related income through cross sell and up sell
opportunities however on cost side will optimize existing branch network with merger or
relocation of branches or synergies with new subsidiaries by focusing on outsourcing d)
Competency building- by reorienting the organizational structure by leveraging existing talent e)
Customer focus- will approach Phygital approach at branches with personalized services for legacy
customers and complete digital for next gen customers f) Compliance- Bank will be focusing
adherence to higher integrity standards and zero tolerance for internal and external cross.

Focus on quality asset with new product- Bank will continues to focus on Retail, MSME and
Agri. and adopt calibrated approach towards corporate while bank has drawn plan to revamp
existing products and launch new retail products like LAS, SBL, IPO Funding, Dealer Funding,
Tractor funding etc. in phases w.e.f. 1° April 2021. In Corporate, focus will be on building high
rated quality book through approach of cross sell of treasury, retail and SME products.

Focus on improvement in yield of products and strong product growth- To enhance NIM
bank set up target yield like for Agri- 9.2%-10%, Retail gold- 10%-11.5%, Agri. gold- 9%-10%,
Business loans- 9.3%-10.3% within that can leverage in SME book, Personal loan- 10%-10.5%,
LAP- 10%-10.5%, Home loan- 8%-8.8%, Corporate will be doing on need basis and will look at
8%-9% while overall targeting yield at 10% range However; on growth front Agri. and gold
loan would be 10-12%, retail gold- 30%-35%, PL will be doubling in 1-3 years and overall
targeting credit growth of 10-15% by Mar’22 and further 20%.
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Financial snapshot (Rs mn)
Year FY2016 FY2017 FY2018 FY2019 FY2020
NIl 15,097 16,754 19,655 20,197 23,175
Net Profit 3,333 3,925 3,349 2,475 1,046
EPS (Rs) 2.2 2.6 1.9 1.4 0.6
ABV (Rs) 27.6 23.1 21.2 17.5 18.4
PER () 4.1 3.5 5.0 6.7 15.9
P/ABV (x) 0.3 0.4 0.4 0.5 0.5
ROE (%) 8.7 8.1 6.4 4.6 1.9
ROA (%) 0.6 0.6 0.4 0.3 0.1
GNPA (%) 3.8 2.5 3.6 4.9 5.0
NNPA (%) 2.9 1.5 2.6 3.5 3.3
CAR 11.8 12.4 12.7 12.6 134
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Exhibit 1: Focus is on Retail, MSME and agriculture while Corporate segment declining YoY

100.0% -+
85.0% -
70.0% -
55.0% -
40.0% -

25.0% -

10.0%

FY16 FY17 FY18 FY19 FY20 H1FY21

M Corporate M Retail (incl. gold) M Business loans/MSME 1 Agriculture
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Exhibit 2: Term deposit continues to remain major chunk of deposit
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Exhibit 3: Advances across ROl decline Exhibit 4: NIM continues to remain at 2.7-2.8% level

100% - 3.0% - . . 2.8% 2.8%
2.7% 2.7% 2.7%
85% - 2.8% - 2.6% :
2.5% -
70%
2.3% -
55% - 2.0% A
40% - 1.8% -
1.5% -
25% - 0
1.3% -
0, .
o I FY17 FY18 FY19 FY20 H1FY21 1.0% - ' ' ' ' '
FY1l6 FY17 FY18 FY19 FY20 H1FY21
M Kerala M South Excl Kerala M Rest of India ENIM
Source: Company; IDBI Capital Research Source: Company; IDBI Capital Research

Exhibit 5: Yield of funds declined in H1FY21 Exhibit 6: Cost remain low in H1FY21
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Exhibit 7: Yield declines

Exhibit 8: Cost of deposit reduce YoY and remain at 5.6%
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Exhibit 9: Cost-to-income remain high Exhibit 10: Cost-to-assets to ease in FY21
60.0% - 56.6%
° 0 54.9% 53.9% 21% {4 g
49.2% >1.1% 19% 1 17% 17% 1.8%
% - ) 47.2% : 7 1.7% -7
50.0% 17%
1.5% -
40.0% - 1.3% 4
1.1% - 1.0%
30.0% - 0.9% -
0.7% -
20.0% - 0.5%
0.3% -
10.0% T T T T 0.1% - T T T T
FY1l6 FY17 FY18 FY19 FY20 H1FY21 FY1l6 FY17 FY18 FY19 FY20 H1FY21

M Cost to Income

Source: Company; IDBI Capital Research

Source:

B Cost to asset

Company; IDBI Capital Research




[@ IDBI Capltal South Indian Bank | Analyst Meet Note

Exhibit 11: ROE target of 13% by FY24 Exhibit 12: ROA target of 1% + by FY24
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Exhibit 13: GNPA % continue to remain at 4.9%-5% while PCR continue to rise
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Exhibit 14: CRAR continues to remain strong
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Exhibit 15: Added 92 branches since FY16 and increase to 926 in H1FY21
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Exhibit 16: Standard advance above (Rs 100Cr)- BB & below book continue to increase while A rated portfolio
continues to decline
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Financial Summary

Profit & Loss Account

Year-end: March FY17
Interest earned 58,471
Interest expended (41,717)
Net interest income 16,754
Other Income 7,156
Operating Income 23,910
Operating expenses (11,764)
Employee expenses (6,765)
Other expenses (4,999)
Pre-Provision Profit 12,146
Provision (6,144)
PBT 6,002
Taxes (2,077)
Net profit 3,925

Balance Sheet

Year-end: March FY17
Capital 1,803
Reserves 46,652
Networth 48,455
Deposits 661,175
Borrowings 19,578
Total Liabilities & Equity 743,122
Cash & Bank with RBI 38,877
Investments 194,297
Advances 463,895
Fixed Assets 6,561
Other Assets 39,492
Total assets 743,122

Source: Company; IDBI Capital Research

FY18

61,928
(42,273)
19,655
8,373
28,028
(13,220)
(7,132)
(6,088)
14,808
(9,809)
4,999
(1,650)
3,349

FY18
1,809
50,603
52,412
720,296
40,434
826,859
42,210
183,631
545,629
6,808
48,581
826,859

FY19

68,765
(48,568)
20,197
7,262
27,459
(15,069)
(8,214)
(6,855)
12,390
(8,585)
3,805
(1,330)
2,475

FY19
1,810
51,544
53,354
804,201
49,032
922,792
48,227
190,814
626,937
7,087
49,727
922,792

(Rs mn)

FY20

77,638
(54,463)
23,175
10,458
33,633
(17,176)
(9,413)
(7,763)
16,457
(14,961)
1,496
(450)
1,046

(Rs mn)

FY20
1,810
52,938
54,748
830,339
68,932
970,329
41,898
206,253
644,395
8,000
69,783
970,329

Financial Ratios

Year-end: March

Growth

Deposits

Advances

NII

Pre-Provision Profit
Net Profit

Spreads (%)

Yield on Assets
Cost of Funds

NIM

CASA

Operating Efficiency (%)
Cost-to-Income
Cost-to-Assets
Asset Quality (%)
GNPA

NNPA

Provision Coverage
Credit Cost

Capital Adequacy (%)
CAR

Tier |

Valuations

EPS (Rs)

ABV (Rs)

P/E (x)

P/ABV (x)

ROE (%)

ROA (%)

FY17

18.7
12.9
11.0
38.1
17.8

8.5
6.1
2.7
23.8

49.2
1.7

2.5
1.5
55.1
13

12.4
10.9

2.6
23.1
3.5
0.4
8.1
0.6

FY18

8.9
17.6
17.3
21.9

(14.7)

8.0
5.4
2.8
23.8

47.2
1.7

3.6
2.6
41.2
1.8

12.7
10.4

1.9
21.2
5.0
0.4
6.4
0.4

FY19

11.6
14.9
2.8

(16.3)
(26.1)

7.9
5.6
2.6

24.2

54.9
1.7

4.9
3.5
42.5
1.4

12.6
10.0

1.4
17.5
6.7
0.5
4.6
0.3

(%)

FY20

33
2.8
14.7
32.8
(57.7)

8.1
5.7
2.7
25.0

51.1
1.8

5.0
3.3
54.2
2.3

13.4
10.8

0.6
18.4
15.9

0.5

1.9

0.1
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Key to Ratings Stocks:
BUY: Absolute return of 15% and above; ACCUMULATE: 5% to 15%; HOLD: Upto +5%; REDUCE: -5% to -15%; SELL: -15% and below.
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SEBI Registration: BSE & NSE (Cash & FO) — INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd. (hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or 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. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject IDBI Capital and associates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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