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(%) im 6M 12M
Absolute 6.7 (12.5) 38.6
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How we differ from Consensus

EPS (Rs) PL Cons. % Diff.
2016 4.2 4.4 -5.9
2017 53 5.5 -2.5
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South Indian Bank

Profitability under pressure

SIB’s Q3FY15 numbers came in below expectations with PAT at Rs879mn (~38% YoY
decline) despite strong treasury gains. Core performance was disappointing on
weak NIMs, fees and opex. Asset quality slipped on higher deliquencies belonging
to infrastructure, tyre and metal segments and resulted in interest reversal of
Rs380mn. CASA mix also deteriorated by 60bp QoQ to 21.5% as current account
deposits declined on sequential basis. Management has suggested for stable
trends in asset quality going ahead. We retain our BUY rating with PT of Rs35.

B Weakness in operating metrics: Reported NIMs have declined by 10bp QoQ as —
(1) Fresh slippages increased to Rsl.64 bn (60% YoY increase) leading to in
interest reversal of Rs380 mn, (2) CASA mix declined by 60bp QoQ, and, (3)
Credit-deposit ratio eased marginally. NIl thus declined 9% YoY while fee income
remained flat on YoY basis. However treasury gains of Rs784 mn helped pull up
total income growth to 10% YoY. Credit cost increased on high NPA provisions as
delinquencies increased. SIB is struggling on cost side in the absence of
favourable levers and hence, opex growth continues to remain high at ~19%
YoY. However, PAT growth of 10% YoY was aided by depreciation write-back of
Rs40m on account of lower yields however got offset to some extent due to
Rs250mn of FITL provisions made during the quarter.
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B Profitability to improve gradually: Bank’s gold loan business, earlier a high
growth area, coupled with higher yields, has seen a sharp reversal, slowing
down overall loan growth. Proportion of gold loans in the overall loan mix has
thus declined to 14% vs 19% last year and has put pressure on yields. Opex is
likely to remain elevated as SIB continues to add employees and provide for the
impending wage hike — inline with the IBA discussion.

B Weak asset quality but management confident on outlook: GNPA/NNPA have
increased by ~19% QoQ however higher provisioning yet resulted in stable
coverage ratio of ~43% (60.4% including technical write-offs). Management is
confident on better asset quality and focus on CASA which will help will bring
back NIMs at 3%. The bank has deferred the capital raising plan as it looks for a
better price to do the same.

Key financials ( Y/e March) 2014 2015E 2016E 2017E
Net interest income (Rs m) 13,988 14,333 17,187 19,789

Growth (%) 9.2 2.5 19.9 15.1
Operating profit (Rs m) 8,843 9,124 10,574 12,469
PAT (Rs m) 5,075 4,069 5,627 7,170
EPS (Rs) 3.8 3.0 4.2 5.3

Growth (%) 0.6 (19.8) 38.3 27.4
Net DPS (Rs) 0.8 0.9 1.0 1.1
Profitability & Valuation 2014 2015E 2016E 2017E
NIM (%) 2.68 2.45 2.58 2.58
ROAE (%) 16.6 12.1 15.1 17.1
RoAA (%) 0.97 0.70 0.85 0.93
P/BV (x) 1.2 1.1 1.0 0.9
P/ ABV (x) 1.3 1.2 1.0 0.9
PE (x) 7.6 9.5 6.9 5.4
Net dividend yield (%) 2.8 3.0 3.3 3.7

Source: Company Data; PL Research

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report
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NIl disappoints as margins drop on higher
interest reversals of Rs380mn, while also
some impact from shift in loan book

Core fee growth was subdued at 1.5% YoY,
while other income was driven by large
treasury gains during the quarter of
Rs784mn.

High slippages and shortfall on FITL
provision of Rs250mn was reason for
higher provisions. While shortfall provision
on FITL will conclude in Q4FY15.

Assets quality sharply on high slippages of
Rs1.64bn of which, Rs400mn slipped from
restructured book which was infra related

account. Other slippages were from Tyre,

Steel and Commercial real estate segment.

Advances growth has come down further

Exhibit 1: Q3FY15 - Weak quarter

South Indian Bank

3Q14 2Q15 3Q15 YoY gr. QoQgr.
Interest income 12,501 13,123 13,068 4.5% -0.4%
Interest expenses 8,997 9,540 9,869 9.7% 3.4%
Net interest income 3,505 3,584 3,199 -8.7% -10.7%
Non-interest income 846 936 1,603 89.5% 71.2%
Operating expenses 2,192 2,411 2,608 19.0% 8.2%
Employee 1,274 1,349 1,550 21.7% 14.9%
Others 918 1,061 1,058 15.2% -0.3%
Pre prov profit 2,159 2,109 2,194 1.6% 4.0%
Provisions 20 957 860 4155.9% -10.2%
Profit before tax 2,139 1,152 1,335 -37.6% 15.8%
Provision for tax 726 389 455 -37.3% 17.0%
Profit after tax 1,413 763 879 -37.8% 15.2%
Balance Sheet
Loans 333,218 353,713 363,938 9.2% 2.9%
Deposits 446,452 466,935 484,591 8.5% 3.8%
- Savings 77,340 84,560 85,980 11.2% 1.7%
- Current 17,660 18,590 18,260 3.4% -1.8%
CASA ratio (%) 21.7% 22.1% 21.5% -0.2% -0.6%
Gross NPAs 5,546 5,532 6,613 19.2% 19.5%
Net NPAs 3,919 3,184 3,796 -3.2% 19.2%
Gross NPAs % 1.66% 1.55% 1.80% 0.1% 0.3%
Net NPAs % 1.18% 0.90% 1.04% -0.1% 0.1%
Provision coverage (%) 29.3% 42.4% 42.6% 13.3% 0.2%
Credit costs (%) 0.07% 1.01% 0.95% 0.9% -0.1%
Reported NIMs 3.00% 2.80% 2.70% -0.3% -0.1%
Cost to income 50.4% 53.3% 54.3% 3.9% 1.0%

Source: Company Data, PL Research

Exhibit 2: Retail loans growth esp. Housing remains was strong but SME & Agri growth has

been aiding overall loan growth

to 9% YoY. Growth has been dragged down 3Qi4 2Q15 3Q15  Yo¥ gr.  QoQgr.

by contraction in gold loan book. Infra loan Agri 14,080 34,070 37,390 165.6% 9.7%
growth has shown uptick sequentially but MSME 47,300 62,560 64,950 37.3% 3.8%
strong growth was followed from Housing Infra 59,430 44,640 47,600 -19.9% 6.6%

& MSME segments  Housing 15420 17,220 19,150  24.2% = 11.2%

Gold Loans 64,180 57,070 51,470 -19.8% -9.8%

Total Advances 333,218 353,713 363,938 9.2% 2.9%
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Exhibit 3: Loan growth comes down further, primarily led by gold loan book running off
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Exhibit 4: CASA growth has been slowing down from past few Exhibit5: NIMs slide on impact from fall in yields and large interest
quarters especially CA balances reversal
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Exhibit 6: Credit costs remain elevated despite being marginally down sequentially
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Exhibit 7:
from restructured book

Asset quality slips on some large slippages including one

South Indian Bank
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Exhibit 8: Provision coverage ratio remains steady at ~42%
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Exhibit 9: We retain BUY rating with target price of Rs35 per share
Risk free rate 8.0%
Equity Risk Premium 6.0%
Beta 1.30
Cost of Equity 15.8%
Terminal growth 5.0%
Normalised ROE 17.3%
Stage 2 growth 12.0%
Sep-16 PT 35
Implied Sep-16 P/B 11
Implied Sep-16 P/E 7.4

Source: Company Data, Bloomberg, PL Research

Exhibit 10: We cut our earnings on margin impact from loan book mix & high slippages,

while increase our credit cost assumptions slightly

2015E 2016E

New old Variance New old Variance

NIl 14,333 15,487 -7.45% 17,187 17,683 -2.80%

PPOP 9,124 9,579 -4.75% 10,574 10,916 -3.13%

PAT 4,069 4,747 -14.27% 5,627 6,079 -7.44%

NIMs 2.5% 2.7% -0.20% 2.6% 2.7% -0.06%

Credit Cost 0.9% 0.7% 0.14% 0.6% 0.5% 0.06%

ROA 0.7% 0.8% -0.12% 0.9% 0.9% -0.06%

ROE 12.1% 13.9% -1.87% 15.1% 16.0% -0.83%
Source: Company Data, PL Research
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Exhibit 11:  SIB’s multiples have lagged other peer banks as profitability has been

weaker
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Income Statement (Rs m)

Quarterly Financials (Rs m)

South Indian Bank

Y/e March 2014 2015E 2016E 2017E Y/e March Q4FY14 Q1FY15 Q2FY15 Q3FY15
Int. Earned from Adv. 39,497 42,844 48,319 54,612 Interest Income 13,026 13,447 13,123 13,068
Int. Earned from Invt. 9,545 10,712 12,105 13,736 Interest Expense 9,379 10,038 9,540 9,869
Others 1,108 776 892 892 Net Interest Income 3,647 3,409 3,584 3,199
Total Interest Income 50,151 54,332 61,316 69,241 Non Interest Income 965 1,212 936 1,603
Interest expense 36,163 39,999 44,129 49,452 CEB - — — —
NIl 13,988 14,333 17,187 19,789 Treasury - - - -
Growth (%) 9.2 2.5 19.9 15.1 Net Total Income 4,612 4,620 4,520 4,803
Treasury Income 707 1,650 900 800 Operating Expenses 2,563 1,977 2,411 2,608
NTNII 2,977 3,424 4,040 4,768 Employee Expenses 1,611 1,459 1,349 1,550
Non Interest Income 3,685 5,074 4,940 5,568 Other Expenses 953 518 1,061 1,058
Total Income 53,835 59,406 66,256 74,809 Operating Profit 2,049 2,643 2,109 2,194
Growth (%) 12.9 10.3 11.5 12.9 Core Operating Profit 2,049 2,643 2,109 2,194
Operating Expense 8,829 10,283 11,553 12,887 Provisions 282 946 957 860
Operating Profit 8,843 9,124 10,574 12,469 Loan loss provisions - - — -
Growth (%) 4.2 3.2 15.9 17.9 Investment Depreciation - — — —
NPA Provisions 1,777 3,352 2,419 2,078 Profit before tax 1,766 1,697 1,152 1,335
Investment Provisions (285) — — — Tax 520 431 389 455
Total Provisions 1,554 3,352 2,419 2,078 PAT before EO 1,246 1,267 763 879
PBT 7,289 5,772 8,155 10,391 Extraordinary item — — — —
Tax Provisions 2,214 1,703 2,528 3,221 PAT 1,246 1,267 763 879
Effective Tax Rate (%) 304 29.5 31.0 31.0 Key Ratios
PAT 5,075 4,069 5,627 7,170 Y/e March 2014 2015E 2016E 2017E
Growth (%) 1.0 (19.8) 383 274 CMP (Rs) 29 29 29 29
Balance Sheet (Rs m) Equity Shrs. Os. (m) 1,344 1,344 1,344 1,344
Y/e March 2014 2015E 2016E 2017E Market Cap (Rs m) 38,639 38,639 38,639 38,639
Par Value 1 1 1 1 M/Cap to AUM (%) 7.0 6.2 55 4.7
No. of equity shares 1,344 1,344 1,344 1,344 EPS (Rs) 3.8 3.0 4.2 5.3
Equity 1,344 1,344 1,344 1,344 Book Value (Rs) 24 26 29 33
Networth 32,364 35,097 39,230 44,749 Adj. BV (100%) (Rs) 23 25 28 32
Adj. Networth 29,547 31,033 34,666 40,399 P/E (x) 7.6 9.5 6.9 5.4
Deposits 474,911 526,599 594,337 690,547 P/BV (x) 1.2 1.1 1.0 0.9
Growth (%) 7.3 10.9 12.9 16.2 P/ABV (x) 1.3 1.2 1.0 0.9
Low Cost deposits 98,249 109,533 124,216 145,015 DPS (Rs) 0.8 0.9 1.0 1.1
% of total deposits 20.7 20.8 20.9 21.0 Dividend Yield (%) 2.8 3.0 3.3 3.7
Total Liabilities 548,520 621,845 708,414 825330  pyoiability (%) ' ' ' '
Net Advances 362,299 402,151 458,453 536,390 Y/e March 2014 2015E 2016E 2017E
Growth (%) 13.9 11.0 14.0 17.0 NIM 2.7 24 26 26
Investments 143,518 168,437 192,124 222,388 ROAA 1.0 0.7 08 0.9
Total Assets 548,543 621,845 708,414 825,330 ROAE 16.6 121 15.1 171
Source: Company Data, PL Research. .
Efficiency
Y/e March 2014 2015E 2016E 2017E
Cost-Income Ratio (%) 50.0 53.0 52.2 50.8
C-D Ratio (%) 76.3 76.4 77.1 77.7
Business per Emp. (Rs m) - - - -
Profit per Emp. (Rs lacs) — — — —
Business per Branch (Rs m) 859 828 817 828
Profit per Branch (Rs m) 5 4 4 5
Asset Quality
Y/e March 2014 2015E 2016E 2017E
Gross NPAs (Rs m) 4,326 7,055 8,675 9,138
Net NPAs (Rs m) 2,817 4,064 4,564 4,350
Gr. NPAs to Gross Adv. (%) 1.2 1.8 1.9 1.7
Net NPAs to Net Adv. (%) 0.8 1.0 1.0 0.8
NPA Coverage (%) 34.9 42.4 47.4 524
Source: Company Data, PL Research.
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PL’s Recommendation Nomenclature

Rating Distribution of Research Coverage

45% 42.5% BUY ¢ Over 15% Outperformance to Sensex over 12-months
2 <
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©
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o o
o 25% 18.4% Trading Buy : Over 10% absolute upside in 1-month
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5% - 1.1% Under Review (UR) :  Rating likely to change shortly

0% - T T —

BUY Accumulate Reduce Sell

DISCLAIMER/DISCLOSURES
ANALYST CERTIFICATION

We/I, Mr. Nitin Kumar (B.E, PGDM, CFA), Mr. Pritesh Bumb (MBA, M.com), Research Analysts, 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. 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.

Terms & conditions and other disclosures:

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for third
party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commaodity broking, investment
banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported or
copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness of the
same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or
expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or otherwise
of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions of
securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PLis in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014

PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.

PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any other
assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in
the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or other
benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest at the
time of publication of this report.

It is confirmed that Mr. Nitin Kumar (B.E, PGDM, CFA), Mr. Pritesh Bumb (MBA, M.com), Research Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or
their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity for the
subject company

Our sales people, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In
reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest.

PL and its associates, 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 subject company 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 subject company or act as an advisor
or lender/borrower to the subject company or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

January 21, 2015 7



